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PREFACE

The Population Division of the Department of Economic and Social Affairs (DESA) of
the United Nations Secretariat is responsiblepfmviding the international community with
up-to-date and scientifically objective imfoation on population and development. The
Population Division provides guidance on population and development issues to the United
Nations General Assembly, the Econongind Social Council and the Commission on
Population and Development and undertakegiles studies on population estimates and
projections, fertility, mortality, mih aneonrat(n).8(t)-it 9oufo



AGEING AND RETIREMENT SECURITY: UNITED STATES OF AMERICA,
MEXICO AND MEXICAN AMERICANS ~



of America (almost a third); and much lowecsd security coverage third in Mexico
relative to 90 per cent in the United States of America.

Table 1 reports on a smaller set of gators for Mexicansral people living in
the United States of America, incladi Mexican Americans or more generally,
“Hispanics”, as noted belowhe proportion of older persons among Mexican Americans
is much lower than other Americans and Merggpartly because of the high fertility of
Mexican Americans, but also because tbé continued inflow of young Mexican
migrants to the United States of America.

Table 1. Selected socio-demographic indicators for M@0, and Hispanic and non-Hipanic white populations in
the United States of America




the different sources of economic sustenaincthe three populeins under study was
examined and reflected on what that estfol their economiceurity in old age.

B. ANALYTICAL APPROACH

For the main part of this paper, tNational Transfer Accounts framework that
considers the economic flows between natiooéla given countryver the life course
was adopted. The framework is based on fillowing classificdion (table 2) of
economic flows or “reallocations”, which inclesl pensions and publiealth care, which
are very significant in moreeveloped countries, espdbyain the United States of
America. The framework also includes athenportant sources of intergenerational
support, namely familial transfers as well r@snittances, very important for Mexicans
with relatives living in the United States Afmerica, as well as income from financial
and real assets (e.g., stocks, bonds, savings on the one hand and physical capital, land and
real estate on the other). A comprehengxposition and numerous applications of the
framework, including to the United States Arnerica and Mexico, is available in Lee
and Mason (2012).

TABLE 2. NATIONAL TRANSFER ACCOUNTS(NTA)

A classification and examples of national transfer account age reallocations
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Source United Nations (2013), Led994) and Mason and Lee (2011).

Two additional variables need to beraduced: total final consumption, which
includes both private consumption expengituand government consumption spending,
and labour income, a major source of ecowosupport throughout #éhlife-cycle. Thus
the complete accounting of life-cycle consuimp and its sources can be summarized as:

Consumption = Labour income + Asset-baseeallocations + Net Transfers (public
and private)

! See Lee, Donehower and Miller (2011), chapter 15, and Mejia-Guevara (2011), chapter 13.



In words, consumption at any giveage can be financed by working (thus
perceiving labour income), drawing incomerfr own assets, including dis-saving, and
by receiving (net) transfers from the goverminer private indiviluals, most commonly,
from family members. Details on the concepts, measures and the estimation procedures
of the various NTA components apeesented in the newly releashdtional Transfer
Accounts ManualUnited Nations, 2013).

1. Data

In the case of Mexico, the NTA estimatare for 2004 and are based on micro-data
from the Household Income and ExpenditSurvey for 2004 (ENIGH-2004, see INEGI,
2008), National Accounts of Mexico (INE@O0O06), as well as administrative records
from the Ministry of Finance (SHCP 2008)cathe National Statistal Institute (INEGI
2008a).

In the case of the United States of Amerite, estimates used in this paper are for
2007, based on the Consumer Expenditure SUui@&X), the Current Population Survey
(CPS), and National Income and Produstcounts (NIPA). Micro survey data,
sometimes supplemented with administrativeords are used to estimate the age profiles
of consumption and all typesf income, while the natiohaccounts are used as macro
controls for the component elements of the accounts.

In this paper, Mexican Americanare identified throughthe self-reported
guestionnaires in the CEX and CPS as “Mexican, Mexican American or Chicano”.
Therefore, Mexican Americans are self-itBad persons born irthe United States of
America or in Mexico, but arcurrently living in the Unéd States of America. Non-
Mexican Americans are all other respondenbt being self-reported as “Mexican,
Mexican American or Chicano”.

C.RESULTS
1. Consumption

Mexico’s overall per capita consumptioneggrofile (figure 1) is characterized by a
relatively flat consumption through most thie adult ages, dropping moderately later in
the life-cycle, after age of 60. This age pattés not typical ofLatin America; other
countries like Chile have a flatter per captonsumption curve across all of the adult
ages, including afteage 60, while in others like Bzil, Costa Ricaand Uruguay, the
average level of consumption among adultseéases with age. The overall age profile of
consumption in Mexico is in fact more likieat of certain developg countries outside of
Latin America, such as Indonesia and Thailand.

Mexico’'s decline in consumption at older ages is not consistent with
consumption-smoothing models, which prediattimdividuals would maintain an even



level of consumption over their lifetienthrough borrowing, saving and dis-savirihe

data shows that most of the componentsoosamption in Mexico drop at the older ages,
with two exceptions: consumption of housisgstable through the older ages, and the
consumption of health care increases. Howetteg, impact of this increase is fairly
modest, as public and private health tbge account for 10 pecent of the total
consumption for Mexicans aged 65 years or more (and 5 per cent for younger adults), a
relatively low figure even by deloping countrystandards.

Figure 1. Per capita consumption, Mexico, 2004

Aodtone.

Source:Calculations based on NTA methodology.

Mexican Americans, on the other hand (fig@a), have a consumption profile that
is increasing with age, similar to that of other Americans (figure 2b), a pattern, which is
typical of more developed couigs. In virtually all industrialized countds, especially in
the United States of America, the upwarend of consumptiomy age is driven by a
sharp increase of health care expemdiduy and also highehousing per capita
consumption of housing of older adults,while most of the other consumption
components stay relatively constant. Persorsl &p years or older in the United States
of America dedicate 37 per cent of theéatal consumption tchealth services, as
compared to younger adults who on averadpdicate 18 per cent of their total
consumption to health care.

2 The fact that Mexicans do not appear to smooth out consumption over the adult ages could be a reflection
of insufficiently developed financial markets and high income inequality, which prevents large segments of
the population from accumulating subgtahsavings over their life-cycle.

3 Most older persons, especially in the case of theediStates of America, tend to live primarily alone or

with a spouse only (see Annex table 1, also United Nations, 2012), driving the per capita value of housing
consumption up.






Another way to compare the three populasiois to look attheir per capita
consumption normalized by their average labour inédfigure 3). Factors affecting the
age profile of the ratio oper capita consumption todaur income include labour
productivity, household composition, and the receipt of other sources of income over the
life-cycle. In most of the 23 countries twiNTA data (United Nations, 2013; NTA,
2013), adults consume typically betwe6@ and 70 per cent adhe average labour
income. In this regard, Mexico stands tgcause it has a rather high consumption to
labour income ratio, 080 to 90 per cent.

The flip side to th294ar5.8(mm)8(m( ratio,hasw).8(e)-.4(will s)5(reein5.8(mn m)5.60)8(murec



Despite this particular similarity of Mexican Americans with the general United
States of America population, it is importankeep in mind their very different levels of
income and consumption, as this has an itngoorbearing for the interpretation of the
results of sources of retirent security, presented next.

2. Finance of consumption

Coming to the central question of thisppa what are the sources of old-age
economic support in these &ar populations? Figure 4 pretethe results on the major
sources of income that support older pess consumption in Mexico and the United
States of America, including labour incomeppei transfers, private transfers subdivided
into intra and inteRousehold transfers, as wall asset-based reallocations.

Figure 4 shows, first, that older que in Mexico and older non-Mexican
Americans finance their consumption in a roughly similar manner. Both labour income
and public transfers are quite significant fagrth(they each finance one fifth to a quarter
of old-age consumption), but asset incomehis most important source of retirement
sustenance, accounting for a half to two thwflsonsumption for those aged 65 years or

over.
Figure 4. Finance of consumptiorfor persons age 65 years or oveMexico (2004), United States of
America (2007) and Mexican Americans (2007)

Labour income, public transfers, private transfers(intra and inter-household) and asset-based
reallocations, as a percentage of total final consumption
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Source Calculations based on NTA methodology.



Older Mexican Americans rely even reoheavily on public transfers, which
finance almost a half of their consumptidgksset reallocations ¢aet income and dis-
savings) are also significant, but comesetond place, accounting for one third of their
consumption.

Second, familial transfers are positivedaimportant for the Mexican American
elderly, but not for older persons in Meai or for non-Mexican Americans. Older
Mexican Americans receive net familial transfers that represent an average of 4 per cent
of their consumption and this share increasethey age further: those aged 75 years or
over finance 16 per cent of their consumption with familial transfers, of which 13 per
cent is transfers within their household @household transfergnd the remaining 3
per cent is between househo{ager-household transfers).

The pattern is the reverse for non-Mexicathees in the United States of America.
Instead of net receivers, they are net givers of familial transfers to their children and
grandchildren, in an amount equivalent4qgoer cent of their consumption. The very
different forms of intergenerational familisupport may be explained partly by the
distinctive living arragements. Approximately 40 peent of Mexican American people
aged 65 years or over live with adult childran arrangement that is known to facilitate
intra-familial transfers, wike only 15 per cent of non-Mesan Americans do so. Also,
non-Mexican elders are wealthier and tl@ye significantly highelifetime labour and
asset income compared to Mexican Amerietaers. They are therefore better able to
self-finance their consumption with asset imeoand dis-savings and do not need to rely
on familial transfers. Cultural factors maysalplay a role directly or through the
mediating effect of co-residence.

Older people in Mexico are the only grosfudied here thateceives net inter-
household transfers and in quite significantounts: 8 per cent of the consumption of
those aged 65 years or more and 9qeett of those aged 75 years or mbkowever,
older Mexicans transfer even larger amouwotgheir younger relatives in the form of
intra-household transfers (27 per cent ang@gcent, respectively), which makes them
net givers of familial transfers, even at the oldest ages (see figure 4, column labelled
75+).

Third, and not surprisinglypublic transfers are anssential source of old-age
support, both in Mexico and the United &&bf America, accounting for 27 per cent to
32 per cent of the consumption of people ag&dears or over. A somewhat unexpected
result, however, is that publicansfers finance an even largshare (about half) of the
old-age consumption of Mexican AmericanA small proportion of older Mexican
Americans may receive a pension from Mexicoaddition to the United States of
America social security benefits, but it is believe that there are two more important
factors: the lower overall level of incomadaconsumption that drives up the per capita
value of whatever public transfers theyewe, which include not only means-tested

® A large share of this flow is likely to come from remittances from migrant children living in the United
States of America






guantitatively less significant source of supportdtal age as fertility continues to fall in
the Americas and independent living becomes more common in the ageing Latin
American societies.

According to the data examined, assetloeations have become major source of
income in old age, both in Mexico and theitdd States of America and this is also true
in other countries with NTA data. Howevehere are reasons to believe that asset
reallocations are not always reliable, the recent housing and financial crises have
showed.

The historical trend of the importance @fil-age security emanating from public
sector programmes (mainly social setyurand public health) during the twentieth
century was for the most pancreasing (Miller, 2011 )although it is undar if that trend
will continue into the future. In any casdefined-benefit publicsector transfers are
inherently more stable thasither employment, private psion funds or other assets,
particularly during period oéconomic and financial instdiby, as evidenced during the
recent crisis and subsequent slow recovery.

In sum, older persons in the three populations studied have diverse sources of
retirement security and in most casdBese sources combined provide adequate
protection and sustenance lodisic consumption needs in old age. However, Mexican
Americans and older people in Mexico arere vulnerable to live in poverty and
therefore rely more on familial and public tséers, respectively, than other Americans.
Over the longer-term, all pomtlon groups would benefitdm further diversification
and from policies to expanlife-cycle investment irhuman capital (Lee and Mason,
2013) to supplement financial and physical iGdpassets, as familgizes continue to
decline and therefore provide arrmaver base for old-age support.
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