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Private and Public Consumption across Generations in Australia

Abstract

Objective: To investigate intergenerational equity in consumption using the Australian
National Transfer Accounts (NTA).

Methods: Australian NTA estimates of consumption were used to investigate
disparities in consumption between people of different ages and generations in
Australia between 1981-82 and 2009-10.

Results: There is a clear patterning of consumption by age, with the distribution by age
of consumption funded by the private sector being very different to that of consumption
funded by the public sector. Australians have achieved notable equality in total
consumption among people between the ages of 20 and 75 years. Substantial disparities
exist, however, between different generations, with earlier generations experiencing
lower levels of total consumption in real terms at particular ages than later generations.
Conclusion: An accurate picture of intergenerational equity in consumption requires
consideration of both cohorts and cross sections, as well as consumption funded by both

the public and the private sectors.
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Impact Statement

This investigation of consumption has implications for debates about the
intergenerational equity of policy settings in Australia’s ageing population. It sounds
warnings for future research concerning: (1) the importance of distinguishing ‘cross-
sectional” and ‘cohort’ perspectives on consumption and intergenerational equity; and

(2) the importance of consumption funded by the public sector.



Private and Public Consumption across Generations in Australia

Introduction

In the context of population ageing, all societies face challenges balancing the needs
and wants of people of different ages and generations. One of the challenges faced by
policymakers is to manage the intergenerational equity of policy settings as the age
distribution of the population shifts beneath them. This, indeed, is stated explicitly in

the Australian government’s first Intergenerational Report [1].

In a recent issue of 4JA4, Kendig, O’Loughlin, Hussain, and Cannon present new
evidence on the attitudes of Australians towards intergenerational equity [2]. They find
that a majority of Australians think that older people are getting less than their fair share
of government benefits. Most would say that lifelong opportunities have been better for
Baby Boomers than for older people who have already retired, while very substantial
numbers would also say that Baby Boomers have enjoyed an advantage in lifelong

opportunities over younger people.

Intergenerational equity can be assessed along a range of dimensions. For example, it
can relate to the equity of the transfers that flow from one generation to another, the
distribution of wealth between generations, or the material standards of living
experienced by different generations. This article will focus on the last of these
dimensions. Specifically, using information from the Australian National Transfer

Accounts (NTA), this article will investigate the levels of consumption experienced by



people of different ages and generations in Australia between 1981-82 and 200910,

in order to investigate intergenerational equity in material living standards.

Methods

Material standards of living

Often, material standards of living are studied through the lens of income. Yet,
consumption is a more direct and, arguably, a better measure of material living
standards [3—6]. Consumption is one of the most important factors determining the
welfare of an individual [7-10]. When examining material living standards, the time
period over which it is assessed is critical [3, 11]. Herein material living standards are
investigated through the lens of consumption experienced over the course of a year and

over the course of a lifetime.

This requires the adoption of two different temporal perspectives on consumption and
intergenerational equity. The first — a ‘cross-sectional’ perspective — focuses on
consumption at a particular point in time (a particular year) and how this consumption
varies between people of different ages. The second — a ‘cohort’ perspective — focuses
on consumption over a lifetime and how this consumption varies between people of

different generations.

Australian National Transfer Accounts



Estimates of consumption from the Australian NTA are used to investigate disparities
in consumption between people of different ages and generations in Australia between
1981-82 and 2009-10. In order to derive these estimates, macro-level or aggregate
amounts of consumption from the Australian System of National Accounts and other
information sources are allocated to individuals using a wide array of information
sources, including many surveys conducted by the Australian Bureau of Statistics, in
conjunction with methods developed by the global NTA project [12]. A total of 12
categories of consumption are delineated on the basis of the type of good or service
consumed (education, health, housing, child care, residential aged care, or other) and
the funding source (private or public). An overview of the theoretical and mathematical
basis of the NTA system, as well as detailed descriptions of methods and data sources,

are available elsewhere, including in this issue of 4J4 [12—15].

Estimates for all years have been converted into 2009-10 dollars per year. Changes are

thus presented in real or constant dollar terms.

Results

Cross-sectional results

Figure 1 presents per capita age profiles for total consumption, by single years of age,

for six time points between 1981-82 and 2009—-10. Within these age profiles, four life

cycle stages of consumption can be distinguished.

[FIGURE 1]



The first life cycle stage extends from newborns to people around 20 years of age. In
this life cycle stage, total consumption increases with age. The second life cycle stage
extends from people around 20 years of age to those around 60. In this life cycle stage,
total consumption largely plateaus, varying little with increases in age. The third life
cycle stage extends from people around 60 years of age to those around 75. In this life
cycle stage, total consumption again largely plateaus, although at a level slightly higher
than in the second life cycle stage. The fourth life cycle stage extends from people
around 75 years of age to those of older ages. In this life cycle stage, total consumption

rises once again.

The long plateaus in the second and third life cycle stages indicate that Australians have
achieved notable equality in total consumption among people between the ages of 20

and 75 years.

Figure 1 also demonstrates that the shape of the per capita age profile for total
consumption changed little over the 28 years between 1981-82 and 2009-10. This age
profile has, however, steadily shifted upwards as, across all ages, levels of total
consumption have increased in real terms. All ages have benefitted from economic and

consumption growth over time.

Table 1 presents, for selected age groups in 1981-82 and 2009-10, estimates of per
capita public, private, and total consumption, as well as estimates for the 12 categories

of consumption that make up these other totals. There is a clear patterning of these



consumption categories by age. The broad descriptions provided in the following

paragraphs are based on the information for 2009—-10.

[TABLE 1]

Not surprisingly, the consumption of education is highest among younger people and
the consumption of health is highest among older people. The consumption of health
funded by the public sector generally rises with age, with increases among older people
being particularly large. The consumption is health funded by the private sector also
rises with age, except that it is lower for people aged 75 years or older than for those
aged 60 to 74. Overall, public consumption of health is more substantial than private
consumption of health for all age groups. The ratio of private to public health
consumption for those aged 19 or younger is roughly similar to that for those aged 75

or older.

While public consumption of housing is small (less than $170 for all age groups),
private consumption of housing is one of the most substantial categories of
consumption. Private housing consumption tends to rise with age. It should be noted
that a household’s private housing consumption is allocated to members of that
household using an equivalence scale. Because older people tend to live in smaller
households than others, their private housing consumption will tend to be higher than

that of others even if all concerned are living in houses of equal value.

Consumption of residential aged care, both public and private, is almost exclusively

experienced by the oldest age group, while consumption of child care is exclusively



experienced by the youngest. Public consumption of residential aged care is over two

times higher than private consumption.

Other public consumption (including consumption of goods and services in areas such
as defence, public order and safety, recreation, fuel and energy, agriculture, forestry,
transport, and communications) is one of the most substantial categories of
consumption. In the NTA system, other public consumption is allocated equally to all
individuals, which results in a flat per capita age profile with no patterning by age. The
most substantial category of consumption is other private consumption (including
consumption of goods and services such as food, beverages, tobacco, clothing,
footwear, electricity, gas, furnishings, household equipment, transport,
communications, and recreation). Other private consumption roughly doubles from
those aged 19 years or younger to those aged 20 to 74, but falls precipitously for those

aged 75 or older.

The estimates for change between 1981-82 and 2009—10 reported in the lower third of
Table 1 indicate that, across all ages, per capita total consumption rose by $16,895 in
real terms over this time period. Increases in other private consumption accounted for
38% of this change in total consumption, while increases in private consumption of
housing accounted for 21%. Increases in public health consumption were responsible
for 12% of this change, as were increases in other public consumption. Overall, 70% of

this change was due to changes in private consumption.

These results for all ages mask important differences between age groups. Increases in

per capita total consumption between 1981-82 and 2009—-10 varied between $15,009



for those aged 19 years or younger and $22,449 for those aged 75 or older. Overall,
around half of the increase in total consumption among those aged 19 or younger was
due to changes in private consumption, while the other half was due to changes in public
consumption. In contrast, changes in private consumption were largely responsible for
the increase in total consumption among those aged 20 to 74, while changes in public
consumption were largely responsible for the increase in total consumption among
those aged 75 or older. Changes in public and private consumption particularly

benefitted those aged 75 or older and those aged 20 to 74, respectively.

For all age groups except those aged 75 years or older, there were substantial increases
in other private consumption. Reflecting increases in the value of people’s houses,
private consumption of housing increased substantially for all age groups but especially
for the two older age groups for whom the number of persons per household was lower.
Changes in public health consumption were important for those aged 60 years or older,
but were less important for those aged 59 or younger. Increases in public and private
consumption of education made up 36% of the consumption increase for those aged 19

or younger, partly reflecting increases in educational participation.

Cohort results

So far, this article has adopted a ‘cross-sectional’ perspective on consumption. A
‘cohort’ perspective is adopted in Figure 2 which presents estimates of per capita total
consumption for different generations as they age between 1981-82 and 2009-10. Birth
cohorts, defined by year of birth, are grouped into generations. The groupings of birth

cohorts are as follows (with the associated generations in parentheses): 1926—1945 (the



Traditionalists), 1946—1965 (the Baby Boomers), 1966—1985 (Generation X), and
1986-2005 (the Millennials). These groupings and generational names are derived from
a range of sources [16, 17]. In Figure 2, four selected birth cohorts are presented per

generation.

[FIGURE 2]

Figure 2 also includes lines for the 1981-82 and 2009—10 cross sections. These lines
are identical to those for 1981-82 and 2009—10 in Figure 1. As generations age between
1981-82 and 2009-10, they move from somewhere on the line for the 1981-82 cross

section to somewhere on the line for the 2009—10 cross section.

Looking at the trajectories experienced by the different generations as they age, one
thing is clear: these trajectories, with very few exceptions, are trajectories of
continuously rising total consumption in real terms. For all generations, total
consumption is higher in 2009—10 than in 1981-82 and, with very few exceptions, each

increase in age has been associated with an increase in total consumption.

These trajectories of rising total consumption are very different to the long plateaus in
total consumption between the ages of 20 and 74 years indicated by the lines for the
1981-82 and 2009—10 cross sections. For example, while in 200910 the difference in
total consumption between 26-year-olds and 54-year-olds was $2,754, Baby Boomers
born in 1955 (the solid, dark grey line with diamonds in Figure 2) experienced a rise in
total consumption of 6.7 times that amount as they aged from 26 to 54 years. To take

another example, in 2009—10 the difference in total consumption between 46-year-olds
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and 74-year-olds was $4,942. In contrast, Traditionalists born in 1935 (the solid, black
line with squares) experienced an increase in total consumption of 3.6 times that amount

as they aged from 46 to 74 years.

The trajectories experienced by the different generations as they age reveal substantial
disparities in total consumption between the generations, with generations born in
earlier years experiencing lower levels of total consumption in real terms at particular
ages than those born in later years. This reflects the fact that all generations have

benefitted from economic and consumption growth over time.

One way to illustrate these disparities is to look at how long different generations took
to achieve a level of total consumption of $30,000. At one extreme, Traditionalists born
in 1935 achieved this level of total consumption when they were roughly 50 years of
age. At the other extreme, Millennials born in 1995 (the solid, light grey line with

circles) had achieved this level of total consumption by the time they were around 10.

Another way to illustrate these disparities is to look at the level of total consumption
experienced by the generations at particular ages. For example, when Traditionalists
born in 1935 were 53 years of age, their total consumption was about $30,315. In
contrast, when Baby Boomers born in 1955 were a similar age, their total consumption
was about $43,126 (that is, $12,811 higher). Similarly, Baby Boomers born in 1955 had
a total consumption of $26,588 when they were 33 years of age, whereas members of
Generation X born in 1975 had a total consumption of $39,589 (that is, $13,001 higher)
when they were a similar age. Members of Generation X born in 1975 had a total

consumption of $24,970 when they were 13 years of age, whereas Millennials born in
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1995 had a total consumption of $38,044 (that is, $13,074 higher) when they were a
similar age. With very few exceptions, later generations experienced higher levels of

total consumption at particular ages than earlier generations.

The contributions made by the 12 categories of consumption to the three differences
mentioned in the previous paragraph are explored in Figure 3. The first column
indicates that Millennials born in 1995 experienced $13,074 more total consumption
than members of Generation X born in 1975 when 13—-14 years of age largely because
the Millennials experienced higher levels of public consumption of education, other
public consumption, private consumption of housing, and other private consumption.
The second and third columns indicate that differences between the associated
generations are largely due to differences in levels of other public consumption, private
housing consumption, and other private consumption. Overall, differences in private
consumption between generations accounted for 52% of the difference in the first
column, 83% of the difference in the second column, and 81% of the difference in the

third column.

[FIGURE 3]

Discussion

The Australian NTA estimates presented herein do not provide a completed cohort view

of total consumption over a lifetime. Nevertheless, these estimates suggest that, all else

held equal, of the Traditionalists, the Baby Boomers, Generation X, and the Millennials,

those generations born in earlier years will experience substantially lower levels of total
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consumption in real terms over their lifetimes than those generations born in later years.
The new attitudinal evidence presented by Kendig, O’Loughlin, Hussain, and Cannon
points to a belief that Baby Boomers have enjoyed better lifelong opportunities than
earlier and later generations [2]. The Australian NTA estimates suggest that Baby
Boomers have experienced higher levels of consumption than earlier generations at the
same age, but lower levels of consumption than later generations at the same age. This
reflects the fact that all generations have benefitted from economic and consumption

growth over time.

The results presented in this article sound a number of warnings concerning the study
of consumption and intergenerational equity. One of these is that great caution must be
used if differences between people of different ages at a particular point in time are
utilised to infer something about the trajectories experienced by people as they age.
Cross-sectionally, consumption differences between people of different ages at a
particular point in time can be relatively small. But this can be consistent with, from a
cohort perspective, the consumption trajectories experienced by people as they age
being trajectories, not of relatively small differences from one age to the next, but of

substantial rises.

Another warning relates to the importance of public consumption. As evident from
Table 1, the distribution by age of private consumption is very different to that of public
consumption. In 2009-10, for example, private consumption was lowest among
younger people and older people. Public consumption, however, was highest among
these age groups. Many studies of consumption focus on private consumption alone

and ignore public consumption [4, 5, 7, 18], but this focus is likely to yield an inaccurate
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picture of total consumption. One of the valuable qualities of the Australian NTA is its

inclusion of public consumption as an integral part of total consumption.

The consumption estimates from the Australian NTA are subject to a number of
qualifications. They do not take into account the different needs of people of different
ages. More specifically, they do not take account of their consumption relative to their
underlying needs. For example, children typically need less other private consumption
than adults. Older adults typically need more public health consumption than younger
adults, as well as more residential aged care consumption. These estimates also do not
take into account the full economies of scale in consumption [3, 6, 11], which are of
more benefit to people who live in larger households, such as many children, but which
are of less benefit to people who live in smaller households, such as many older people.
Different needs and economies of scale are likely to imply that the material living
standards of children are higher than suggested in this article, while the material living

standards of older people are lower than suggested.

These estimates can also be affected by changes in the composition of people of
different ages, which can occur through processes such as selective mortality and

migration. These compositional changes have not been modelled in this article.

These estimates also do not illuminate how intergenerational equity in consumption
might be affected by factors other than age that influence consumption, such as
educational level, occupation, gender, or ethnicity. Other factors such as these will be

investigated in future Australian NTA research.
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This article has investigated intergenerational equity in the material standards of living
experienced by people of different ages and generations through the lens of
consumption. Intergenerational equity can be assessed along a range of other
dimensions, however, such as the transfers that flow from one generation to another or
the distribution of wealth between generations. Some authors have noted cross-
sectional inequalities in home ownership by age as a reason to believe wealth
inequalities will be exacerbated across generations [9, 19]. Indeed, analyses of
Australian NTA estimates demonstrate that a significant proportion of the increase in
wealth that occurred between 2003—04 and 2009-10 accrued to those aged 55 to 64
years [20]. However, most of this increase in wealth was held in the family home, which
is a relatively illiquid asset made even more so by existing eligibility requirements for
the Age Pension. Nevertheless, there are other reasons to believe later generations of
older Australians may not fare as well as the Baby Boomers [21]. Other transfer-based
and wealth-based dimensions of intergenerational equity will be investigated in future

Australian NTA research.
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