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Over the past two decades, the 
aging of the “Baby Boomers” has focused 
attention on how members of this gen-
eration accumulated assets during their 
working years. Now that the leading 
edge of this group has passed into retire-
ment, the focus of researchers — as well 
as policymakers and the financial ser-
vices industry — is shifting to the draw-
down of financial resources in later life. 
My recent research, much of which is 
co-authored with James M. Poterba and 
David A. Wise, focuses on the factors 
that shape the age profile of wealth after 
retirement. The goal of this work is to 
better understand what households do 
with their assets after retirement and, 
in particular, to understand how asset 
draw-down decisions are affected by 
health, education, and the structure of 
public and private annuities. 

Wealth at Retirement 

Retired households depend primar-
ily on three sources of financial support 
in retirement: benefits from the Social 
Security system; payments from pri-
vate defined benefit (DB) pension plans; 
and withdrawals from household sav-
ings, including withdrawals from per-
sonal retirement accounts (PRAs) such 
as IRAs, Keoghs, 401(k)s and simi-
lar defined contribution plans. Benefits 
from Social Security and DB pensions 
are in the form of annuities that pro-
vide a stream of payouts until death. 
Assets held in PRAs or financial assets 
held outside of retirement accounts are 
typically not annuitized and are instead 
spent or saved at the owners’ discretion. 
In a recent paper, we describe the bal-
ance sheets for households headed by 
someone between the ages of 65 and 
69 in the 2008 wave of the Health and 
Retirement Study (HRS).1 To facili-
tate comparison of the various portfo-
lio components, we capitalize Social 
Security and DB pension payouts. 
Averaged over all households, the cap-
italized value of Social Security ben-

efits accounts for about one-third of 
all household wealth and housing and 
other real estate account for another 
one-quarter of wealth. The capitalized 
value of DB pension benefits, assets 
held in PRAs, and financial assets held 
outside PRAs each account for an addi-
tional 10 to 15 percent of total wealth.

These averages hide substantial dif-
ferences in both the level of total wealth 
and its composition. At the 90th percen-
tile of the wealth distribution, financial 
assets (including PRAs) and DB pen-
sion wealth account for over half of all 
balance sheet wealth and Social Security 
is relatively unimportant. At the other 
extreme, in the lower part of the wealth 
distribution, many households have few 
assets outside of Social Security and 
housing. Half of all households headed 
by someone between 65 and 69 had 
total financial assets, including 401(k)s 
and IRAs, of less than $52,000 in 2008. 
Thus, a large fraction of households have 
few assets, with the possible exception of 
housing equity, to supplement annuity 
income — primarily Social Security — in 
retirement. For example, only 47 percent 
of these households have sufficient finan-
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cial assets to purchase a private annuity 
that would increase their life-contingent 
income by more than $5,000 per year.2
Thus it is perhaps not a surprise that we 
observe that in later years 19 percent of 
all persons die with zero financial assets 
and 46 percent of all persons have less 
than $10,000 of financial assets at death.3

The Trajectory of Assets 
after Retirement

What happens to non-annuitized 
assets after retirement? The standard 
life-cycle model suggests that house-
holds will gradually draw down non-
annuitized assets to finance consump-
tion in retirement. In an earlier paper, 
Wise and I looked at the trajectory of 
home equity — the primary non-annu-
ity asset for most households — in retire-
ment.4 We found that most of the decline 
in home equity was accounted for by 
changes in health status (particularly 
nursing home entry) or the death of a 
spouse. Households that did not experi-
ence these shocks reduced housing equity 
little, if any. Thus households appear to 
conserve equity in homes to tap in the 
event of substantial expenses rather than 
to use this equity for day-to-day con-
sumption needs. Indeed, when asked in 
surveys, most households plan, desire, and 
expect to die in their homes. 

More recently we looked at how per-
sonal retirement accounts were drawn 
down in retirement.5 Unlike housing, 
which provides housing services while 
also being a store of wealth, personal 
retirement accounts are designed and pro-
moted as a means of saving to finance 
retirement expenditure. We find a rather 
modest rate of withdrawal prior to age 70 
1/2 when households are required to take 
minimum distributions. Only 17 percent 
of households between the ages of 60 
and 69 who own a personal retirement 
account make any withdrawal in a typical 
year. The rate of withdrawal rises sharply 
after age 70 1/2, suggesting that many 
households in their early seventies would 
not make withdrawals if it were not for 
the distribution rules. Even after age 70 
1/2, the percentage of assets withdrawn in 

a typical year is less than the rate of return 
earned on PRA assets, generating an age 
profile of increasing personal retirement 
account balances for many households 
over the 1990s and the first half of the 
last decade.

In a subsequent paper, we broad-
ened our analysis to consider the evolu-
tion of total non-annuitized assets after 
retirement.6 We found that the evolu-
tion of assets is strongly related to family 
status transitions. For both single indi-
viduals and married couples who do not 
experience death, separation or widow-
hood, average total assets increase well 
into old age. In contrast, married individ-
uals that experience a family status tran-
sition exhibit much slower asset growth 
prior to the transition and often experi-
ence a large decline in asset values at the 
time of the transition.

The Role of Health

Health care costs are a major finan-
cial concern for elderly households. A 
substantial portion of these costs is 
paid for by Medicare. For some house-
holds Medicaid and private insurance 
are also important sources of payment. 
However, none of these programs cover 
all of the costs of poor health, particu-
larly costs associated with long-term 
poor health rather than with specific 
health events. Such costs include expen-
ditures associated with home reloca-
tion, home alterations, transportation, 
the need to hire a cleaning service, and 
the like. For these expenses, households 
must either pay out of current income 
or spend down assets. 

A complete accounting of all of 
the costs associated with poor health is 
difficult to obtain. Surveys of out-of-
pocket medical expenditures typically 
fail to elicit all of these costs, especially 
those that are tangentially related costs 
of poor health. Moreover, most survey 
questions focus on the costs of specific 
health events and do not capture the 
continuing effects of poor health on 
household expenditures that are likely 
to persist well after a specific event 
occurs. We attempt to infer the “full” 

cost of poor health by estimating the 
cumulative effect on assets of all of the 
adverse consequences of poor health 
over a long period of time.7 Using data 
from the HRS, we compare the asset 
growth between 1992 and 2008 of per-
sons with similar assets in 1992, but dif-
ferent levels of health. The analysis uses 
an index of health constructed from a 
large number of self-reported health 
questions concerning functional limi-
tations and the presence of health con-
ditions. The results indicate that the 
asset cost of poor health may be quite 
large, substantially larger than most 
survey-based estimates of out-of-pocket 
expenditures. For example, within each 
asset quintile, the healthiest individu-
als (those in the top third of the health 
distribution) accumulate at least 50 per-
cent more assets by 2008 than do the 
least healthy (those in the bottom third 
of the distribution). The dollar dif-
ferences in wealth accumulation asso-
ciated with differences in health are 
substantial: for households near the 
median of the wealth distribution in 
1992, the healthiest households accu-
mulated $135,000 more assets by 2008 
than did the least healthy households. 
For households with similar assets who 
were in the top asset quintile in 1992, 
the gap between households in the top 
and bottom thirds of the health distri-
bution was over $470,000 by 2008.

Poor health can trigger asset draw-
down in many ways. The most direct 
pathway is through greater health-
related expenditures. However, the 
effect of poor health and associated 
expenditures may differ, even among 
persons with the same wealth. For 
example, we show that Social Security 
benefits and DB pension benefits can 
be “protective” of assets in retirement.8
Among households entering retirement 
with the same health and wealth, those 
households receiving higher annuity 
benefits have substantially lower rates 
of asset drawdown. The magnitude of 
these effects varies considerably by level 
of wealth, but on average an additional 
$10,000 of Social Security benefits is 
associated with a $10–15,000 increase 
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in assets over the two-year intervals 
between waves of the HRS. 

There are also important differ-
ences in the post-retirement asset draw-
down of households with different 
levels of education. Education clearly 
affects the level of assets a household 
accumulates before retirement through 
its effect on pre-retirement earnings 
and health. In another paper, we focus 
on two potential routes through which 
education may affect asset drawdown 
after retirement.9 One route is through 
the effect of education on the trajectory 
of health after retirement. The other is 
through the effect of education on asset 
allocation and investment returns. It is 
possible that persons with higher levels 
of education will earn greater returns on 
their investments, either because they 
will choose to allocate their assets differ-
ently, and to hold more risky but higher 
expected return assets, or they will hold 
assets within each asset class that gener-
ate higher returns, than their counter-
parts with lower levels of educational 
attainment. Analysis of data from sev-
eral HRS cohorts indicates that effect 
of education on asset growth through 
both the health and asset return chan-
nels is substantial. The effect of educa-
tion on the two-year change in assets 
varies by the initial level of assets and by 
marital status. For married persons, the 
two-year increase in assets is $15,000 
to $36,000 greater for persons having a 
college degree than for persons without 
a high school diploma when both chan-
nels are combined. 

Summary

There is substantial diversity in the 
financial circumstances of households 
entering retirement. This means that 
households in different parts of the 
wealth distribution face very different 
decisions concerning asset drawdown 
after retirement. We find that for 
most households in the bottom half 
of the wealth distribution, there is no 
drawdown decision to be made. Other 
than housing , these households hold 
few assets that could be drawn down 

or annuitized to supplement other 
sources of income. Moreover, these 
households appear to treat their home 
equity as a source of reserve wealth to 
be tapped in extreme circumstances 
rather than as a source of income for 
day-to-day consumption. The mea-
ger level of non-housing assets among 
many households is also, in part, an 
explanation for low rates of participa-
tion in private annuity markets. Many 
annuity providers require a minimum 
investment. Forty-three percent of the 
households aged 65 to 69 would not 
be able to make a $25,000 minimum 
investment even if they liquidated all 
of their financial assets, including per-
sonal retirement accounts. 

For households that enter retire-
ment with substantial assets, the late 
life financial planning problem is mul-
tifaceted. At least early in retirement, 
households appear reluctant to spend 
down assets as predicted by simple life-
cycle models. Surprisingly, households 
are even reluctant to spend down assets 
held in IRAs, Keoghs, and 401(k) 
plans — perhaps the assets one might 
expect households to rely on first to 
meet consumption needs. Only 17 per-
cent of persons between the ages of 60 
and 69 make a withdrawal from a PRA, 
and even after required minimum dis-
tributions begin at age 70 and 1/2, bal-
ances in these accounts often continue 
to grow with age. For households with 
substantial assets that are observed to 
drawdown assets, most of the draw-
down is associated with changes in 
family status, such as divorce or wid-
owhood, and poor health. The long-
term effect of health on the level of 
assets — what we call the “asset cost” 
of poor health — can be substantial. 
Among households with the same ini-
tial wealth in 1992, those in the top 
third of the distribution of health accu-
mulate at least 50 percent more assets 
by 2008 than do those in the bot-
tom third. But even among households 
with the same initial wealth, the asset 
cost of poor health varies substantially. 
The size of the asset decline clearly 
depends on the severity and nature 

of the decline in health faced by each 
household, as well as on the presence 
of annuity income from Social Security 
or DB pensions that can substitute for 
asset withdrawals. 
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