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Foreword

Foreword

As the leading edge of the baby boom approaches retirement age, policy makers and the public are asking,
“How will people approaching age 65 fare in retirement, particularly compared to previous generations?”
Although this is a difficult question to answer, some insight can be gained by comparing the retirement
resources of people who are 55—-64 today to those of earlier generations. Selected Indicators of Retirement
Resources Among People Aged 55—64:1984, 1994, and 2004 (Retirement Resources), produced by the
Federal Interagency Forum on Aging-Related Statistics (Forum), used national data to provide a
comparison of select measures of retirement resources among people aged 55-64 in 2004 to the resources
of earlier cohorts in 1984 and 1994.

Retirement Resources focuses primarily on two areas — measures of economic resources that comprise
retirement income (Social Security benefits, financial wealth and assets, and occupational pension
income) and insurance against health care risk (the availability of employer-provided health insurance that
continues after retirement; the purchase of long-term care insurance; and the availability of adult children
for informal care). This report is not intended to be a comprehensive study of retirement resources among
people nearing retirement; in particular, it does not include important areas such as health status, lifestyle
behavior, health care utilization, and/or health care costs. Instead, the report highlights similarities and
differences in retirement income and insurance against health care risks among three different cohorts.

Retirement Resources differs from other Forum reports in that it focuses on the population nearing age 65,
rather than those who are already age 65 and over. Recognizing that decisions people make before they
retire can play a major role in how well prepared they are for retirement, the Forum has compared
retirement resources across three cohorts of people aged 55-64 to show how the needs of older people in
the future may differ from the needs of older people today. We hope you will find this report a useful
contribution to your work.

Katherine K. Wallman

Chief Statistician
Office of Management and Budget
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About This Report

Background

The last half of the Twentieth Century witnessed dramatic and fundamental changes that will influence
the coming baby boomers in retirement (Farley 1996; Henretta and O’Rand 1999; Society of Actuaries
2006; Butrica, lams, and Smith 2003; Goldin 2006). Compared with their parents’ generation, the baby
boomers experienced relatively higher ages of first marriage, higher divorce rates, and higher rates of
remarriage. Longevity increased over the period as indicated by increasing life expectancy at birth and
among those aged 65 and over. Such increased life expectancy needs to be financed through increased
savings or a delayed transition to full retirement. Perhaps the greatest changes surround the “quiet
revolution” in women’s roles which began in the 1970s and continues today. Goldin (2006) defines this
“quiet revolution” as changing horizons among women to include a lifetime of employment, shifting
identities from home and family toward economic independence, and increasing job experience and
earnings capacity. These changes have fundamentally altered the occupations and lifetime earnings of
many women.

In addition to the changes in women’s roles, the nature of work and the employer-employee relationship
has changed greatly during this time period. The economy has shifted from a manufacturing base toward
services and there is greater global competition. Employer retirement costs and liabilities from defined-
benefit pensions and retiree health insurance have increased as the workforce has aged. Partly as a result
of these increases, employers have shifted towards defined-contribution pension plans where the worker is
more responsible for his/her financial well-being in retirement (Munnell and Sunden 2004). These changes
will no doubt affect the financial circumstances of many of the baby boomers in the future.

Selected indicators of retirement resources among people aged 55—64: 1984, 1994, and 2004 (Retirement
Resources) is a report produced by the Federal Interagency Forum on Aging-Related Statistics (Forum)
that compares the retirement resources of people aged 55-64 today to the resources people in this age
group had 10 and 20 years ago. In this report, retirement resources include both economic resources (e.g.,
retirement income) and insurance against health care risk (e.g., long-term care insurance). By comparing
the economic resources of people born in the 1940s (i.e., people aged 55—64 in 2004) to the circumstances
of those born in the 1930s and in the 1920s (i.e., people aged 55-64 in 1994 and 1984, respectively), the
Forum hopes to provide some indication of the preparedness of future aged relative to those who retired
before them.

Structure of the Report

Retirement Resources is designed to present data in a nontechnical, user-friendly format; it complements
other more technical and comprehensive reports produced by the individual Forum agencies. The report
includes 12 indicators that are listed in the Table of Contents on page V. Each indicator includes:

U An introductory paragraph that describes the relevance of the indicator to the well-being of the
population aged 55—64.

L One or more charts that graphically display analyses of the data.

U Bulleted highlights of salient findings from the data and other sources.

The data used to develop the indicators and their accompanying bullets are presented in table format in
Appendix A. Data source descriptions are provided in Appendix B. Additional information about these
data sources is available on the Forum’s Website at www.agingstats.gov.
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Occasionally, data from another publication are included to give a more complete explanation of the
indicator. The citations for these sources are included in the References section (pages 19-20). For those
who wish to access the survey data used in this chartbook, contact information is given for each of the
data sources in Appendix B.

Accuracy of the Estimates

Most estimates in this report are based on a sample of the population and are, therefore, subject to
sampling error. Standard tests of statistical significance have been used to determine whether the
differences between estimates exist at generally accepted levels of confidence or whether they occurred
by chance. Unless otherwise noted, only statistically significant differences between estimates are
discussed in the text. To indicate the reliability of the estimates, standard errors for selected estimates in
the chartbook can be found on the Forum’s Web site at www.agingstats.gov. The estimates for some
indicators may not sum to totals because of rounding.

Mission

The Forum’s mission is to encourage cooperation and collaboration among Federal agencies to improve
the quality and utility of data on the aging population. To accomplish this mission, the Forum provides
agencies with a venue to discuss data issues and concerns that cut across agency boundaries, facilitates
the development of new databases, improves mechanisms currently used to disseminate information on
aging-related data, invites researchers to report on cutting-edge analyses of data, and encourages
international collaboration.

The specific goals of the Forum are to improve both the quality and use of data on the aging population by:
U Widening access to information on the aging population through periodic publications and

other means.

Promoting communication among data producers, researchers, and public policymakers.

Coordinating the development and use of statistical databases among Federal agencies.

Identifying information gaps and data inconsistencies.

Investigating questions of data quality.

Encouraging cross-national research and data collection on the aging population.

Addressing concerns regarding collection, access, and dissemination of data.

ooo0ooo

Financial Support
The Forum members provide funds and valuable staff time to support the activities of the Forum.

More Information
If you would like more information about this report or other Forum activities, contact:

Kristen Robinson, Ph.D.

Staff Director

Federal Interagency Forum on Aging-Related Statistics
3311 Toledo Road, Room 6321

Hyattsville, MD 20782

Phone: 301-458-4460

Fax: 301-458-4037

E-mail: agingforum@cdc.gov

Website: www.agingstats.gov
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Executive Summary

There has been much concern about people approaching age 65 being less prepared for retirement than
those from earlier generations. Selected indicators in this report show that, overall, people nearing age 65
today are at least as prepared for retirement as the same age group was 10 or 20 years ago. Two measures
that suggest the current cohort is in fact better prepared are education and labor force participation. First,
people aged 5564 are more likely to have at least some college education and less likely to have less than
a high school education compared to previous cohorts. Higher levels of education are typically associated
with higher incomes. Second, women are more likely to be in the labor force. Over the past four decades,
labor force participation rates for all women, but especially those aged 55—61, have risen dramatically.
Because more women are working today than ever before, they are now able to contribute to their own
pension plans, earn eligibility for Social Security worker benefits (disability benefits as well as retired
worker benefits), acquire their own health insurance, and build their own net worth. This is a crucial
development for the women who are entering retirement without a spouse to provide for them.

There are some measures that indicate increasing risks for those approaching retirement. Although median
net worth remained fairly stable in the last 10 years, this reflects slightly increased home equity while the
value of other financial holdings has declined. Also over the past 10 years, median household income
declined for women in the middle income group after rising during the previous decade. Over the past 20
years, the largest increase in median household income has been for men and women in the high income
groups.

The increase in women’s Social Security worker benefits and increase in pension coverage is positive.
Potentially undermining these developments is the shift to more defined contribution pension plans.
Women now face the same risks as men relying on pension income that is based on investment success
over a lifetime, rather than guaranteed coverage from defined benefit plans. The Government
Accountability Office (2006) recently highlighted risks from increased reliance on investments, the
solvency issues connected with Social Security and Medicare, and the increases in health care costs.

There has also been a decreasing prevalence of marriage and rising prevalence of divorce. This change
reduces the availability of spousal caregivers later in life. Increasing longevity and life expectancy also
increase the likelihood of needing long-term care and the risk of exhausting financial resources. Although
the number of Americans with long-term care insurance is rising, the percentage of people aged 55-64
who have coverage from these policies is still small and strongly related to educational attainment.

It is not possible to definitively indicate how well people approaching age 65 will fare in retirement
compared to previous generations because of the dramatic changes that have occurred and the possibility
of unknown future changes. Overall, people nearing retirement in 2004 are better educated and have
higher median household incomes than the same age group did 20 years ago. However, people with lower
levels of education and those in lower income categories have not seen the same gains as people with
college educations and those in higher income categories. And while the increased labor force
participation rates of women over the past 20 years have allowed more women to earn their own Social
Security benefits, health insurance, and pensions, women continue to be disproportionately disadvantaged
in preparing for retirement compared to men.
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Number of People aged 55-64

Over the past ten years, the number of U.S. residents aged 55—64 has grown dramatically. This large
increase is primarily due to the aging of the baby boomers.

Chart 1. Number of people aged 55-64, 1984, 1994, 2004 and projected 2014, 2024, and 2034
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Source: U.S. Census Bureau, Population Estimates and International Database.

I Between 1984 and 2004, the number of people aged 55-64 increased from approximately
22 million to 29 million. This increase is primarily due to the leading edge of the baby boomers
turning age 55 beginning in 2001.

1 The U.S. Census Bureau projects that the number of people aged 55—64 will increase to almost
40 million in 2014, 42 million in 2024, and then decrease to 39 million in 2034.




Racial and Ethnic Composition

People

aged 55-64 have become somewhat more diverse with respect to race and ethnicity reflecting the

demographic changes in the U.S. population as a whole over the last several decades.

Chart 2a. Population aged 55-64, by race and Hispanic origin, 1984, 1994, and 2004
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a

In 2004, the percentage of non-Hispanic blacks and Hispanics aged 55—-64 was greater than in 1984.
In 1984, 85 percent of people aged 55—-64 were non-Hispanic whites in contrast to 78 percent in
2004. The percentage of Hispanics aged 55—64 increased from 4 percent to 8 percent while the
percentage of non-Hispanic blacks increased from 9 to 10 percent.



Educational Attainment

Higher levels of education are associated with greater wealth, better health, and longer life (Waite and
Gallagher 2000; Farley 1996).

Chart 2b. Educational attainment of the population aged 55-64, 1984, 1994, and 2004 S
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Note: A single question which asks for the highest grade or degree completed is now used to determine educational attainment. Prior to 1995,
educational attainment was measured using data on years of school completed.
Source: U.S. Census Bureau, Current Population Survey, Annual Social and Economic Supplement.

! In 2004, more than half (53 percent) of people aged 55—64 had at least some college education
compared to only slightly more than a quarter (27 percent) in 1984.

! The percentage of people aged 55-64 with a college degree doubled between 1984 and 2004 from
14 percent to 28 percent.

! Only 14 percent of people aged 55-64 in 2004 had less than a high school education compared to
33 percent in 1984.



Marital Status

Marital status can affect many aspects of people’s lives including living arrangements, income, wealth,
and availability of caregivers. Marital status also affects access to future retirement income from auxiliary
spouse and survivor Social Security benefits, survivor pension benefits, and couple income sharing.

Chart 2c. Marital status of the population aged 55-64, by sex, 1984, 1994, and 2004
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Source: U.S. Census Bureau, Current Population Survey, Annual Social and Economic Supplement.

The proportion of people aged 55-64 who were married declined for men from 85 percent in 1984
to 79 percent in 2004 and for women from 70 percent to 67 percent.

The proportion of people aged 55-64 who were widowed declined between 1984 and 2004 from
4 percent to 2 percent for men and from 17 percent to 10 percent for women.

The proportion of divorced people aged 55-64 has doubled over the past two decades from
6 percent in 1984 to 13 percent in 2004 for men, and from 9 percent to 18 percent for women.




Participation in the Labor Force

People who exit the labor force before qualifying for full Social Security benefits at age 65-66 (depending
on birth year) do so for a variety of reasons including chronic health problems, loss of a job, and being
eligible to collect Social Security benefits (retired worker, survivor, or spouse) beginning at age 62.

Chart 3. Labor force participation rates of people aged 55-64, by age group and sex, annual S
averages, 1984, 1994, and 2004
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Source: Bureau of Labor Statistics, Current Population Survey.

Between 1984 and 2004, the percentage of men aged 55-61 in the labor force remained relatively
stable (77 percent to 74 percent, respectively).

About three-quarters of men aged 55-61 are in the labor force compared to only about one-half of
men aged 62—64.

The labor force participation rates for men aged 62—64 increased from 45 percent in 1994 to 51
percent in 2004.

The labor force participation rates for women both at ages 55—61 and 62—64 increased over the
past two decades. Between 1984 and 2004 the labor force participation rates for women aged
55-61 have increased from 47 percent to 62 percent. For women aged 62—64, the rates have
increased from 29 percent to 39 percent over the same period.




Median Income - Men

People with lower incomes, especially those in poverty, are at greater risk of having inadequate resources
for food, housing, health care, and other needs.

Chart 4a. Median household income of men aged 55-64, by income category, in 2004 dollars,
1984, 1994, and 2004
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Note: The income categories are derived from the ratio of the family’s income (or an unrelated individual’s income) to the corresponding
poverty threshold. Being in poverty is measured as income less than 100 percent of the poverty threshold. Low income is between 100
percent and 199 percent of the poverty threshold. Middle income is between 200 percent and 399 percent of the poverty threshold. High
income is 400 percent or more of the poverty threshold. Data for 1984 and 1994 have been inflation adjusted to 2004 dollars.

Source: U.S. Census Bureau, Current Population Survey, Annual Social and Economic Supplement.

Median household income declined for men aged 55—64 in poverty from $8,895 in 1984 to $7,703
in 2004.

Median household income for men aged 55—64 in the high income category increased considerably
from $81,625 in 1984 to $95,176 in 2004.

Overall, median household income increased for men aged 55—64 from $50,454 in 1984 to

$61,274 in 2004.



Median Income

Median Income - Women

Chart 4b. Median household income of women aged 55-64, by income category, in 2004 -
dollars, 1984, 1994, and 2004
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Note: The income categories are derived from the ratio of the family’s income (or an unrelated individual’s income) to the corresponding
poverty threshold. Being in poverty is measured as income less than 100 percent of the poverty threshold. Low income is between 100 percent
and 199 percent of the poverty threshold. Middle income is between 200 percent and 399 percent of the poverty threshold. High income is 400
percent or more of the poverty threshold. Data for 1984 and 1994 have been inflation adjusted to 2004 dollars.

Source: U.S. Census Bureau, Current Population Survey, Annual Social and Economic Supplement.

Between 1984 and 1994, median household income increased for women aged 5564 in all income
categories. However, with the exception of women in the high income category, median household
income declined for women aged 55-64 between 1994 and 2004.

Median household income for women aged 55—64 in the high income category increased 16 percent
between 1984 and 2004, from $74,376 to $86,271. This is the same percentage increase as for men.

Overall, median household income increased for women aged 55-64 from $39,623 in 1984 to
$50,393 in 2004.




Median Net Worth

Net worth, which is accumulated assets from real estate, stocks, bonds, and other assets minus debts, provides
one pillar of retirement income. Financial wealth can provide income such as interest and dividends. Wealth
holdings also can be sold to provide money for current spending and unanticipated expenses.

Chart 5a. Median total net worth of people aged 55-64, who report having assets™, in 2004
dollars, by educational attainment, 1994 and 2004
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Social Security wealth. Data for 1994 have been inflation adjusted to 2004 dollars.

Source: Health and Retirement Study.

In 2004, people aged 55-64 with less than a high school diploma had a median net worth of $47,868,
while high school graduates had double that level ($114,781), people with some college had triple
that level ($157,698), and college graduates had more than six times that level ($317,380). (See chart
2b to see how the educational distribution has changed over time).

Between 1994 and 2004, median total net worth for people aged 55-64 decreased among high school
graduates (from $145,231 to $114,781) and among people with some college education (from
$204,308 to $157,698).

Between 1994 and 2004, the gap in median net worth increased between non-Hispanic whites and
non-Hispanic blacks from $133,969 to $147,858. The gap between non-Hispanic whites and Hispan-
ics increased from $130,987 to $136,228.

Overall, median household net worth for people aged 55—64 remained relatively stable between
$149,455 in 1994 and $153,910 in 2004.



Home equity is a major source of wealth for the aged, but research indicates few aged sell their houses or take
reverse mortgages to draw on home equity (Venti and Wise 2001; Fisher et al. 2007). Thus, net worth other than
home equity identifies the assets that are most likely to be spent first.

Chart 5b. Median net worth excluding home equity of people aged 55-64, who report having
assets”, in 2004 dollars, by educational attainment, 1994 and 2004 S
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Source: Health and Retirement Study.

The median level of net worth excluding home equity is also strongly related to higher levels of
education. In 2004, people aged 55-64 with a college degree had a median net worth excluding

home equity of $128,478 compared to a net worth of only $5,156 among people without a high

school diploma. The same pattern exists between education and home equity.

Over the past decade, median net worth excluding home equity for people aged 55—-64 decreased
from $54,809 in 1994 to $43,586 in 2004.




Pensions

Over the past few decades, there has been a shift in the types of pensions offered by employers from defined-
benefit only (in which a specified amount is typically paid as a lifetime annuity) to defined-contribution only
(in which the amount of future benefit varies depending on contributions and investment earnings).

Chart 6. Percentage of people aged 55-64 who participated in a pension plan with an
employer during their worklife, by pension type and sex, 1994 and 2004
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an Individual Retirement Account, an annuity, or other uses. See Appendix B for description of the Health and Retirement Study.

Source: Health and Retirement Study.

Between 1994 and 2004, the lifetime pension participation of men remained stable at about
75 percent; the type of pension plans they participated in changed.

Between 1994 and 2004, the percentage of men aged 55-64 who participated only in a defined-
benefit plan decreased from 33 percent to 13 percent, the percentage who participated only in a
defined-contribution plan increased from 13 percent to 17 percent, and those who participated in
both defined-benefit and defined-contribution plans increased from 30 percent to 44 percent.

The percentage of women aged 55—-64 who have not participated in a pension decreased from
48 percent in 1994 to 37 percent in 2004.

Women also experienced a shift in the type of pension they have. Between 1994 and 2004, the
percentage of women aged 55—-64 who participated in only a defined-benefit plan fell by one-half
from 21 percent to 11 percent, the percentage who participated in only a defined-contribution plan
increased from 13 percent to 17 percent, and those who participated in both defined-benefit and
defined-contribution plans more than doubled from 16 percent to 34 percent.
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Social Security B®efits

Social Security Benefits - Men

Social Security retirement benefits as a worker or spouse of a worker based on age are first available at
age 62 on a reduced basis from the amount available at full retirement age (aged 65—-66 depending on birth
year). Eligibility for disabled worker benefits at any age requires an inability to work, recent employment
(generally half of the last 10 years), and sufficient lifetime employment to be on track for eligibility for
retired worker benefits.

Chart 7a. Percent distribution of men aged 62-64 currently receiving Social Security benefits,
by type of benefit, in December 1984, 1994, and 2004
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Source: Annual Statistical Supplement to the Social Security Bulletin, 1986, 1995, and 2005.

The percentage of current beneficiary men aged 62-64 receiving earned worker benefits remained
relatively stable over the past two decades. In 1984, 1994, and 2004, about three-quarters of
current beneficiary men aged 62—64 collected retired worker benefits (76 percent, 78 percent, and
73 percent, respectively) and slightly less than one-quarter collected disabled worker benefits

(23 percent, 21 percent, and 25 percent, respectively).

Only 1 percent of current beneficiary men aged 62—64 received survivor benefits between 1984
and 2004 and less than 1 percent received spouse benefits.

More than half of men aged 62—64 collected some type of Social Security benefit in both 1994
(58 percent) and 2004 (54 percent) (Unpublished analyses of data from the Survey of Income and
Program Participation).




SocKl Securitv Benefits

Social Security Benefits - Women

Chart 7b. Percent distribution of women aged 62—64 currently receiving Social Security
benefits, by type of benefit, in December 1984, 1994, and 2004
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Source: Annual Statistical Supplement to the Social Security Bulletin 1986, 1995, and 2005.

Over the past two decades, the percentage of current beneficiary women with earned worker
benefits increased. Current beneficiary women with retired worker benefits increased from

48 percent in 1984 to 56 percent in 2004, while those with disabled worker benefits doubled from
8 percent to 16 percent.

Between 1984 and 2004, the percentage of current beneficiary women receiving spouse benefits
decreased from 23 percent to 12 percent, while those receiving survivor benefits decreased fro