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Director’s Corner

Although national attention may have temporarily shifted
away from last yeat’s intense focus on Social Security re-
form, the underlying need for change remains undimin-
ished. The summary of the 2006 Annual Report of the

Social Security Trustees, for example, writes

The fundamentals of the financial status of Social Security and
Medicare remain problematic under the intermediate economic
and demographic assumptions. Social Security’s current annual
surpluses of tax income over expenditures will soon begin to
decline, and will be followed by deficits that begin to grow rap-
idly toward the end of the next decade as the baby—boom
generation retires.

(www.ssa.gov/OACT/TRSUM/trsummary.html)

And, as always, the Michigan Retirement Research Center
maintains its high enthusiasm for contributing to the plat-
form of scientific knowledge on which public policy can
be built.

This year’s Retitement Research Consortium Annual
Conference will feature current research by consortium
scholars which demonstrates the RRC’s strong commit-
ment to policy-oriented research. The NBER Retirement
Research Center takes the lead this year in organizing the
Conference, and the agenda (featured in this issue of the
newsletter) promises a stimulating conference. The
theme this year is Pathways to a Secure Retirement. With
its reputation for interesting presentations and thought-
provoking discussion, the Conference is always well at-
tended by members of the policy and academic commu-

nities, the media and the public. We’ll look forward to
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John Laitner, Director MRRC

seeing you there.
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Join Us for the
8th Annual

RRC
Conference.

August 10-11, 2006
National Press Club, Washington, DC

Information about this conference, including registra-
tion information, will be provided and updated as
needed on the MRRC website:
www.mtrc.ist.umich.edu.

The 8th Annual Conference is being organized by the
NBER Retirement Research Center in cooperation with
the Michigan Retirement Research Center, Center for
Retirement Research at Boston College, and the Social
Security Administration.



Researcher Q & A

In this issue Michael Hurd and Susann Rohwedder dis-
cuss their MRRC-supported research.

Your research focuses on consumption. Would you explain
how this differs from studying income or wealth?

The advantage of looking at consumption, or spending on
goods and services, is that it is a direct measure of material
well-being of individuals or of households in a given pe-
riod. For example, households can consume less than their
income, and in that case, income would be overstating the
well-being of that household. On the other hand, house-
holds can consume more than their income if they have
savings. In that case if we looked at income, we would get
a different impression of the well-being of the household.
With data on actual consumption, we are also able to ex-
plicitly model the choice to consume or to save. In models
that only have income or wealth, this choice is only implied

and not explicitly observed.

Finally, prior studies that have used income as a measure of
well-being, have used pre-tax, or gross income. Gross in-
come does not really reflect what is available to the house-
hold for consumption. So when we model economic be-
havior, consumption is the variable of choice. Until re-
cently, however, good data on consumption have not been

available.

Where do you get the data you need for these studies?

In the late 1990s, I (Hurd) applied for and received funding
from the National Institute on Aging to send out a mail
survey to a random subset of respondents in the Health
and Retirement Study (HRS) to gather detailed information
on consumption. The project is known as the Consump-
tions and Activities Mail Survey (CAMS). That first wave
of data collection was in 2001. The Social Security Admini-
stration (SSA) provided funding for us to go back and sur-
vey the same respondents two years later in 2003. SSA
again provided funding to collect a third wave of data in
2005 with an additional 800 new respondents to account
for new enrollments into the HRS cohort in 2004. Susann
joined in 2002, and we worked as team in the design of the

2003 and 2005 waves and have since collaborated in re-

search using these data.

With continued funding, we are planning future waves of
CAMS data collection. An extremely important part of the
data collection has been the continued support of the SSA.
It is also important to note that these data are unique

worldwide. There is no other data set with several waves of

Michael D. Hurd is Senior Economist at RAND and Director of
the RAND Center for the Study of Aging and a Research
Associate at the National Bureau of Economic Research. His
current work includes the effects of pensions on retirement,
the use of subjective information, particularly survival
probabilities, to explain
economic decisions such as
saving and retirement, and
methods of assessing
uncertainty in a population.
He served on the Technical
Panel of Experts (1990) and
the Panel of Experts (1991)
to the Social Security
Advisory Council, on the
Advisory Committee for the
World Bank Old-Age Security
Study, on the Panel on
Retirement Income Modeling,
Committee on National
Statistics, National Research Council, 1995-1996, and on the
Workshop on Priorities for Data on the Aging Population,
Committee on National Statistics, National Research Council,
1996. He is a Co-PI of the Health and Retirement Study.

Susann Rohwedder is an Economist at RAND. Her research
focuses on the economics of aging in the areas of household
consumption and saving behavior, retirement and expectation
formation. She has written on
the impact of pension
reforms on household saving
in the UK; on the retirement-
consumption puzzle; on
spending and saving patterns
among the older population;
and on individuals’
expectations about future
Social Security benefits and
longevity. Other papers deal
with data quality and survey
methods in the Health and
Retirement Study. She is
involved in several data
collection efforts: she is jointly responsible for the design of
the Consumptions and Activities Mails Survey (CAMS) and for
several modules of the American Life Panel (ALP).




data on consumption embedded within a larger panel study.
As such, data from the CAMS can be linked with the rich
data available in the HRS on income and wealth as well as

many other variables.

Would you describe the retirement-consumption puzzle and the
findings from your MRRC projects exploring this topic?

Prior studies found that households’ expenditures drop at
or around retirement. In trying to explain the drop, there
was the suggestion that at least some of it could be due to
work-related expenses. But the size of the drop was larger
than what could be explained by these expenses. Some
researchers suggested that the drop in consumption at re-
tirement was evidence that some people are surprised by
their lack of economic resources and are forced to reduce
consumption when income from earnings is no longer
available. Thus, they enter retirement in economic distress.
The dominant model in studies of economic behavior, the
life-cycle model, posits that households are forward-looking
and seek to smooth consumption or, more precisely, the
marginal utility of consumption, over time. In this frame-
work, individuals save during their work lives in order to
have savings to spend during retirement. Sudden drops in
spending are not easily explained by the life-cycle model,
and the drop in consumption at retirement has come to be

known as the retirement consumption puzzle.

The first matter we sought to address was to what extent
households were actually surprised by the drop in spending
at retirement. In CAMS we ask workers whether they an-
ticipate reducing spending when they retire. We found that
a large portion of the population anticipates the drop in
spending at retirement. This indicates that the drop in
spending is not a surprise to households. We also exam-
ined the magnitude of the anticipated drop and compared it
to realizations. Controlling for age, anticipations and reali-
zations are very close, on average. We also examined the
distribution of recollected changes in spending at retire-
ment. We found that about 37% of the population re-
ported no change in spending at retirement. For about 11
percent, spending increased, for 20 percent, it drops by
20% or less, and for about 30 percent, spending drops
more than 20 percent. Prior studies have generally reported

average drops in spending, and this last group would con-

tribute significantly to the average. But large drops in
spending at retirement are by no means a population-wide

phenomenon.

For the group with a modest decrease in spending at retire-
ment, it may be that the substantial increase in available
time could be used for smart shopping or home produc-
tion, i.e. doing things yourself like gardening, home repairs,
and cooking, some of which may have been hired before.
There is also a different composition of spending—for

some there is an increase in expenses for leisure activities.

We also looked a little more carefully at the group with sub-
stantial declines and find that they are more likely to have
experienced health shocks—that an important reason for
retirement was poor health. So it may be less that they
were not prepared for retirement and more that they were
forced to retire early and with lower resources due to lost

years of earnings.

The policy implications are important: if you were to find
that there’s a population-wide problem, that would lead to
different policy conclusions than if you were to find that
there is not a population-wide problem but that there are
subgroups where there’s a problem. You would certainly

devise very different policies for those two situations.

How does your current project to study alternative replacement
rates relate to your research agenda in this area?

This is part of larger research agenda that looks at retire-
ment behavior and financial preparation for retirement.
Replacement rates are an important ingredient in determin-
ing how much people need to save for retirement. We are
very interested in developing a comprehensive summary
measure—that is easily communicated to policymakers—of
how well people are prepared for retitement. Existing
measures like income replacement rates are only partial
measures and are not very informative for some house-
holds. In general, income replacement rates are more
meaningful for those whose retirement resources come in
the form of an income stream such as Social Security or
defined benefit pension plans. But with defined benefit
plans on the decline, more and more people fund their re-

tirement out of a mix of resources including Social Security,



savings, IRA’s and defined contribution plans. We are try-
ing to come up with an alternative measure which brings in
all of the sources of retirement funding that people have,

not just income, and also takes into account taxation.

Also, when people talk about replacement rates, they are
really thinking in terms of a single person. For example,
imagine a 65 year-old male reaching retirement and he’s
earning $40,000 a year and now his income after retirement
is going to be $25,000, and you can make some judgment
about whether that is adequate. But most people reach
retirement as married people. The question is, what are
spending needs of the household in retirement given that
the probability that both will be alive in 11 years is below

50%. So that has to be taken into account.

Another important consideration is the time path of con-
sumption over the full period of retirement. Consumption
patterns in advanced old age will not be the same as imme-
diately after retirement. We are able to look at this now
with the CAMS panel data because we have change in
spending during retirement at the household level. So we
see among couples how their spending evolves as they age,
we see among singles how their spending evolves and we
can compare that with spending change that is predicted by

our model of economic behavior.

What is the importance of this topic?

Using consumption as a measure of well-being provides a
more accurate picture of the well-being of the household.
This point is underscored in other work we have done for
MRRC which found that a consumption-based measure of
poverty would actually decrease the percentage of people
we categorize into poverty, and this is especially true in ad-

vanced old age as people spend increasingly out of savings.

If policy is concerned about the economic well-being of
various subpopulations in the overall population, then we
need to be able to measure accurately their economic status
before we start to devise policies to alter that relative eco-
nomic status. In our view, the profession has somewhat
mismeasured economic status, particularly among the very

old who primarily are widows because we have not ade-

quately taken into account the ability to consume out of
wealth.

Where do you see this line of research going?

The long-term objective of this line of research is to under-
stand consumption and saving behavior of people as they
approach retirement and pass through retirement and into
advanced old-age. A related goal is to develop a compre-
hensive measure of preparation for retirement that is well-
founded in theory and in data. The work we have done so
far has included important steps towards this overall objec-
tive. Our funding from NIA and SSA through MRRC have
worked synergistically over the years to develop the neces-
sary data and to foster the development of theory in this

area.

We still have a number of important steps. We still do not
have a comprehensive measure of returns-to-scale for
households at older ages. We are also working on a com-
prehensive measure of pension entitlements and other re-
tirement resources. In the long run, we feel we will be able
to not only inform economic science but also policymakers

about economic preparation for retirement.

If we are to address a possible shortfall in Social Security,
we need to understand the consequences that might come
from restructuring Social Security. In order to understand
that, we need to have reliable measures of economic re-
sources among the retired population and a standard by
which to judge whether these resources are adequate. Itis
very important to have a good working model of economic
behavior of households that is well-structured and well-
founded in the data that will allow us to model and simulate

the effects of potential reforms.

Sources:

Consumption and Economic Well-Being at Older Ages: Income-
and Consumption-Based Poverty Measures in the HRS by Michae/
Hurd and Susann Robwedder WP 2006-110, January 2006.

Changes in Consumption and Activities in Retirement by Michael
Hurd and Susann Robwedder WP 2005-096, March 2005.

The Retitement-Consumption Puzzle: Anticipated and Actual
Declines in Spending at Retirement by Michae/ Hurd and Susann
Robwedder WP 2004-069, January 2004.



A new version of the RAND HRS Data File has been re-
leased, replacing all prior versions. The RAND HRS Data
file is a cleaned and easy-to-use version of the Health and
Retirement Study (HRS) with derived variables covering a
broad range of measures and named consistently across
waves. The file was developed by the RAND Center for the
Study of Aging with funding from the National Institute on
Aging (NIA) and Social Security Administration (SSA).

As of 2006, nine HRS waves are available for study. The
RAND HRS Data file (Version F) is based on 1992, 1993,
1994, 1995, 1996, 1998, 2000, and 2002 final releases, and
the 2004 early release of HRS data. The complete HRS in-
cludes five entry cohorts, as does the RAND file. The file
incorporates only the core interviews. It does not include
exit interview or any restricted data.

Besides incorporating the 2004 eatly release, this version
corrects known problems and adds a few new variables,
including 2nd home value from 1998 forward.

The Office of Research, Evaluation, and Statistics at SSA
provided important research direction in the design of this
data file.

See the RAND Contributions page for further information.
Questions or problems concerning the RAND HRS Data
should be addressed to RANDHRShelp@rand.org at
RAND.

HRS User Guide for Beginning Users

The Health and Retirement Study (HRS) has released a new
user guide for beginning HRS data users: Getting Started with
the Health and Retirement Study. This guide details the HRS
history, Web site, useful documentation, and includes three
chapters on data analysis examples using the HRS RAND
Data. Access the guide at http://hrsonline.isr.umich.edu

docs/dmgt/IntroUserGuide.pdf

New PSID Tutorials Available On-line

New user-friendly tutorials make it easy to use and under-
stand Panel Study of Income Dynamics (PSID) data. The
new tutorials are targeted to new users, including under-
graduates and advanced secondary school students. The
new tutorials provide a step-by-step guide to answer spe-
cific questions.

The tutorials demonstrate various features of the PSID,
including cross-sectional, panel, and intergenerational analy-
ses. They illustrate several research domains such as house-
work, employment, welfare, poverty, health status, food
stamp use, housing, etc... All tabulations can be conducted
within Excel.

Access the tutorials at http://psidonline.ist.umich.edu/
Guide/tutorials/tutorials_home.html

Access the PSID Online
Data Center at
a http:/ /www.psidonline.isr.umich.edu

The Data Center:

= Supports custom designed subsetting of the data;
= Provides customized codebooks;

= Allows variable searching and browsing;

= Supports complex PSID-CDS dataset merges;

= Provides the Data in SAS, STATA, dBase, ASCII, Ex-
cel;

= Allows the entire PSID dataset to be downloaded di-
rectly.



8:00 — 8:30
8:30 — 8:45
8:45-10:15

Pathways to a Secure Retirement

National Press Club — 529 14th St. NW, 13th Floor - Washington, DC 20045
August 10-11, 2006

Sponsored by the Office of Policy, Social Security Administration and the Retirement Research Consortium
Contact: Janet Stein (trcadmin@nber.org)

Coffee and Registration

Welcoming Remarks

Edward J. DeMarco, Assistant Deputy
Commissioner for Policy, Social Security
Administration

Introduction of Center Directors

John Laitner, University of Michigan Re-
tirement Research Center

Alicia H. Munnell, Center for Retirement
Research at Boston College

David Wise, NBER Retirement Research
Center

Morning Session Chair: John Laitner

Panel 1: Resource Adequacy at Retirement

What Are The Implications of Changing
Private Retirement Wealth

James Poterba, MIT

Steven Venti, Dartmouth College

David Wise, NBER

Discussant: Annmatria Lusardi, Dartmouth
College

Alternative Measures of Replacement
Rates

Michael Hurd and

Susann Rohwedder, RAND

Household Savings and Retirement:
Expectations and Realizations

Steven Haider, Michigan State University
Mel Stephens Jr., Carnegie Mellon Univer-
sity

10:15 - 10:30 Break

10:30-12:00

12:00-2:30

Panel 2: Restructuring Social Security

Assessing the Risks and the Costs of the
Risks Posed by Social Security’s Poten-
tial Insolvency

Laurence Kotlikoff, Boston University
Discussant: Syl Scheiber, Watson Wyatt
Worldwide

FEarnings Responses to Increasing
OASDI Payroll Tax Base and Tax Rate
Jeffrey Liebman, Harvard and Emmanuel
Saez, University of California, Berkeley
Discussant: Leora Friedberg, University of
Virginia

New Approaches to Social Security
Auxiliary Benefits

Melissa M. Favreault and C. Eugene
Steuetle, Urban Institute

Discussant: Virginia Reno, National

Academy of Social Insurance

Box Lunch

Afternoon Session Chair: David Wise

1:00-2:30

Panel 3: Designing Personal Accounts

Who Chooses Personal Accounts?
Jeffrey Brown and Scott Weisbenner,

University of Illinois, Urbana-Champaign



2:30-3:30

3:30-3:45

3:45-5:15

Discussant: Olivia Mitchell, Wharton

School, University of Pennsylvania

The Role of International Equity
Investment in Individual Account
Pension Reform

Gary Burtless, Brookings Institution
Discussant: Laurence Kotlikoff, Boston

University

Reducing Social Security PRA Risk at
the Individual Level - Lifecycle Funds
and No-loss Strategies

James Poterba, MIT; Joshua Rauh,
University of Chicago; Steven Venti,
Darmouth and David Wise, Harvard and
NBER

Discussant: John Campbell, Harvard

University

Panel 4: The Future of Defined Benefit
Pensions and the Pension Benefit
Guarantee Corporation (PBGC)
James B. Lockhart, Director,

Office of Federal Housing Enterprise
Opversight, Former Deputy Commiss-

ioner, Social Security Administration

Break

Panel 5: Social Insurance Programs

and Labor Supply Decisions

Social Security & Medicare: Removing
the Disincentives for Long Careers
John Shoven, Gopi Shah, Stanford
University and Sita Slavov, Occidental
College

Discussant: Jeffrey Liebman, Harvard

University

5:30

8:30-8:45

8:45-10:15

Health Care Costs, Taxes, and the
Retirement Decision

Rudy Penner and Richard Johnson,
Utrban Institute

Discussant: Alan Gustman, Dartmouth

College

The Dynamics of Work-Related Health
and Labor Market Status: An
International Comparison

Arie Kapteyn, Pierre-Carl Michaud,
James P. Smith, Arthur van Soest and
James Banks, RAND Corporation
Discussant: Mike Orszag, Watson Wyatt
Worldwide

Reception

Registration and Coffee
Welcoming Remarks
Morning Session Chair: Alicia Munnell

Panel 6: Employment and Claiming

Behavior of “Young Retirees”

Displacement of Older Workers
Alicia Munnell, Steven A. Sass and
Natasha Zhivan, Center for
Retirement Research at Boston College
Discussant: Robert Hutchens,

Cornell University



10:15-10:30

10:30-12:00

12:00

Using New Measures of Fatness to
Improve Estimates of Early Entry onto
the OASDI Rolls

John H. Cawley and Richard V.
Burkhauser, Cornell University
Discussant: Mark Duggan, University of
Maryland

Probabilistic Thinking and Early
Social Security Claiming

Robert J. Willis, University of Michigan,
and Adeline Delevande, RAND
Discussant: Courtney Coile,

Wellesley College

Break

Panel 7: Lessons from International

Experience

What Can Be Learned from Europe?
Feedback Mechanisms, Notional De-
fined Benefit Accounts and PRAs
Alan Auerbach and Ronald Lee,
University of California, Berkeley
Discussant: Richard Hinz, World Bank

Global Patterns of Saving and
Investment

Barry Bosworth, The Brookings
Institution

Discussant: John Laitner, University of

Michigan Retirement Research Center

Cross National Comparison of Wealth
Status in Retirement: First Results
from the LWS

Timothy Smeeding, Syracuse University,
Eva Sierminska and Andrea
Brandonlini, Bank of Italy and LWS
Discussant: TBA

Closing Remarks: David Wise

New MRRC Research
~KEY FINDINGS~

The Impact of Misperceptions About Social Security on Saving and
Well-being by Susann Robwedder and Arthur van Soest WP 2006-
118.

e People who overestimate their Social Security benefits
before retirement are worse off, across 2 number of
measures of well-being, in retirement.

e This connection is stronger for those who claimed So-
cial Security retirement benefits earlier than they ex-

pected, perhaps because of unexpected poor health.

Public Health Insurance and SS1 Program Participation Among the
Aged by Todd Elder and Elizabeth Powers WP 2006-117.

e  SSI participation declines with the expansion of alter-
native routes to Medicaid (i.e., noncategorical Medi-
caid).

e Availability of non-categorical Medicaid increases
Medicaid participation among SSI nonparticipating
eligibles.

Social Security Replacement Rates for Alternative Benchmark Earn-
ings by Olivia S. Mitchell and John W.R. Phillips WP 2006-116

e Workers with the median HRS profile receive benefits
worth 55% of lifetime earnings versus 48% for the me-
dium scaled profile used by SSA.

e Replacement rate measures linking benefits to national
average wages at retirement generate more modest re-
placement rates (about 33% for the median HRS

worker).

The Inattentive Participant: Portfolio Trading Bebavior in 407 (&)
Plans by Olivia 8. Mitchell, Gary R. Mottola, Stephen P. Utkus,
and Takeshi Y amagnchi WP 2006-115

e 80% of participants do not trade at all.

e 11% make a single trade over two years.

e Very few participants trade actively and tend to be at-
fluent older men with higher incomes and longer job

tenure.



The Health and Retirement Study (HRS) is a nationally rep-
resentative longitudinal study initiated in 1992 and continu-
ing to the present, under the prime sponsorship of the Na-
tional Institute on Aging (NIA) with additional support
from the SSA, the US Department of Labor, and other en-
tities. The study is based at the University of Michigan, In-
stitute for Social Research ISR/UM).

A large percentage of HRS respondents provide written
consent agreeing to SSA's disclosure of confidential admin-
istrative records to ISR/UM. The administrative records
are SSA wage and self-employment income data (earnings)
and data on OASDI and SSI benefits. Linkage of SSA ad-
ministrative records to HRS data make it possible for quali-
fying researchers to undertake a wide range of scientific
analyses and policy studies of crucial interest to retirement
researchers. Linked data on earnings and benefits are now
available for all waves of the HRS through 2004.

Importance of the Data

Policy analysts both in the government and in the academic
community are interested in the influence of pensions,
wealth, saving, health, and intra-family transfers on eco-
nomic status of older Americans. Research on these topics
is disadvantaged in the absence of merged data files con-
taining both SSA and sutvey data for the same respondents.
For example, experts seeking to understand how public and
private retiree pensions interact, and whether these interac-
tions are changing over time, require information on both
types of pension systems for a wide range of cohorts. Ad-
ministrative records are also keys to testing how well in-
formed respondents are regarding benefit amounts they are
entitled to, and to accurately determining how much they

receive.

It is also important to link SSA information with survey
responses in order to track patterns of well-being across life

transitions. Administrative records contain essential infor-

mation regarding the time path of application for and re-
ceipt of Social Security benefits by type (i.e., disability, re-
tirement, and survivor benefits) and Supplement Security
Income (SSI) payments. Merged SSA earnings histories are
also key in understanding the work-life patterns that pro-
vide economic security to retired Americans. Many MRRC
researchers utilize this important resoutce, and their find-

ings are reported in MRRC working papers.
Keeping it Confidential

All users of the Restricted Data files must sign a contractual
agreement with ISR pledging to abide by a number of con-
ditions of use, which ensure the confidentiality of the data.
Both SSA and ISR provide secure arrangements under
which data files, extracts, and listings can be stored and
retrieved only by authorized persons. In addition, top cod-
ing of the earnings data help ensure that individuals are not
uniquely identified. Users also agree to only present aggre-

gated results in analysis using the data.

In past years, MRRC has contributed funds toward the sup-
port of a secure data environment at the Institute for Social
Research, (the Data Enclave), where researchers can ana-
lyze Social Security administrative files without risking a
breach of confidentiality. While this is an important re-
source, travel to the site remains a significant obstacle for
many potential users, since users must be physically present
to use the enclave facilities. To deal with this problem,
work is underway to develop an alternative method for ac-
cess to the enclave: a remote workstation connected to an
enclave server via a virtual private network (VPN) connec-
tion that emulates (in hardware and software) a dedicated

data communications line.
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