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- e Young Adults® Balance Sheets

?ﬁg and the Economy

Young adults are different.

Young adults harmed themselves when given
more financial freedom.

Young adults harmed the economy, too.

Researchers and policymakers should focus

on repairing the damage and preventing a
recurrence.



;, ' e The Beginning of the Financial Life Cycle:
av; Assets (and Liabilities) at 21
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Liabilities:
Actual or implicit

Good health College loans

Basic education Living expenses

Time and energy Shelter

No money Save for kids’ education

Save for retirement

Balance is negative for most young people—you
must work your way out of a financial hole.
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Young People Are Impatient

Personal Discount Rates by Age (Denmark)
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Source: Harrison, Lau, and Williams, 2002
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“[IImpulsivity in decision-making declines rapidly in
young adulthood, reaching stable levels in the 30s.”

--Green, Myerson, Lichtman, Rosen, and Fry,
“Temporal Discounting in Choice Between
Delayed Rewards: The Role of Age and Income,”
Psychology and Aging, Vol. 11, No. 1, Mar. 1996,
pp. 79-84.
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Young People Are Bad Drivers

Diriver Fatalities
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Nonmotorist Fatalities®
Per billion miles driven

Tk a. Persons killed in auto accidents who were nof riding in an automobile.
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?;’: Young Adults Make Credit-Card Mistakes

i
Propensity ever to experience eureka moment
Percent
g5 L “Eureka moment:” When you figure out how to manage a credit-
card balance-transfer offer with a temporary teaser rate.
15 |
65F Lo 2oyearolds = 73yearolds
| \
| |
ss | '
| |
| |
| |
el | |
| | | | | | '
30 40 50 60 70
Age
Source: Agarwal, Driscoll, Gabaix, Laibson, 2009 8

a. Fraction experiencing eurcka moment in each of months 3 through 6 is below 10 percent for all ages.
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No. of fees incurred per month
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Cash advance fee
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0.20 -

Overlimit fee

018 b T

30 40 S0 60 70
Source: Agarwal, Driscoll, Gabaix, Laibson, 2009 Ace
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No. of fees incurred per month

0.32 25-year olds = 75-year olds
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Source: Agarwal, Driscoll, Gabaix, Laibson, 2009 Ace
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Propensity to make an RCM
Percent

90 |
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10 |

Source: Agarwal, Driscoll, Gabaix, Laibson, 2009

a. A rate-changing mistake (RCM) occurs when the borrower’s estimate of the value of the home
differs from the lender's estimate by enough to place the borrower's implied loan-to-value (LTV) ratio
in a different interest rate category from the lender's implied LTV. The categories are LTV = 80 percent,
80 percent < LTV< 90 percent, and LTV = 90 percent; loans in higher LTV categories may be charged
higher interest rates.

11




v ok T
qr_"r' £ ¥ & .
:?‘; Young Adults Make Mortgage Mistakes
w ¥ 4
. r * o
O Sr.*u:n‘f"% I E————

Figure 7. Interest Rates Offered on Home Equity Loans and Lines of Credit by
Age of Borrower

Annual percentage rate (APR)
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Source: Agarwal, Driscoll, Gabaix, Laibson, 2009 Age
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Figure 7. Interest Rates Offered on Home Equity Loans and Lines of Credit by Fully

collateralized

Age of Borrower
loans!

Annual percentage rate (APR)

Source: Agarwal, Driscoll, Gabaix, Laibson, 2009 Age



Young Adults Make Car-Loan Mistakes

Automobile loans Fully
collateralized

Annual percentage rate loans!
025 F
9.00 k 25-year olds = 82-year olds
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8.50 ! |
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14
Source: Agarwal, Driscoll, Gabaix, Laibson, 2009
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Task A
performance

— -

' Peak performance
; in middle age

; Cognitive ability

Experiential capital

—

Performance =
Combination of
cognitive ability and

" experiential capital

Based on Agarwal, Driscoll, Gabaix, Laibson, 2009
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Young Adults* Balance Sheets: I1lliquid,
Concentrated in Housing, Highly Levered

Demographic Influences on Balance Sheets

Marginal effect of belonging to a demographic group on:

_ Safe and liquid Share of assets Ratio of total debt
Demographic  jgsets relative to  invested in to total assets
group annual income housirg

oung families  -16%age pts vs. mid +13%age pts vs. mid +32%age pts vs.

(<40 years old)
-82%age ptsvs. old +16%age pts vs. old  +50%age pts vs. ol

High-school -16%age prs vs. HS—=+9%6age pis vs. HS -4%age pts vs. HS
drop-out

families -34%age pts vs. coll  +22%age pts vs. coll  -1%age pts vs. coll
African- -20%age pts vs. +14%age pts vs. +7%age pts vs.
Americans and whites and Asians whites and Asians whites and Asians
Hispanics 16

Source: Emmons and Noeth (2013), based on Survey of Consumer Finances
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= Financial liberalization affected young adults
the most.

= Young adults were (arguably) the biggest
contributors to the housing and credit
bubbles.

17



;?g “Exotic* Mortgages Appealed to Young and Old

Lo ¥ &
“ s Lo e
Share of Families Who Prefer Most Popular Alternative
Mortgages to Standard FRM (with 2.4-percentinflation)
Percent 60
50 N
% B Graduated-payment
§ mortgage (many
40 § subprime loans)
§ 2 Hybrid interest-
30 § only/fixed-rate
§ mortgage
20 M 80/20 second-lien
combo loan
10
0
20-34 35-49 50-64 65-74 18

Source: Chambers, Garriga, and Schlagenhauf, 2009
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Change in Homeownership Rate Since 1994
Percentage | 9
points
8
7
6 —-Under 30
5 -=-30-39
-+40-49
4 ==50-59
3 -+=60-69
- 70+
2
1
0 |
1994 1996 1998 2000 2002 2004 2006 19

Source: Census Bureau
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Change in Average Real Mortgage Balance Since 1999
Percent 200
change since
1999
150 -
——Under 30
-=-30-39
-+40-49
100 ~~50-59
-=60-69
-»-70-79
50 80-89
0o = | | | | | | | |
1999 2000 2001 2002 2003 2004 2005 2006 2007 20

Source: Federal Reserve Bank of New York Consumer Credit Panel/Equifax based on authors' calculations
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Change in Homeownership Rate Since 2004
Percentage 2
points
—Under 30
-=-30-39
-+40-49
-=50-59
~-60-69
-o-70+
-12
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 21

Source: Census Bureau



RESE
® L

vk
n.-r * ¥ < .
“ z Deleveraging Strongest Among 20s and 30s
o *
O ET.#L:::‘E"‘% s
Change in Average Real Mortgage Balance Since 2007
Percent
change since
2007
0
——Under 30
-=-30-39
-+40-49
-=50-59
-0 T ——60-69
-»-70-79
80-89
-100
2007 2008 2009 2010 2011 2012 2013 2014 22

Source: Federal Reserve Bank of New York Consumer Credit Panel/Equifax based on authors' calculations
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Net Change in Homeownership Rate: 1994 through 2013
Percgntage 6
points 5
4 Remember: A current 50-
year old was 30 when the
3 boom began (1994), and
5 40 when it peaked (2004)
1 \‘L
0
-1 .
-2
-3
4
-5
Under30  30-39 40-49 50-59 60-69 70+ All ages 23

Source: Census Bureau



Shouldn‘t CFPB Protect Younger Americans, Too?

Financial protection for older Americans = Consumer Financial Protection Bureau Page 1 of 2
An oficinl wabiaie of tha Unisd Swan Gormoras B Sapan)
: — L] d Contectus [B55) 411-2372
Cordurmes Finanei e — .
c = '.. Pratection Bueay Saarch

HOME IMNSIDE THE CFFBE GET ASSISTAMNCE FARTICIFATE LAW & REGULATION SUBMIT A COMFPLAINT

HOME> FINANCIAL PROTECTION FOR OLDER AMERICANE

. . . ®
Financial protection for older Americans =

Obder Americans face many financial challenges as they age. They have oppormnities to travel, explore new fields of work or hobbdes, or
spend time with family and friends. But often scam artists or bad advice take away these oppormnities. The Office of Financial Protection
for Clder Americans is here to give seniors information and tools to navigate safely through finanecial challenges.

Learn how to prevent elder financial exploftation nsing the Money Smart for Older Adults — Prevent Financial Exploitation enrricalom.
Produced in parmership with the FDIC, consamers can download the resouree guid#¥) or the training module for instctors. Hard copies
of the resonrce guids can be ordered and shipped free of charge here.

Financial caregiving is also an important task that many take on suddenly or with litde preparation. The free, downloadable Managing
Somegne Else’s Money gnides are available for agents under powers of attorney), conrt-appoeinted guardians®y, trustees¥, and
government fiduciarieSY) (Socdal Secarity representative payees and VA fiduedaries). You can order free print copies in bulk here.

O © ©

YOu.. YOU MAY FACE... WE'RE HERE TO HELP

_are 62 or over ..clever scam artists or desperate family vou...

...can expect to live 21 more years if you are  members targeting yon because of your .prevent others from taking your savings

a woman, 17 if you are a man home equity or net worth or vour homs

_.Jike three ont of five American families ..a choice between paying the ___n-nﬂﬂgtnﬂ!wﬁnmw options when

with a head of honsehold 65 or older, may mOTtEage/ Tent or your credit card vour sponse dies

have no retirement savings —eomplicated decisions shout finances, ..find gut where you can turn to for

_..may not know what your benefits are retitement, and long-term care planning information

when your spouse dies ..Jearn about your financial choices 24
_..need 1o ask the right questions ...aceess tools wou need to achieve your

goals
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Young Adults Harmed the Economy

?}t and the Harm is Compounding
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= Empirical evidence suggests young adults

contributed disproportionately to the
housing bubble and crash.

= A generational perspective—following young
adults through their life courses—suggests

deep wounds that may undermine future
growth.

25



Empirical Evidence:

?}t Young Adults and the Economy
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= Household-level evidence (Mian and Sufi, 2011)
» Young adults borrowed more aggressively in 2002-06.

» Young adults reacted more strongly to house-price
INncreases.

» Higher default rates followed more aggressive borrowing
and house-price sensitivity.

= Family-level evidence (Emmons and Noeth, 2013a, 2013b)

» In general, young families have low levels of liquid assets,
high concentrations in housing, and high debt.

= See table above for our point estimates.

» Young families were unusually likely to be homeowners
and have high debt in 2007—that is, they were more

strongly affected by the housing bubble.
26
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Debt growth, young homeowners Debt growth, old homeowners
06 - 5 0.6 -
a o — nelastic MSA
0 04 e 0.4 — e == Elastic MSAs
= s
L ] =02
= 0.2 E
E — ——a —
S 07 Inelgstic MSA E ~—
@ —_—— E|a;<c msas | 2
m s ' 0.2
-0.2 I I I I I I I I I I I I
1998 2000 2002 2004 2006 2008 19938 2000 2002 2004 2006 2008
Year Year

FiGURE 3. Cross-SECTIONAL HETEROGENEITY IN LEVERAGE PATTERNS FOR 1997 HOMEOWNERS
BY HousinNg SuppLy ELASTICITY

Inelastic MSAs: Housing markets that had bigger
house-price increases, all else equal, due to
geographical constraints on new-home construction.

Source: Mian and Sufi, 2011 27



g = = =
s Empirical Evidence:
Ei?f Young Adults and the Economy
o *
Or Frin‘f‘% .

= County-level evidence (Mian, Rao, and Sufi, 2013)

» Household spending is very sensitive to housing-wealth
shocks.

» Higher leverage increases sensitivity of spending to
shocks.

= Young adults had high and increasing housing exposure and
leverage.

= State-level evidence (Calomiris, Longhofer, and Miles,
2012)

» States with higher shares of young adults had more
volatile housing markets.

» Higher concentrations of young adults increased the state
economy’s sensitivity to the housing cycle.

28



"y = Strong Response to Housing-Wealth Shocks
.5 = Leverage Increases Sensitivity
¥ * 5 "
st.oLovt e
The size of each dot corresponds to

@ o the population size of a county. '_:_-;_:

2 o]

%

& -

I I I |
-.6 -4 -2 0
Housing net worth shock, 2006-2009

FIGURE III
Elasticity of Spending with RHespect to Housing Net Worth Shock

Source: Mian, Rao, and Sufi, 2013 29
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Balance-Sheet Leverage: Percent Change in Net Worth in Response to
10-Percent House-Price Decline
1989 1992 1995 1998 2001 2004 2007 2010
Percent 0 | | | | | | i i
-2
——Under 40
-4 P_—_./_.’_.\
\l —y—0

-40-61

-12 30

Source: Federal Reserve, Survey of Consumer Finances
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Volatility of Real House Prices vs. Share of

Young Adults in the Population in 2004

Standard 15

deviation of . .

annual real house 4 Pacific Census division
prices, 2000-2013,

in percent

_-" Correlation = 0.468
10

- -
-

-

4 Mountain_ - =~
4 South Atlantic -

+New England_ . -~

-

-

5 Middle AtIantE:), - ¢ East North Central
West North Central (incl. llinais)
(incl. Missouri)’ ¢ East South Central
(incl. Alabama) ¢ West South Central
(incl. Texas)
0 I I I |
0.37 0.39 0.41 0.43 0.45

Share of adult population between 25 and 44 in 2004 31

Sources: Federal Housing Finance Agency; Bureau of Economic Analysis; Census Bureau



S o A Generational Perspective:

?:i Generations Since 1900

Or Fr.*m‘f“h .
Currently

= The “Greatest Generation,” born 1900-24 90-114 years old
(included people who fought in WW I1)

= The “Silent Generation,” born 1925-45 69-89
(Depression and WW I1)

= “Baby Boomers,” born 1946-64 50-68

= “Generation X,” born 1965-80 34-49

= “Generation Y” (also called “Millennials™ or 14-33
“Echo Boomers”), born 1981-2000

= The “Post-Millennial Generation,” born after Under 14

2000

32
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Real Median Family Income by Generation and Age
2010 dollars; | 100,000 /
logarithmic
scale
——Baby
Boomers
(1945-65)
10000
18-20 24-26 30-32 36-38 42-44 48-50 33

Source: Federal Reserve, Survey of Consumer Finances
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Real Median Family Income by Generation and Age
2010 dollars; | 100,000 /
logarithmic
scale —+Baby
Boomers
(1945-65)
-#-Gen X
(1966-80)
10000
18-20 24-26 30-32 36-38 42-44 48-50 34

Source: Federal Reserve, Survey of Consumer Finances



Median Income by Generation
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2010 dollars; 100,000
logarithmic
scale
10,000

Real Median Family Income by Generation and Age

a

——Baby
Boomers
(1945-65)

-B-Gen X
(1966-80)

GenY
(1981-89)

y

18-20

24-26 30-32 36-38 42-44 48-50

Source: Federal Reserve, Survey of Consumer Finances
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Gen-X and Gen-Y Real Median Family Income As Percent of Baby-
Boomers'Level at Same Age
Percent of 150
Baby Boomers’
level
—+—Gen X
(1966-80)
100 N/\_
=GenY
(1981-89)
50
D 1 1 1 1 1 1 1
2426 2729  30-32 3335 3638 3941 4244 36

Source: Federal Reserve, Survey of Consumer Finances
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Effect of Family Head's Birth Year on Family Income
percont Relative to Being Born in the Period 1938-42
rcen
0 : L : “ : M T
-10
-20 = -
-30
-40
1895 1900 1905 1910 1915 1920 1925 1930 1935 1940 1945 1950 1955 1960 1965 1970 1975 1980 1985 1990
Source: EMMOonNS Birth year at center of five-year cohort 37
and Noeth, 2014 Solid bars are statistically different from zero at 10-percent confidence level.
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Real Median Family Net Worth by Generation and Age
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Boomers
(1945-65)
10,000 /
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18-20 24-26 30-32 36-38 42-44 48-50

Source: Federal Reserve, Survey of Consumer Finances
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2010 dollars;
logarithmic
scale

18-20 24-26 30-32 36-38 42-44 48-50

Source: Federal Reserve, Survey of Consumer Finances
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Source: Federal Reserve, Survey of Consumer Finances
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Effect of Family Head's Birth Year on Family Wealth
Relative to Being Born in the Period 1938-42

10

Percent 0

-10

-20

-30

-40

-50
1895 1900 1905 1910 1915 1920 1925 1930 1935 1940 1945 1950 1955 1960 1965 1970 1975 1980 1985 1990
Birth year at center of five-year cohort

Source: Emmons ) e )
Solid bars are statistically different from zero at 10-percent level.

and Noeth, 2014
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Real Non-Durable Consumer Expenditures (CEX) By Birth-Year Cohort
2005 dollars; | 100,000

logarithmic
scale
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Source: Bureau of Economic Analysis
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Real Non-Durable Consumer Expenditures (CEX) By Birth-Year Cohort
2005 dollars; | 100,000

logarithmic
scale
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Source: Bureau of Economic Analysis
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Real Non-Durable Consumer Expenditures (CEX) By Birth-Year Cohort
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logarithmic
scale
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Source: Bureau of Economic Analysis
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Real Non-Durable Consumer Expenditures (CEX) By Birth-Year Cohort

2005 dollars; | 100,000
logarithmic
scale

-m-Silent Generation
(1938-47)

—+—Baby Boomers
(1948-57)

——Boomers and Gen X
(1958-67)

—==Gen X (1968-77)

—==Gen Xand GenY
(1978-87)

-e-Gen Y (1988-97)

10’000 I I I I |
Under 25 25-34 35-44 45-54 55-64 46

Source: Bureau of Economic Analysis
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Homeownership Rates By Birth-Year Cohorts

Percent 80
70 —
" "
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40

/ ~+-1964-68
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20
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Under 25 25-29 30-34 35-39 40-44 45-49 47

Source: Census Bureau
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Homeownership Rates by Five-Year
Birth Cohorts: Gen X (1966-80)

Homeownership Rates By Birth-Year Cohorts
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Source: Census Bureau
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Homeownership Rates By Birth-Year Cohorts
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Source: Census Bureau
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= Reduced fertility

» Dettling and Kearney (2014)

= Average $63,000 home-value decline, 2006-10
= Decline in fertility rate: -7.5%

» Lovenheim and Mumford (2013)
= |Increase of $10,000 in home value => 0.07% increase in fertility rate

= College attendance, choice, and graduation rates
» Lovenheim (2011)

= Housing wealth positively affects college attendance.
» Lovenheim and Reynolds (2012)

= Housing wealth positively affects quality of college attended.

» Bound, Lovenheim, and Turner (2010)

= Housing wealth positively affects college completion. 59
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- Average per-capita lifetime net benefit from
birth Generation federal benefits received minus taxes paid
1923 Greatest $105,900
1933 Silent $191,100
1943 Silent $279,300
1953 Baby Boom $222,700
1963 Baby Boom S54,200
1973 Gen X -$75,250
1983 GenY -$160,150
1993 GenY -$183,400
2003 Post-Millennial -$135,100
2013 Post-Millennial -S$86,900
Source: Jagadeesh Gokhale, “Fiscal and Generational Imbalances and Generational Accounts: 60

A 2012 Update,” Cato Institute working paper, November, 2012, Table 3.



= [ Scott Fitzgerald (paraphrased)

“The young are different than you and me.”
= Ernest Hemingway (paraphrased)

“Yes, they haven’t lived as long.”

= Our messages
» Fitzgerald was right—the young are different.

» We continue to ignore this fact in research and
policy.
» Young Americans suffered, as did we all.
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