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Reaching age 50, or the Big Five-Oh,
is not what it once was. While 50 was
once considered old or perhaps
middle-aged, today’s 50-plus-ers
are an increasingly healthy, active, and
affluent segment of American society,
with long lives still ahead of them.
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Auditing the 50+ Ledger
Joining the Crowd

L

ike many other nations around the world, America’s 50+ population is increasing as a share of the total population. About
76 million Americans were age 50 and above at the turn of
the millennium — that’s 28 percent of the nation’s population.
By 2020, there will be 40 million more in that age group, which will
then constitute 36 percent of the population. Over the next 20 years,
another person will turn age 50 approximately every 8 seconds or less.

Is there safety in numbers? How

Another American turns 50 every
eight seconds.

prepared are retirees for their golden years?
The Golden Years: Gleaming or Tarnished?
By virtue of the unprecedented (and still unmatched) birth rate during
the post-war years we know as the Baby Boom, this group is accustomed to being part of a large pack, competing mightily all their lives
for everything from elementary school to college admission to jobs.
As the boomer population ages, the question looms: “Is there safety in
numbers?” or, “Will the sheer size of this age group impede its
achievement of economic security in retirement?”
No one can predict with certainty, but perhaps the best barometer is
to look at how things stand today for midlife and older Americans.
Are the oldest able to enjoy their so-called “golden years,” and how
well prepared are the younger ones to join their ranks?

The generation we know as
“baby boomers” are those born
between 1946 and 1964. The
first of them were born right
after the end of World War II,
giving proud parents two reasons to celebrate.The last of the
group was ushered into the
world at the time ‘Beatle mania’
hit the country, with the famous
Fab Four singing group coming
to New York in February, drawing record crowds and making
an appearance on The Ed
Sullivan Show. No doubt many
nervous fathers watched the
performance in hospital waiting
rooms across the country.

This special report, “Beyond Fifty: A Report to the Nation on
Economic Security” will attempt to answer those and other questions.
It is the first annual AARP report to the nation on the status of the
population aged 50 and above.
Its purpose is to document the overall well-being and economic security of America’s midlife and older population today through a series of
objective indicators and attitudinal measures.
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The 50+ population is increasingly
A Mixed Bag: Diversity Within the 50+ Group
The 50 and over population is increasingly diverse compared with two
decades ago. A snapshot tells the story:
•

20 percent are Hispanic, black, or other minority compared with
only 13 percent in 1980.

•

Twice as many have had some college as did 20 years ago, and less
than half as many as in 1980 have not completed high school.

•

Divorce rates have nearly doubled across the entire age spectrum
over age 50.

•

The percent of intact married couples declined among pre-retirees,
yet the percentage of intact married couples over age 62 has
increased due to longer lives.

•

More than 20 percent are over age 75, compared with 13 percent
in 1980.
Other differences loom larger in terms of economic security. For

example, over 70 percent of those in their 50s are in the labor force,
compared with only 20 percent of those over age 75. But the percent
of those 50+ who are working is rising, especially among the youngest,
mostly because of married women remaining or reentering the labor
force. The differences in labor force participation alone lead to differences in needs, resources, perceptions, opportunities, and behavior
among subgroups of the 50+ population, necessitating a focus on
smaller groups. Generalizations about 76 million people are perilous,
to say the least.
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Retiring Traditional Notions
Age 65 is often taken as the analytical divide between workers and
retirees because eligibility for full Social Security benefits and
Medicare occurs at 65. 1 Judging from people’s behavior, 65 is no
longer the “normal” retirement age.
•

Nearly sixty percent of workers now take Social Security benefits
at age 62, the earliest age of eligibility for retirement benefits,
whereas only 40 percent did so in 1980 and 28 percent in 1970.

•

And 65 no longer signals “old age” because people can expect
almost 20 more years of life and better health beyond it.

diverse compared with two decades ago.
Beyond Dollars: Making Sense of the 50+ Portrait
While income differences are standard gauges of economic security for
any given group, we gain deeper insights by considering age and attitude differences, in conjunction with income, as lenses through which
to view aspects of the target population’s life.
We have taken a unique approach to analyzing the 50+ population.
Rather than the standard division at age 65, we segment the 50+ population into three distinct age subgroups — 50-61, 62-74, and 75 and
older — based on relevant differences in retirement behavior, health
status, and life expectancy.

The Wisdom of the Ages
•

The first group (50-61) we call “pre-retirees” because most are still
in the labor force and because most workers take Social Security
benefits when they turn 62.

•

The middle group (62-74), which we call “younger retirees,” has
some characteristics, like much higher labor force participation,
better health, higher incomes, and more intact couples, that distinguish them from…

•

the “older retirees,” (over 75), who are more likely to experience
declining incomes, assets, and health.
These terms and age divisions are intended only to convey broad characteristics, not to suggest that all 50-61-year-olds are retired or that no
“retirees” work. In addition, to make more meaningful comparisons or
because of data availability, we occasionally used other age
divisions.

Divorce rates have nearly doubled among
persons age 50 and older, but there are more
intact married couples over age 62.
AARP BEYOND FIFTY I
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But as important as age differences are in understanding the wellbeing of the population over 50, income differences are even more
striking. In the “Money Matters” section, we divide 50+ers into three
somewhat arbitrary but distinct income groups to represent the
“haves,” the “have-nots,” and the broad middle:
•

the top quarter of income earners

•

the middle half

•

the bottom quarter.

We also examined some attitudinal differences among the 50+ population with respect to their:
•

life circumstances

•

primary concerns

•

confidence about the future.

By comparing their objective economic circumstances with their perceptions, we can evaluate how realistically they assess their retirement
prospects.

The changing world of employer pensions and the ever-increasing
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Building Retirement Security:
The Four Pillars on Which It Rests
Traditionally, the structure of retirement security has been thought of
as a “three-legged stool,” the three legs being Social Security, private
pensions, and personal savings.
Today, however, it is perhaps more accurate to think of retirement
security more as a structure supported by four pillars, including:
•

Social Security

•

pensions and savings

•

earnings, and

•

health insurance.

Because one-fifth of the aggregate income of Social Security beneficiaries derives from wages, earnings from employment merit consideration as a pillar of retirement security. Those who are now entering or
just on the cusp of joining the ranks of those age 50 and over — baby
boomers — have indicated that they don’t plan to make a bee-line for
the rocking chair or the golf course when they retire, but rather expect
to continue “working in retirement” (AARP, 1999). There is modest,
yet persuasive evidence that the trend toward earlier retirement has
stopped (Quinn, 2000), and a recent Census Bureau report heightened attention to longer work lives, so we incorporate earnings as one
of the four pillars of economic security.

cost of health care have altered the structure of economic security.
The changing world of employer pensions and the ever-increasing cost
of health care have also changed the structure of economic security.
Today’s employer-sponsored pensions, which are most often in the
form of 401(k) or other kinds of “defined contribution” plans, are
generally indistinguishable from individual savings. They are often
individually managed, more visible to the owner than traditional pensions, and portable (can be taken along when one changes jobs). We
therefore consider pensions and individual savings as together comprising a single pillar of the structure. At the same time, because no
person is economically secure in today’s health system without medical
insurance (to say nothing of the need for long-term care protection),
we consider health insurance coverage as a fourth pillar of economic
security.
AARP BEYOND FIFTY I
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To preview our findings, the overall economic well-being of the 50plus population has unquestionably improved in the past two decades.
In aggregate terms, the “upside” is that buying power increased by 17
percent over two decades, most of it coming in the past five years; net
worth grew also (36 percent over 15 years); homeownership increased
slightly (by two percentage points); the poverty rate fell (by 23 percent), especially among the older retirees (44 percent); pension
income, for those who had a pension, increased substantially; more
people, especially women, were in the labor force; and educational
levels rose considerably since 1980.

The OVERALL economic well-being of the 50-plus population
Minorities made significant strides in terms of income growth relative
to whites among all these age groups. Their net worth also increased
faster in percentage terms than that of whites, and race differences in
homeownership rates were relatively small, although the disparities in
overall net worth widened in dollar terms.

Retirees Rule
In particular, both younger and older retirees fared well by most measures between 1980 and 2000 including:
•

income growth

•

net worth

•

homeownership

•

poverty reduction

• pension coverage
On several measures of economic well-being, retirees’ gains exceeded
those of pre-retirees by large margins.

The Bloom Off The Rose?
There is a downside, however. Risks have increased, especially for preretirees. For pre-retirees,
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•

Employer-sponsored pension plan coverage barely increased over
the period, continuing a long trend of stagnation in employer-provided pensions. Participation in those plans was down, undoubtedly a result of the shift to voluntary and riskier 401(k) plans,
with the net result that little improvement occurred in overall pension coverage.2

•

Health insurance coverage dropped off for pre-retirees, the percent uninsured rising from 11 to 14 percent for 50-64-year-olds
between 1988 and 2000.

•

Inequality of income and wealth both increased. The top quarter
of the population saw their income and wealth grow faster than
the bottom quarter.

has improved in the past two decades, but risks have increased.
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Incomes grew twice as fast among retirees as among pre-retirees since
1980 due to a combination of long-term wage stagnation and three
recessions between 1980 and 1991, all of which affected workers more
than retirees. As a result, younger and older retirees were able to close
the income gap between themselves and pre-retirees. Wealth grew two
times faster among younger retirees and five times faster among older
retirees than among pre-retirees, thanks in part to greater equity holdings among retirees which swelled during the stock market boom of
the 1990s. Homeownership increased among retirees but declined
slightly among pre-retirees. And poverty declined by nearly half
among the older retirees but barely at all among pre-retirees, although
the pre-retiree poverty rate was still lower.
With respect to health insurance coverage, the picture is mixed. The
percent of persons ages 50-64 who have no health insurance has
increased steadily since 1988 (the first year we can report consistent
data) despite relatively good economic times. Moreover, well over twothirds of persons in this age group with incomes below poverty did
not receive Medicaid protection between 1988 and 2000. Among
Medicare beneficiaries, individually purchased supplemental coverage
has decreased in recent years, but this has been offset by an increase in
the percent enrolled in Medicare managed-care plans which offer supplemental benefits. Through it all, out-of-pocket health-care spending
has consistently absorbed about 19 percent of beneficiaries’ incomes
on average.

Younger and older retirees were able to close the
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income gap between themselves and pre-retirees.
To be clear, younger and older retirees have not necessarily attained
higher levels on all these measures — indeed, their income levels are
only three-fifths and two-fifths, respectively, of pre-retirees’ incomes.
But retirees have improved more on these measures than pre-retirees in
the past 20 years. In some instances — for example, net worth and
homeownership — pre-retirees not only fared worse than retirees
between 1980 and 2000, but also ended at a lower absolute level by
2000.

AARP BEYOND FIFTY I
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Those in the top quarter:
•

are much more likely to be
married (90%)

•

are half as likely to be
minority (16%) as those in
the bottom quarter (34%)

•

are more likely to have
health insurance

•

have a median income of
$100,000

•

have $360,000 in wealth

•

are far more likely to have at
least completed high school
(96%), and

•

derive nearly 90 percent of
income from wages.

Clarence Turner, 52, is married with one child about to graduate from
college. He owns the restaurant for which Mary works, is in good
health and plans to continue working for many years.

Two Sides of the Same Coin: Heads, You Win, Tails, You Lose…
To get a sense of how the pre-retiree “haves” compare with the pre-retiree “have-nots,”
let’s take a look at how a typical member of the top income group contrasts with one at
the bottom.
Of the members of the
lowest income group:
•

the majority are women
(60%)

•

most are unmarried (60%)

•

their median income is
$10,000

•

their median saving is just
over $6,000

•

one-third are minorities

•

one-third are living alone

•

two-thirds completed high
school

•

one-third are divorced; and

•

less than half their income is
derived from wages, with
one-fifth from Social Security
and another one-quarter
from other government
transfers.
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Mary Walser, 56, is a single mother of three grown children. She lives
alone and works in food service for a large restaurant chain. She has
diabetes and related health issues, and would like to retire as soon as
she can afford to do so.

The Great Divide: Differences By Income Groups
As large as these differences are among age groups, income differences
add another important dimension. While people age 50 and older are
doing better overall, a significant gulf, sometimes widening over time,
exists in every age group, for virtually every important indicator,
between those whose incomes place them in the top 25 percent and
those in the bottom 25 percent of the 50+ population.

Economic inequality is large and getting larger.
Cause… and Effect
Inequality of economic resources (both income and wealth) is large
and getting larger (Ryscavage, 1999; Center on Budget and Policy
Priorities, 2000). Why the disparity? There are several contributing
factors, including:
•

The three-decade long stagnation of wages, particularly among
less-educated male workers,

•

three recessions in the 1980s and 1990s,

•

the high-wage premiums paid to college-educated and technically
skilled workers, and

•

the boom in the equities market over the past decade.

Substantial differences also exist between high- and low-income people
in our three age groups in terms of:
•

homeownership,

•

labor force participation,

•

health insurance coverage,

•

health status,

•

activity limitations,

•

living arrangements,

•

marital status, and

•

education level.

While the differences between the top and bottom groups have diminished in some areas, in the critical areas of income and wealth, the disparities have increased over time.
AARP BEYOND FIFTY I
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For Some, A Rough Ride
In particular, low-income pre-retirees confront multiple disadvantages.
•

Their incomes grew by only one-half percent per year since 1980
(after accounting for inflation), compared with two-thirds of one
percent per year for middle-income pre-retirees and 1.2 percent
per year for top-income pre-retirees.

•

Their net worth, while it increased in percentage terms, was less
than $6,500 in 1998, and without home equity only $2,500,
compared with $96,000 ($43,000) for their middle-income counterparts, and $361,000 ($230,000) for those with high incomes.

•

Their homeownership rate declined.

•

Their pension coverage and the amount of the pension declined,
and their participation in pension plans, where their employer
offered one, also declined.

•

The percent uninsured in this group is nearly one-third, their
health status is much more likely to be only fair or poor and they
are more likely to have a disability3 than other pre-retirees, even
more so than low-income people in the retiree age groups.

People age 50 and over are generally optimistic about their prospects
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for a secure retirement and older retirees are the most confident.
Looking Through A Microscope –
Or Rose-Colored Glasses?
In general, people age 50 and over are optimistic about their prospects
for a secure retirement. Three-quarters overall are either very confident
or somewhat confident that they will have enough money to live comfortably in retirement. 4
In light of the differences in well-being noted above, the question is
whether these attitudes mirror reality or whether these respondents are
living in the “United States of Denial.” And the answer is…some of
both. Those doing well tend to be the most confident, while those
doing less well are still somewhat confident, although with less reason.
In general, those whose economic circumstances have improved most,
by our indicators, between 1980 and 2000 — namely those age 75
and older — not only have the highest percentage who are at least
somewhat confident, but the highest percentage by far — 42 percent
— who are very confident about their retirement.
Confidence also rose with income. Nearly 90 percent of persons with
income over $50,000, which is above the median family income for all
those 50 and older, were somewhat or very confident about their
prospects for retirement. And of those with over $75,000, 37 percent
were very confident, compared with only 16 percent among those
between $50,000 and $75,000, and 22 percent of those between
$35,000 and $50,000.
AARP BEYOND FIFTY I
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Yes, Virginia, There Is a Retirement Income:
Perceptions and Misconceptions of Where it
will Come From
As age increases, perceptions seem to become more realistic among
those over 50 about their reliance on different sources of retirement
income. Those in their 50s are more likely to think their employer will
be their main source of retirement income, but among younger and
older retirees alike, Social Security is seen as the largest source, as
indeed it is for most retired persons.5
The reality is, far from being a “supplement” to retirement income,
Social Security accounts for two-fifths of retirement income overall for
those over age 65, with the other three sources — pensions, savings,
and earnings — making up roughly one-fifth each.

Fiscal Fears Through the Years
When asked what might keep them from achieving a higher standard
of living, all three age groups cite “difficulties making ends meet” as
their most frequent obstacle. 6 Beyond that, each has slightly different
concerns.
•

Those in their 50s are worried about personal debts, perhaps due
to putting children through school while paying off a mortgage.

•

Younger retirees are most concerned about caring for an aging parent, an experience that often affects the pre-retirees as well.

•

Older retirees express concerns about the death of a spouse, which
can be a devastating financial as well as emotional experience.

For most retirees, the predominant source of income is,
Younger retirees and
pre-retirees worry
about caring for aging
parents.
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The Structure of Economic Security
Over the past 20 years, the four pillars of retirement security have
remained standing, but some are unsteady, they are unequal in
strength, and all need reinforcement. For most retirees, the predominant source of income in retirement will continue to be Social
Security. It will very likely provide 40 percent of retirement income,
on average, as it has for the entire period examined, and stands as the
chief bulwark against poverty for a majority of persons over age 65.
Without it, the poverty rate would soar to nearly 50 percent.
Pension coverage has not increased much among retirees, but the dollar amount of pensions has increased substantially for those who have
them, reflecting the significant growth in wages that has occurred
among the advantaged workers who have pension coverage. Pensions
provide retirement income to fewer than half of high- or middleincome retirees at any given time, and to a small percentage of lowincome retirees. Fortunately, personal savings and net worth have
grown robustly for retirees in the past several years, so asset income
should be a growing component of their retirement “nest egg.” But
this also underscores the increased risk individuals have to bear for
their own well-being in retirement, as they become more dependent
on their own skill or luck in investing. The net worth of pre-retirees
has grown robustly only for those in the high-income group, so asset
income is not as likely to significantly offset the lack of a pension for
low-income pre-retirees. In fact, research has shown that pension holders tend to save more outside their pension plan than do those without
pensions. Social Security is therefore likely to remain a critical component of retirement income for today’s pre-retirees, as it has been for
those currently retired.

and will continue to be, Social Security.
Given signs of increased labor force participation among those over
age 62, earnings too will probably continue to be a significant source
of retirement income. But for earnings to play a larger role in their
retirement pictures than it does for retirees today, it will be all the
more important that opportunities for remaining employed be available for older workers in the 21st century. This will require greater
enforcement of age discrimination legislation and affirmative efforts to
encourage older workers to remain in the labor force. It may also
increase the demand for “bridge jobs” that can help ease the transition
from work to retirement.

AARP BEYOND FIFTY I
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Health insurance is more closely tied to economic security than ever.
For pre-retirees, earnings from work consistently account for more
than 80 percent of income, augmented by small and equal shares from
assets and pensions. Because pension coverage is not increasing among
pre-retirees, pension coverage will continue to be an area where higher-wage workers, with jobs that carry pension benefits, are likely to be
significantly better off than low-wage workers. Half or fewer of middle-income workers will be covered, and only a minority of lowerincome workers will have pensions.
As health insurance has become more uncertain, it has become ever
more critical to economic security. Rising numbers of the non-insured,
the ever-rising cost of health insurance and health services, and the
generally greater level of uncertainty in the insurance protections one
has, have combined to increase the overall level of risk facing older
workers and retirees. Although insurance coverage rates for pre-retirees
are as high as rates of coverage for younger age groups, increased
health risks that accompany aging make the loss of health insurance a
greater financial threat after age 50 than before, as well as making it
more difficult to find an alternative once coverage has been lost. For
Medicare beneficiaries, cost is also a threat, because of the need for
supplemental insurance to cover prescription drug or other out-ofpocket costs.
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Since 1980, our economy has experienced extreme highs and lows.

How Economic Security Varies
by Age
One Wild Ride

B

ecause memories are short, the stellar economic performance
of the past several years might cause us to forget the many
peaks and valleys the economy has experienced in the last two
decades. And what a ride it’s been!

Since 1980, the American economy endured three recessions and
enjoyed the longest period of sustained growth in the nation’s history.
The wage stagnation that began in the 1970s, especially among less
educated male workers, continued, accompanied by growing wage
inequality, which by some indicators still continues to increase (Center
on Budget and Policy Priorities, 2000). The period included the two
biggest single day plunges ever in the stock market (October 19, 1987
and August 31, 1998) as well as the strongest sustained surge in the
stock market in recent history. It featured a shift from the highest longterm interest rates ever experienced in US history (in 1981) to the lowest rates ever (1998); a shift from the highest US inflation ever recorded (1980) to the lowest sustained inflation rate since the early 1960s
(in the 1990s); and a shift from the largest federal deficits in the
nation’s history (6% of GDP in 1983 and nearly 5% in 1992) to the
largest-ever (and growing) federal surpluses (2.4% of GDP in 2000).

AARP BEYOND FIFTY I
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Timing is Everything
Why is this important? Because economic security depends on many
factors external to the individual, including timing, which is often just
a matter of luck. The state of the economy at critical points in one’s
life can make a huge difference. In the see-saw economy of the past
two decades, one’s fortunes in retirement could depend to a large
extent on the timing of workforce entry and retirement. Those who
entered the labor force in the early 1970s (mostly early boomers) contended with a sustained period of wage stagnation due in part to the
intense competition for jobs that had the effect of driving wages down
(Welch, 1979; Murphy and Welch, 1992) and abundantly rewarding
education. The median earnings of male workers declined between the
early 1970s and mid-1990s (Levy, 1999). The point is that people
can’t choose their economy or their demographics, and some are more
lucky than others in this regard. Bad timing has affected work
opportunities, which different cohorts have dealt with differently.

Boomers have influenced their economic
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Likewise, timing can have an important bearing on retirement decisions and outcomes, as Burtless (2000) illustrated. He compared
hypothetical workers with retirement funds invested 100% in equities
who were identical in every respect except their date of retirement.
One who retired at age 62 in 1969 would realize a replacement rate
(retirement income relative to pre-retirement wages) of over 100 percent, whereas another person retiring just seven years later would realize only 40 percent. The difference is due to a plunging stock market,
recession, and soaring inflation and interest rates.

Defying Conventional Folk-Lore
Another factor outside the individual’s control that can influence personal welfare is the size of a birth cohort (Easterlin, 1987). The large
boomer cohort, the intense competition it created for employment,
and the wage stagnation it faced led to speculation that boomers
might be the first generation to be economically worse off than their
parents (Levy and Michel, 1991).

well-being through personal choices.
When put to the empirical test, however, this speculation has not generally been borne out (Easterlin et al., 1993; CBO, 1993; Keister,
2000). Why? In part, boomers as a generation have influenced their
personal welfare by making choices that profoundly affected their economic well-being, such as:
•

getting a college education,

•

postponing or entirely avoiding marriage,

•

postponing child-bearing, having fewer or no children, or, in the
case of women,

•

remaining in the paid labor force after marriage and childbirth.

The Wellers married later than
most couples and didn’t have
any children, which made it easier for them to build retirement
savings.

These choices have improved earnings potential and, by limiting
household size, reduced the amounts needed to achieve a given
standard of living (Easterlin et al., 1993). It didn’t hurt that the
economic expansion of the 1990s allowed many who may have
fallen behind economically to “catch up.”

AARP BEYOND FIFTY I
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Constructing Economic Security: Are the Pillars
Strong Enough?
The four pillars of retirement security — Social Security, pensions and
savings, earnings, and health insurance — must be strong enough to
support the overall weight of expenditure needs in retirement and balanced enough that the structure doesn’t collapse. Before checking out
the individual pillars, let’s first see how balanced the structure is overall. To do this, we examine the overall income picture for the population over 50.
Growth
In the past 20 years, growth in median family income for the US as a
whole slowed compared to growth in the preceding 30 years, due to
sluggish growth in productivity and intense job competition (U.S.
Bureau of the Census, 1998).
So it stands to reason that, similarly, incomes grew moderately but
unevenly in the past two decades for the population age 50 and older.
In fact, income growth stalled or even declined from 1980 until the
mid-90s, especially for workers, due to three separate recessions.
Changes occurring in family composition, away from married couples
with children toward single-parent families, also had the effect of slowing income growth, because couples have higher incomes. Even
among 50-61-year-olds, the percentage of single-parent-headed households increased between 1980 and 2000 from 22 to 28 percent.

Retirement security depends on many factors, all of which must
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Although incomes grew in real terms for all three age groups, they
grew much faster for both groups of retirees than for pre-retirees. The
growth in income from 1980 to 2000 was only 13 percent among preretirees, as compared with 28 percent and 31 percent among the two
older groups. The 1980s recessions, in particular, affected workers
more than retirees, reducing the income gap between them.
Because of greater labor force participation among women, gender differences in incomes declined slightly among pre-retiree single men and
single women. The ratio of single women’s to single men’s incomes
increased slightly from .79 to .87 between 1980 and 2000 among 5061-year-olds, but income differences between men and women
changed little among the other age groups.
Income growth among whites and minorities showed sharp differences
since 1980. Income increased 10 percent among white pre-retirees and
28 percent for both younger and older white retirees. However, among
minorities, incomes increased much more rapidly — by 52, 45, and
71 percent respectively — for pre-retirees, younger retirees, and older
retirees. As a result, the incomes of minorities increased substantially
relative to those of whites, from 61 to 84 percent overall, and by similar magnitudes for the three age groups.

be strong enough to support expenditure needs in retirement.
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Income Sources
Workers and retirees differ predictably in their relative reliance on the
main sources of retirement income. Those in their pre-retirement years
consistently received over 80 percent of their income from wages
between 1980 and 2000, with assets and retirement benefits (either
Social Security or pension income) each accounting for another 6-7
percent. By contrast, the incomes of both younger and older retirees
were more balanced among Social Security, pensions, assets, and wages
— with Social Security constituting the single largest share.

Retirees’ income sources have remained remarkably stable

Wages have become a more important
part of total retirement income.
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Building a nest egg requires several sources of
income, not just Social Security.

It is noteworthy that the income shares from different sources in 1980
and 2000 have remained remarkably stable. Notice that the reliance
on Social Security increases with age even past normal retirement age.
Consider:
•

Older retirees received over 40 percent of their income from Social
Security, whereas

•

younger retirees received over 30 percent from Social Security.

•

Although not shown here, the percentage shares from both Social
Security and assets are even higher for persons age 85 and older.
Because fewer are working in their later years, their total incomes
declined, increasing the predominance of Social Security.

To borrow a phrase from a recent study (Moore and Mitchell, 2000),
one might describe the sources of income as the “rule of fifths.” Twofifths come from Social Security, with about one-fifth each derived
from wages, pensions, and assets. Social Security remains fundamental
to basic retirement security for each generation.

since 1980, with continued reliance on Social Security.
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Income Inequality
Growing income inequality has been a well-documented feature of the
American economic landscape for the past three decades (Karoly,
1993; Ryscavage, 1999; U.S. Bureau of the Census, 1998, 2000a).
According to Census Bureau data, growing inequality of income can
be traced back to the late 1960s, and it still continues between the
very top income earners and the remainder of the population.7
Earlier studies that have compared inequality by age found inequality
of income to be greater among retirees than among workers (Radner,
1987). However, as inequality increased among working age populations, the degree of inequality among retirees and workers has not
only converged, but inequality of income is now as great or greater
among those under age 65 as it is among those over age 65 (Radner,
1995; Gist and Wu, 2000).

Inequality of income is now as great or greater among

Social Security —
From New Deal
to New
Millennium

Social Security’s roots are in the Great Depression of the
1930s—enacted in 1935, it originally provided old age pensions
for workers in only commerce and industry, covering less than
half the workforce. Today, Social Security covers workers in all
industries and over 99 percent of the workforce. Over 44 million persons receive benefits, 29 percent of whom are under
age 65.
As times changed, so did Social Security. Benefits protecting
family members such as widows, wives, and children were
added in 1939. Workers who become disabled were added in
the 1950s. In the late 1970s and early 1980s, high inflation
accompanied by high unemployment (stagflation) combined to
create a financing crisis for Social Security. The 1983
Amendments to the Social Security Act required all concerned
parties to make sacrifices. As a result of these and other
adjustments, Social Security will be able to pay benefits in full
and on time until 2038.
Over the 65 years since its beginning, the Social Security program has grown to provide protection for more than 150 million workers and their families. However, Social Security faces
a long-term deficit, driven by demographic changes. The Social
Security Trustees projected in their 2001 report that the trust
funds assets will be exhausted in 2038, after which taxes will be
sufficient to pay only 73 percent of program costs.
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those under age 65 as it is among those over age 65.
The Rich Get Richer: A Poor Showing
Poverty Trends
Poverty rates have declined dramatically for those 65 and older over
the past several decades.
•

In the 1950 Census, the estimated poverty rate for all males age
65 and older was 55.3 percent, compared with 69.4 percent for all
females. No official poverty measure existed then, but these figures
were constructed by using the measures developed later and applying them to historical Census data (Smolensky, Danziger, and
Gottschalk, 1988).

•

By the 1960 Census, these poverty rates had dropped to 33 and
39 percent for men and women, respectively.

•

Poverty rates continued to drop during subsequent decades, to
22 and 32 percent by the 1970 Census, and 11 and 18 percent
by 1980.
What accounted for this steady decline? The expansion of Social
Security benefits, the indexing of benefits to inflation, and the real
growth in benefits due to wage growth in excess of inflation have had
an enormous impact on poverty rates among the elderly.
Since 1980, poverty declined further among our three age groups,
although less dramatically than in the previous 30 years. However, it

dropped by nearly half for older retirees (from 19.4 to 10.7 percent)
and 27 percent for younger retirees (from 12.5 to 9.1 percent). In
contrast, pre-retirees’ poverty rate stood at 8.3 percent in 1980 and
was still at 8.0 in 2000, a decline of only 4 percent, due to the relatively slow growth in real incomes (after inflation).
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Poverty rates have declined dramatically, but the
Among Subgroups
Although poverty among persons over age 65 reached an all-time low
in 1999 — 9.7 percent — according to the latest Census Bureau estimates, certain subgroups among the elderly population continue to
suffer extraordinarily high rates of poverty, especially women, minorities, and persons living alone.
Near-Poverty Rates by Age
The success in lowering poverty rates among older Americans sometimes conceals another fact about the elderly — that there are a higher
percentage of near-poor and low-income elderly persons — just barely
above the poverty line — than there are among younger age groups.
6.1 percent of persons age 65 and older were just above poverty but
below 1.25 times the poverty line. Furthermore, an additional 20.1
percent of persons age 65+ were between 1.25 times and 2 times the
poverty level. Overall, 35.9 percent of persons over age 65+ were
below 2 times the poverty line in 1999, and over 42 percent of persons age 75 and older were below twice the poverty line.
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Poverty Using Nonaged Thresholds
Official poverty rates underestimate the relative need of older
Americans because the Census Bureau applies a lower poverty threshold ($7,990) to persons age 65 and older than it does to those under
65 ($8,667), meaning that a person over 65 has to have lower income
to be considered officially poor.
If we applied the same thresholds to older persons that we apply to
younger age groups, however, the poverty rate among the elderly
would increase to 11.6 percent (compared with the official 9.7 percent), there would be 19 percent below 1.25 times the poverty level
(15.8 percent officially), and 40.3 percent below twice the poverty
level (35.9 percent officially. The National Academy of Sciences has
proposed an alternative method of measuring poverty that would subtract various mandatory expenses, including out-of-pocket medical
costs, from income before comparing income to the poverty level.
Using this measure would increase still further the measured poverty
rate among those over age 65 by several percentage points.

likelihood of experiencing poverty increases with age.
Probability of Experiencing Poverty
Official poverty rates are point-in-time snapshots, and tell us nothing
about the likelihood of experiencing poverty over a longer period of
time. Over the long term, a much higher percentage of people are
likely to fall below the poverty line than the percentage that is poor at
a given time, simply because the probability increases as more years are
considered. For instance, the probability of experiencing poverty is
greater for certain elderly subgroups. During the 5-year period from
1988 to 1992, the percent of persons experiencing at least one year in
poverty increased with age:
•

20.2 percent among persons aged 65-74

•

32 percent among those aged 75-84, and

•

42 percent among those aged 85 and above (Wu, 2000).
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A recent study found that the probability of a person experiencing
poverty after age 60 is actually 40 percent, 4 times higher than the
annual poverty rate for those over age 60 (Rank and Hirschl, 1999).
And the chance of a person falling below 125% of the poverty line at
some time after age 60 is nearly 1 in 2.

Social Security is fundamental to the economic
Long-Term Poverty
Among older persons who had spent one year in poverty, the probability of leaving poverty was 45 percent among older men, but only 32
percent among older women. After five consecutive years in poverty,
the probability of a woman exiting poverty was only one-fifth that of a
man — 3.3 percent compared with 16.1 percent (Wu, 2001).

Four Pillars of Retirement Security
Social Security
Of the four pillars on which retirement security rests, Social Security is
the most important because it:
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•

provides the most income,

•

provides it the most equitably, and

•

provides it with the least risk.

Social Security covers over 150 million workers and their
families.
It provides benefits to more than 45 million workers and
their family members.
Over the last 20 years, Social Security has provided more
than 50 percent of income to at least half of those people
age 65 and older.
In 1998, Social Security provided half or more of income
to more than 60% of those beneficiaries age 65 and over;
90 percent or more of income for over one-quarter of
beneficiaries 65 and older; and 100 percent of income for
17 percent of 65 and older beneficiaries.
For many aged 65 and over, it is virtually their only source
of retirement income.
For these key reasons, Social Security’s importance to
retirement security can scarcely be overestimated.

Social Security
Is Fundamental
A Few Facts

security of many people, especially retirees.
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Social Security Over the Years: From Stipend to
Safeguard
Social Security benefits have dramatically improved the economic status of older Americans over the past several decades. In fact, 39 percent of people over age 65 who would have been poor were kept out
of poverty by the Social Security benefits they received.
One reason for its antipoverty effectiveness is that average Social
Security benefits have consistently been above and risen faster than the
poverty threshold. The poverty threshold is adjusted according to
inflation, but wages, to which Social Security benefits are pegged, normally grow faster than inflation.

Social Security is the only reliable
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shield against higher poverty rates.
Poverty rates are already high for some categories of older people and
Social Security is the only reliable shield against even higher poverty
rates. For example:
•

In 1998, almost 17 percent of older unmarried women fell below
the poverty line. Without Social Security, that number would have
increased to close to 61 percent (Social Security Administration,
2000).

•

For blacks and Hispanics, 26.7 percent and 20 percent respectively
fell below the poverty line. If Social Security were taken away,
those rates would have increased to 66 and just over 58 percent
respectively.

Of Social Security recipients,
married couples generally are
better off economically than
those who are unmarried.

Which Social Security Recipients Fare Better?
Married couples, in general, are better off economically than those
who are unmarried. Only 3.2 percent of married couples fell below
the poverty line in 1998; however, without Social Security more than
37 percent of married couples would have been poor. For unmarried
people, the importance of Social Security benefits is striking. As of
1998, 15.5 percent fell below poverty; without Social Security, the
total would have risen to over 58 percent (Social Security
Administration, 2000).
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While age by itself does not necessarily signal poverty, the older people
get, the larger the role Social Security plays in keeping them out of
poverty. In 1998, for example, Social Security kept 38 percent of 6574-year-olds out of poverty; it kept 45 percent of 75-84-year-olds out
of poverty; and for those age 85 and older, if there were no Social
Security, the poverty rate would be 63 percent instead of 14 (Social
Security Administration, 2000).
Given its importance to the structure of retirement security, Social
Security should protect people at the bottom, and at that it has succeeded admirably. But its role requires support from the other three
pillars, which have been unsteady.

Stagnation in pension coverage
Paltry Pensions
As crucial as Social Security is to a typical retiree’s income security, it
alone does not provide sufficient retirement income to maintain preretirement living standards, and personal saving, which official government statistics suggest is in steep decline,8 is generally not sufficient to
fill the gap. Yet, only slightly more than one-third of younger and
older retirees received pension income in 2000, up only slightly since
1980.
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has made savings more critical.
A Change of Plans
In fact, the extent of pension coverage has barely increased at all for
more than two decades. Employers are creating few defined benefit
(DB) plans, in which the employer guarantees a specific retirement
benefit level for life. They have instead created new defined contribution (DC) plans or converted old DB plans to DC plans, where participation is voluntary and the individual worker’s contribution is
defined. The workers’ benefit level depends on their accumulated contributions, any employer matches, and earnings on the investments.
While many traditional plans were replaced by defined contribution
plans, participation in the latter plans was voluntary and therefore
generally lower than in traditional plans.
While the percentages of 50+ Americans receiving pensions grew little
in two decades, pension amounts increased nearly 50 percent for
younger and older retirees who did receive them. The amount of pension income (in 1999 dollars) increased from:
•

$11,400 to $16,800 for 62-64-year-olds,

•

$8,300 to $12,500 for 65-74-year-olds, and

•

$6,800 to $10,100 for older retirees.

This rapid growth in pension income for the fortunate pension holders, in the context of stagnating pension coverage, suggests a growing
gap between those advantaged with better jobs with better benefits
and those without.
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Crossing the Line: Pension Gets Personal
The traditional distinction between employer-provided pensions and personal retirement savings is becoming blurred because the most common
types of pensions today (401(k) plans) are portable (move with the worker
when he/she switches jobs), have specific and identifiable account balances, and require workers to make their own investment choices.
Retirement and saving accounts are looking more alike and therefore can
logically be viewed as performing similar functions in retirement.
The percentage of workers who actually have pension coverage has barely
increased for people ages 50-61 or 62-64. In the Census Bureau’s annual
Current Population Survey (CPS), survey respondents are asked whether
their employer offers a pension and, if so, whether they participate in their
employer-sponsored plan. Coverage depends on both — the offer and
participation.
•

The percentage of 50-61-year-old workers whose employers offer a
pension has hovered between 50 and 60 percent for the past 20 years.

•

For 62-64-year-olds, just over 50 percent of workers work for employers who offer pensions, although a higher percentage in this age group
is probably already retired from their main career employment.

Pension coverage rates depend also on whether the worker participates in
the pension plan. Because the coverage rate is the product of the percentage of workers who are offered a pension and the percent who participate
in the plans, if 60 percent of workers’ employers offer a pension plan but
only 80 percent participate, the coverage rate for all workers is 48 percent
(80% of 60%). Pension participation rates have declined slightly in every
age group since 1980, perhaps due to the shift from DB to DC plans.

Even when an employer offers a pension
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Under Cover(age): Things May Be Better Than
They Appear
Although the data clearly suggest that pension coverage has stagnated,
the level of ultimate pension coverage may be underestimated, for at
least two reasons.
•

First, the survey data reported here provide only a snapshot based
on the worker’s current job, and do not tell us whether they will
have or did have coverage at some other point in their work life.
Some studies have suggested that well over half — perhaps as
many as 2/3 — of US workers can anticipate a future pension,
because coverage rises with age and time on the job (Schieber,
1995; Gustman et al., 2000). Another study, covering the 1931-41
birth cohort (who are mostly in our 62-74 age group), included
pensions from both current and earlier jobs, and found that nearly
two-thirds (64%) of survey respondents had accrued pension
wealth (Gustman, et al., 1997).

•

Second, some workers will have coverage based on their spouse’s
pension plan.

Both factors cause us to underestimate the percentages who are ultimately covered by a pension during their lifetime. (Unfortunately, the
kind of survey data needed to determine the likelihood of pension
coverage over a work life are not available for the period we have
examined). While CPS data may underestimate the number of people
who will eventually have a pension, the fact that the percentages who
are covered at any given time have been flat suggests that future levels
of coverage may only rise significantly if women continue to enter and
remain in the labor force.

plan, not all employees elect to participate.
According to Type: What’s the Plan?
The CPS does not differentiate among the kinds of pension coverage
workers have. In recent years there has been a dramatic shift from traditional DB plans to DC plans, such as 401(k)s. DC plans force
workers to bear more financial market risk than DB plans, which
place a greater financial burden on employers. In 1984, for the first
time, active participants in DC plans outnumbered those in DB plans.
DC plans are supplementing and replacing traditional pension plans
wholesale and in the process changing the rules of the pension system
for all workers.
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There has been a virtual one-for-one shift from
To examine trends in types of pensions, we employed the Survey of
Consumer Finances (SCF) over the period from 1989 to 1998, which
provides information on the types of pension coverage among the 50
and older population. 9
The pension coverage rate for pre-retirees was consistently between 50
and 60 percent, which closely matches the CPS figures cited earlier.
Among pre-retiree households, DB-only coverage dropped from 25.9
to 12.5 percent during this period, while DC-only coverage doubled
from 13.4 percent to 26.8 percent. In other words, there was virtually
a one-for-one switch from DB to DC plans among pre-retirees.
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On the other hand, for young retiree households, coverage from a
DB-only plan actually increased from 5.1 percent to 6.2 percent, at
the same time that DC-only coverage increased from 3.2 percent to
5.9 percent. This may result from employment by 62-74-year-olds in
traditional sectors of the economy which still offer DB coverage. It is
also interesting to note that during this 10-year period, the percentage
of households with both DB and DC plans fell for pre-retiree households from 16.5 to 12.8 percent, yet increased slightly for young
retiree households with a member working.

defined benefit to defined contribution plans.
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Special K: Big Change in the Flavor
of Pension Plans
401(k)-type DC plans, while providing advantages such as portability
(pension moves with the worker) and understandability, carry big
financial market risks, and gaining an adequate benefit is hardly automatic. The shift to defined contribution plans,10 especially 401(k)
plans, results in less predictable retirement income because of the risk
of poor investment performance. Workers are now more likely to be
responsible for managing their assets. Because DC plans allow workers
readier access to accumulated balances when they change jobs, there is
a greater risk that these funds will be spent before retirement. In fact,
when changing jobs, almost 60 percent of 401(k) participants who
change jobs currently take cash payments rather than roll their balances over to their new employer’s plan or an Individual Retirement
Account (IRA). Although they occur less frequently among older
workers and larger distributions, these cash-outs overall represent more
than half of all amounts distributed (EBRI, 2001b).

When changing jobs, almost 60% of 401(k) participants cash
In 1998, 31 percent of pre-retirees reported having a 401(k) plan —
doubled from 15 percent in 1989. Smaller totals are evident for
younger retirees.
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out their balance, rather than roll over the balance to an IRA.
IRAs are an important retirement savings option, especially for a highly mobile work force. They are also an important destination for
401(k) distribution rollovers — about a third of all dollars that workers leaving a firm have accumulated are rolled over into an IRA compared to only 5 percent into a new employer’s 401(k)(McCarthy and
McWhirter, 2000). While new contributions to IRAs dropped to an
all-time low in 1999 (the most recent year available), for the first time,
total assets in IRAs ($2.47 trillion) exceeded those in either DB plans
($2.21 trillion) or DC plans ($2.45 trillion)(EBRI, 2001a).
In 1998, over 4 in 10 pre-retiree and younger retiree households had
an IRA/Keogh11 account and their median holdings (adjusted for inflation) jumped 61.6 percent between 1989 and 1998.
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Striking Gold in the Golden Years?
The booming stock market of the late 1990s focused America’s attention on nearly unprecedented wealth accumulation, led by the remarkable growth in the high technology sector. Although the gains have
dwindled in 2001, with the high-tech Nasdaq index losing more than
half of its value in one year, the burgeoning fortunes of a relatively few
high-tech entrepreneurs created the appearance of vast wealth creation
throughout the US. While aggregate wealth 12 more than doubled in 15
years, the impact felt by most was much more modest.

Americans age 50 and older controlled two-thirds
Aggregate wealth grew from $13.6 to $29.7 trillion between 1983 and
1998 (in 1999 dollars), or by 118 percent (5.3 percent per year).
Wealth among the 50 and older population increased from $7.6 trillion to $20 trillion after inflation, or 162 percent (6.7 percent per year
after inflation), while wealth among the population under 50 grew
from $6 trillion to $9.7 trillion, or 62 percent. However, growth in
aggregate wealth followed an erratic path. After growing by 75 percent
between 1983 and 1989, net worth declined in the next six years by
20 percent, due to the white-collar recession of 1990-91 and the ensuing slow recovery. Wealth surged again between 1995 and 1998, when
net worth again increased by 57 percent. More than half of the growth
in median net worth between 1983 and 1998 occurred in the last
three years of that period.
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of all household wealth in the nation in 1998.
“Old” Money
•

Americans age 50 and older controlled two-thirds of all household
wealth in the nation in 1998, up from 56 percent in 1983.

•

They also realized more than three-fourths of the aggregate
increase in wealth between 1983 and 1998.

These aggregate figures are impressive, but the typical story is much
more modest. The median net worth of families headed by someone
50 or older increased from $98,000 to $134,000 (about 36 percent, or
2.1 percent per year adjusted for inflation) between 1983 and 1998,
while families headed by someone under 50 increased their net worth
by 3.5 percent from about $34,000 to $35,000, or just 0.2 percent
per year. Furthermore, net worth’s largest component for most families
is home equity, which is not liquid (i.e. not easily convertible to cash
or exchanged). Net worth less home equity increased from $42,000 to
$59,000 between 1983 and 1998. A little over 10 percent of all households, but about five percent of over-age-50 households, had zero or
negative net worth in 1998. So the growth in wealth was strong in
aggregate terms, but the median amount of net worth did not increase
as much. That suggests that wealth grew much faster at the upper end
of the spectrum.
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Growth in median net worth between 1983 and 1998 among
those 50 and older increased with age.
•

Pre-retirees (age 50-61) saw their median net worth increase by 20
percent after inflation from 1983 to 1998 (1.3 percent per year);

•

young retirees (age 62-74) realized a 48 percent increase (2.6 percent per year); and

•

older retirees (those age 75 and older) saw median net worth
increase 118 percent, (5.3 percent per year) over the period.

The faster growth among retirees was due in part to their larger
amounts of equity holdings (Kennickell et al., 2000). Whereas preretirees had slightly greater net worth than younger retirees and much
greater net worth than older retirees in 1983, by 1998 the faster
growth in net worth among both retiree age groups pushed their net
worth higher than that of pre-retirees.

The rapid growth in wealth has contributed to an even
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Taking Stock: The Richest Cream Is at the Top
The distribution of wealth is highly skewed in the US, with the top
fifth consistently holding more than 80 percent of the total wealth,
and the top one percent holding more than 30 percent of aggregate
wealth (Keister, 2000). The spectacular performance of the stock market in the latter half of the 1990s tended to benefit those who were
better off to begin with. The Dow Jones average, the most common
measure of stock market performance, surged from 3,600 in 1994 to
11,700 at the beginning of 2000. But even in the late 1990s, just 50
percent of Americans owned stocks either directly or indirectly, and
stock holdings were concentrated among the wealthiest. The rapid
growth in wealth in the past few years contributed to an even more
unequal distribution of wealth in the US.
Among the population age 50 and older, wealth is also highly concentrated. In 1998, the top fifth of wealth-holders age 50 and older held
78 percent of the wealth of all persons in that age group, and they
held 53 percent of all aggregate personal wealth in the nation. The top
five percent of wealth holders 50 and older held over half of the
wealth owned by that group and more than one-third of the total
national wealth. And the top one percent held about one-third of all
personal wealth owned by people 50 and older, and more than onefifth of aggregate household wealth in the nation.

more unequal distribution of wealth in the past few years.
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The Color of Money
There are also large disparities in net worth between whites and
minorities. The net worth of minorities is a fraction of that held by
whites. In 1992, median income for black families was about 60 percent of the median for white families, whereas the median net worth
for blacks was only 8 percent of that for whites (Keister, 2000).
Among the population over age 50, net worth disparities between
whites and all minorities, including less disadvantaged ones, are not
quite as large — median net worth of all minorities ranged from 25 to
30 percent of the median net worth of whites.
The median net worth of white persons over age 50 went from
$112,000 to $161,000 (43 percent) between 1983 and 1998, compared with only $25,000 to $40,000 (59 percent) for minorities. The
net worth of whites exceeded that of minorities by at least 3 to 1
throughout the period, and was four times the level of minorities in
1998, the most recent year for which data were available.

Home equity makes up the largest percentage of total
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net worth for most families, except the very wealthiest.
Finding Equity in Home Equity
Home equity makes up the largest percentage of total net worth for
most families except the very wealthiest. Homeownership increased
among younger and older retirees between 1980 and 2000, especially
among people age 75 and older, but declined very slightly among preretirees. The homeownership rate exceeded 80 percent in each age
group by 2000.
The rate of homeownership among minorities fluctuated around 6570 percent for people under age 75, and was slightly higher for those
over age 75 during the 20-year period. The ratio of minority to white
homeownership was 80 to 90 percent, a relatively small difference
compared to overall race differences in net worth, suggesting that race
differences in ownership of other assets are much larger.
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Explaining the Exodus
A number of factors account for the withdrawal of men from the
labor force. The availability of full Social Security benefits at age
65 and early benefits at age 62 (since 1961 for men), coupled with
private pension expansion in the early post-war period, promised a
comfortable retirement to growing numbers of workers. Income
security in retirement was enhanced upon the introduction of
automatic cost-of-living adjustments to Social Security in 1975.
Not all workers, however, left the labor force because they could
afford to retire. Some workers were forced to retire as a result of
ill health, obsolescence, job displacement, or mandatory retirement, which was not made illegal until 1986. A dearth of attractive part-time employment options encouraged many older persons who might have remained in the labor force longer to opt
instead for full-time retirement. Still, as the century wore on,
growing numbers of workers began to look forward to retirement,
preferably early retirement.
Though the decline in older men’s labor force participation was
especially pronounced in the first several decades following World
War II, men had actually been leaving the labor force well before
the first Social Security benefits were paid or private pensions
became widespread. In 1900, only about two-thirds of men 65 and
older were in the labor force. The participation rate for men in this
age group fell to just under 42 percent by 1940 and then rose
slightly when the war created a demand for their labor. The
decline resumed once the war was over.

Fewer and fewer older men are participating in the paid labor
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Labor Pains
Over the course of the 20th century, participation in the paid labor force
became less and less common among older men. Indeed, one of the more
dramatic labor force developments of the century was the decline in their
participation rates. The decline was sharpest among men aged 65 and
older, whose labor force participation rate plummeted from nearly 46 percent in 1950 to 17.5 percent in 2000. Men in their 50s and early 60s are
also far less likely to be in the labor force today than in 1950. As a result,
wages became a less significant source of income in retirement.
By the mid-1980s, there were signs that the picture was beginning to
change. Participation rates that had been falling for several decades began
to level off around 1985 and have been inching upward among older men
in recent years.

Women in the Labor Force
Middle-aged and older women’s labor force experiences have been very
different from men’s. Relatively few women aged 65 and older were in the
labor force in 1900, 1950, or 2000. Nonetheless, a slight rise in their participation rate was also evident during World War II. In contrast, younger
women — including those in their 50s and early 60s — have demonstrated increasing attachment to the labor force. By 2000, nearly 52 percent of
women between the ages of 55 and 64 were in the labor force, up from 27
percent in 1950. Since 1950, women’s share of the 55-plus labor force has
nearly doubled, rising from 23 percent in 1950 to 45 percent in 2000.

force, but women are becoming a larger part of the workforce.
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Skin Deep
Labor force data disaggregated by race and ethnicity have only been
available since the early 1970s. Roughly similar trends in participation
for three groups can be seen in the data going back to 1980. Hispanic,
black, and white males between the ages of 55 and 64 and 65 and
older are less likely to be in the labor force today than they were in
1980; however, participation rates for the most part appear to have
stabilized and, since 1995, to be rising.
Regardless of race or Hispanic origin, participation rates among
women between the ages of 55 and 64 have been rising, although
Hispanic women are far less likely than their white or black counterparts to be in the labor force. Rates for 65 and older white, black, and
Hispanic women remain very low.

Early retirement remains appealing; however, labor
Turning Back the (Punch) Clock?
While it cannot yet be said with certainty that the labor force participation rate changes of the past 15 years signal a reversal of early retirement trends, it does appear that the trend toward ever earlier retirement on the part of men has come to an end. Nevertheless, early retirement continues to appeal to most workers, as evident in the proportion
of workers who are awarded Social Security benefits at the youngest
possible age. Some of these “retirees” remain in the labor force, often
moving to what are known as “bridge jobs” before fully and permanently retiring; many more seem poised to do so in the future. A number of surveys in recent years reveal a high degree of interest in continued employment, commonly part-time, after retirement.
Fully 80 percent of the baby boomers in an AARP survey reported
that they expected to work at least part-time in retirement, more
often because they want to work than because they believe they will
need the money (AARP, 1999). If the current trends are augmented by
boomers remaining in the work force after retirement age as they say
they plan to do, earnings are likely to become a greater share of retirement income in the future than they have been in recent decades.
Enhanced part-time employment opportunities might well foster a
longer worklife on the part of boomers, as well as on the part of the
current cohort of older workers, many of whom also express interest in
less than full-time work. Continued labor shortages may encourage
more employers to offer employment options especially attractive to
older workers — phased retirement, flexible work schedules, and
attractive part-time work options.
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Knocking Off Early, Later in Life
Regardless of sex, the majority of employed persons between the ages
of 50 and 64 work full time, although women are less likely to do so
than men. In fact, women in this age group are three times as likely as
men to work part time — 23 percent vs. 7.5 percent. They are also
somewhat more likely to work just part of the year — 21 percent vs.
16 percent. After age 65, the proportion of workers engaged in parttime work skyrockets. Nearly half of all employed men and 60 percent
of all employed women in this age group work part time. About four
in ten are part-year workers.

participation rates suggest fewer people are retiring early.
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Sweat Equity Pays Off
At present, earnings account for not much more than 20 percent of
the income of persons aged 65 or older, with married couples obtaining a larger share of their incomes from this source than either nonmarried men or non-married women. Even so, it does pay to work,
even in later years.
As of 1998, those aged 65 and over with earnings had a median total
income well over double that of those without earnings ($35,595 vs.
$14,831) (Social Security Administration, 2000). Not surprisingly,
older earners are also far less likely to live in poverty. Interestingly,
poverty rates tend to be higher among persons between the ages of 55
and 64 than among those 65 and older, regardless of work status, most
likely because of the cushioning effect of Social Security.
Wages vary by sex and, of course, by work schedule. For example, the
1999 median annual earnings of working women ages 50 to 64 was
only 55 percent of the median of men in that age group, while the
median earnings of women 65 and older was 57 percent of the median for men.

Although wages account for little more than 20
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Earnings parity tends to be greater among part-time workers. As of
1999, for example, the annual median earnings of middle-aged
women working part-time almost equalled their male counterparts.

percent of income for persons over 65, it pays to work.
Taking the Temperature on Health Insurance:
Rosy Glow or Sickly Pallor?
Because most persons age 65 and over have Medicare, comparisons of
health insurance coverage among all persons age 50 and older are not
very meaningful. Consequently, for our discussion of health insurance,
we have split the 50 and older population at age 65 because of the
availability of Medicare at that age.

An Unhealthy Prospect
The cost of health care poses a daunting financial risk to all age
groups, making health insurance a critical component of well-being.
In an AARP survey on Money and the American Family, one-quarter
of pre-retirees said that a lack of money had caused them at some
point to decide not to get needed health care (AARP, 2000). A 1999
Commonwealth Fund survey found that 4 in 10 uninsured 50-64year-olds were unable to pay medical bills during the year, compared
with only 1 in 10 who had insurance with drug benefits
(Commonwealth Fund, 1999).
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The Rising Tide of Uninsured
Since 1988, health insurance coverage declined steadily among persons
aged 50 to 64. For those ages 50 to 61, the percent without insurance
increased from 10.4 percent in 1988 to 13.9 percent in 2000. For
those between 62 and 64 years of age, the percent uninsured increased
from 11.5 percent in 1988 to 14.5 percent in 2000.
What’s more, the steady increase in the uninsured seemed impervious
to economic cycles, rising amid both recession in the early 1990s and
amid rapid economic growth in the late 1990s.
Over the same time period, the percent of persons covered through
employer-sponsored health insurance remained relatively stable at
roughly 70 percent for persons ages 50-61, and at 60 percent for persons ages 62-64. However, the share of persons in both age groups
with other private health insurance (non-subsidized) declined substantially (from 12.2 percent to 6.7 percent for persons ages 50-61, and
from 17.8 percent to 10.8 percent for persons ages 62-64).

Health insurance coverage has declined
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steadily among persons aged 50 to 64 since 1988.
Applying Bandaids
Because Medicare does not cover certain key goods and services, such
as outpatient prescription drugs, and requires substantial cost-sharing
for many covered services, most Medicare beneficiaries obtain supplemental coverage to help fill gaps in Medicare’s benefit package. The
percent of Medicare beneficiaries (regardless of age) with no other
health insurance declined since 1992.
This supplemental coverage may be obtained either through employers, as individuals, or through public coverage, such as Medicaid.
Despite the prevalence of supplemental coverage, Medicare beneficiaries consistently spent about 19 percent of their income out-of-pocket
for health care between 1992 and 1996 (MedPAC, 2000), and were
projected to spend the same percentage in 1999. Moreover, poor
Medicare beneficiaries without Medicaid protection were projected to
spend 49 percent out-of-pocket on health care (Gross and Brangan,
1999).

Women and
Minorities More
Likely to be
Uninsured
The percent of women
without health insurance
exceeded that for men
throughout this period. In
2000, 12.5 percent of men
ages 50-64 lacked coverage, compared with 15.4
percent of women. The
percent uninsured among
minorities (19.8 percent)
substantially exceeded that
of whites (13.0).

Medicare beneficiaries under age 65, who qualify on the basis of disability, are much less likely to have any other form of health insurance
(24.9 percent in 1997) than are older Medicare beneficiaries (7.8 percent). The share of beneficiaries with no other supplemental health
insurance has been declining somewhat in recent years, i.e., from 29.3
percent to 24.9 percent for younger beneficiaries between 1992 and
1997, and from 9.7 percent to 7.8 percent for older beneficiaries.
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New Ways to Manage Care
Over the same time period, the percent of beneficiaries enrolled in
Medicare managed-care plans increased substantially, from 2.3 percent in
1992 to 6.8 percent in 1997 among younger beneficiaries, and from 6.7
percent in 1992 to 16.6 percent in 1997 among older beneficiaries.
At the same time, the share of younger beneficiaries with individually purchased private coverage, such as Medigap, declined from 8.9 percent in
1992 to 4.8 percent in 1997; among older beneficiaries, it fell from 32.4
percent to 27.0 percent.

A surprisingly high percentage of poor people 50 and older do
A Poor Prognosis
Medicaid coverage is often thought to be a guaranteed source of health
insurance for those who are poor or very close to poverty. However, a high
percentage of poor 50-64-year-olds — seven of ten persons — do not
receive the benefits of Medicaid as a health-care safety net. Although some
of these individuals are covered by employer-provided insurance, private
insurance, or Medicare, approximately one-third of 50-64-year-olds in
poverty remain uninsured. Consider:
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•

Medicaid covered only 30 percent of poor persons ages 50-61 between
1988 and 2000.

•

Among the poor ages 62-64, the percent without Medicaid coverage
declined from 77.6 percent in 1988 to 71.1 percent in 2000.

•

The rates of non-coverage by Medicaid tend to be slightly higher
among males than females and higher among whites than among
minorities.

not receive the benefits of Medicaid as a health care safety net.
About half of poor Medicare beneficiaries ages 65 and older living in
the community did not receive Medicaid assistance in 1997 although
that percentage represents a decline from 61.0 percent in 1992.
While federal Medicaid eligibility policies for the elderly have
remained virtually unchanged since the mid-1980s, factors that may
have contributed to the increase in Medicaid coverage among poor
elderly include:
•

introduction of Medicaid-funded premium and cost-sharing assistance programs for certain low-income Medicare beneficiaries,

•

new or expanded home and community-based waiver programs in
some states for some home-care services, and

•

growth in the number of elderly who “spend down” to Medicaid
eligibility as a result of high health-care costs and those who qualify under state-initiated eligibility expansions.

No Lifeboats for Steerage
What accounts for the lack of Medicaid coverage for the
poor? Poor persons age 50-64 often do not qualify for
Medicaid coverage because eligibility is limited to categories which generally do not encompass 50-64-year-olds,
e.g., pregnant women, children, adults with dependent
children, and elderly persons. Persons age 50-64 are more
likely to be eligible for Medicaid under the “blind” or
“disabled” categories. However, the income thresholds for
these individuals in nearly all the 50 states are below the
poverty level. Onerous application procedures for benefits
which have been given low visibility are also impediments.
Other requirements — such as asset tests — further limit
eligibility for the poor.
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The economic status of the 50+ population improved in nearly all respects.
The Sum Total
The economic status of the 50+ population improved in the past two
decades on virtually all our measures of economic well-being. Income,
net worth, homeownership, labor force participation, and pension
income were up, while poverty was down, due significantly to Social
Security.
While the direction of change has been positive, in many instances the
improvement was modest. Income (adjusted for inflation) increased by
less than one percent per year on average. Pension coverage for preretirees, while it may be underestimated in the CPS data we have used
here, barely increased in the past 20 years. And health insurance coverage declined for pre-retirees, while health costs remain high for
Medicare beneficiaries.
In particular, pre-retirees (ages 50-61) realized less economic progress
than other age groups on most measures of well-being, for several reasons:
•

Wage stagnation starting in the 1970s depressed the wages of male
workers.

•

Three recessions between 1980 and 1991 slowed income growth
for workers more than for retirees.

•

Growing wage and wealth inequality widened the gap between
haves and have-nots.

•

Pension coverage in traditional defined benefit pensions declined,
and shifted toward riskier defined contribution plans.

•

And older workers have greater difficulty than younger workers in
obtaining affordable health insurance.

In the next section, we examine how income disparities affect these
differences among age groups.
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Money Matters: How Economic
Security Varies by Income

W

hile age distinctions help us to understand differences in
the social and economic progress and performance of
those over age 50, differences in income are even more
important. By dividing the age 50 and older population into three
income groups:
•

the bottom 25 percent (or quartile), which we call “low-income,”

•

the middle half (“middle income”), and

•

the top 25 percent (“high income”)

as well as by age, we can compare people with the same relative
positions in the income distribution over time.

Differences in income are most important to economic security.
In other words, although the person at the 25th percentile (25 percent
from the bottom) of income in 1980 had approximately $2,500 less
income (in 1999 dollars) than the person at the 25th percentile in
2000 ($16,063 compared with $18,661), they are at the same relative
position in the total population.13 The person at the 75th percentile
(25 percent from the top) had income of $58,204 in 1980 and
$69,300 in 2000 (also in 1999 dollars).
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Table 1. Distribution of 50+ Population by Age and Income, 2000
Income Group

50-61

Age Group
62-74
75+

Total

Top
quartile

(N)
% of age group
% of total

12,332
38.5%
16.9%

4,339
18.1%
6%

2,112
12.5%
2.9%

18,783

Middle
half

(N)
% of age group
% of total

14,898
46.5%
20.4%

13,097
54.7%
18%

8,251
48.7%
11.3%

36,246

Bottom
quartile

(N)
% of age group
% of total

4,794
15%
6.6%

6,497
27.1%
8.9%

6,570
38.8%
9%

17,861

Total

(N)
% of age group
% of total

32,024
100%
43.9%

23,933
99.9%
32.8%

16,933
100%
23.2%

72,890

Low-income people represent nearly
Numbers in cells represent individuals (in thousands) in 2000. The first percentages are column percentages, representing that
cell’s share of the column total. The second percentages in each cell represent that cell’s total as a percentage of all individuals age
50 and older. Total population represents civilian noninstitutional population in the US age 50 and older in 2000 based on the
March, 2000 Current Population Survey. Totals do not match Census Bureau national totals because they exclude institutional
populations such as nursing home residents, prison inmates, and uniformed military services.
Dividing the 50 and older population into three income and three age groups results in a 3X3 grid above as in a “tic-tac-toe”
game with nine age-income combinations. The top left “cell” represents 50-61-year-olds in the top income range. The bottom
right “cell” contains the 75+-year-olds in the lowest income range.
It is important to note that the income groups are created first, based on income for the entire population age 50 and older, then
divided into the three age groups. So the individuals who are located in the upper left “cell” of Table 1 do not represent the top
25 percent of income of all 50-61-year-olds, but rather those persons in the top 25 percent of all persons 50 and older who also
happen to be age 50-61. A second important aspect of the table is that people are placed in income groups based on their family
income, but the numbers in the tables pertain to persons in families.14 15
Note that the people are not uniformly distributed across the cells in the table. About 44 percent of the 50+ group is in the 5061 age group, another one-third is in the 62-74 group, and just under one-quarter is in the oldest group. Less than three percent
of the total 50+ population is in the upper right corner of the grid (i.e., over age 75 and in the top income group), while 20 percent is in the left-center (middle-income and aged 50-61). So the substantive significance of the values for any cell depends on
how large a share of the 50+ population that cell represents. High-income older retirees (75+) have high median net worth —
nearly 10 times that of low-income older retirees — but the latter group has three times as many people.
Note also in Table 1 that the percent of each age group in the bottom income quartile increases with age — 15 percent of 50-61year-olds, 27 percent of 62-74-year-olds, and 39 percent of people age 75 and older have low income. Incomes are lower among
older age groups. Low-income people represent nearly 40 percent of all older retirees (75 and older).
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40 percent of all older retirees.
Putting it on the Table: 50+ According to the Four
Pillars of Retirement Security
Although the 50 and older population fared moderately well in the
past two decades, introducing income disparities provides a fuller and
more complex story. Among people age 50 and older in 2000,
incomes of:
•

the bottom quarter ranged from zero to nearly $19,000,

•

the middle half ranged from about $19,000 to nearly $70,000, and

•

the top quarter ranged from nearly $70,000 to $750,000,

all in 1999 dollars. 16
In 1980, the comparable limits were:
•

$16,000,

•

$58,000, and

• $570,000
(also in 1999 dollars).
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The View From the Top
In other words, incomes grew twice as fast at the very top of the income
distribution since 1980 (32 percent) as they did at the 25th percentile (16
percent) and almost twice as fast as at the 75th percentile (19 percent).
These differential growth rates suggest that incomes have become more
unequal among people age 50 and older, due mainly to faster growth at
the very highest income levels. Precisely because income is unevenly distributed, we often compare medians to get an idea of the average values
within a group. But even median incomes grew faster in the top income
quarter than in the bottom quarter between 1980 and 2000 in every age
group. While incomes grew overall, the faster growth at the top shows that
inequality of income increased throughout the two-decade period.

The gap between those with more and
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In fact, the share of income received by the top five percent of persons in
each of our three age groups increased between 1980 and 2000. Income,
with Social Security (disability or survivors’ benefits) and other transfers
making up the bulk of the remaining income.

Feeling Secure
Not surprisingly, Social Security becomes increasingly important as
income declines. Earlier we showed that the overall share of retirement
income derived from Social Security remained remarkably stable over a
period of 20 years. Here we examine how the share of income from Social
Security varies by income level.

those with less widens by both age and income.
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The chart shows that there are very large differences among income
groups in their reliance on Social Security as a source of income. (We
focus here mostly on retirees because the minority who receive Social
Security prior to age 62 do so as either survivors or disability
beneficiaries.)

Lower-income older retirees receive more
For instance:
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•

Lower-income older retirees receive more than three-fourths of
their income from Social Security, and lower-income younger
retirees receive over two-thirds from Social Security.

•

By contrast, middle-income older retirees receive about half and
younger retirees about one-third of their incomes from Social
Security.

•

Among the high-income group, both older and younger retirees
receive less than one-fifth of their incomes from Social Security.

With Justice for All: The Unique Strengths of
Social Security
While it makes up a larger share of low-income retirees’ total income,
Social Security is at the same time the most equally distributed source
of retirement income (Gustman, et al., 1997). Even though high wage
earners receive a larger absolute benefit than low-wage earners, the
progressive benefit formula that links earnings to benefits replaces a
higher percentage of the wages of lower-wage earners. The mean values of Social Security benefits for each of the age-income groups varies
far less by income level than do the other major income sources. The
mean inflation-adjusted Social Security benefit for younger retirees in
the lowest-income quarter in 2000 was $7,338, compared with
$8,946 for the middle-income half and $9,546 for the top-income
quarter. Contrast that with the average amounts from pensions for
younger retirees in the low ($3,240), middle ($9,600), and top
($19,800) income groups, the amounts from assets ($257, $600, and
$2,254) or earnings ($5,000, $13,500, and $43,000).

Ruth Wiles, 70, relies heavily on
Social Security for retirement
income. Of her $1330 monthly
income, $950 comes from Social
Security.

than 75% of their income from Social Security.
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Pension income is not received
Pension Tension
Recent research has pointed out how critical pension income is to preretirees in achieving retirement security (Moore and Mitchell, 2000;
Gustman, et al., 1997). Higher and middle income retirees (both 62-74
and 75+ groups) are about twice as likely as low-income retirees to have
any pension income, although no group reaches even 50 percent coverage.
Understandably, few pre-retirees report such income. Among those that

66 I AARP BEYOND FIFTY

have pension income, the middle- and top-income groups have substantially larger pensions ($25,000 for the top income quarter) than those at
the bottom ($5,000 or less). However, pension income is not received
widely in any income group — under 40 percent even among retirees in
middle- and high-income groups.
As stated earlier, pension coverage for pre-retirees did not improve much
over two decades, due to the termination of defined benefit plans, the
conversion to defined contribution plans, and the reduced rate of participation in pension plans. However, high-income people enjoyed large
advantages in pension coverage that reinforced their income and wealth
advantages.

widely in any income group.
As indicators of well-being, employer pension coverage is most relevant for
pre-retirees (50-61) because many people past age 62 are either already
receiving pension income, will eventually receive it from previous employment, or will not have a pension. Well over half of top- and middle-income
pre-retirees are offered a pension, compared with less than 30 percent in
the bottom-income group. Participation was also lower for bottom-income
pre-retirees in 2000, 13 percentage points below what it was in 1980, and
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20 percentage points below what it was for their middle- and highincome contemporaries. Since the likelihood of having a pension is the
combined probability of being offered one and accepting it, the likelihood of the low-income 50-61-year-olds actually having a pension is
less than 20 percent, compared with over 50 percent for the middle
income and nearly 70 percent for the high income group.
Income disparities are related to disparities in other key economic indicators such as wealth, which combine to provide higher-income people
cumulative advantages over middle- and lower-income groups. For
example:
•

Low-income pre-retirees (50-61) had a median net worth in 1998
of only $6,400, compared with a median of over $360,000 for the
top income pre-retirees.

•

In 1983, the comparable figures were $4,000 and $233,000, so
the gap has grown wider in the 15-year interval.

•

Wealth disparities also increased among younger retirees since
1983. Wealth among low-income younger retirees increased from
$24,000 to $28,000 between 1983 and 1998, compared with an
increase from $461,000 to $566,000 among high-income young
retirees.17

Homeownership accounts for the largest
The Home Court Advantage
Homeownership accounts for the largest share of net worth for most
households. Nationally, about 68 percent of Americans own their
home, and the figure is over 80 percent among those age 50 and older.
The tax advantages enjoyed by owner-occupied housing make its
appeal universal, and it is often the first and largest asset that families
own. It also appears to be related to the ability to accumulate other
assets. Of those age 50 and older in 1998, the median net worth of
those who were homeowners was $180,000, compared with $5,000
for those who did not own a home. Even among those in the top 25
percent of income, homeowners had nearly twice the net worth of
non-homeowners ($424,000 compared with $223,000).
However, even with this most common of assets, there are important differences among income groups. Over forty percent of low-income preretirees and 30 percent of low-income retirees don’t own a home, compared with only about seven percent of high-income pre-retirees and
retirees. Homeownership rates actually declined by five percentage points
for low-income pre-retirees between 1980 and 2000, and by just under one
percentage point for middle-income pre-retirees. The inability to purchase
a home signals a potential difficulty and disadvantage.
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(Sheer) Labor Force: A Strong Source of Income
It is no surprise that labor force participation declines sharply with
age, but it also drops precipitously from the top to the bottom income
categories. Among pre-retirees (50-61), where one would expect labor
force participation to be fairly high, it is less than half the rate among
the bottom-income group (42%) as it is at the top (86%). This is
probably the result of several factors, including a higher percentage of
women in the low-income group, lower skills as evidenced by lower
education levels, and greater incidence of activity limitations and poor
health. But lower labor force participation means lower income as
well. As indicated in Section 2, work pays, in that those households
with earnings have incomes more than twice as large as those without
earnings.

A Bitter Pill
Health-insurance coverage and other health indicators are closely
related to income. A recent report (EBRI, 2000) showed that among
pre-retirees over 25 percent were uninsured among those whose household income was below $25,000, but only 8 percent where household
income exceeded $75,000.

share of net worth for most households.
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In 2000, lack of health-insurance coverage was over five times more
prevalent among the low-income pre-retirees (31.2 percent) than preretirees with high incomes (5.7 percent).
Between 1988 (the earliest year for which we have comparable data)
and 2000, the percent uninsured among the lowest-income quartile
remained high at just over 30 percent. Over the same period, the rates
of uninsurance increased among 50-61-year-olds in both the middle
half and top income quartiles, from 10 to 15 percent for those in the
middle and from 3.3 to 5.7 percent for those in the top quartile.
Economic insecurity due to lack of health insurance affects a broader
span of people than just those with low income, but the disparities
between high- and low-income groups parallel other differences
between haves and have-nots.

Poor Medicare beneficiaries without Medicaid
Medicare beneficiaries, of course, all have health insurance coverage,
but their insurance fails to cover many costs, especially prescription
drugs, that are commonly covered by employer-sponsored health
insurance for persons under 65. According to a Commonwealth Fund
survey, more than one-fifth of adults age 65-70 and below 250 percent
of poverty (about $20,000) paid $100 or more per month for medication. Even among all 65-70-year-olds who were insured with a drug
benefit, 11 percent paid more than $100 per month for prescriptions
(Commonwealth Fund, 1999). Therefore, supplemental insurance is
necessary to cushion the out-of-pocket costs of health care, which
average 19 percent of income for all Medicare beneficiaries, and are
much higher for those with low incomes (Gross and Brangan, 1999).
In 1997, more than 15 percent of beneficiaries age 65-74 in the lowest
quartile and 9 percent of those age 75 and older in the lowest quartile
lacked supplemental coverage, compared with about 4 percent of beneficiaries with higher incomes in these age groups.
In 1999, poor Medicare beneficiaries ages 65 and older spent an average of 33 percent of their income out-of-pocket on health care.
However, these estimates do not distinguish poor beneficiaries who
receive Medicaid assistance from those who do not. About half of poor
beneficiaries do not receive Medicaid assistance. These poor Medicare
beneficiaries without Medicaid protection spend about half of their
annual income out-of-pocket on health care (Gross and Brangan,
1999).
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Coverage patterns differ for Medicare beneficiaries under age
65, who qualify for Medicare on the basis of disability. In this
group, those with higher incomes are more likely to lack supplemental coverage than are those with lower incomes. In
1997, over 20 percent of beneficiaries under age 65 with
incomes in the middle half and upper quartile lacked supplemental coverage, compared with 15 percent of beneficiaries in
the lowest quartile. Laws permit Medigap insurers to deny coverage to the under 65 disabled Medicare beneficiaries, so they
are far less likely than the elderly to be enrolled in a Medicare
HMO. When the disabled do have coverage in addition to
Medicare, a greater share qualify for and receive Medicaid coverage than do among the elderly, primarily due to the high
poverty rates of the disabled.

A Unique Pattern

spend about half of their annual income on health care.
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Health Breeds Wealth (and Vice Versa)
Personal health status is also closely linked to economic security.
Having an adequate income facilitates access to health care, and better
health care in turn allows people to achieve better incomes. The AARP
Survey on Money and the American Family showed that income was
related to whether a respondent had ever not obtained health care
their family needed. Consider:
•

For those with incomes under $20,000 (who would fall in our
lowest income quartile), 40 percent said lack of money caused
them to not get needed health care, compared with:

•

30 percent for those with $20,000 to $30,000,

•

14 percent for those with $30,000 to $50,000 income, and

•

12 percent for those over $50,000.

Having low income is also related to a person’s
Self Diagnosis
Having low income is also related to a person’s assessment of his/her
own health status. People in our bottom-income quartile were much
more likely to say their health was only fair or poor and to have a disability than were either middle- or high-income people, regardless of
age group.
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Most people do not realize how very little protection they have
against the cost of long-term care. No social insurance program
pays for the supportive services that people require if they
have a disability and need assistance in dressing, bathing, transferring in and out of bed.
Medicare pays for 100 days in a nursing home only for those
who need skilled services. Medicare’s home health payments
are also tied to skilled needs and incidental support services
connected with those needs. Medicaid covers the cost of nursing home care for about 2/3 of nursing home residents, but
people must spend down most of their assets to become eligible for Medicaid.

Beyond Health
Care...
Long-Term Care

assessment of his/her own health status.

In 1997, nearly half (46%) of the low-income pre-retirees assessed
their health status as fair or poor, as compared with less than 6 percent
of high-income pre-retirees. The percentages were just under 40 percent for low-income younger and older retirees. Moreover, close to
half (46%) of the low-income pre-retirees and roughly one-third and
one-quarter, respectively, of the low-income younger and older retirees
reported having a disability 18; the percentages were substantially lower
in the high-income groups, although the percentages for middle- and
high-income persons increased with age.
Between 1987 and 1997, rates for self-assessed fair or poor health
generally declined, with some variation among age groups.
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Income disparities relate closely to other differences in economic well-being.
The Cost(s)…of Living
Income disparities correlate closely with differences in other indicators
of economic well-being, such as net worth, homeownership, reliance
on Social Security income, lack of pension coverage, lack of health
insurance, and poor or fair health status. Not only are the income disparities among the 50 and older population large, but they have
grown wider in the past two decades. Along with that, wealth differentials also increased between low- and high-income pre-retirees and
younger retirees since 1983. Wide disparities also exist in terms of
pension coverage, health-insurance coverage, health status, and disability between low- and high-income groups.
Although the low-income people in all three age groups experienced
multiple disadvantages, the lowest-income pre-retirees seemed to be
particularly disadvantaged because their income and net worth were
the lowest of any group, and they had the highest rate of uninsurance,
the highest disability rate and highest incidence of poor or only fair
health.
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A rising tide lifts all boats — usually.

The Bottom Line: Conclusions and
Policy Implications
Can a rising tide lift leaky boats?
By most of our key economic indicators, Americans over 50 are
better off today than their counterparts 20 years ago. Consider:
•

their inflation-adjusted income is higher (by 17 percent) than in
1980

•

their wealth (also adjusted for inflation) has increased even faster
than income (36 percent)

•

more retirees have pensions and their pension incomes are up (35
percent)

•

pre-retirees’ pension coverage has increased slightly, and

•

poverty has dropped to an all-time low for persons 65 and older
(9.7 percent).

What’s more:
•

labor force participation has inched up slightly, due mostly to an
increased percentage of women in the labor force, and

•

there have been marked improvements in the level of education in
all age groups in the past two decades.

•

Three-quarters of people age 50 and older are somewhat or very
confident that they’ll have enough money to live comfortably in
retirement, and

•

nearly one-third are very confident.

That’s the good news.
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The bad news is that the income growth that has occurred has been
fairly weak (less than 1% per year after inflation) and uneven. Wealth
increases, while fairly strong overall (more than 2% per year after
inflation), have been far from uniform. And while poverty in old age
at a given point in time is at an all-time low, poverty at some point
after age 60 is still a fairly high probability event, as well as a pervasive
problem for certain vulnerable groups.
•

Only about one-third of those past age 65 have pension income, a
number that is not increasing, and

•

just over half of pre-retirees have pension coverage, a figure that
has changed little since 1980.

The outlook also remains troubled on the health front. Not only
have rates of uninsurance increased steadily among 50-64-year-olds,
but Medicare beneficiaries continue to be burdened by high out-ofpocket expenses for health care. In recent years, the average out-ofpocket burden for health-care expenses among beneficiaries has
remained relatively steady — and high — at 19 percent of income.
Despite a common perception that Medicaid provides health care to
those with very limited income, more than two-thirds of the poor 5064-year-olds and more than half of poor Medicare beneficiaries do not
receive Medicaid coverage.
Moreover, data aggregated over the 50+ population do not begin to
capture income disparities and how those income disparities affect
other aspects of individual well-being. While aggregate economic
growth is critical and is often a sign of general improvement in wellbeing, the distribution of resources is equally critical, and the overall
improvements that have occurred since 1980 have not been equally
shared by all Americans over 50. Some groups have actually lost
ground. Thus, contrary to the popular metaphor, a rising tide does
not lift all boats — if they cannot stay afloat.

Although there has been economic growth among almost all

76 I AARP BEYOND FIFTY

The Big Fault-Line: Growing Inequality
Take, for example, the top income group in 1980: they already had
median family incomes up to 9 times as high as the bottom income
group. While income grew 17 percent from 1980 to 2000 among people age 50 and up (0.8 percent per year overall after inflation), it grew
substantially faster in the top income group (28%) than the bottom
income group (11% to 20%) for all three age groups. Income growth
was slowest among the low-income pre-retiree category (0.5% per year
after inflation).
The large differences between high- and low-income groups have
widened in other areas as well. Wealth concentration has increased
measurably. The share of aggregate national wealth of the top 20 percent of wealth holders age 50 or older increased from 40 to 53 percent
between 1983 and 1998, and their share of wealth among their own
cohorts went from 71 to 78 percent. The top one percent of wealth
holders age 50+ increased their share of aggregate personal wealth
from 10 to 21 percent, and their share of the wealth of people age 50
and above nearly doubled from 17 to 32 percent.

Americans over 50, some groups have actually lost ground.
Median pension income was low in 1980 among low-income retirees
of all ages. Although their pension income grew substantially in percentage terms in the past 20 years, it grew much faster among the
higher-income retirees. The pension coverage rate for low-income preretirees is under 30 percent today compared with nearly 75 percent for
those with high incomes, and low-income pre-retirees’ pension participation rate is less than 7 in 10, compared with 93 percent for those
with high incomes. The high income quartile has much better health
status, fewer have activity limits, and is far more likely to be covered
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by health insurance than low-income people in any age group.
In sum, while economic circumstances have improved substantially
over the past 20 years for most retirees and for many pre-retirees as
well, there are vulnerable populations and disadvantaged groups whose
well-being has not improved in two decades, and the gap between the
groups has widened in several important areas.

Pre-retirees in general are doing better than their parents,
Pre-Retirees: The Most At-Risk
Our analysis of economic differences by age showed that pre-retirees
fared the least well on most of the key economic indicators over a twodecade period:
•

only 40 percent are married

•

more than one-third (34%) are divorced

•

one-third of them live alone

•

only two-thirds have a high school diploma, and

•

less than half are in the labor force.

When focused more closely on income differences, one subgroup that
seemed particularly vulnerable was low-income pre-retirees, 60 percent
of whom are women, and 30 percent of whom are black or Hispanic.

Low-income preretirees receive almost
20% of their income
from Social Security.
Another 25% of their
income is derived from
other government programs.

An unusually large share of the income received by this group (nearly
one-fifth) is from Social Security (disability or survivors’ benefits), and
another one-quarter of their income comes from other cash transfer
programs. We have already seen that their incomes grew slowly since
1980, and their pension coverage, while it did increase between 1980
and 2000, was low compared with high-income pre-retirees.
And they did not fare well in other respects, either.
Their net worth was below $6,500 in 2000; their homeownership rate
declined by five percentage points; fewer of them had pension income
in 2000 than in 1980; and 13 percent fewer of them participated in
their employer’s pension plan in 2000.
Whereas 14 percent of the pre-retirees had no health insurance, the
rate was more than twice as high among the lowest-income group.
Forty-six percent of them said their health was poor or fair, and the
same percentage had at least one ADL or IADL(see footnote #3).
The bottom line? While pre-retirees in general are doing better than
their parents, the lowest-income pre-retirees seem to be the one
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group that may actually be worse off.

Balancing the Books: Bolstering the Four Pillars
of Retirement Security
Improving well-being among those 50 and older begins logically with
improving the adequacy of economic resources. It also depends on
reducing costs and minimizing risks of financial catastrophe. In other
words, retirement income security depends on shoring up the four pillars of retirement income — Social Security, pensions and savings,
earnings, and health-insurance coverage.

but the lowest-income pre-retirees may actually be worse off.
Social Security
Social Security was never intended to be the only source of retirement
income, but was to be a supplement to employer pensions and individual saving. Yet in reality:
•

Social Security provided 90 percent or more of total income for 27
percent of the population over age 65 in 1998, up from 23 percent in 1980, and

•

it was the sole source of retirement income for 17 percent of those
over age 65.

This reliance on Social Security demonstrates the continuing critical
role that it plays as a guaranteed source of income in the retirement
plans of all Americans, and underscores the value of the “defined benefit” nature of the program (where a benefit level is guaranteed
throughout retirement) with adequate benefit levels so that it can continue to play its role.
We have seen that Social Security provides more than half the retirement income to 60 percent of retirees, a figure that is almost
unchanged over the past 20 years. It is clear, then, that anything that
puts the Social Security income guarantee in jeopardy would not be
sound retirement income policy when the dependence of retirees on
Social Security is as high as it has ever been. While demographic
changes will put pressure on social insurance programs beginning in
2008, and for decades to follow, and program solvency is guaranteed
only for another 37 years, there are changes that can be made to Social
Security that will not undermine the income guarantee that the structure of the program now provides.
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Pensions and Savings
But preserving Social Security is not enough. It does not provide sufficient income in retirement — private pensions continue to be important to retirement security. Yet, the data show that pension coverage
has not increased significantly in the 20 years we examined. Coverage
has not grown, in part because the voluntary nature of the newer
defined contribution plans has led to lower participation even when
employers offer a pension.
This suggests some obvious but important policy implications: private
pensions need to be made more widely available to workers, pension
levels need to be increased, and the security of pensions should have
strong protections. In particular, pension conversions to cash-balance
plans that adversely affect older workers with extensive accrued pension credits must be discouraged unless alternatives are available to
protect older workers from the loss of accrued pension benefits.
Increasingly the distinction between employer-provided pensions and
individual savings has become blurred as pension coverage and pension assets shift from defined benefit to defined contribution plans.
But aggregate saving rates have been heading downward for several
years, officially reaching negative territory on an annual basis in 2000
for the first time. While individual savings have increased dramatically
among some subgroups we have examined, the lower-income groups
still have little net worth to supplement Social Security in retirement.

Private pensions AND individual savings continue
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Potential solutions? Employers should be encouraged, preferably
through incentives but possibly through mandates, to at least offer,
and better still, to subsidize, retirement savings vehicles for their workers. The federal government can also help more directly in promoting
active individual saving while enhancing people’s retirement security.
Recognizing that low-income people have a harder time saving, proposals might be considered to use portions of the federal budget surplus to subsidize first-dollar saving on the part of the taxpayer, not
only through a tax preference but through matching contributions.
Beyond that, further tax incentives that operate in a progressive way
would provide savings stimulus that might promote greater saving by
lower-income people than do existing incentives such as IRAs.

to be an important part of retirement security.
Earnings
Given signs of increased labor force participation among those over
age 62, earnings too will probably continue to be a significant source
of retirement income. But for earnings to play a larger role in their
retirement pictures than it does for retirees today, it will be all the
more important that opportunities for remaining employed are available for older workers in the 21st century. This will require more safeguards against age discrimination and affirmative efforts to encourage
older workers to remain in the labor force. It will also increase the
need for “bridge jobs” that can help ease the transition from work to
retirement.
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Health Insurance
In addition to proposals to increase retirement income, policies that
can increase health insurance coverage among 50-64-year-olds are
urgently needed. Options ranging from Medicaid expansions to tax
credits coupled with private health insurance market reforms bear serious examination. For Medicare beneficiaries, coverage of prescription
drugs by Medicare would help to alleviate one of their largest out-ofpocket health expenses. And for future as well as current beneficiaries,
finding ways to ensure Medicare’s solvency while improving the program’s capability to deliver high quality, affordable care both remain
essential.
In addition, improving health and functional status, both among 5064-year-olds and those 65 and older, will require more attention to the
diversity within these populations, including differences in income status, and to finding ways to improve the way health care is delivered to
persons with chronic illnesses.

Increased health-insurance coverage is needed among 50-64-year-olds.
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Endnotes
1

Of course, the age of eligibility for full benefits is now increasing for persons
age 62 and younger, and will rise gradually to age 67 for persons turning 62 in
2022 and after.

2

Coverage still does not guarantee one pension benefits. One still must be “vested” in a plan, which can take up to five years in the case of traditional pensions.

3

The definition and measurement of disability varies. One common measurement is activity limitations. These are defined here as limitations with any
Activities of Daily Living (ADL) or Instrumental Activities of Daily Living
(IADL). ADLs include bathing, dressing, eating, using the toilet, and getting in
or out of a bed or chair. IADLs include meal preparation, shopping, managing
money, using the telephone, and doing chores around the house. In this report,
people are considered to have an activity limitation if they are (1) unable to perform the activity or (2) able to perform the activity, but limited in the kind or
amount of the activity.

4

Matthew Greenwald and Associates, The Retirement Confidence Survey, 2000

5

Greenwald, Retirement Confidence Survey, 2000

6

Roper Starch Roper Reports Surveys, 1999, Vol. 1.

7

See the tables on various measures of inequality at the Census website:
www.census.gov/hhes/income/income99/99tablec.html

8

Official measures of saving are well understood to underestimate the amount of
personal saving that actually occurs, because of failure to count realized capital
gains as part of saving, while counting taxes on those gains as consumption.
Saving rates have indeed fallen over time, but not to the levels officially reported. Incidentally, the same accounting anomaly is what has caused one measure
of tax burden — the ratio of income taxes to GDP — to be higher than historical averages. Taxes on capital gains add to the revenue stream, so their inclusion
in tax revenue combined with the exclusion of capital gains from Gross
Domestic Product (GDP) automatically — and artificially — raised the ratio of
taxes to GDP.

9

The older retiree category (age 75 and older) has too few cases to report, so our
discussion is limited to pre-retirees (50-61) and younger retirees (62-74).

10 There has also been a recent shift among DB plans. A significant number of
large DB plans have been converted to what are called “cash balance” plans.
Cash balance plans are legally DB plans but combine features of DB and DC
plans. The shift toward cash balance plans is of a smaller scale than the shift
from DB to DC plans in general or to 401(k) plans in particular. Cash balance
plans may increase the risk of older workers receiving a smaller than anticipated
and possibly inadequate pension because the traditional DB plan’s rapid benefit
growth in the later years of employment is typically reduced or eliminated by
the cash balance formula.
11 Both IRAs and Keoghs are individual plans. An IRA is a retirement plan for
individuals with earned income (and spouses without earned income) and a
Keogh is a retirement plan for self-employed individuals and their employees.
12 “Wealth” will be used here synonymously with “net worth,” which is total assets
net of total liabilities.
13 The March Current Population Surveys for a given year (say 2000) contain
demographic information for that year, but the income information refers to
the previous year’s income, in this case 1979 for the 1980 CPS and 1999 for
the 2000 CPS.
14 In other words, if a married couple with both spouses between ages 50 and 61
have a combined (family) income of $50,000, they would be counted as two
persons in the middle income category because each would be credited with
$50,000 income. Or, to take another example, if a three person family with
$50,000 income has one adult age 55 and another age 62 and a child age 20,
only the first two persons would be counted in the table, the first in the 50-61
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age range in the middle income category, and the second in the 62-74 age range
in the middle income categor y. Both would be assigned the same $50,000 family income. The family income is assigned to both spouses to avoid situations
where income is split evenly between spouses, possibly resulting in a middle
income family splitting into two low-income individuals.
15 We have counted persons rather than families in the tables for a number of reasons. First, we are interested in describing the status of persons age 50 and older.
To count families headed by a person over age 50 as our units of analysis would
inevitably include some spouses under age 50. Second, many of the indicators
we examined for this report, such as pension coverage, health insurance coverage, labor force participation, etc., are measured at the individual level, not the
family level. Finally, we have assigned the total family income amount to each
family member age 50 and older because income resources are usually shared in
common, and because there are “economies of scale” in families — two can live
more cheaply together than they can in separate households, although not as
cheaply as one. Because family incomes are counted once for each spouse, one
cannot multiply the number of cases in the cells by the average income and
derive a national total, because that would be counting some people twice. But
the placement of persons in certain income cells does suggest the amount of
income they are able to draw upon.
Our definition of family income counts individuals who live alone as “families
of one,” which is different from the Census Bureau definition. The Census
Bureau definition of family income would exclude all persons who live alone, of
whom there are millions in the 50 and older population, especially among the
oldest. We have included all such persons in our income measure, so that we
reflect all persons age 50 and older.
16 The top income level represents the income of the top family in the survey
when all families with a person age 50 or older were ranked by income.
17 We don’t report the high-income older retiree figures separately because of too
few cases in 1983.
18 See footnote #3 on the definition and measurement of disability.
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Chart Titles and Data Sources
Title of Chart

Page

The 50+ Population Will Increase by 40 Million in the Next 20 Years 2
U.S. Bureau of the Census, Projections of the Total Resident Population by 5Year Age Group, found at the Census Bureau website www.census.gov/population/projections/nation/summary/np-t3-b.txt
Retirees Have Improved More Than Pre-Retirees on Key Economic
Measures
9
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1980-2000; Federal Reserve Board, Survey of Consumer Finances,
1983, 1989, 1992, 1995, and 1998.
Confidence in Retirement Income Adequacy is Highest Among
Older Retirees
14
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1980-2000
Male Earnings Adjusted for Inflation Have Declined
Social Security Administration, Annual Statistical Supplement, 2000,

20

Incomes Grew Faster Among Retirees Than Among Pre-Retirees
Since 1980
22
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1980-2000.
Incomes Grew Faster Among Minorities Than Among Whites Since
1980
23
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1980-2000.
As Wages Decline at Retirement, Social Security Increases
24
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1980-2000.
Income Sources Have Changed Relatively Little Since 1980

25

The Poverty Rate Has Fallen Steadily, Especially for Older Retirees 27
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1980-2000
Subgroups Remain Vulnerable Despite All-Time Low Poverty Rate 28
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1980-2000
Probability of Ever Being Poor is Four Times Higher Than the Current
Poverty Rate
30
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1980-2000 and Rank and Hirschl (1999)
Relative Importance of Social Security in Total Family Income
Social Security Administration, Incomes of the Population 55 and Older
Average Social Security Benefits Have Increased Faster Than
the Poverty Line
Social Security Administration, Incomes of the Population 55 and Older
Social Security Reduces the Percent Living in Poverty
Social Security Administration, Incomes of the Population 55 and Older

31

32
33

The Percent With Pension Income Has Increased Only Slightly
in Two Decades
34
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1980-2000
Households With Pension Coverage, 1989-98
38
Federal Reserve Board, Surveys of Consumer Finances, 1989, 1992, 1995, 1998
Households With Only DB Plans and Only DC Pension Plans, 1989-9838
Federal Reserve Board, Surveys of Consumer Finances, 1989, 1992, 1995, 1998
Coverage by Both DB and DC Plans Has Become More Rare
for Pre-Retirees
39
Federal Reserve Board, Surveys of Consumer Finances, 1989, 1992, 1995, 1998
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Households With 401(k) Pension Plan, 1989-98
40
Federal Reserve Board, Surveys of Consumer Finances, 1989, 1992, 1995, 1998
IRAs Have Increased Among Younger Retirees But Not
Among Pre-Retirees
41
Federal Reserve Board, Surveys of Consumer Finances, 1989, 1992, 1995, 1998
Median Net Worth for Families Headed by a Person Age 50
and Older, by Age, 1983-98
Federal Reserve Board, Surveys of Consumer Finances, 1983, 1989, 1992,
1995, 1998
Net Worth Grew Much Faster Among Older Retirees
Than Younger Ones
Federal Reserve Board, Surveys of Consumer Finances, 1983, 1989, 1992,
1995, 1998
Wealth Has Become More Concentrated Among the Population
50 and Over
Federal Reserve Board, Surveys of Consumer Finances, 1983, 1992, 1998
Net Worth Differences Between Races Have Widened
Federal Reserve Board, Surveys of Consumer Finances, 1983, 1989, 1992,
1995, 1998

42

44

45
46

The Trend Toward Shorter Work Lives May Have Ended
48
U.S. Bureau of the Census, 1975; Jacobs, 1999; U.S. Bureau of Labor Statistics,
2000 and unpublished data
The Majority of Employed Persons Age 50-64 Work Full Time
51
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, March 2000
Work Reduced the Likelihood of Poverty
52
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, March 2000
Women Working Part Time Earn Nearly As Much As Men
53
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, March 2000
Lack of Health Insurance Among Pre-Retirees Increased Despite
Strong Economy
54
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1988-2000
Supplemental Coverage Has Increased Slightly for Medicare
Beneficiaries

55

Medicaid Does Not Provide an Effective Safety Net for Poor Age 50
and Older
56
The Income Gap Widened by Both Age and Income
62
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1980-2000
Income Has Become More Concentrated at the Top in Each Age
Group63
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1980-2000
Social Security Increases in Importance for Those With
Lower Incomes
64
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1980-2000
Social Security the Most Equally Distributed Retirement
Income Source
65
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1980-2000
Higher- and Middle-Income Retirees Are Twice as Likely to Have
Pension Income as Those With Lower Income
66
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1980-2000
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Higher- and Middle-Income People are Far More Likely to
Be Offered a Pension
66
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1980-2000
Net Worth Differences Between Haves and Have-Nots Are Large
Federal Reserve Board, Surveys of Consumer Finances, 1983, 1989, 1992,
1995, 1998

67

Lack of Health Insurance Coverage Much Higher for Those With Low
Incomes
69
U. S. Bureau of the Census, Annual March Supplement, Current Population
Survey, 1980-2000
Fair/Poor Health Increases With Age Except Among Lowest
Income People
72
National Center for Health Statistics, National Health Interview Sur vey, 19871997.
Activity Limitations Increase With Age Except Among Lowest
Income People
73
National Center for Health Statistics, National Health Interview Sur vey, 19871997
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