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What is the generational contract?

• It is expectations based on repeating patterns of how young, 
workers, and elderly support one another over the generations.

• About 50% of GDP is transferred to a different age.

• It used to be mostly in the family. 
• Parents supported and educated their children. 

• Grown children jointly helped support elderly parents over short 
remaining lives, inheriting assets when they died. 
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The repeating pattern of net public + private transfers, in US, 1991-2021.
 Transfers received minus transfers given, by age



This generational contract has changed 
rapidly over past century for three reasons:
1. Children and elderly have become more costly. Children’s 

education is now more important, extensive, and expensive. The 
elderly now retire ten years younger than a century ago and 
consume more due to health care. 

2. Population aging. Lower fertility and longer life means that 
fewer kids must share the costs for more surviving parents over 
more years. 

3. Public programs substitute for familial support of children 
and the elderly: public education, pensions, health care and 
long-term care. 
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Now --- 

• Children increasingly must pay for their own higher education by 
borrowing.

• Population aging undermines fiscal stability of public programs for 
elderly, so young adults doubt programs will be there for them in 
old age.

• Working age adults are squeezed by:
➢ high costs of kids

➢ taxes to support elderly parents (or directly)

➢ saving for own retirements. 
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National Transfer Accounts (NTA) focuses on these issues 
visit www.NTAccounts.org

• National Income Accounts by age and generation plus family 
transfers

• Emphasizes income flows across generations through the
➢ family (parents raising children and perhaps supporting grandparents)
➢ public sector: taxes and benefits for public education, pensions, health care, 

and public goods (roads, research, police, defense, etc.)
➢ market (saving and investing to build assets for retirement)

• Big differences among countries and big changes over time.
• Complicated methods using existing data sets. 
• Research teams in 80 countries, estimates for more than 100.
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http://www.ntaccounts.org/


The Economic Life Cycle 
in the US (2019-Precovid)

Labor income is 

Average across all people at each age, 
including zeros. 

Includes:
Wages & salaries
Fringe benefits
2/3 of self employment income

Ronald Lee, UC Berkeley, October 1 2025 8



Consumption is:

Household consumption expenditures 
imputed to individuals in hshld by age 
(includes education and health)
          Plus

Public goods and services, all non-cash 
benefits, including

Public education
Medicare
Medicaid

Roads
Police
National Institutes of Health
Defense
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But there are other sources of income than labor income, and other uses 
besides consumption.

Total income received Total uses of income
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Primary inc
Primary uses



Gap between primary income and primary uses.
This gap is filled entirely by public and private transfers.
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US Elderly rely much 
less on transfers than 
do other countries

Share of net public transfers in paying for 
elder consumption

US: 26%

Sweden: 98%

France: 70%

Singapore: 0%
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Population aging is smaller problem for US 
than for most high-income countries
• Elders are more economically self-sufficient in US.

• Social Security is only modestly impacted by population aging due 
to its progressive structure. 

• Higher fertility would raise costs for first 40 or 50 years until larger 
labor force more than offsets the costs of educating more kids. 

• Despite stresses and strains, the generational contract remains 
fairly healthy although investment in children is a problem.
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  THANK YOU
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Consumption in the 
Generational Economy

2025 Southern California Demographic Workshop: 
Revisiting the Intergenerational Contract
Los Angeles, October 1, 2025

Gretchen Donehower, UC Berkeley



Who gets to 
consume in 

the 
generational 

economy?

• We just reviewed the basic features of the generational 
economy through the lens of the National Transfer Accounts 
(NTA) methodology

• It demonstrated how people produce, share, save, and 
consume resources by age.

• Individual consumption is the ultimate output of the system, 
the final measure of wellbeing and sustainability.



• Older persons consume the 
most, mostly because of health 
care, highest at the oldest ages.

• Young people consume 
substantial amounts of 
education.

(Units are relative to average 
labor income for ages 30-49, so 
a year of peak age worker 
earnings.)
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• It has not always looked like 
this.

• Economic and social change, 
as well as deliberate policy 
choices have shaped the age 
pattern of consumption over 
time.

o Growth in private health 
care as well as spending 
by Medicare and Medicaid

o Higher education 
investments in young 
people

o Oldest persons are no 
longer spending less than 
working age persons

(Units are the same, relative to 
the average labor income in 
that year of persons age 30-49.)
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• Over time, relatively more 
consumption for young and a 
lot more for the old, about the 
same for middle ages.

• How is this possible?

• Sharing with fewer children 
means more for each child

• Older persons have been 
better able to accumulate 
during working years and 
finance consumption at 
older ages through assets

• They also work longer in 
recent years and benefit 
from large public transfers 
for health care
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• Market goods and services 
are not the only thing we 
consume. 

• We also consume unpaid 
care work (UCW): childcare, 
eldercare, housework, and 
household management.

• Estimate uses time use data 
to measure time spent on 
UCW, which is valued by a 
market wage and imputed 
to household members as 
consumption.
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• We invest in children’s 
human capital by providing 
them market-based health 
and education goods and 
services (government share 
in red, family share in blue)

• Unpaid childcare (green) is 
also a large part of 
investment in future human 
capital, especially at very 
young ages.

• For infants, it makes up 
most of total consumption.

(Data are an average of 22 
different countries from around 
the world. Units are the same, 
relative to the average labor 
income in that year of persons 
age 30-49.) Vargha, L., & Donehower, G. (2019). The quantity-quality tradeoff: A cross-country comparison of market and 

nonmarket investments per child in relation to fertility. Population and Development Review, 321-350.



What do we 
learn from 

viewing 
consumption 

this way?

• Per person health care consumption has risen rapidly even 
while the demographic that consumes the most health care is 
increasing. ➔ Addressing how we structure health care 
markets is one of the keys to a sustainable future.

• Lower fertility gives you the chance to invest more per child 
without increasing total spending. ➔ Human capital 
investment is another key to a sustainable future.

• A large part of human capital is created by the invisible 
economy of unpaid care work. ➔ The role of unpaid care in 
creating future human capital can benefit from more policy 
attention.
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Who We 
Are

The Children’s Partnership is a California 

advocacy organization advancing child 

health equity through research, policy 

and community engagement.



Core Beliefs



Infant mortality is rising

Child mortality is rising

Child poverty is rising

Uninsured rates for children are 
rising & access to care has declined

Resurgence of measles and other 

preventable diseases 

Homelessness is increasing 

Hunger is rising 
Child care is in crisis

Child Well-Being at Risk



Source: First Focus, May 2022 
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Source: First Focus 









“And how are the children?”
- A traditional greeting of the 
Maasai people of Kenya
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