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RETIREMENT SECURITY

Income and Wealth Disparities Continue through Old
Age

What GAO Found

Disparities in income and wealth among older households have become greater
over the past 3 decades, according to GAO’s analysis of Survey of Consumer
Finances (SCF) data. GAO divided older households into five groups (quintiles)
based on their income and wealth. Each year of data in the analysis, and, thus,
each quintile, included different sets of households over time. Average income
and wealth was generally higher over time (see fig. 1 for average income),
disproportionately so for the top quintile (top 20 percent). For example, in 2016,
households in the top quintile had estimated average income of $398,000,
compared to about $53,000 for the middle quintile and about $14,000 for the
bottom quintile. GAO also found that for quintiles with lower wealth, future
income from Social Security and defined benefit pensions provide a relatively
significant portion of resources in retirement for those who expect such income.

Figure 1: Estimated Average Household Income of Older Households by Income Quintiles,
1989 to 2016
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Source: GAO analysis of 1989 through 2016 Survey of Consumer Finances data. | GAO-19-587

Notes: Income is aggregated across all sources, such as wages, Social Security benefits, or
withdrawals from retirement savings accounts. Averages represent mean estimates. The shaded
portions of the figure represent 95 percent confidence intervals; the intervals for some quintiles are
less visible because they are very narrow. The Survey of Consumer Finances is conducted every 3
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years. Older households are those where the survey respondents or any spouses or partners were
aged 55 or older in the year of the survey. GAO ranked these households by their income and broke
them into five equally sized groups, or quintiles. Each year of data in our analysis, and, therefore,
each quintile included different sets of households over time.

A substantial number of older Americans born from 1931 through 1941 lived at
least into their 70s or early 80s, according to GAO’s analysis of data from the
Health and Retirement Study (HRS), a nationally representive survey which
follows the same individuals over time. GAO divided individuals born from 1931
through 1941 into quintiles based on their mid-career household earnings using
records from the Social Security Administration. GAO’s analysis, as well as that
of other researchers, shows that differences in income, wealth, and demographic
characteristics were associated with disparities in longevity. However, even with
these disparities, we found a substantial number of people in the sample were
alive in 2014, including those with characteristics associated with reduced
average longevity, such as low earnings (see fig. 2) and low educational
attainment. Taken all together, individuals may live a long time, even individuals
with factors associated with lower longevity, such as low income or education.
Those with fewer resources in retirement who live a long time may have to rely
primarily on Social Security or safety net programs.

Figure 2: Estimated Proportion of Older Americans Ages 51 to 61 in 1992 Still Living in 2014,
by Mid-Career Household Earnings
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Source: GAO analysis of 1992 through 2014 Health and Retirement Study data. | GAO-19-587

Notes: Older Americans ages 51 to 61 in 1992 were ages 73 to 83 in 2014. GAO defined mid-career
household earnings based on earnings reported to the Social Security Administration for years when
the survey respondents were ages 41 through 50, as well the earnings of their spouses or partners
during those years if the respondents were part of a couple in 1992. GAO ranked these households
by their mid-career household earnings and broke them into five equally sized groups, or quintiles.
The proportion of individuals alive in 2014 was estimated using a Kaplan-Meier survival analysis.

GAO’s analysis of HRS data also found that disparities in household income
decreased while disparities in wealth persisted as a cohort of older Americans
aged from approximately their 50s into their 70s or early 80s. Income disparities
decreased between higher- and lower-earning households because higher-
earning households saw larger drops in income over time, indicating the possible
transition from working to retirement. For example, we estimated median income
for the top mid-career earnings group decreased by 53 percent while estimated
median income for the bottom earnings group decreased by 36 percent over the
same period. Wealth remained relatively steady for households in the bottom
three earnings groups over the time period GAO examined, while households in
the top two earnings groups experienced larger fluctuations in wealth. GAO
estimated that median retirement account balances and median home equity
increased across earnings groups for households that had these assets.
However, the continued wealth disparities may be due to significant differences
in the median value of retirement accounts and home equity between higher- and
lower-earning households. GAO also found that white households in the bottom
two earnings groups had higher estimated median incomes, and white
households in all earnings groups generally had greater estimated median
wealth, than racial minority households in those earnings groups. In addition,
within each earnings group, households headed by someone with at least some
college education generally had higher median incomes and wealth than
households headed by someone who did not attend college.
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GA@ U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441 G St. N.W.
Washington, DC 20548

August 9, 2019

The Honorable Bernard Sanders
Ranking Member

Committee on the Budget
United States Senate

Dear Senator Sanders:

Income and wealth inequality in the United States have increased over
several decades. While income inequality in the United States was
relatively stable from the 1940s to the 1970s, since then wage growth at
the top of the income distribution has outpaced the rest of the distribution,
and inequality has risen. Wealth has become increasingly concentrated
as well. By 2013, those families in the top 10 percent of the wealth
distribution held 76 percent of the wealth held by all families in the United
States. Inequality among older Americans, specifically, is an area of
concern for some policy makers and researchers, particularly given
trends related to the U.S. retirement system over this same time period.
For example, average life expectancy has increased. This is a positive
development, but it also requires more planning and saving to support
more years in retirement. Further, income, wealth, and longevity are each
interconnected with one another. For example, life expectancy has not
increased uniformly across all income groups, and people who have
lower incomes tend to have shorter lives than those with higher incomes.
There is concern among some researchers and policy makers that
disparities in income, wealth, and life expectancy may be indicative of
potential problems for many Americans’ financial security in retirement.

You asked us to examine the distribution of income and wealth among
older Americans and identify the implication of these trends, along with
associations with longevity, on retirement security. This report examines
(1) the distributions of income and wealth among all older Americans over
time; (2) the association between income, wealth, and longevity among
older Americans; and (3) how the distributions of income and wealth have
changed over time for a cohort of individuals as they aged.

1Congressional Budget Office, Trends in Family Wealth, 1989 to 2013, Report 51846
(Washington, D.C.: August 2016).
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To examine the distribution of income and wealth among all older
Americans over time, we used 1989 through 2016 data from the Survey
of Consumer Finances, a triennial, cross-sectional survey produced by
the Board of Governors of the Federal Reserve System (Federal
Reserve). A different sample of households was used for each year in our
analysis. These data allow for comparison of the experiences of same-
age households at different points in time. We chose to look at
household-level resources because couples may pool their economic
resources and the SCF asks some of its questions about resources for
households. For each survey year, we examined the distribution of
income and wealth for older households as a whole and by household
heads’ race and ethnicity, marital status and gender, and education level.
We defined older households as those in which the household head or
any spouses or partners were aged 55 or older. We also analyzed the
percentage of households that held various sources of income and wealth
and the amounts of such sources across the income and wealth
distributions.

Lastly, we used these data, supplemented by data from the Financial
Accounts of the United States—another data source published by the
Federal Reserve—to estimate the present value of future income expected
from defined benefit (DB) pension plans and Social Security. To do so,
we followed methods developed by economists at the Federal Reserve,
with some modifications to the Social Security methods, in particular, to
meet the purposes of our analysis.? Alternative methods of analyzing
distributional disparities in retirement security exist. For example, one
option would be to evaluate how future monthly income from Social
Security and DB pensions would be expected to affect retirement
security, perhaps by assessing how the standard of living for workers
would be expected to change. Additionally, disparities in health in
adulthood could contribute to subsequent disparities in income and
wealth at older ages. However, for our analysis of how income and wealth
are distributed across older Americans over time, it was useful to estimate
the present value of Social Security and DB pensions so we could
compare the value of these sources to retirement account balances. In

°The Federal Reserve economists continue to refine their methodology, and we relied on
recently available papers as a starting point for our analysis. For more on the Federal
Reserve economists methods, see Sebastian Devlin-Foltz, Alice Henriques, and John
Sabelhaus, “Is the U.S. Retirement System Contributing to Rising Wealth Inequality?” The
Russell Sage Foundation Journal of the Social Sciences, vol. 2 no. 6 (2016). For more on
the modifications we made, see appendix .

Page 2 GAO-19-587 Income and Wealth of Older Americans



addition, the SCF does not include sufficient data on health to consider its
role in income and wealth disparities for this part of our analysis.

To examine the association between income, wealth, and longevity
among a cohort of older Americans, we used 1992 through 2014 data
from the Health and Retirement Study (HRS), a nationally representative,
longitudinal survey that follows the same set of Americans from their 50s
through the remainder of their lives. Use of a longitudinal survey allows us
to follow changes for specific individuals as they age. We analyzed data
for the cohort of individuals born from 1931 through 1941.3 We identified
the distribution of income across these individuals by constructing a
measure of mid-career earnings. This measure was constructed at the
household level and was based on the household’s average annual
reported earnings when the household head was aged 41 to 50.
Household earnings data came from administrative records from the
Social Security Administration linked to survey responses.*

We then analyzed how the longevity of these individuals varied across
mid-career household earnings and demographic characteristics, such as
race and education level, using a technique called survival analysis. We
were able to measure deaths over a period of 22 years (1992 through
2014). Every 2 years, the HRS attempted to measure whether the original
respondents were still alive, but these longevity data were incomplete
because some of the original respondents declined to participate in later
waves of the survey. Once these respondents left the survey, their actual
longevity could not be followed. Survival analysis accounts for survey
respondents with complete or incomplete longevity data and allowed us to
estimate the chance of death by any given time in the observation period.
Most importantly, our analysis assumed actual longevity from 1992 to
2014 of the individuals in our analysis did not have a systematic
relationship with whether the original HRS respondents continued to
participate in the study except that leaving the study implied a later death.
We believe this assumption to be reasonable for the purpose of our
analysis for two reasons. First, a small percentage (8 percent) of the
original respondents dropped out of the survey, so that the impact of any
longevity differences among the population who dropped out would likely

3The HRS program refers to those born from 1931 through 1941 as its core HRS cohort or
its original cohort.

4This measure of earnings provides a relatively stable indicator of the household’s labor
market experience, compared to using a single year of earnings, which could be unusually
high or low. See appendix | for additional details.
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have been small. Second, while some baseline characteristics of
respondents do appear correlated with non-response over time, the
population that dropped out of the study does not appear to vary
significantly from those completing each wave, except for race and
ethnicity. We conducted this analysis, at the individual level, for HRS
respondents in 1992, and any spouses or partners also born in 1931
through 1941.

We also used the HRS data and the mid-career household earnings
measure to compare trends in the distributions of income and wealth, at
the household level, as the cohort aged. We restricted this analysis to
survey respondents (“household heads”), or any spouses or partners as
of 1992, who were still alive in 2014 to ensure we followed the same
group of people throughout our analysis. This analysis included an
examination of trends by demographic characteristics and by specific
sources of income and wealth.

For the purposes of our analysis, we defined wealth to be a household’s
net worth—that is, total assets minus total debt. Net worth is a measure
often used by researchers studying retirement security. As mentioned
above in our summary of how we examined the distribution of income and
wealth over time, older Americans may also have other future retirement
resources, not included in net worth, such as the present value of future
income expected from defined benefit (DB) pension plans and Social
Security. For all three questions, we supplemented analyses with expert
interviews and a literature review to provide greater insight. We
specifically identified researchers’ explanations and theories about the
relationships between inequality and longevity, health status, gender,
race and ethnicity, or education.

For all of the datasets used in our study, we reviewed documentation,
interviewed or obtained information from officials responsible for the data,
and tested the data for anomalies. We determined that these data are
sufficiently reliable for the purposes of this report. To provide additional
context on the relationships among income, wealth, longevity, and
retirement security, we reviewed 29 studies. The bibliography at the end
of this report lists these studies, as well as other recent studies, that
informed this report. We also reviewed relevant federal laws and
regulations. See appendix | for more detailed information about our scope
and methodology.

We conducted this performance audit from August 2017 to August 2019
in accordance with generally accepted government auditing standards.
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Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.

Background

Retirement Resources

Many older Americans are retired and rely on different parts of the U.S.
retirement system for their financial security. The U.S. retirement system
is often described as being composed of Social Security, employer-
sponsored pensions and retirement savings plans, and individual savings.
In addition, older Americans may work past traditional retirement ages or
phase into retirement.

Social Security’s Old-Age and Survivors Insurance program is the
foundation of the U.S. retirement system and provides benefits to retired
workers, their families, and survivors of deceased workers. In 2018, about
53 million retirees and their families received $844.9 billion in Social
Security retirement benefits, according to the Social Security
Administration.® However, Social Security is facing financial difficulties
that, if not addressed, will affect its long-term stability. If no changes are
made, current projections indicate that by 2034, the retirement program
Trust Fund will only be sufficient to pay 77 percent of scheduled benefits.®

Employer-sponsored pensions include DB plans, which generally promise
to offer a monthly payment to retirees for life. Employers also sponsor
defined contribution (DC) plans, such as 401(k)s, in which individuals
accumulate tax-advantaged retirement savings in an individual account
based on employee and/or employer contributions, and the investment
returns (gains and losses) earned on the account. Participants in both DB
and DC plans receive certain tax preferences provided the plans comply
with requirements outlined in the Internal Revenue Code (IRC). For fiscal
year 2018, estimated tax expenditures related to retirement plans and

5The Board of Trustees, The 2019 Annual Report of the Board of Trustees of the Federal
Old-Age and Survivors Insurance and Federal Disability Insurance Trust Funds
(Washington, D.C.: April 22, 2019).

81bid.

Page 5 GAO-19-587 Income and Wealth of Older Americans



savings amounted to about $188 billion.” The Employee Retirement
Income Security Act of 1974 (ERISA) outlines minimum standards and
requirements that must be met by most private sector employer-
sponsored retirement plans; it does not, however, require any employer to
establish, or continue to maintain, a retirement plan. Assets rolled over
from employer-sponsored DC plans when individuals change jobs or
retire are the primary source of funding for individual retirement accounts
(IRAs). Over the past 40 years, private sector employers have
increasingly moved from offering DB plans to offering DC plans. While DC
plans offer more portability, some financial risks—such as poor
investment returns, decreases in interest rates, and increases in
longevity—have shifted from the employer to the employee, with
important implications for individuals’ retirement planning and security.®

Individual savings are any other non-retirement plan savings and
investments. Home equity is an important asset for many households.
Other sources of savings or wealth may include amounts saved from
income or wages, contributions to accounts outside of a retirement plan,
non-retirement financial wealth that is inherited or accumulated over time,
and equity from other tangible assets such as vehicles.

Defining Resources in Retirement

« Wealth: For analyses in this report, we defined wealth as net worth, i.e., assets
minus debt. Assets could be financial (e.g., savings accounts, stocks, bonds,
retirement accounts) or nonfinancial (e.g., the value of any houses or vehicles).
Retirement accounts include defined contribution plans, such as a 401(k), or
individual retirement account (IRA)s. Net worth is a measure often used by
researchers studying retirement security.

"Office of Management and Budget, Analytical Perspectives, Budget of the U.S.
Government, Fiscal Year 2020 (Washington, D.C.: 2019). This total includes estimates for
deferrals for contributions to DB plans, DC plans, and other plans covering partners and
sole proprietors, individual retirement accounts, and certain retirement saving tax credits.
This estimated total, which is based on provisions of federal tax law enacted through July
1, 2018, is measured as the tax revenue that the government does not currently collect on
contributions and investment earnings, offset by the taxes paid by those who are currently
receiving retirement benefits. Summing tax expenditure estimates is useful for gauging the
general magnitude of revenue forgone through provisions of the tax code, but does not
take into account interactions among individual provisions. Revenue loss estimates do not
necessarily represent the amount of revenue that would be gained from repealing a tax
expenditure, because repeal would probably change taxpayer behavior in some way that
would affect revenue.

8For more discussion about the key characteristics of DC and DB plans, see GAO, The
Nation’s Retirement System: A Comprehensive Re-evaluation Is Needed to Better
Promote Future Retirement Security, GAO-18-111SP (Washington, D.C.: Oct. 18, 2017).
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«  Present value of future income from Social Security and defined benefit pensions:
Older Americans may also have other future retirement resources, not included in
net worth, such as the present value of benefits expected from defined benefit (DB)
pension plans and Social Security. These present value estimates could be
included in a broader definition of economic resources or wealth, and we were able
to produce estimates of these additional retirement resources to supplement our
analysis of the distribution of income and wealth among older Americans over time.
While all estimates produced using survey data are subject to some uncertainty,
our present value estimates for these additional retirement resources are also
subject to additional uncertainty that arises from using another data source—the
Financial Accounts of the United States—to create a measure of aggregate defined
benefit entitliements; having limited information about lifetime earnings in the
Survey of Consumer Finances; and making assumptions about life expectancy,
real discount rates, and retirement ages, which are unlikely to hold for all
households. Data limitations prevented us from producing this broader measure of
retirement resources for our analysis examining the distributions of income and
wealth as a cohort of older Americans aged.

« Income: For analyses in this report, we defined household income as the sum of
income across all sources, including wages and salaries, Social Security benefits,
traditional pension benefits from defined benefit plans, withdrawals from retirement
accounts, and income from any other sources, such as interest on financial assets
or benefits from social safety net programs such as the Supplemental Nutrition
Assistance Program (SNAP).

See appendix | for more information on our definitions and the methods used to

produce estimates of wealth, the present value of future income expected from Social
Security and defined benefit plans, and income.

Source: GAO analysis. | GAO-19-587

Older Americans may also have wages or salaries from working longer as
they transition to retirement. According to data from the Bureau of Labor
Statistics, more older Americans are working. From 1989—the earliest
starting year for our analyses—to 2018, the labor force participation rate
for Americans aged 55 or older increased from 30 percent to 40 percent.
In addition, some older Americans may receive income from financial
assets, such as interest or dividends, and from other benefit programs,
such as Social Security Disability Insurance.

Increases in the Number
of Older Americans

The number of older Americans is increasing faster than the population
as a whole. In 1990, about 52 million, or around 1 in 5, people in the
United States were aged 55 or older. By 2030, that number is expected to
be about 112 million, or around 1 in 3. The aging of the baby boomers—
that is, people born between 1946 and 1964—as well as increasing
longevity and lower fertility have contributed to this trend. The oldest baby
boomers turned 55 in 2001 and the youngest are turning 55 this year. In
addition, average life expectancy for those ages 65 or older has
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increased significantly over the past century and is projected to continue
to increase.® For example, a man turning 65 in 2030 is expected to live,
on average, to age 85.0, an additional 5.3 years compared to a man who
turned 65 in 1980, who was expected to live, on average, to age 79.7. A
woman turning 65 in 2030 is expected to live, on average, to age 87.3, an
additional 3.5 years compared to a woman who turned 65 in 1980, who
was expected to live, on average to age 83.8. Since life expectancies are
averages—some individuals will live well beyond their life expectancy—
longer life expectancies, combined with the possibility of living well
beyond life expectancy, mean that people must now prepare for the
potential for more years in retirement with greater risk of outliving their
savings.

SLife expectancy is the average estimated number of years of life for a particular
demographic or group of people at a given age. It is closely related to longevity, which is
commonly defined as “length of life.”
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Disparities in Income
and Wealth Increased
Among Older
Households Even As
More Households
Had Retirement
Accounts

Disparities Increased from
1989 to 2016, with
Households in the Top 20
Percent Generally Having
Disproportionately Higher
Income and Wealth in
2016

Disparities in income and wealth among older households have become
greater over the past 3 decades, according to our analysis of 1989 to
2016 data from the SCF. For our analysis, we divided older households in
the data into five groups, or quintiles, based on income or wealth.'® Each
year of data in our analysis used a different set of households. Therefore,
each quintile includes different sets of households over time. In other
words, the households in the top 20 percent in 1989 are not the same
households as those in the top 20 percent in 2016. While the households
included in the SCF are different for each year of data we used in our
analysis, we were able to examine how the distribution of income and
wealth across older households changed over time. We found mostly
higher income and wealth across all quintiles over time, disproportionately
so for the top quintile. For example, we estimated that average income of
households in the top 20 percent in 1989 was about $242,000. In 2016,
estimated average income of households in the top 20 percent was about
$398,000, which is about 64 percent higher (see fig 1). In comparison,
estimated average income of households in the bottom quintile—bottom
20 percent—was about $9,000 in 1989. In 2016, estimated average

OFor this analysis, we identified “older households” as those where the survey
respondents or any spouses or partners were aged 55 or older in the year of the survey.
To create income distributions, we rank ordered these households by total household
income and then broke them into five even groups, or quintiles. The “top” refers to the top
20 percent of households in this ranking while the “bottom” refers to the bottom 20 percent
of households. Since the SCF is cross-sectional, and each year of data in our analysis
used a different set of households, we created a new income distribution for each year of
data. Therefore, each quintile includes different sets of households over time. We also
created wealth distributions, using the same method, except we rank ordered households
by net worth instead of income. To better understand increases in the top quintile, we also
estimated the amount of income and wealth held among the top 10 percent, 5 percent,
and 1 percent of households, when possible, for each survey year.
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income of households in the bottom 20 percent was about $14,000, which
is about 55 percent higher.' We found similar results when we analyzed

changes in median income.

" All amounts in this report are presented in 2016 dollars. As another example,
households in the middle quintile in 2016 had estimated average income of about
$53,000. In addition, we estimated that, in 2016, all households in the bottom quintile had
less than $22,000 in income; households in the second quintile had incomes between
$22,000 and $40,000; households in the middle quintile had incomes between $40,000
and $69,000; households in the fourth (second-from-the-top) quintile had incomes
between $69,000 and $123,000; and households in the top quintile had incomes over
$123,000.
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Figure 1: Estimated Average and Median Income of Older Households by Income Quintiles, 1989 to 2016
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Source: GAO analysis of 1989 through 2016 Survey of Consumer Finances data. | GAO-19-587

Notes: Income is aggregated across all sources, such as wages, Social Security benefits, or
withdrawals from retirement accounts. Averages represent mean estimates. The shaded portions of
the figure represent 95 percent confidence intervals; the intervals for some quintiles are less visible
because they are very narrow. The Survey of Consumer Finances is conducted every 3 years. Older
households are those where the survey respondents or any spouses or partners were aged 55 or
older in the year of the survey. We ranked these households by their income and broke them into five
equally sized groups, or quintiles. Each year of data in our analysis, and, therefore, each quintile
included different sets of households over time.
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Our findings were similar when we analyzed changes in wealth (defined
as net worth). Estimated average wealth of households in the top 20
percent was about $2.1 million in 1989. In 2016, estimated average
wealth of households in the top 20 percent was about $4.6 million, which
is more than twice as high. (See fig. 2.) In comparison, average wealth of
households in the bottom 20 percent was similar over time from 1989 to
2013."2 In fact, in both 2010 and 2013, estimated average wealth of
households that were in the bottom 20 percent in either of those years
was negative, meaning that those households, on average, had more
debt than assets. ' (See text box for discussion of how recessions during
the time period of our analysis could affect retirement security.)

2There were insufficient data to produce a reliable estimate of average wealth for the
bottom quintile in 2016.

3While the difference between estimates for 2016 and 1989 in the amount of average
and median wealth held by the bottom 20 percent was relatively small compared to the
differences for other quintiles, there were statistically significant differences among other
particular years over the time period of our analysis. Also, there were insufficient data to
produce a reliable estimate of average wealth for households in the bottom 20 percent in
2016. We estimate that average wealth for this group was about $4,500 in 1989. In 2010
and 2013, households in the bottom 20 percent, in either year, held more debt than
assets, on average. As a result, estimated average wealth had negative values. In 2010,
estimated average wealth was -$2,300. In 2013, estimated average wealth was -$4,700.
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Figure 2: Estimated Average and Median Wealth of Older Households by Wealth Quintiles, 1989 to 2016

Average household wealth (in millions of 2016 dollars) Median household wealth (in millions of 2016 dollars)
5 2.2
Top Top
2.0
1.8
4
1.6
14
3
1.2
1.0
2
0.8
0.6
Fourth
1
0.4

Fourth .
_/\/ 02 ——/\/ Third

___/—\_— Third —— ——— SECONA
e —

Second
0 Bottom 0.0 Bottom
1989 1992 1995 1998 2001 2004 2007 2010 2013* 2016P 1989 1992 1995 1998 2001 2004 2007 2010 2013 2016

2ln 2010 and 2013, households in the bottom quintile held more debt than assets on average,
so average wealth was negative. We estimated it to be about -$2,300 in 2010 and -$4,700 in 2013.

bData were insufficient to produce a reliable estimate for the bottom quintile in 2016.
Source: GAO analysis of 1989 through 2016 Survey of Consumer Finances data. | GAO-19-587

We defined wealth as net worth, or assets minus debt. It includes financial assets and nonfinancial
assets, such as home equity and the value of vehicles. It does not include future income expected
from Social Security or defined benefit pensions. Averages represent mean estimates. The shaded
portions of the figure represent 95 percent confidence intervals; the intervals for some quintiles are
less visible because they are very narrow. The Survey of Consumer Finances is conducted every 3
years. Older households are those where the survey respondents or any spouses or partners were
aged 55 or older in the year of the survey. We ranked these households by their net worth and broke
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them into five equally sized groups, or quintiles. Each year of data in our analysis, and, therefore,
each quintile included different sets of households over time. When estimates were not available or
had negative values, they were reset to zero for charting purposes.

Recessions and the Retirement Security of Older Americans

Recessions can affect households’ resources in various ways. While there were three
recessions during the period of our analysis (1990-1991, 2001, and 2007-2009), we
were not able to disentangle the direct effects of the recessions on individual
households’ income and wealth and, therefore, their retirement security. However,
research on the 2007-2009 recession spotlights a few examples of how recessions
could affect older Americans’ retirement security and suggests there could be varying
effects across the income and wealth distributions.

For example, others’ research shows the 2007-2009 recession affected high-income
earners disproportionately because they were more likely to hold riskier assets, such as
stocks, and the recession was rooted in a financial crisis. However, even though the
effects on wealth may have been disproportionate, the effects may have been felt
across the distribution. For example, many families saw their wealth decline during this
recession. The decline in housing values surrounding this recession affected many low-
and moderate-wealth families as home equity was a large share of their total assets. To
the extent that home equity is an important source of wealth for older Americans,
declines in housing values could create financial difficulties.

In addition, our prior work has demonstrated that when older workers lose their job, like
in a recession, it takes them longer to find another job and this could affect retirement
security. In 2012, we found long-term unemployment can put older workers at risk of
deferring needed medical care, losing their homes, and accumulating debt. Also, long-
term unemployment can substantially diminish an older worker’s future retirement
income in a couple of ways. First, it can force a worker to stop working and stop saving
for retirement earlier than the worker had planned. Second, long-term unemployment
can lead individuals to draw down their retirement accounts to cover living expenses
while they are unemployed, which was a common life experience described by focus
group participants with whom we spoke.

Source: GAO summary of Michael T. Owyang and Hannah G. Shell, “Taking Stock: Income Inequality and the Stock Market,” Economic
Synopses, vol. 2016, no. 7 (St. Louis: Federal Reserve Bank of St. Louis, 2016); Sarah Bloom Raskin, “Downturns and Recoveries:
What the Economies in Los Angeles and the United States Tell Us” (remarks at the Luncheon for Los Angeles Business and
Community Leaders, Los Angeles Branch of the Federal Reserve Bank of San Francisco, April 12, 2012); GAO, Unemployed Older
Workers: Many Experience Challenges Regaining Employment and Face Reduced Retirement Security, GAO-12-445 (Washington,
D.C.: April 25, 2012); and documents from the Business Cycle Dating Committee of the National Bureau of Economic Research. |
GAO-19-587

Within the top quintile, a disproportionate share of income and wealth is
held by the top 1 percent compared to the next 19 percent.' (See figs. 3
and 4 for average income and wealth of households in the top 1 percent.)
For example, we found households in the top 1 percent in 1989 had
estimated average wealth that was about $13 million more than estimated
average wealth for households in the next 19 percent (about 10 times as
much estimated average wealth). By 2016, households in the top 1

"4For more details on the demographic and financial characteristics associated with the
top 1 percent of households, see appendix Il. This appendix also contains information on
these characteristics for the next 19 percent, the top quintile, the bottom 80 percent, and
the bottom quintile.
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percent had about $34 million more in estimated average wealth
compared to households in the next 19 percent (about 13 times as much
estimated average wealth). "

____________________________________________________________________________________________________________________|
Figure 3: Estimated Average and Median Income of Older Households in the Top 1 Percent of the Income Distribution, 1989 to
2016

Average household income (in millions of 2016 dollars) Median household income (in millions of 2016 dollars)
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Source: GAO analysis of 1989 through 2016 Survey of Consumer Finances data. | GAO-19-587 8No 1989 data available

Notes: Income is aggregated across all sources, such as wages, Social Security benefits, or
withdrawals from retirement accounts. Averages represent mean estimates. The lines overlapping the
bars represent 95 percent confidence intervals. The Survey of Consumer Finances is conducted
every 3 years. Older households are those where the survey respondents or any spouses or partners
were aged 55 or older in the year of the survey. Each year of data in our analysis, and, therefore, the
top 1 percent for each year included a different set of households. There were insufficient data to
produce reliable estimates for 1989.

SWe also conducted this comparison using median wealth. We found the estimated gap
in median wealth between the top 1 percent and the next 19 percent was about $9 million
in 1989 (about 10 times as much wealth). In 2016, this estimated gap was about $20
million (about 12 times as much wealth).
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Figure 4: Estimated Average and Median Wealth of Older Households in the Top 1 Percent of the Wealth Distribution, 1989 to
2016
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Source: GAO analysis of 1989 through 2016 Survey of Consumer Finances data. | GAO-19-587

Notes: We defined wealth as net worth, or assets minus debt. Averages represent mean estimates.
The lines overlapping the bars represent 95 percent confidence intervals. The Survey of Consumer
Finances is conducted every 3 years. Older households are those where the survey respondents or
any spouses or partners were aged 55 or older in the year of the survey. Each year of data in our
analysis, and, therefore, the top 1 percent for each year included a different set of households.

Retirement Security Provided Future Income Expected from Social Security and Defined Benefit Pensions

by Future Social Security and As discussed earlier, researchers studying retirement security often use net worth to
Pension Benefits measure wealth. However, net worth does not include all of the resources available to
older Americans in retirement. Because our analysis looks at income and wealth
distributions of older Americans, it was important to consider all possible financial
resources to the extent our data sources allowed. Applying methods developed by
economists at the Federal Reserve, modified as appropriate for the purposes of our
analysis (see app. | for more details), we constructed estimates of the present value of
future income expected from Social Security and defined benefit pensions for those
older Americans that expect future income from Social Security, defined benefit
pensions or both. While adding these present value estimates to wealth better captures
the totality of resources available to older Americans (for the purposes of this report, we
call this totality “retirement resources”), they are subject to uncertainty in addition to the
uncertainty generally associated with using survey data. First, these estimates depend
upon two data sources—the Survey of Consumer Finances and the Financial Accounts
of the United States—and the Financial Accounts data has its own uncertainties.
Second, there is limited information about lifetime earnings in the Survey of Consumer
Finances, which are necessary to calculate the present value of both future Social
Security and pension benefits. Third, we needed to make assumptions about life
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expectancy, real discount rates, and retirement ages, which are unlikely to hold for all
households, and which are themselves sources of uncertainty. As a result, we
conducted some sensitivity analyses, particularly with respect to discount rates and
retirement ages. For reporting purposes, we chose age 62 as the retirement age for the
present value calculation of Social Security benefits, similar to the methods applied by
economists at the Federal Reserve. It is possible that setting the retirement age at 62
may overstate the present value of future Social Security benefits, depending on
various factors including interest rates and mortality. We considered using alternative
retirement ages and do not believe that choosing a different retirement age for those
not yet retired would substantively change our findings.

Source: GAO analysis. | GAO-19-587

Social Security is the foundation of retirement security in the United
States, and along with income from traditional DB pensions, can be
particularly important for older households with lower wealth. As
discussed in the text box above, some older Americans will expect future
income from Social Security, DB pensions or both.'® We analyzed the
present value of these sources for two subsets of older Americans: 1)
those who expect future income from Social Security but not DB
pensions, and 2) those who expect future income from both Social
Security and DB pensions. "’

6e estimated the percentage of households in each quintile that expected no future
income from Social Security or DB pensions, future income from Social Security only,
future income from DB pensions only, or future income from both sources. For example, in
2016, about 73 percent of households in the bottom quintile expected future income from
Social Security only while 23 percent expected future income from Social Security and DB
pensions. The remaining 4 percent expected future income from DB pensions only or no
future income from Social Security or DB pensions. For the top quintile, 54 percent of
households expected future income from Social Security only while 46 percent expected
future income from Social Security and DB pensions.

Twe say “estimated present value” because our estimates are based on assumptions
about the future, as well as the time value of money, and may not be the actual amount
that will be received. For example, as previously discussed, unless changes are made, the
Social Security Old Age and Survivors Insurance Trust Fund faces projected depletion in
2034, at which point this Trust Fund is estimated to be sufficient to pay only 77 percent of
scheduled benefits. Further, our estimates rely on assumptions about life expectancy,
discount rates, and retirement ages, which are unlikely to hold for all households. As a
result, we conducted some sensitivity analyses, particularly with respect to discount rates
and retirement ages. To produce these estimates, we applied methods developed by
economists at the Federal Reserve, with modifications appropriate for the purposes of our
analysis. The Federal Reserve economists continue to refine their methodology and we
relied on recently available papers as a starting point for our analysis. For more on the
Federal Reserve economists’ method, see Devlin-Foltz, Henriques, and Sabelhaus, “Is the
U.S. Retirement System Contributing to Rising Wealth Inequality?” (2016). For more
information on these methods, including sensitivity analyses we performed to better
understand how certain assumptions affected our results, see appendix I.

Page 17 GAO-19-587 Income and Wealth of Older Americans




On average, households with lower wealth, '® and that expect future
income from Social Security but not DB pensions, may receive a
significant income stream from future Social Security benefits, according
to our analysis of SCF data (see fig. 5). The bottom 20 percent have little
in wealth, on average, but the estimated present value of future Social
Security benefits provides them relatively significant financial security in
retirement. On the other hand, for the top two quintiles, wealth was the
most important retirement resource, as households in the top quintile
have wealth that, on average, far exceeds the estimated present value of
benefits provided by any future Social Security or pension benefits.

8We defined wealth as net worth (assets minus debt).
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Figure 5: Estimated Average Wealth Plus Present Value of Future Income of Older Households Expecting Future Income from
Social Security but Not a Pension, 1989 to 2016
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Notes: We defined wealth as net worth, or assets minus debt. Averages represent mean estimates.
Confidence intervals for these estimates are presented in appendix Ill. The Survey of Consumer
Finances is conducted every 3 years. Older households are those where the survey respondents or
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any spouses or partners were aged 55 or older in the year of the survey. We ranked these
households by their wealth (net worth) and broke them into five equally sized groups, or quintiles.
Each year of data in our analysis, and, therefore, each quintile included different sets of households
over time. This figure includes only those households in each quintile that expected to receive future
income from Social Security but not defined benefit pensions. For example, in 2016, 73 percent of
households in the bottom quintile expected to receive future income from Social Security but not
defined benefit pensions. Corresponding percentages for the second through fifth (or top) quintiles
were 61, 50, 46, and 54 percent. Average wealth for the bottom quintile was negative (debt was
greater than assets) in 2010 and 2013, with values of about -$4,000 and -$7,000, respectively. We
estimated that, for the bottom quintile, retirement resources (the present value of future income
expected from Social Security plus net worth) totaled about $219,000 in 2010 and $197,000 in 2013.
There were insufficient data to produce an estimate of wealth for the bottom quintile in 2016. When
estimates were not available or had negative values, they were reset to zero for charting purposes.

We found similar results for households with lower wealth and that expect
future income from Social Security and DB pensions. While the lower
quintiles may have little in wealth, on average, they may expect to receive
a significant income stream from future Social Security and DB pension
benefits (see fig. 6). Wealth was the most important financial retirement
resource for the top two quintiles, on average.
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Figure 6: Estimated Average Wealth Plus Present Value of Future Income of Older Households Expecting Future Income from
Social Security and Pensions, 1989 to 2016
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Source: GAO analysis of 1989 through 2016 Survey of Consumer Finances data. | GAO-19-587

Notes: We defined wealth as net worth, or assets minus debt. Averages represent mean estimates.
Confidence intervals for these estimates are presented in appendix Ill. The Survey of Consumer
Finances is conducted every 3 years. Older households are those where the survey respondents or
any spouses or partners were aged 55 or older in the year of the survey. We ranked these

Page 21 GAO-19-587 Income and Wealth of Older Americans



households by their wealth (net worth) and broke them into five equally sized groups, or quintiles.
Each year of data in our analysis, and, therefore, each quintile included different sets of households
over time. This figure includes only those households in each quintile that expected to receive future
income from Social Security and defined benefit pensions. For example, in 2016, 23 percent of
households in the bottom quintile expected to receive future income from Social Security and defined
benefit pensions. Corresponding percentages for the second through fifth (or top) quintiles were 38,
49, 54, and 46 percent. There were insufficient data to produce an estimate of wealth for the bottom
quintile in 1989, 2004, 2010, 2013, and 2016. When estimates were not available, they were reset to
zero for charting purposes.

While disparities remain, the present value of future income expected
from Social Security and DB pensions mitigate these disparities to some
extent for those households that expected such income, as illustrated by
the examples below.

« Estimates for all older households in 2016 that expect future income
from Social Security but not DB pensions: Households in the top
quintile had, on average, about $6.1 million in assets, about 272 times
as much as the bottom quintile, which had estimated assets of, on
average, about $22,000.'° When looking at a broader definition of
retirement resources (assets plus the present value of future income
from Social Security), we estimated that the top quintile had, on
average, $6.6 million in these resources, about 27 times as much as
the bottom quintile, which had, on average, about $241,000.

« Estimates for all older households in 2016 that expect future income
from Social Security and DB pensions: Households in the top quintile
had, on average, about $3.2 million in assets, about 61 times as much
in assets as the bottom quintile, which had estimated assets of, on
average, about $52,000.2° When looking at a broader definition of
retirement resources (assets plus the present value of future income
from Social Security and DB pensions), we estimated that the top
quintile had, on average, about $4.3 million in these resources, about

"®We use assets in this example because there were insufficient data to estimate net
worth for the bottom quintile of the wealth distribution in 2016. We estimated average net
worth of $5.9 million for households in the top quintile that future income expected from
Social Security but not DB pensions. We estimated that, for these households, the
combined total of wealth (net worth) plus the present value of future income expected from
Social Security was $6.4 million, on average.

20\e use assets in this example because there were insufficient data to estimate net
worth for the bottom quintile of the wealth distribution in 2016. We estimated average net
worth of $3.1 million for households in the top quintile that expected future income from
Social Security and DB pensions. We estimated that, for these households, the combined
total of wealth (net worth) plus the present value of expected future income from Social
Security and DB pensions was $4.2 million, on average.
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Income and Wealth Disparities
by Demographic
Characteristics

8 times as much as the bottom quintile, which had, on average, about
$535,000.

Recent research has theorized that benefits expected from Social
Security “[go] a long way” to explaining why having little in DC accounts
and future income expected from pensions does not necessarily translate
into dramatic changes to living standards as people retire.?' In particular,
the progressivity of Social Security, meaning Social Security benefits
replace a higher percentage of pre-retirement earnings for lower-earning
households, could be helpful for these households, especially in the
absence of other resources, such as retirement accounts.??

Income and wealth were consistently lower over time for older
households headed by someone who was a racial minority,? single, or
hadn’t attended college, according to our analysis of 1989 through 2016
SCF data.?* (See fig. 7 for an example using the middle quintile.)

2'Devlin-Foltz, Henriques, and Sabelhaus (2016).

2\While the Social Security formula remains progressive, our past work found that lower-
income groups’ shorter-than-average life expectancy can reduce projected lifetime
benefits. See GAO, Retirement Security: Shorter Life Expectancy Reduces Projected
Lifetime Benefits for Lower Earners, GAO-16-354 (Washington, D.C.: March 25, 2016).

2For the purposes of this report, minority is defined as someone who is non-white,
including those who are black or Asian, or Hispanic. The SCF public data does not allow
for disaggregation of non-white households, so we were unable to present data on
minority subgroups. As a result, there may be other wealth and income disparities not
captured by our analysis.

24The wealth of the top 1 percent pulls up the overall averages for these categories. The
vast majority of households in the top 1 percent are headed by someone who attended at
least some college, is white and non-Hispanic, and is coupled. See appendix Il for more
information on the demographic composition of the top 1 percent in 2016.
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Figure 7: Estimated Wealth of Older Households in the Middle Quintile of the Wealth Distribution by Race and Ethnicity,
Education, and Marital Status, 1989 to 2016
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Source: GAO analysis of 1989 through 2016 Survey of Consumer Finances data. | GAO-19-587 8No data available

Notes: We defined wealth as net worth, or assets minus debt. Averages represent mean estimates.
The lines overlapping the bars represent 95 percent confidence intervals. The Survey of Consumer
Finances is conducted every 3 years. Older households are those where the survey respondents or
any spouses or partners were aged 55 or older in the year of the survey. We defined minority as
someone who is non-white, including those who are black or Asian, or Hispanic. We ranked these
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households by their net worth and broke them into five equally sized groups, or quintiles. Each year of
data in our analysis, and, therefore, each quintile included different sets of households over time.

We found these disparities existed across all quintiles and all years (see
fig. 8 for another example, this time using the top quintile).?® Generally,
the largest disparities from 1989 to 2016 were between 1) households in
which the head had not attended college and households in which they
had and 2) coupled households and single women. These results are
consistent with our prior work, which found that women age 65 and older
had less retirement income, on average, and live in higher rates of
poverty than men in that age group.2?® Disparities were also sizeable for
households headed by someone who was white and non-Hispanic
compared to those headed by a minority.?’

2SHousehold heads who attended college did not necessarily earn a degree.

2GAO, Retirement Security: Women Still Face Challenges, GAO-12-699 (Washington,
D.C.: July 19, 2012). GAO has forthcoming work with more analysis of women’s
retirement income security.

27Preliminary research from researchers at the Center for Retirement Research at Boston
College estimates that the value of expected future income from Social Security has a
mitigating effect on racial and ethnic disparities in wealth. See Hou, Wenliang and
Geoffrey T. Sanzenbacher, “Measuring Racial/Ethnic Inequality in Retirement Wealth”
(paper presented at the 21st Annual Social Security Administration Research Consortium
Meeting, Washington, D.C., Aug. 2019).

Page 25 GAO-19-587 Income and Wealth of Older Americans


https://www.gao.gov/products/GAO-12-699

|
Figure 8: Estimated Wealth of Older Households in the Top 20 Percent of the Wealth Distribution by Race and Ethnicity,
Education, and Marital Status, 1989 to 2016

Average Education Race Marital status
wealth

(in millions
of 2016
dollars)

7

a a
0
1989 2016 1989 2016 1989 2016 1989 2016 1989 2016 1989 2016 1989 2016
Household head Household head White (non-Hispanic) Minority Coupled Single men Single women
attended at least did not attend household head household head households
some college college
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Notes: We defined wealth as net worth, or assets minus debt. Averages represent mean estimates.
The lines overlapping the bars represent 95 percent confidence intervals. The Survey of Consumer
Finances is conducted every 3 years. Older households are those where the survey respondents or
any spouses or partners were aged 55 or older in the year of the survey. We defined minority as
someone who is non-white, including those who are black or Asian, or Hispanic. We ranked these
households by their net worth and broke them into five equally sized groups, or quintiles. Each year of
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data in our analysis, and, therefore, each quintile included different sets of households over time. The
wealth of the top 1 percent pulls up the overall averages for these categories. The vast majority of
households in the top one percent are headed by someone who attended at least some college, are
white and non-Hispanic, and are coupled.

There are multiple reasons why households headed by someone with at
least some college education may have more wealth in retirement. Most
notably, those with more education may have access to higher-paying
jobs and be able to save more. Our review of the literature identified
several other theories to explain this association. These include (1)
education increases awareness about the need to save, (2) highly-
educated individuals may have more financial education and achieve
higher rates of return on savings, (3) those with more education may be
willing to work longer, and (4) highly-educated individuals may have
weallthier parents and thus may have received larger bequests.?® Our
prior work has explored how recent trends in marital patterns and saving
for retirement, among other factors, can negatively affect retirement
security for minorities, women, or those who are single.?®

Percentage of Older
Households with
Retirement Accounts Has
Increased Since 1989,
Although Non-Retirement
Assets Remain Important

The percentage of households with retirement accounts was higher
across all wealth quintiles in 2016 compared to 1989, and it was
disproportionately higher for the top quintile, according to our analysis of
SCF data. In 1989, the percentage of households with retirement
accounts—amounts in DC plans and IRAs—ranged from 4 percent of the
bottom quintile to 65 percent of the top quintile (see fig. 9). By 2016, 11
percent of households in the bottom quintile had retirement accounts
compared to 86 percent of households in the top quintile. These
increases reflect the transition to more employers offering DC plans,
among other factors.*° Further, the percentage of households in the
bottom quintile with retirement accounts had not returned to its pre-

28 James Poterba, Steven Venti, and David A. Wise, “Longitudinal Determinants of End-of-
Life Wealth Inequality,” Journal of Public Economics, vol. 162 (2018); Brookings Economic
Studies Program, Later Retirement, Inequality in Old Age, and the Growing Gap in
Longevity between Rich and Poor (Washington, D.C.: Brookings Institution, 2016).

2GA0-18-111SP; GAO, Retirement Security: Low Defined Contribution Savings May
Pose Challenges, GAO-16-408 (Washington, D.C.: May 5, 2016); and Retirement
Security: Trends in Marriage and Work Patterns May Increase Economic Vulnerability for
Some Retirees, GAO-14-33 (Washington, D.C.: January 15, 2014).

30For more on the transition to more employers offering DC plans, and the rise in assets in
DC plans and IRAs, see GAO-18-111SP.
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recession rate.3! As discussed earlier, households with less wealth may
be more reliant on income from Social Security and DB plans.

3"In 2007, 16 percent of households in the bottom quintile had retirement accounts. This
result is statistically significant at the 95 percent confidence level. The difference in the
percentage of households with retirement accounts from 2007 to 2016 was not statistically
significant for the second through fourth quintiles, although it was statistically significant
for the top quintile.
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Figure 9: Estimated Percentage of Older Households with Selected Retirement Resources by Wealth Quintiles, 1989 to 2016

Percentage of households (by quintile)
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retirement account(s) pension(s) Social Security

Source: GAO analysis of 1989 through 2016 Survey of Consumer Finances data. | GAO-19-587

Notes: Retirement accounts include DC plans and IRAs. Households with pensions or Social Security
are those households that are currently receiving benefits or expect to receive benefits in the future.
The percentages in this figure are estimates. The shaded portions of the figure represent 95 percent
confidence intervals. The Survey of Consumer Finances is conducted every 3 years. Older
households are those where the survey respondents or any spouses or partners were aged 55 or
older in the year of the survey. We ranked these households by their net worth and broke them into
five equally sized groups, or quintiles. Each year of data in our analysis, and, therefore, each quintile
included different sets of households over time.
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Further, we found the amount in retirement accounts was often low, 32
particularly for the lower quintiles. In 2016, 89 percent of the households
in the bottom quintile had no retirement accounts, and another 10 percent
had account balances of less than $50,000 (see fig. 10).3® In comparison,
over half the households in the middle quintile had retirement accounts,
and almost all of these households had less than $200,000 in their
accounts.

Figure 10: Estimated Distribution of Average Retirement Account Balances among Older Households by Wealth Quintiles,
2016

No retirement account balance <« » Retirement account balance

Bottom quintile 89 10 ” 11

Second quintile 67 26 ‘ 5 “ 33
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Source: GAO analysis of 2016 Survey of Consumer Finances data. | GAO-19-587

Notes: Retirement accounts include DC plans and IRAs. Some households may not have retirement
accounts but may have a defined benefit pension. Most older households receive Social Security
benefits or expect to receive them in the future. Percentages represent estimates. Confidence
intervals for these estimates are presented in appendix Ill. The Survey of Consumer Finances is
conducted every 3 years. Older households are those where the survey respondents or any spouses
or partners were aged 55 or older in the year of the survey. We ranked these households by their net
worth and broke them into five equally sized groups, or quintiles. Each year of data in our analysis,
and, therefore, each quintile included different sets of households over time.

Older Americans may rely on resources other than those discussed
above for financial security in retirement (see fig. 11), and these “non-
retirement assets” remained important over the time span of our

32Retirement account balances are one of the resources included in our wealth estimates.

33The average amount in retirement accounts for the bottom quintile, as a whole, was
about $1,300. When we estimated the average amount in retirement accounts for those
households in our bottom wealth quintile that had at least $100 in their accounts, the
average increased, to about $12,000.
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analysis,** regardless of their value relative to retirement account
balances or the present value of future income from Social Security or DB
pensions.

Figure 11: Estimated Percentage of Older Households with Selected Assets by Wealth Quintiles, 1989 to 2016

Percentage of households (by quintile)
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Source: GAO analysis of 1989 through 2016 Survey of Consumer Finances data. | GAO-19-587

34Non-retirement assets are also one of the resources included in our wealth estimates.
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Notes: The percentages in this figure are estimates. The shaded portions of the figure represent 95
percent confidence intervals. The Survey of Consumer Finances is conducted every 3 years. Older
households are those where the survey respondents or any spouses or partners were aged 55 or
older in the year of the survey. We ranked these households by their net worth and broke them into
five equally sized groups, or quintiles. Each year of data in our analysis, and, therefore, each quintile
included different sets of households over time. For the bottom quintile, the higher percentage of
households with all other non-retirement assets in 2016 relative to other years is partly due to the
Survey of Consumer Finances including pre-paid debit cards in the survey for the first time in 2016.
See Board of Governors of the Federal Reserve System, “Changes in U.S. Family Finances from
2013 to 2016: Evidence from the Survey of Consumer Finances,” Federal Reserve Bulletin, vol. 103,
no. 3 (Washington, D.C.: September 2017).

« Home equity. We estimated that over 80 percent of households in
each of the top four quintiles of the wealth distribution owned a home
in each year of our analysis. However, the home ownership rate for
households in the bottom quintile in each year of our analysis was
consistently much lower than for the other quintiles—ranging between
18 and 32 percent. Further, the home ownership rate for households
in the bottom 20 percent in 2016 (19 percent) was significantly lower
than the home ownership rate for households in the bottom 20
percent in 2007 (28 percent), the starting year for the most recent
recession.>® In 2016, the estimated average amount of home equity of
households in the bottom quintile was about $2,000, and $50,000 for
the second-from-the-bottom quintile, compared to about $118,000 for
the middle quintile, about $208,000 for the fourth (or second-from-the-
top) quintile, and about $559,000 for the top quintile. According to
researchers, most households appear to treat a house as a source of
reserve wealth that can be tapped in the event of a substantial
expense, further pointing to the importance of home ownership for
many older Americans.

« Vehicles. A majority of households in each quintile of the wealth
distribution owned a vehicle across all years in our analysis, although
the bottom quintile had ownership rates that were disproportionately
lower. However, despite this, we estimated that vehicles provided
higher value, on average, relative to other non-retirement assets for
households in the bottom quintile from 2010 onward. For example, in
2016, the estimated average value of vehicles among households in
the bottom quintile was about $7,000 in 2016, compared to estimated

3pifferences in the percentage of households that owned a home from 2007 to 2016
were statistically significant at the 95 percent confidence level for the bottom two quintiles.
These differences were not statistically significant for the top three quintiles.

38poterba et al., “The Composition and Drawdown of Wealth in Retirement,” Journal of
Economic Perspectives, vol. 25, no. 4 (2011).
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average values of less than $2,000 in home equity and about $3,000
in all other non-retirement assets.

« All-other non-retirement assets. For the top quintile of households,
the average value of these “other assets”—which included stocks,
bonds, and other savings outside of retirement accounts,® among
other things—was more than average home equity or the average
value of vehicles over the period of our analysis. Estimated average
wealth in this other assets category was about $3.3 million in 2016 for
the top quintile.38

Individual income sources and debt were also important factors in older
households’ financial security. Researchers have examined the
importance of income sources for households and found Social Security
is more important for households with lower incomes, while older
households with the most income tend to have a diverse range of income
sources, such as earnings from financial assets and income from DB
plans.3® We found that debt could have a substantial effect on
households’ financial security, particularly for the bottom 20 percent. For
example, in 2010 and 2013, average net worth for this group was
negative because debt was greater than assets.

370ther savings outside retirement accounts includes assets such as savings accounts,
checking accounts, money market accounts and, as of the 2016 survey, prepaid cards.

38\e also estimated the average value of home equity, vehicles, and all-other non-
retirement assets for households in each quintile that had at least $100 in the asset. The
averages were similar to the estimated averages included in these bullet points.

39Anqi Chen, Alicia H. Munnell, and Geoffrey T. Sanzenbacher. “How Much Income Do
Retirees Actually Have? Evaluating the Evidence from Five National Datasets,” Center for
Retirement Research Working Paper, vol. 2018-14 (2018); and Adam Bee and Joshua
Mitchell, “Do Older Americans Have More Income Than We Think?” SESHD Working
Paper, vol. 2017-39 (2017).
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A Substantial Number
of Older Americans
Are Living Into Their
Seventies or Early
Eighties, Which May
Have Implications for
Retirement Security

A substantial number of older Americans born from 1931 through 1941
lived into at least their 70s or early 80s, according to our analysis of data
on a cohort of people born in these years.*° (See text box and app. | for
more on how we analyzed Health and Retirement Study (HRS) data on
this cohort.) However, this same cohort faced disparities in longevity.*!
Further, our analysis, as well as that of other researchers, found income
and wealth each have strong associations with longevity, as do certain
demographic characteristics, such as gender and race.*? However, even
among those with multiple factors associated with a shorter life, such as
having lower mid-career earnings and not having attended college, a
significant proportion from our cohort were alive in 2014, when they were
in their 70s or early 80s. Taken all together, individuals may live a long
time, even individuals with factors associated with lower longevity, such
as low income or education. Those who live a long time and have little or
nothing in DC account balances or pension benefits may have to rely
primarily on Social Security or safety net programs.

Analyzing Income, Wealth and Longevity

We examined the association of income and wealth with longevity in a nationally
representative sample of Americans born from 1931 through 1941. Throughout this
analysis, our references to “older Americans” and “households” apply to that specific
subset of older Americans born from 1931 through 1941 and their households. The
Health and Retirement Study (HRS) began in 1992 and first surveyed these individuals
when they were 51 to 61 years old. The same individuals have been re-interviewed
every 2 years since, provided they continued to participate in the survey, and the most
recent complete data is from 2014, when those who were still alive were 73 to 83 years
old.

We were able to measure deaths over a period of 22 years (1992 through 2014). Every
2 years, the HRS attempted to measure whether the original respondents were still
alive, but these longevity data were incomplete because some of the original
respondents declined to participate in later waves of the survey. Once these
respondents left the survey, their actual longevity could not be followed.

Therefore, we used survival analysis to estimate the proportion of individuals in the 1992
sample alive in 2014. Survival analysis accounts for survey respondents with complete

4O0ur analysis only covers the years up to when members of this cohort reached ages
ranging from 73 to 83. Some of these individuals can be expected to live much longer.

#1Since our data and analysis only covers the period when this cohort reached ages
ranging from 73 to 83, it is only a partial longevity analysis in that it does not cover
longevity beyond those ages. Therefore, our analysis of disparities in longevity within this
cohort cannot address the extent to which such disparities might persist beyond these age
ranges. While we could use the more technical term “survivorship” to refer to disparities
over our observation period, we use the more familiar term “longevity” in this report.

42For details on our review of other researchers’ work and interviews with several of these
researchers, see appendix I.
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or incomplete longevity data and allowed us to estimate the chance of death by any
given time in the observation period. Most importantly, our analysis assumed actual
longevity from 1992 to 2014 of the individuals in our analysis did not have a systematic
relationship with whether the original HRS respondents continued to participate in the
study except that leaving the study implied a later death. We believe this assumption to
be reasonable for the purpose of our analysis for two reasons. First, a small percentage
(8 percent) of the original respondents dropped out of the survey, so that the impact of
any longevity differences among the population who dropped out would likely have
been small. Second, while some baseline characteristics of respondents do appear
correlated with non-response over time, the population that dropped out of the study
does not appear to vary significantly from those completing each wave, except for race
and ethnicity. We conducted this analysis, at the individual level, for HRS respondents
in 1992, and any spouses or partners also born in 1931 through 1941. Additional details
and caveats to this analysis are available in appendix I.

We broke the sample into quintiles based on their income or wealth. To determine an
individual’s place in the income distribution, we measured mid-career household
earnings using administrative records from the Social Security Administration that are
linked to the HRS data. Specifically, we defined mid-career household earnings based
on average annual earnings reported to the Social Security Administration for years
when the survey respondent we identified as the household head was ages 41 to 50 as
well as the earnings of their spouse or partner during those years if the respondent was
part of a couple in 1992. This measure of earnings provides a relatively stable indicator
of the household’s labor market experience, compared to using a single year of
earnings, which could be unusually high or low. For wealth, we used the household’s
initial net worth in 1992, including any balances in defined contribution accounts or
individual retirement accounts, but excluding second homes, which HRS did not
consistently capture in all years. In both instances, the sample was broken into
quintiles. For additional details on our methodology, see appendix I.

Source: GAO analysis of 1992 through 2014 HRS data. | GAO-19-587

Overall, an estimated 63 percent of the individuals in our sample were
alive in 2014 (ages 73 to 83), and greater levels of income and wealth
were associated with greater longevity in our analysis of HRS data.“® For
income, an estimated 52 percent of individuals from households in the
bottom quintile of the mid-career earnings distribution were alive in 2014,
compared to an estimated 74 percent of individuals from households in
the top quintile. (See fig. 12.) The percentages by wealth quintile were
similar.** Other researchers have similarly found that greater levels of
income and wealth are associated with greater longevity. For example, a
researcher at the Social Security Administration has established that men

43We measured income using our mid-career earnings measure. We measured wealth
(defined as net worth) as of 1992, the year the cohort was first interviewed for the HRS.

4435ee appendix IV for results from this analysis.
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with higher earnings had seen greater gains in longevity than those with
lower earnings.*

Figure 12: Estimated Proportion of Older Americans Ages 51 to 61 in 1992 Still Living in 2014, by Mid-Career Household
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Source: GAO analysis of 1992 through 2014 Health and Retirement Study data. | GAO-19-587

Notes: Older Americans included in our analysis were born in 1931 to 1941; they were ages 51 to 61
in 1992 and ages 73 to 83 in 2014. We defined mid-career household earnings based on earnings
reported to the Social Security Administration for years when the survey respondents were ages 41
through 50 as well the earnings of their spouses or partners during those years if the respondents
were part of a couple in 1992. We ranked these households by their mid-career household earnings
and broke them into five equally sized groups, or quintiles. The proportion of individuals alive in 2014
was estimated using a Kaplan-Meier survival analysis. Technical limitations prevented us from
calculating confidence intervals. We tested that survival was significantly different between the
earnings quintiles by using univariate Cox proportional hazard regressions, which take into account
the survey features of the Health and Retirement Study data. The regressions produced hazard
ratios, or the risk of dying at a certain time for one group compared to others. We ran five
regressions, omitting one of the earnings quintiles in each regression, which allowed us to compare
the risk of dying by the end of the survey period for one quintile compared to the other four quintiles.
For more details on these methods, see appendix I.

Understanding the association among income, wealth, and longevity is
complicated because of relationships among the characteristics, as well
as their relationships with demographic characteristics (see text box).
Besides income and wealth, several demographic characteristics were

45Hilary Waldron, “Trends in Mortality Differentials and Life Expectancy for Male Social
Security-Covered Workers, by Socioeconomic Status,” Social Security Bulletin, vol. 67,
no. 3 (2007). Researchers at the Brookings Institution have found longevity to be
associated with income and wealth for men and women using two household survey
datasets, including the HRS. Barry P. Bosworth and Kan Zhang, “Evidence of Increasing
Differential Mortality: A Comparison of the HRS and SIPP,” Center for Retirement
Research Working Paper 2015-13 (July 2015).
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also associated with longevity in our analysis of HRS data, and these
relationships have also been noted in other researchers’ studies.*

« Women tended to live longer than men: Women had greater longevity
through 2014, with an estimated 69 percent living to at least ages 73
to 83 compared to an estimated 58 percent of men.

« Non-Hispanic whites and Hispanics tended to live longer than blacks:
For Hispanics, an estimated 68 percent lived to at least 2014, as did
an estimated 65 percent of non-Hispanic whites, compared to an
estimated 52 percent of non-Hispanic blacks.*

« More educated individuals tended to live longer than those with less
education: An estimated 75 percent of college graduates lived to at
least 2014, compared to an estimated 65 percent of those who
graduated from high school and an estimated 50 percent of those with
less than a high school diploma or GED.*®

« Individuals who self-reported being in good health tended to live
longer than those who reported being less healthy: Among those who
self-reported being in excellent health in 1992, an estimated 78
percent lived to at least 2014, compared to an estimated 31 percent of
those who reported being in poor health.

Income, Wealth, and Demographics Are Interrelated

The relationships of income, wealth, and demographics with longevity are complex
because of interactions among these characteristics themselves, which make it difficult
to determine the direction or extent of causality. For example, there are many potential
interactions among educational status, income, and wealth. Higher levels of education
could provide access to better job opportunities, increasing income. Education could
contribute to greater financial literacy and better financial decision making, increasing
wealth. Having access to wealth could make it easier to attain additional education.

46see appendix IV for additional results across demographic categories.

47In the HRS, race and ethnicity are self-identified. For this analysis, sample sizes were
sufficient to break out results by specific race and ethnicity categories. Our results
regarding Hispanic longevity are similar to work by other researchers. See S. Jay
Olshansky et al., “Differences in Life Expectancy Due to Race and Educational
Differences Are Widening, and Many May Not Catch Up,” Health Affairs, vol. 31, no. 8
(2012) and John M. Ruiz, Patrick Steffen, and Timothy B. Smith, “Hispanic Mortality
Paradox: A Systematic Review and Meta-Analysis of the Longitudinal Literature,”
American Journal of Public Health, vol. 103, n0. 3 (February 2012).

48\e relied on the head of household’s education level in 1992 for our measure of
education.
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While income, wealth, and education all are associated with longevity, it is difficult to
interpret their individual associations with longevity because of their possible
interactions with each other.

Source: GAO analysis of studies included in our literature review. | GAO-19-587

We estimated that individuals whose households were in the top two
quintiles (top 40 percent) of the mid-career earnings distribution were
more likely than their counterparts in the bottom 60 percent to be alive in
2014 (ages 73 to 83) in an analysis controlling for race and ethnicity,
gender, age, education level, and initial self-reported health status on
entry into HRS in 1992.%° In a similar analysis, we found that individuals
from households in the top quintile (top 20 percent) of wealth in 1992
were more likely to be alive than their counterparts in the bottom four
quintiles. Our findings are consistent with the work of other researchers
who also controlled for such factors. However, such observational studies
are only able to demonstrate that a statistical association exists between
two characteristics. For example, one study that found a strong
association between income and life expectancy specifically notes that
unmeasured factors likely affect the association.° Similarly, we cannot
determine from our analysis the extent to which income or wealth causes
differences in longevity.

Even among individuals with characteristics associated with decreased
longevity, a substantial proportion of older Americans lived at least into
their 70s or early 80s, according to our analysis of 1992 to 2014 HRS
data. For example, we constructed three scenarios to illustrate how
longevity varies for those with different mid-career earnings and
education.%' Among those in the “bottom” scenario—those individuals who
had no college education and were from households in the bottom 20
percent of the earnings distribution—an estimated 50 percent were still
alive in 2014 (see fig. 13).52 We estimated that the corresponding
percentages for our “middle” scenario and “top” scenario were 65 percent

49see appendix IV for more detailed results.

50Raj Chetty et al., “The Association Between Income and Life Expectancy in the United
States, 2001-2014,” JAMA, vol. 315, no. 16 (2016).

5'These scenarios are three possible combinations of earnings and education out of
many. They are intended to illustrate how income and demographic characteristics can
interact and the potential effects they can have on longevity. In designing these scenarios,
we considered the demographic factors discussed above as well as sample size
constraints.

52\e used the 1992 data to identify education levels.
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and 80 percent, respectively, of individuals still alive in 2014. Thus, even
among those with education and earnings associated with lower
longevity, a significant proportion, 50 percent, were still alive in 2014, and
these individuals will need to provide for themselves through their
remaining years.®® We also analyzed a subset of our bottom scenario that
included those who had no college education and were from households
in the bottom 20 percent of the earnings distribution and whose self-
reported health status was fair or poor. While the percentage of the
individuals who survived was lower, an estimated 39 percent were alive in
2014, which is a substantial proportion.>*

5370 illustrate remaining life expectancy, for the U.S. population as a whole, men aged 73
in 2014 were expected to live, on average, to age 85.9, and women were expected to live,
on average, to age 87.8. For those aged 83 in 2014, men were expected to live, on
average, to 90.0 and women were expected to live, on average, to 91.2. We used cohort
life tables published by the Office of the Chief Actuary at the Social Security
Administration to calculate these estimates. Life expectancies are averages, and a portion
of the population can be expected to live well past life expectancy. Since these remaining
life expectancies are for the U.S. population as a whole, they would not necessarily apply
to the separate education and earnings subgroups just discussed, nor to the separate
household earnings quintiles discussed earlier in this section.

54Using multivariate Cox proportional hazard regressions, we found that self-reported

health status was the strongest predictor of mortality, although we recognize health is
interrelated with earnings and wealth.
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|
Figure 13: Estimated Proportion of Those Ages 51 to 61 in 1992 Still Living in 2014,
Across Earnings and Education Scenarios
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Source: GAO analysis of 1992 through 2014 Health and Retirement Study data. | GAO-19-587

Notes: Older Americans included in our analysis were born in 1931 to 1941; they were ages 51 to 61
in 1992 and ages 73 to 83 in 2014. These scenarios are intended to be illustrative and do not
exhaustively represent all possible combinations of education and earnings categories. We defined
mid-career household earnings based on earnings reported to the Social Security Administration for
years when the survey respondents were ages 41 through 50 as well the earnings of their spouses or
partners during those years if the respondents were part of a couple in 1992. We ranked these
households by their mid-career household earnings and broke them into five equally sized groups, or
quintiles. Health is measured as respondent’s self-reported health status in 1992. The proportion of
individuals alive in 2014 was estimated using a Kaplan-Meier survival analysis. Technical limitations
prevented us from calculating confidence intervals. We tested that survival was significantly different
using a multivariate Cox proportional hazard regression, which accounts for the survey features of the
HRS data. The regression produced hazard ratios, or the risk of dying at a certain time for one group
compared to others, controlling for other factors. We found significant differences in the risk of dying
by the end of the survey period between the earnings and education groups. For more details on
these methods, see appendix I.

Most individuals have the potential for an unexpectedly long life, including
individuals with demographic characteristics associated with lower
longevity, income or wealth. In addition, individuals may face major
expenses as they age. For example, several experts we spoke with noted
that health care costs can pose a particular challenge at older ages.
Taken all together, individuals may live a long time and face financial
challenges in their later years, including those with less income and
wealth.® For example, of the individuals in the bottom group of our

553ee GAO-18-111SP
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While Income
Disparities Declined
As a Cohort of Older
Americans Aged and
Worked Less,
Disparities in Wealth
Persisted

scenarios illustrating the effects of earnings and education on longevity,
an estimated 50 percent were still alive in 2014. Should these individuals
not have DC accounts or have little in them, or should they have little to
no DB pension benefits, they may have to rely primarily on Social
Security (which itself faces financing difficulties) or safety net programs.

Using HRS data and following the same households over time, we
examined how income and wealth distributions changed and found that,
in general, disparities in income decreased while disparities in wealth
persisted among a cohort of older Americans as they aged (see text box
for more information on our analysis).* Households with the top 20
percent of mid-career earnings saw larger drops in income than
households in other mid-career earnings groups, decreasing income
disparities overall. During the same time period, the amount of wealth
held by most households remained steady and wealth disparities
persisted. We also found important differences in the distribution of
income and wealth among households by race and ethnicity and
education level.

Analyzing Income and Wealth for Households Over Time

We analyzed Health and Retirement Study (HRS) data to estimate how income and
wealth distributions changed as a particular cohort of older Americans aged over time.
We analyzed income, wealth, and select financial resources for the same group of
survey respondents (heads of households) or their spouses or partners who responded
to the survey in 1992 and were still alive and responded in 2014, which is the most
recent year for which the data are complete. We defined wealth as net worth. Data
limitations prevented us from producing estimates of the present value of future income
expected from Social Security or defined benefit pensions. The heads of households
we analyzed were from the original HRS cohort and were born in 1931 to 1941. If
neither the head of household or the spouse or partner interviewed in 1992 was still
alive in 2014, their household was not included in our sample. As a nationally
representative longitudinal survey, the HRS allows us to follow the same set of
Americans from their 50s through the remainder of their lives; these household heads
or their spouses or partners had reached their 70s or early 80s by 2014, allowing us to
estimate how income and assets changed for the households as they progressed
through retirement. We are reporting medians, as our analysis indicated that means
were not consistently reliable. Appendix VI contains additional figures examining how
assets and income changed for households headed by individuals in HRS’ “War
Babies” cohort, who were born from 1942 through 1947.

For our analysis, we divided older households in the data into five equally sized
quintiles, or earnings groups, based on the number of households and their mid-career

%6\e followed households from 1992 to 2014, when heads of households were roughly in
their 50s to when they or their spouses were in their 70s or early 80s. For the purposes of
this analysis, we defined wealth as net worth.
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household earnings. We defined mid-career household earnings based on earnings
reported to the Social Security Administration for years when the survey respondents
were ages 41 through 50, as well the earnings of their spouses or partners during those
years if the respondents were part of a couple in 1992. For more on our analysis, see
appendix |.

Source: GAO analysis. | GAO-19-587

As described in the textbox above, our analysis included households in
which either the head of the household or their spouse or partner were
still alive in 2014, and table 1 shows the race and ethnicity and education
level of the household head, as well as the composition of the household.
As discussed in the previous section, certain demographic characteristics,
such as being a minority or being less educated, are associated with a
shorter life. However, not everyone with these demographic
characteristics will have a shorter life. As the table below shows, there are
households in which the head had at least one of these characteristics
and lived into his or her 70s or early 80s.

__________________________________________________________________________________________________________________________|
Table 1: Characteristics of Households in the Health and Retirement Study Interviewed in Both 1992 and 2014

Percentage of total Race or ethnicity of Education level of Household composition in 2014
sample head of household in  head of household in
2014 2014
Percentage of 1992 2014 White and Racial Attended Did not Coupled Single Single
households (base (survivors) non-  minority at least attend men women
year) Hispanic some college
college
Bottom quintile 20 16 11 5 5 10 4 2 10
Second quintile 20 18 13 5 6 12 5 3
Third quintile 20 20 16 4 7 13 9 3
Fourth quintile 20 22 20 2 10 13 12 4
Top quintile 20 24 22 2 16 8 16 2 6
Total 100 100 82 18 44 56 46 14 39

Source: GAO analysis of 2014 Health and Retirement Study (HRS) data. | GAO-19-587

Notes: The original HRS cohort included survey respondents who were born in 1931-1941 and were
ages 73 through 83 in 2014. We analyzed the demographic characteristics of those in the original
HRS cohort who were still alive, or whose spouses or partners as of 1992 were still alive, and
responded to the survey in 2014. We defined minority as someone who is non-white, including those
who are black or Asian, or Hispanic. We divided older households in the data into five equally sized
groups, or quintiles, based on their mid-career household earnings. We defined mid-career household
earnings based on earnings reported to the Social Security Administration for years when the survey
respondents were ages 41 through 50, as well the earnings of their spouses or partners during those
years if the respondents were part of a couple in 1992. Percentages across the total row within each
category may not sum to 100 due to rounding.
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Income Disparities
Decreased Overall as
Higher-Earning
Households in Our Cohort
saw Drops in Income

We analyzed HRS data and found that household income declined as
heads of households born from 1931 through 1941 and their spouses or
partners aged, with decreased earnings from work contributing to the
decline as people retired.>” Those households that had the highest mid-
career earnings—those in the top earnings group—experienced the
largest declines in income from 1992 when the heads of household were
ages 51 to 61 to 2014 when the surviving heads of household or their
spouses or partners were ages 73 to 83 (see fig. 14).% For example,
estimated median income for the top earnings group decreased by 53
percent, from about $121,000 in 1992 to about $57,000 in 2014. In
comparison, for those with the lowest mid-career earnings—those in the
bottom earnings group—estimated median income declined by 36
percent, from about $28,000 to about $18,000 over this same period.%°

57 Appendix VI presents additional figures on how the estimated income and wealth of
individuals born in 1942 through 1947, known as HRS'’s “War Babies” cohort, changed as
these individuals aged.

%8as explained above, our sample included heads of households and their spouses or
partners who responded to the HRS survey in 1992 and were still alive in 2014. Our
sample included the spouse or partner who responded to the survey in 1992, even if the
head of household was no longer alive in 2014. The age of spouses or partners may have
been outside the age range of the heads of households.

S9All values presented in this section of the report are in real 2016 dollars. Throughout this
section, we present data on the change in the median value, not the median change.
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Figure 14: Estimated Median Household Income for Individuals Born in 1931-1941 and Their Spouses or Partners, as They
Aged, by Mid-Career Earnings Level

Median household income (in 2016 dollars)
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Source: GAO analysis of 1992 through 2014 Health and Retirement Study data. | GAO-19-587

Notes: Income figures are estimates aggregated across all sources, such as wages, Social Security
benefits, or pensions; the lines overlapping the bars represent 99 percent confidence intervals. We
ranked households by their mid-career earnings and broke them into five equally sized groups, or
quintiles. We defined mid-career household earnings based on earnings reported to the Social
Security Administration for years when the survey respondents were ages 41 through 50, as well the
earnings of their spouses or partners during those years if the respondents were part of a couple in
1992. We conducted our analysis for households where the heads of household were born in 1931-
1941; these individuals were ages 51 through 61 in 1992 and ages 73 through 83 in 2014. All
amounts are presented in 2016 dollars. We present estimates of the median amount for each year
but not the means due to distributional skew caused by outliers. The Health and Retirement Study is
a longitudinal survey that collects information from the same households in their sample every 2
years. See appendix | for details.

The decrease in income disparities may reflect the shift from work-related
earnings to Social Security as the largest source of income for
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households in the top 20 percent, indicating the possible transition from
working to retirement. More specifically, in 1992, 94 percent of
households in the top mid-career earnings group had work-related
earnings, which contributed the largest amount to their income. By 2014,
only 25 percent of the top earnings group still had work-related earnings,
and Social Security provided the highest median value of all income
sources.® Among households in the bottom mid-career earnings group,
68 percent had work-related earnings in 1992, and 15 percent continued
to have work-related earnings in 2014. Similarly, work-related earnings
provided the greatest source of income for these households in 1992, and
Social Security provided the highest median value of all income sources
for these households in 2014. However, concerns about retirement
insecurity for those with lower earnings may remain. Social Security is
progressive, meaning it replaces a higher percentage of income for those
with lower earnings, but the formula for calculating Social Security
benefits provides a higher benefit amount to those with higher lifetime
earnings. In addition, those households with higher mid-career earnings
maintained relatively higher income in retirement, perhaps due to their
having higher levels of other types of non-wage income after retiring. For
example, in 2014, a significantly greater percentage of households in the
top two earnings groups had income from employer-sponsored retirement
accounts compared to those in the bottom earnings groups, although
households may not be consistent in how they spend down these funds. "

5%While this analysis focused on changes in household income over time, our cross-
sectional analysis of SCF data discussed previously found that, among all sources of
income and wealth, assets excluding retirement accounts, a home, and the value of a
household’s vehicle(s) provided the most value, on average, for households in the top
quintile. These assets were also higher in amount, on average, than the present value of
future income from Social Security and DB pensions.

61Unlike Social Security or DB pension income, individuals manage their withdrawals from
defined contribution accounts and IRAs and determine how to spend down their account
balances. For example, individuals may spend down their defined contribution account
balances through lump sum payments, programmed withdrawals, annuities, or possibly
some combination thereof. Or, they may choose to hold their account balances in reserve,
withdrawing only what the law requires. As a result, some households may use their
account balances in response to short-term spending needs rather than using their
savings as an ongoing source of income.
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Wealth Remained Steady
for Most Households in
Our Cohort, and
Disparities Persisted

We analyzed HRS data from 1992 to 2014—when heads of households
were in roughly their 50s to when they were in their 70s or early 80s—and
found that for most households, the level of wealth was relatively
consistent as they aged, and disparities in wealth persisted over time. As
shown in figure 15, wealth remained relatively steady for households in
the bottom three mid-career earnings groups over the time period we
examined while households in the top two mid-career earnings groups
experienced larger fluctuations in wealth. More specifically, households in
the top two earnings groups saw their wealth increase overall from 1992
to 2014. However, while wealth increased from 1992 to 2006, this was
followed by declines in wealth from 2006 to 2014.%2 Looking at the overall
time period of our analysis, wealth disparities persisted between
households in the top earnings groups and households in the bottom
earnings groups. For example, in 1992, households in the bottom 20
percent had estimated median wealth of about $93,000 while households
in the top 20 percent had estimated median wealth of about $432,000, a
difference of about $339,000 (or the top had about 4.6 times the median
wealth of the bottom). In 2014, households in the bottom 20 percent had
estimated median wealth of about $66,000 while households in the top 20
percent had estimated median wealth of about $539,000, a difference of
about $473,000 (or the top had about 8.2 times the median wealth of the
bottom). Other researchers have found that that some households may
not spend down their wealth as much during retirement due to factors
including a generally higher propensity to save, a desire to leave
bequests, and the desire to self-insure against medical costs. %

62The overall increase in wealth from 1992 to 2014 was not statistically significant. The
increase in wealth from 1992 to 2006 for households in the top 20 percent was statistically
significant, and declines in wealth from 2006 to 2014 were not statistically significant.

63poterba et al., “Longitudinal Determinants”; Sudipto Banerjee, “Asset Decumulation or
Asset Preservation? What Guides Retirement Spending?,” Employee Benefit Research
Institute Issue Brief No. 447 (2018); and Karen Smith, Mauricio Soto and Rudolph G.
Penner, “How Seniors Change Their Asset Holdings During Retirement,” Center for
Retirement Research at Boston College Working Paper, vol. 2009, no. 31 (2009).
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Figure 15: Estimated Median Household Wealth for Individuals Born in 1931-1941 and Their Spouses or Partners, as They
Aged, by Mid-Career Earnings Level

Median household wealth (in 2016 dollars)
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Source: GAO analysis of 1992 through 2014 Health and Retirement Study data. | GAO-19-587

Notes: For this analysis, we defined wealth as net worth. This definition includes nonfinancial assets,
such as home equity and the value of vehicles, in addition to financial assets. It does not include
future income expected from Social Security or defined benefit pensions. Wealth figures are
estimates; the lines overlapping the bars represent 99 percent confidence intervals. We ranked
households by their mid-career earnings and broke them into five equally sized groups, or quintiles.
We defined mid-career household earnings based on earnings reported to the Social Security
Administration for years when the survey respondents were ages 41 through 50, as well the earnings
of their spouses or partners during those years if the respondents were part of a couple in 1992. We
conducted our analysis for households where the heads of household were born in 1931-1941; these
individuals were ages 51 through 61 in 1992 and ages 73 through 83 in 2014. All amounts are
presented in 2016 dollars. We present estimates of the median amount for each year but not the
means due to distributional skew caused by outliers. The Health and Retirement Study is a
longitudinal survey that collects information from the same households in their sample every 2 years.

Page 47 GAO-19-587 Income and Wealth of Older Americans



Shifts in the Type of Retirement Plans

Over the past 40 years, there has been a
significant shift in the type of retirement plans
offered by private-sector employers, who have
increasingly moved away from offering
defined benefit plans to offering defined
contribution plans (e.g., 401(k)s) as their
primary retirement plan. In addition, there has
been a significant increase in the amount of
assets held in defined contribution plans and
individual retirement accounts (IRAs). In the
private sector, total assets in defined
contribution plans and IRAs far exceed those
in defined benefit plans. As a result,
individuals have greater responsibility for
making investment decisions. Given the shift
away from defined benefit plans, our analysis
on retirement accounts focused on defined
contribution accounts and IRAs, and Keogh
accounts (for self-employed individuals). In
addition, we focused on those who had these
retirement accounts rather than all
households in order to better capture the
experience of those who had these accounts.
Source: GAO analysis. | GAO-19-587

Households in the top 20 percent of mid-career earnings had greater
participation in retirement accounts (see sidebar) and increased home
equity relative to other households, which may have contributed to wealth
disparities over the time period of our analysis.

« Retirement Accounts.® Among households that had retirement
accounts, the median value of retirement accounts increased for all of
our income groups (see fig. 16); however, the continued wealth
disparities between higher- and lower-earning households may be
due to significant differences in the value of retirement accounts and
in household participation. The value of retirement accounts for
households in the top and bottom earnings groups increased
substantially between 1992 and 2014 (a 93 percent and 138 percent
increase, respectively). Some of the increase in retirement account
balances over time may be due to contributions to DC plans and IRAs
during years in which individuals worked, as well as waiting until age
70 2, when many individuals are required to take minimum
distributions from their IRAs.%® Despite this potential for gains in
account balances across the distribution, disparities still exist. In 2014,
among households that had retirement accounts, we estimated that
households in the top 20 percent had about three times more in their
retirement accounts compared to households in the bottom 20 percent
(about $176,000 compared to about $54,000). Higher-earning
households may not spend down their retirement account balances as
much in retirement whereas lower-earning households may have
spent down all or part of their account balances. In addition to having
more in their retirement accounts, a greater percentage of households
in the top earnings group had retirement accounts compared to
households in the bottom earnings group. For example, in 2014, an
estimated 69 percent of households in the top 20 percent had

84We included employer-sponsored defined contribution plans, individual retirement
accounts (IRAs), and Keogh accounts when calculating retirement account balances. This
measure does not include any future income streams from DB pension plans.

65james M. Poterba “Retirement Security in an Aging Population,” The American
Economic Review, Vol. 104, No. 5 (2014) and Smith et al. (2009).
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retirement accounts compared to an estimated 19 percent of
households in the bottom 20 percent. %

Figure 16: Estimated Median Retirement Account Balances for Households with Retirement Accounts as Individuals Born in
1931-1941 and Their Spouses or Partners Aged, by Mid-Career Earnings Level

Median household retirement account balance(s) (in 2016 dollars)
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Source: GAO analysis of 1992 through 2014 Health and Retirement Study data. | GAO-19-587

6 There are several reasons why low-income workers may have lower account balances
over their careers. For example, we previously reported that low-income workers are less
likely to have access to an employer-sponsored plan. In other cases, they may be less
likely to participate in the plan because of income constraints. Finally, to the extent that
low wage workers have more intermittent employment, they may forfeit employer
contributions to their retirement accounts due to vesting rules. While these individuals can
contribute to IRAs, they may not do so because they have to take more action on their
own to enroll and contribute, and the contribution limits are lower than for 401(k) type
plans. See GAO-18-111SP.
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Notes: Retirement accounts include IRAs and defined contribution accounts. They do not include the
present value of future income expected from defined benefit pension plans. Retirement account
balances are estimates; the lines overlapping the bars represent 99 percent confidence intervals. We
ranked households by their mid-career earnings and broke them into five equally sized groups, or
quintiles. We defined mid-career household earnings based on earnings reported to the Social
Security Administration for years when the survey respondents were ages 41 through 50, as well the
earnings of their spouses or partners during those years if the respondents were part of a couple in
1992. We conducted our analysis for households where the heads of household were born in 1931-
1941; these individuals were ages 51 through 61 in 1992 and ages 73 through 83 in 2014. All
amounts are presented in 2016 dollars. We present estimates of the median amount for each year
but not the means due to distributional skew caused by outliers. The Health and Retirement Study
collects information from the same households in their dataset every 2 years.

« Home equity.®” From 1992 to 2014, home equity increased across alll
mid-career earnings groups for households with home equity;
however, households in the top two earnings groups saw greater
increases in the value of their home equity compared to households in
the bottom two earnings groups (see fig. 17). Over this time period, a
greater percentage of households in the top 20 percent had home
equity compared to households in the bottom 20 percent. More
specifically, from 1992 to 2014, the percentage of households in the
bottom 20 percent with home equity ranged from an estimated 61
percent to 70 percent. For the top 20 percent, the percentage of
households with home equity ranged from 88 to 94 percent. Despite
the recession from 2007 to 2009, which may have caused home
values to depreciate, median home equity for households in the top
20 percent that had home equity increased by an estimated 30
percent from 1992 to 2014. At the same time, median home equity for
the bottom 20 percent of households with home equity increased by
an estimated 14 percent, though this change was not statistically
significant.%® One expert we interviewed also noted recent real estate
appreciation as benefiting wealthier retirees.

5"Home equity refers to the value of the primary residence minus mortgages and home
loans. Similar to our analysis of retirement accounts, we focused on households with
home equity to better capture the change over time.

%8The appreciation in home equity may also be related to geographic location of a home.
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Figure 17: Estimated Median Value of Home Equity for Households with Home Equity, as Individuals Born in 1931-1941 and
Their Spouses or Partners Aged, by Mid-Career Earnings Level
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Source: GAO analysis of 1992 through 2014 Health and Retirement Study data. | GAO-19-587

Notes: Home equity refers to the value of the primary residence minus mortgage and home loans.
Home equity values are estimates; the lines overlapping the bars represent 99 percent confidence
intervals. We ranked households by their mid-career earnings and broke them into five equally sized
groups, or quintiles. We defined mid-career household earnings based on earnings reported to the
Social Security Administration for years when the survey respondents were ages 41 through 50 as
well the earnings of their spouses or partners during those years if the respondents were part of a
couple in 1992. We conducted our analysis for households where the heads of household were born
in 1931-1941; these individuals were ages 51 through 61 in 1992 and ages 73 through 83 in 2014. All
amounts are presented in 2016 dollars. We present estimates of the median amount for each year
but not the means due to distributional skew caused by outliers. The Health and Retirement Study
collects information from the same households in their dataset every two years.
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Race and Ethnicity and
Education Were Factors in
Persistent Income and
Wealth Disparities As
Households in Our Cohort
Aged

Race and Ethnicity

Significant differences in income and wealth associated with race and
ethnicity, as well as education levels, continued as households aged,
according to our analysis of heads of households and their spouses or
partners as they aged from roughly their 50s to their 70s or early 80s
using 1992 through 2014 HRS data.

Non-Hispanic, white households in the bottom 40 percent of mid-career
earnings had higher estimated median incomes, and non-Hispanic, white
households across the mid-career earnings distribution generally had
greater wealth, than minority households.%°

« Interms of income, the gap between non-minority and minority
households in the bottom 40 percent persisted even as median
income decreased overall for households as they aged. For example,
we estimated that, in 1992, non-Hispanic, white households in the
bottom 20 percent had about $20,000 more in income than minority
households. The income disparity was smaller (about $9,700) in 2014,
but still remained. "

« Interms of wealth, non-Hispanic, white households had persistently
higher wealth compared to minority households across all levels of the
mid-career earnings distribution. For example, among the bottom 20
percent of households, in 1992, non-Hispanic, white households had
about $138,000 more in estimated median wealth than minority
households. While this difference decreased to about $119,000 in
2014, the wealth difference remained. Similarly, for the top 20 percent
of households, in 1992, non-Hispanic, white households had about
$170,000 more in estimated median wealth than minority households,
and, in 2014, the wealth disparity increased to about $294,000.

5we defined minority as someone who is non-white, including those who are black or
Asian, or Hispanic. For the purposes of this analysis, the data were insufficient for
breaking out results by specific race and ethnicity categories, so we were unable to
present data on minority subgroups. As a result, there may be other wealth and income
disparities not captured by our analysis. Additional estimates from this analysis are
presented in appendix Ill.

"Owe did not find significant differences in income between minority and non-minority
households at the higher end of the mid-career earnings distribution; for our analysis, the
number of minority households in this group was too small to draw conclusions.
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Education

Households headed by someone with at least some college education
generally had higher median incomes and more wealth than households
headed by someone who did not attend college.

Income disparities existed across the mid-career earnings distribution
from 1992 to 2014. For example, we estimated that, in 1992,
households in the top 20 percent with heads who attended college
had about $44,000 more in income compared to households in the top
20 percent with heads who did not attend college. We estimated that,
in 2014, households with heads in the top 20 percent who had
attended college still had greater income, though the difference was
smaller (about $25,000). Similarly, heads of households in the bottom
20 percent who had attended some college had more income than
heads of household who had not. For example, in 1992, households
with heads who had attended some college had about $31,000 more
in income than households with heads who had not, and that
difference decreased to $9,700 in 2014.7"

Wealth disparities generally existed across the mid-career earnings
distribution over time. For example, in 1992, households in the top 20
percent with heads who had attended some college had about
$166,000 more in estimated median wealth compared to households
in the top 20 percent with heads who did not attend college. In 2014,
the difference in estimated median wealth between these same
groups was about $386,000. Similarly, households in the bottom 20
percent with heads who had attended some college had greater
median wealth than households in the bottom 20 percent with heads
who had not attended college. For example, we estimated that, in
1992, households in the bottom 20 percent with heads who attended
college had about $176,000 more in wealth than heads who had not.
In 2014, the difference in median wealth between these groups was
about $120,000.72? Our findings are consistent with those of other
researchers, who found that educational attainment was an important
determinant of wealth at age 65, and that it was strongly correlated
with wealth even after controlling for lifetime earnings.”

"The difference in median income in 2014 was not statistically significant.

"?This difference was not statis