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Retirement Insecurity

At the worst of the Great Depression, one-quarter of the U.S. workforce was unemployed. *
Millions of Americans were homeless and breadlines were common in many cities. The
prospects for older Americans was particularly grim—nhalf lived in poverty.

On August 14, 1935, President Franklin Roosevelt signed the Social Security Act, stating that
“we have tried to frame a law which will give some measure of protection to the average citizen
and to his family against the loss of a job and against poverty-ridden old age. This law, too,
represents a corner stone in a structure which is being built but is by no means complete...”?

Social Security not only has prevented tens of millions of men and women from falling into
poverty, it has become the bedrock of retirement security for all Americans.® However, the
“three-legged stool” of retirement—Social Security, pensions and private savings—has been
slowly coming apart. Since the late 1980s, the percentage who receive traditional pensions has
been cut by more than half. Today, less than half of low wage earners have defined contribution
accounts like a 401(K) or IRA. 35%of near retirees—those ages 55-64—have neither a defined
benefit pension nor a defined contribution plan.*

The United States now is facing the worst health crisis since the 1918 influenza pandemic and
the worst economic crisis since the Great Depression. Older Americans suffer a greater health
risk from COVID-19 than younger age groups—eight out of ten COVID-19 deaths reported in
the United States are among adults 65 and older. At the same time, they bear unique economic
risks — millions of them are unemployed on the cusp of retirement. Many will never retire. The
challenges older Americans face as a result of the dual coronavirus crises is covered in our
companion report, The Impact of the Coronavirus on Older Americans.

Retirement Insecurity provides context for understanding the substantial economic challenges for
older Americans caused by the coronavirus economy. For example, it finds that approximately
half of all households are at risk of not being able to maintain their standard of living in
retirement. The report also reveals, not surprisingly, that women and people of color are much
more likely to suffer from retirement insecurity, largely the result of economic inequalities that
they experience throughout their working lives.

Together, these two reports suggest that we must advance the work President Roosevelt began.
We not only must strengthen Social Security, but should investigate new approaches to attack the
roots of retirement insecurity, for example, by reducing inequality, making it easier for
unemployed older Americans to return to the workforce and establishing portable defined-
contribution retirement plans that are untethered from employers. Such efforts would help fulfill
Roosevelt’s vision for Social Security, to “take care of human needs and at the same time
provide the United States an economic structure of vastly greater soundness.”



Retirement Insecurity

NOT READY FOR RETIREMENT

Americans widely recognize that their prospects for retirement security are in jeopardy.® Sixty-
five percent report that they will have to work past the normal retirement age to have enough
money to retire. Sixty-two percent of Democrats, 57 percent of Republicans and 55 percent of
Independents fear that they will not be financially secure in retirement. The overwhelming
majority of Americans (80 percent of Democrats, 75 percent of Republicans, 75 percent of
Independents) agree that there is a retirement insecurity crisis.®

The typical American has no retirement savings

The typical (median) American worker has nothing saved for retirement.” Only 40 percent of
Americans have any savings at all in retirement accounts, and among these the typical account
balance is $40,000—far short of the industry recommended savings target of six times current
income at age 50. For those on the cusp of retirement, the median value of their retirement
savings account (for those with accounts) is only $88,000. Most workers have savings that are
less than what they earn in a year.

Median Retirement Account Balances for Individuals with
Retirement Accounts vs. All Individuals
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individuals with positive retirement account balances versus median account balances of all working age individuals
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Half of all households are at risk of not maintaining their living standards in retirement

As a result of a lack of savings, approximately half of American households are at risk of being
unable to maintain their standard of living in retirement. Even those who take extraordinary
steps—Iike working until 65 (five years past the current average retirement age), annuitizing all
financial assets or reverse-mortgaging their homes—may not be able to maintain their living
standards.® Worse, 40 percent of workers ages 50-60 who are not currently poor would be poor if
were they retire at age 62.° Women, Blacks and Hispanics are at substantially greater risk of
being poor in retirement.
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THE DEMISE OF THE TRADITIONAL PENSION

Fewer workers receive employer-provided defined-benefit pensions

The decline of unions and worker bargaining power throughout the 1980s and 1990s coincided
with a shift in the American retirement system, with defined-benefit pensions gradually being
replaced by defined-contribution plans like 401(k)s and individual retirement accounts. Defined-
contribution plans shift risk and liability for maintaining income in retirement onto employees.*°
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Whereas defined-benefit plans guarantee workers a steady stream of income throughout
retirement (typically based on some percentage of the salary being earned at retirement), defined-
contribution plans and individual retirement accounts are managed assets that shrink and grow
along with financial markets, and require no obligation on the part of employers beyond
matching contributions throughout a career.

Higher earners are more likely to have defined contribution plans

The new defined-contribution plans are not equally distributed across the workforce; better-paid,
more highly-educated workers are more likely to have access to a defined-contribution
retirement plan. In 2016, workers in the top quintile were nearly nine times as likely to have a
defined contribution plan at work as workers in the bottom quintile. Defined benefit plans were
more evenly distributed, but also much rarer overall. The upper-middle class was most likely to
have a defined benefit plan at work, and yet only a third of those workers did have access.

Share of American Workers with
Retirement Accounts by Income Quintile
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Defined-contribution plans increase risk to employees

Providing more American workers with access to workplace retirement plans is an important part
of retirement security. However, defined-contribution plans have a number of issues that make
them less than optimal as vehicles for retirement saving.!!

Workers may reach retirement without enough saved because of early withdrawals from
retirement accounts in the event of unexpected negative income shocks.*? Even if a worker
avoids all of these pitfalls, it remains possible that they will live longer than expected and outlive
their savings. Defined-contribution plans most benefit workers with stable job histories who are
exposed to relatively few unexpected income shocks like job loss and unforeseen health care
costs. Women and minorities in particular have been underserved by the rise in popularity of
defined contribution plans.
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RACE AND GENDER

The retirement crisis is even worse for women and minorities. A lifetime of lower pay, time
spent in unpaid care work and more severe income shocks leaves women and minorities less
prepared for retirement than their White or male counterparts.* Black and Hispanic women face
a unique intersection of challenges as they age.** These include relatively long life spans
compared with their male counterparts and an increased risk of disability leading to decreased
capacity for work at older ages, combined with lower pay and fewer employee benefits at work.
Women are more likely than men to be impoverished in old age.*®

A lifetime of occupational segregation leads to a pay gap before retirement

Earnings disparities across gender and race play a major role in gender and racial gaps in
retirement readiness. Racial and gender disparities in career earnings stem largely from
occupational crowding, whereby women and minorities are overrepresented in low wage jobs
and industries, and underrepresented in high wage jobs and industries.®

Median Earnings Prior to Retirement for

Workers Ages 55-64

by Race and Gender
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The gender pay gap contributes to disparities in retirement savings

Median earnings in the years just before retirement reflect a lifetime of unequal pay between
men and women; women aged 55-64 working full-time receive around three-quarters of the
income their male counterparts earn. These gaps in earnings result in lower accumulated
retirement account balances before retirement. Social Security benefits, the stream of income
received at the end of a career through a defined-benefit retirement plan, and defined-
contribution account balances are all determined by career salary, with emphasis given on the
salary earned at the end of a career.

The gender gap in pay is longstanding, and persists at every level of education; often women are
out-earned by men with less education. As much as 40 percent of the gender pay gap can be
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attributed to gender discrimination in pay. Closing this gender gap in end-of-career earnings
could help close gender disparities in old-age poverty and retirement insecurity.'’

Median Full-Time Earnings for Ages 55-64

by Gender, 2018 Dollars
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Women, Blacks and Hispanics have less saved

In part because of persistent gaps in career earnings, there are similar gender and racial gaps in
accumulated retirement savings in the years leading up to retirement. Among those with access
to defined contribution retirement accounts, women have less saved than men, and Black and
Hispanic women have less saved than White women. This is due to lower incomes and greater
exposure to the shocks that lead to early withdrawal. Lower wealth overall may also contribute to
lower defined contribution account balances; Blacks and Hispanics in particular are less likely to
have savings outside of a retirement account to draw on in case of an economic emergency.8

Defined Contribution Retirement Account
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Black and Hispanic households own a fraction of the wealth of White households

Personal savings and investment still comprise one of the three “legs” of the American
retirement system, and the vast disparity in financial assets across racial groups is a key
contributor to racial disparities in retirement security.'® Pre-retirement Black and Hispanic
households held just 12 percent and 21 percent of the total assets respectively that older White
households held in 2016.

The median wealth of Black and Hispanic households is on a steady decline; trends suggest that
median wealth could reach zero by 2053 for Black households, and by 2073 for Hispanic
households, while median White household wealth will have reached $147,000 at median by
2073.20 Closing the racial wealth gap will require bold policy solutions that reach across the
entire life course.?!

Total Wealth of Households with Heads

Ages 55 to 64
2016 Dollars
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Note: Total wealth includes all liquid and non-liquid assets, less debts (including
secondary residences).
Source: JEC Democratic staff analysis of 2016 Rand Health and Retirement Study

Women receive substantially less income in old age than men

The gender and racial gaps in earnings and retirement savings that exist throughout careers
continue after customary retirement ages, with women, Blacks and Hispanics earning
significantly less income than their White or male counterparts. Gender gaps in earnings within
race are largest between White men and women, with White men earning nearly $16,000 more
than White women in old age.
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Median Earnings From All Sources After
Age 65
by Race and Gender

$40,000 337,949

$30,000 |
$20,000 |

$10,000

$32,963

$16,021 $16,859
$12,000
so 1 1
All Black White Hispanic

Source: JEC Democratic staff analysis of

2019 Current Population Survey

m Men mWomen

Women are at higher risk of outliving their retirement savings

For every income group except the top decile of earners, women have lower mortality than men
across the life course, leading to higher life expectancy.?? This means that the problems
associated with aging often fall more heavily on women. Women’s longer life expectancy makes
it even more important that they have adequate retirement savings.

Life Expectancy at Age 65
by Race and Gender

All
Black
White

Hispanic

0 5 10 15 20 25
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Black and Hispanic women are at a much higher risk of poverty in old age

Women’s lower earnings in retirement and lower retirement account balances combine with their
relatively long life spans to create a unique risk of outliving their retirement savings and
becoming impoverished in old age. Black and Hispanic women in particular are at the highest
risk of retirement insecurity. This makes Social Security an essential part of these women’s lives

as they age.
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Percent Below Official Poverty Line After

Age 65
by Race and Gender
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THE IMPORTANCE OF SOCIAL SECURITY INCOME

The American retirement system has traditionally been supported by the “three-legged stool” of
Social Security, pensions and individual savings, with Social Security preventing old-age
poverty and pensions and savings together ensuring that retirees can live comfortably. Social
Security works as an “earned benefit,” where participants pay into the system throughout their
careers, and in return receive a retirement benefit based on their career contributions for the rest
of their lives. The program is designed to be progressive, such that low-earners receive a benefit
that is a larger share of their pre-retirement earnings than high-earners.?® Because Social Security
benefits traditionally have been focused on old-age poverty prevention, additional pensions and
retirement savings play an integral role in maintaining middle-class living standards in
retirement.

Many Americans heavily depend on Social Security for retirement income

Nearly half of all seniors get a majority of their retirement income from Social Security, and one
fifth are almost completely reliant on the program, receiving over 90 percent of their income
from benefits. These are workers who have been unable to save enough for retirement through
employer-based retirement plans and personal saving, and who would surely be impoverished
without Social Security.
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Percent of Seniors (65+) Relying on Social
Security for Some Portion of Their Income
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Less-educated workers rely more on Social Security

Those with relatively less education rely much more so on Social Security; while college
graduates get 40 percent of their retirement income from Social Security on average, those
without a high school diploma receive over 70 percent from Social Security.

Social Security Income as a Share of Total

Income After Age 65
by Education
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Retired men collect more in total Social Security benefits than women

Social Security has proven to be an effective program for preventing old-age poverty among
Americans across race, gender and income level.?* Though women live longer than men on
average and receive less in total earnings in old age, men still tend to collect greater Social
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Security benefits on average. Career earnings determine the amount beneficiaries receive, and on
average men have higher earnings than do women.?®

Income From Social Security Benefits After

Age 65
by Race and Gender
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Income from Social Security makes up a larger share of women's income in retirement

While all groups benefit from Social Security, women, minorities and low-earners replace a
larger share of their career incomes from the program because of its progressive benefit
structure. Income from Social Security also makes up a larger share of these groups’ income in
retirement, in large part due to the inequality in retirement account balances and access, and in
personal wealth beyond retirement savings.

Social Security as a Share of Total Income

After Age 65
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CONCLUSION

Upon signing the Social Security Act 85 years ago, President Roosevelt said this: “We can never
insure one hundred percent of the population against one hundred percent of the hazards and
vicissitudes of life, but we have tried to frame a law which will give some measure of protection
to the average citizen and to his family against the loss of a job and against poverty-ridden old
age.” Since then, generations of American citizens have gone through their careers with the
promise of protected time at the end of their lives to live comfortably among their loved ones,
without the pressures of work or economic insecurity.

The three-legged stool of the American retirement system—Social Security, employer-based
retirement plans and personal savings—has been weakened. Social Security does a good job of
protecting Americans from poverty in retirement; it should be protected and strengthened.
However, the rest of our retirement system is in crisis. All Americans have been affected, but
women, Blacks, Hispanics and those with low earnings or less education have been especially
hurt. Americans need a retirement system that works for everyone.
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