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Inter-generational comparisons of household economic well-being

Summary

This study of data from the Distributions of Household Economic Accounts compares households’ economic well-
being from a macro-economic accounts perspective, as measured by net saving and net worth for each generation
when the major income earner for a household in one generation reached the same point in the life cycle as the
major income earner for a household in another generation. The study finds that while younger generations have
higher disposable income and higher consumption expenditure than older generations when they reached the
same age, their net saving is relatively similar. As well, younger generations’ economic well-being may be more
at risk due to the COVID-19 pandemic since they depend more on employment as a primary source of income,
they have higher debt relative to income, and they have less equity in financial and real estate assets from which
to draw upon when needed.
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Introduction

According to the life-cycle hypothesis, households spend and save over their lifetimes based on their expectations
of future income and, consequently, their ability to generate wealth (Szenberg, 2008). Chart 1 illustrates that as a
major income earner in a household transitions through early adulthood, they increase their consumption and debt
holdings, assuming that future gains in their income and wealth will accommodate such spending. During middle
age, households save to maintain their expected future consumption as they transition to retirement and draw from
their accumulated wealth (Pew Research Center, 2015, and Pettinger, 2019).

Chart 1A
Stylistic example of life-cycle patterns in income, consumption, and net saving
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Source: Author's illustrations based on Tejvan Pettinger, Life-Cycle Hypothesis, May 24, 2019.
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Chart 1B
Stylistic example of life-cycle patterns in income, consumption, net saving, and wealth
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Source: Author's illustrations based on Tejvan Pettinger, Life-Cycle Hypothesis, May 24, 2019.

The Distributions of Household Economic Accounts (DHEA) include annual estimates by generation of disposable
income and consumption expenditure from 1999 to 2019, and of wealth from 2010 to 2019." These estimates allow
for inter-generational comparisons of households’ economic well-being from a macro-economic perspective, as
measured by net saving. Net saving represents the excess funds a household has to increase its net worth. Net
worth, or wealth, represents the sum total of a household’s assets less its liabilities.

The illustration in chart 2 provides an overview of how the Canadian population has evolved by generation cohort
over time from 1926 to 2019, and how the life experiences of households may have been affected by variations in
their disposable income during those periods. Over time, real household disposable income per capita has varied
along with fluctuations in economic activity, the onset and resolution of global conflicts, as well as the introduction
of, and later modifications to government-sponsored social assistance, education, universal health care and old
age security.

1. More information on the macro-economic accounting concepts applied to estimate disposable income, consumption expenditure and wealth in the Distributions
of Household Economic Accounts are available from Statistics Canada, Methodological Guide: Canadian System of Macroeconomic Accounts (Catalogue number
13-607-X). See section “Distributions of Household Economic Accounts” under Satellite Accounts and Special Studies. Also see “Distributions of Household
Economic Accounts, estimates of asset, liability and net worth distributions, 2010 to 2019: Technical methodology and quality report,” which is part of the
Income and Expendiiture Accounts Technical Series (Catalogue number13-604-M), and User Guide: Canadian System of Macroeconomic Accounts (Catalogue
number 13-606-G), May 31, 2016.
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Chart 2
Population by generation and household disposable income, year-over-year percentage change (real per capita (2002) dollars)
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Source: Author's calculations, based on data from Statistics Canada: Table A78-93, Population by age and sex, census dates, 1921 to 1971, catalogue 11-516-X; Table 17-10-0005-01,
Population estimates on July 1, by age and sex, 1971 to 2016; and Table 36-10-0229-01, Long-run provincial and territorial data, annual.

Households have different sources of income and varying consumption needs and preferences as they progress
through the life cycle, including: early adulthood, when a major income earner completes his/her education and
training and embarks on a career; middle age, when a career is established and some may choose to start a family
and support the development of their children; and senior age, when a major income earner may transition to
retirement and draw from a pension or receive social benefits.

Throughout the following analysis, unless otherwise specified, values for income, consumption, net saving and net
worth are adjusted for inflation using the all-items Consumer Price Index. Adjusting these estimates for general
price inflation in any given period allows for more direct comparisons of the state of household sector economic
well-being across generations as they reached the same point in their life cycle (Heisz and Richards, 2019).

The estimates shown within the following analysis include the DHEA measure of average dollars per household.
While DHEA estimates are available on both an average dollars per household basis as well as by average dollars
per consumption unit, the latter of which controls not only for the number of households but also for differences in
the number of persons and age composition within households (DHEA, 2020, and OECD, 2013), the observations
presented in this paper are consistent using either measure. Other factors, not controlled for in the following
analysis, include differences in business cycle effects, cohort effects, such as changes in educational attainment,
and family dynamics, including the participation of women in the labour force, the incidence of two-earner
families, etc. Unless otherwise specified, younger generations refer to households with a major income earner in
the millennial generation (millennials) and generation X, while older generations refer to households with a major
income earner in the baby boom generation (boomers) and the pre-1946 generation.
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Younger generations have higher disposable income as well as higher
consumption expenditure than older generations when they reached the
same age

As illustrated in chart 3, a household may derive its disposable income from a number of sources, including
from labour compensation such as wages and salaries, property income from receipts of interest and dividends,
transfers from employer-sponsored pension plans, and from social benefits provided by governments and non-
profit institutions serving households. In the DHEA, disposable income is presented net of all associated payments
for taxes, interest paid and social contributions. Households may also receive mixed income from the operation of
an unincorporated business, from direct rental income, and also from imputed rental income for owner-occupiers
of dwellings.

Chart 3
Source of disposable income by median age of generation, inflation-adjusted (2019) average dollars per household
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Source: Author’s calculations based on data from Statistics Canada, Distributions of Household Economic Accounts, and Table 18-10-0005-01, Consumer price index, annual average, not
seasonally adjusted.

On an inflation-adjusted (2019) dollar basis, when millennial households’ major income earner reached a median
age of 31 in 2019, their average disposable income was $80,200, higher than for generation X households’ who
had $68,700 when they reached that same age in 2002. Most of the difference for millennial households is due to
higher average labour compensation earned through wages and salaries.

Similarly, when generation X households reached a median age of 47 in 2019, their income was $102,500,
compared to $84,900 for boomer households who reached that same age in 2003. Generation X also had higher
labour compensation, mainly through wages and salaries, than boomers earned at that same age.

Although a direct comparison of income between the pre-1946 generation and boomer households cannot be
made, as the median ages of the major income earner do not intersect for the years available, the overall trend for
boomers suggests that when they do reach their late sixties it is likely that their disposable income will be higher
than what the pre-1946 generation had at that age. When boomers reached the age of 63 in 2019, their household
disposable income was about $81,300 compared with the pre-1946 generation who had $67,500 when they
reached the age of 68 in 1999. Boomers earned more than the pre-1946 generation from mixed income (including
self-employment, actual and imputed rent) and from net property (investment) income. As well, boomers received
higher transfer income, including old age security and employer-sponsored pension benefits.
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Higher consumption expenditures for younger generations due mainly to
housing and utility costs

Household consumption expenditure consists mainly of cash outlays for consumer goods and services, but it
also includes imputed expenditures related to owner-occupied rent. Similar to income, chart 4 shows that each
successive generation spent more than the preceding generation, in inflation-adjusted terms, when they reached
the same points in their life cycle. While younger generations spent more than older generations on most types
of consumption expenditures, these increases were driven mainly by housing and utility costs — including paid
and imputed rental fees, maintenance and repair costs, as well as water, electricity, gas and other fuel costs.
Regardless of generation, housing and utility costs accounted for about a quarter of overall household spending.
Other key expenditure items that increased for each successive generation include transport, food, beverage and
accommodation services, as well as insurance and financial services.

Chart 4
Type of consumption expenditure by median age of generation, inflation-adjusted (2019) average dollars per household
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Source: Author’s calculations based on data from Statistics Canada, Distributions of Household Economic Accounts, and Table 18-10-0005-01, Consumer price index, annual average, not
seasonally adjusted.

Evolution of net saving similar by generation

To derive household net saving, in addition to factoring in household disposable income and consumption
expenditure, an adjustment is applied in the DHEA estimates to include the change in employer-sponsored
pension entitlements. The change in pension entitlements accounts for additions or subtractions to a household’s
saving, depending on whether employee contributions and investment income outweigh pension withdrawals. In
the context of the macro-economic accounts, since a net increase in the value of pension entitlements increases
a household’s equity in pension funds, it is considered as an addition to their saving, which can be accessed by a
household in retirement.
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Net saving for younger generations has evolved in similar ways over time. As shown in chart 5, net saving was
positive for both millennials ($8,300) and generation X ($4,800) households when the major income earner reached
a median age of 31. Although millennials had higher disposable income than generation X, they also had higher
consumption expenditure. Over the entire 1999-2019 period, net saving generally increased for both millennials
and generation X households as they continue to work and contribute to their pensions.

Chart 5
Disposable income, consumption expenditure, and net saving by median age of generation, inflation-adjusted (2019) average
dollars per household
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Source: Author’s calculations based on data from Statistics Canada, Distributions of Household Economic Accounts, and Table 18-10-0005-01, Consumer price index, annual average, not
seasonally adjusted.

Generation X spent less than their household income when they reached a median age of 47 in 2019, at $100,100
for consumption versus $102,500 for income, while boomers spent more when they reached that same age in
2003, at $86,700 for consumption vs. $84,900 for income. Both generation X and boomers increased their pension
entitlements, however, which more than compensated for their spending, resulting in positive net saving for both
generations. Net saving for generation X ($16,100) was more than two times higher than for boomers ($6,900) at
the same median age of 47 years old.

Boomers and the pre-1946 generation both had negative net saving, at -$6,400 and $3,700 respectively, as they
spent more than their disposable income when they reached a median age in their sixties and they withdrew more
from their pensions than they contributed or earned through investment interest. Despite their negative net saving,
older generations may be able to maintain their future consumption as they have accumulated significant assets
from which to draw upon when needed.

Generation X have highest debt-to-income ratio, but ratio for millennials
increases

As indicated in chart 6, while the debt-to-income ratio was highest in 2019 for generation X households, at 220%,
that ratio has decreased by 18 percentage points since 2010 as their disposable income grew by more than their
mortgage debt. In contrast, millennials have increased their ratio by 21 percentage points, from 178% in 2010 to
199% in 2019. While growing real estate values for millennials have more than compensated for their increased
debt holdings since 2010, disposable income has not kept pace, growing at an average rate of 5% per year
compared with 6% for total debt.

o
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Chart 6
Debt-to-income ratio by generation, percent, 2010 and 2019
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Source: Statistics Canada, Table 36-10-0589-01, Distributions of household economic accounts, wealth indicators, by characteristic, Canada, annual.

Millennials’ economic well-being more at risk as they work in industries
deeply affected by the COVID-19 pandemic

According to the Labour Force Survey, summarized in chart 7, as of the second quarter of 2019, millennials
accounted for 69% of employment in accommodation and food services, 57% in retail trade, and 56% in
information, culture and recreation.

Chart7
Employment by generation and industry expressed as a share of all generations, second quarter 2019
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Source: Author’s calculations based on data from Statistics Canada, Labour Force Survey, Public Use Microdata File.
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As noted in recent assessments of the Canadian economy (Statistics Canada, September and August 2020;
Conference Board of Canada, August 2020; Bank of Canada, July 2020; C.D. Howe Institute, 2020), while financial
markets and real estate values have remained relatively stable since the beginning of the year, the COVID-19
pandemic is having a more noticeable impact on employment, especially in industries in which youth account for
a majority of workers.

In particular, while reductions in employment for millennials were greater than for older generations across all
industry types, they were especially severe in services-producing jobs, where younger generations tend to
comprise a higher share of the total workforce. As shown in chart 8, as of the second quarter of 2020, employment
for millennial workers fell by about 45% from the prior year in accommodation and food services, by 29% in
information, culture and recreation, and by 20% in retail trade.

Chart 8
Employment by age group and industry, second quarter 2020, percent change from same quarter in previous year

%

Accommodation and food Information, culture Other services-producing
services and recreation Retail trade industries Goods-producing industries

o
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Source: Author’s calculations based on data from Statistics Canada, Labour Force Survey, Public Use Microdata File.

...and younger generations have less equity from which to draw upon when
needed

Going forward, millennials may continue to face challenges in servicing their consumption and debt obligations,
as they have not accumulated as much equity in financial and real estate assets from which to draw upon relative
to older generations. As indicated in chart 9, the net worth of millennials, as measured by the value of their
financial assets and their equity in real estate and other non-financial assets, is about one-third the value held by
generation X, one-fifth of that for boomers, and one-third of that for the pre-1946 generation.

Statistics Canada — Catalogue no. 13-605-X




Inter-generational comparisons of household economic well-being

Chart9
Net worth and disposable income by major component, average dollars per household, 2019
dollars
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Source: Statistics Canada, Distributions of household economic accounts, Wealth, Table 36-10-0585-01, and income consumption and saving, Table 36-10-0587-01.

In conclusion, as the impacts of the COVID-19 pandemic continue to work their way through the economy, the
well-being of millennials may be more at risk relative to older generations, despite the introduction of unprecedented
income support programs. Due to uncertainty in their disposable income, some millennials may choose to postpone
major life events such as buying a house, starting a family and investing in their children’s education.
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Appendix

Characteristics by generation for the major income earner in a household, Distributions
of Household Economic Accounts for the 2019 reference year

Pre-1946 generation

e Born: Before 1946

e Agerange: 74 10 99

e Median age: 81

e Average age: 82

e Share of population aged 15 years and over: 16%

Baby boom generation

e Born: 1946 to 1964

e Agerange: 5510 73

e Median age: 63

¢ Average age: 63

e Share of population aged 15 years and over: 31%

Generation X

e Born: 1965 to 1980

e Age range: 39 to 54

e Median age: 47

e Average age: 46

Share of population aged 15 years and over: 27%

Millennials

Born: After 1980*

e Agerange: 16 to 38

e Median age: 31

e Average age: 30

e Share of population aged 15 years and over: 26%

* Millennial households include generation Z, those with a major income earner born after 1996, as their sample
size is relatively small.
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