
The following summary high-
lights key fi ndings from the 
research about aging, retire-
ment assets and the economy. 
A detailed discussion of the 
following nine items is included 
in the complete report attached 
to this summary.

1.  Social Security is the most 
valuable retirement asset 
for most near-retirement 
Baby Boomers, especially for 
those at the lower end of the 
wealth distribution.

2.  Retiring at age 62 results in 
up to 30 percent less an-
nual Social Security benefi ts 
compared to retiring at the 
full retirement age.

3.  Due to the importance of 
Social Security benefi ts to 
most retirees, late-career 
unemployment and other 
causes of unplanned early 
retirement are major threats 
to retirement security.

4.  Housing is the second most 
valuable retirement asset for 
most near-retirement Baby 
Boomers. Its importance is 
greatest in the upper half of 
the wealth distribution.

5.  Housing is typically saved as 
a hedge against emergen-
cies, such as a health-shock 
in late life, or as a bequest 
to heirs.   

6.  Stock-related assets, includ-
ing IRAs and 401(k)s, form 
a relatively small part of 
retirement assets for all but 
the wealthiest households.  

Stock market returns may 
be less important for the 
retirement security of Baby 
Boom generation than Social 
Security policy and housing 
values.

7.  Retirees do not spend down 
many retirement assets 
during the fi rst 5 to 10 
years of retirement.  401(k) 
distributions do not increase 
signifi cantly until required 
distributions at age 70 ½.  

8.  The stock market crash of 
2008-2009 had the strongest 
effect on wealthier, better 
educated members of the 
near-retirement population.  
Most of them will not recover 
lost stock and bond value.  
Results are mixed for other 
workers.  Workers with fewer 
stock assets could make up 
for losses by delaying retire-
ment and younger workers 
could make up losses by 
continuing to invest in the 
market, provided values 
continue to appreciate suf-
fi ciently.  

9.  Research is mixed about 
how aging demographics will 
affect asset values.  Recent 
studies indicate that predic-
tions of massive devalua-
tions in stocks, bonds and 
housing are unlikely.  
However, there appears to 
be some agreement that the 
retirement of the Baby Boom 
generation will increase 
demand for less risky assets 
such as bonds.
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The aging of the baby boom 
generation, Americans born 
between 1946 and 1964, will 
have a profound effect on 
Hennepin County’s economy 
and government fi nances.  Much 
of the literature on aging and 
retirement fi nances focuses on 
parts of a fi nancial life-cycle 
with essentially three stages:1  

I:  Asset Accumulation
II:  Retirement
III:  Late-Life

Individuals accumulate assets 
during their working years, live 
off income from these assets in 
retirement and save the remain-
der for bequests or to pay for 
care in late-life.  This report will 
focus on the fi rst stage, asset 
accumulation.

  When the oldest Baby Boomers 
turned 62 in 2008, the most 
common U.S. retirement age, 
Minnesota experienced a 30 
percent jump in new retirees.2  
The increasing number of retir-
ees will put substantial pressure 
on public fi nances at every level 
of government.  Given these 
fi scal stressors, it is important 
to understand the work and 
asset accumulation part of the 
life cycle and their implications 
for workforce patterns and the 
economy.

Many of the fi ndings presented 
in this document come from 
studies of national data.  For 

this reason, it is important 
to note important differences 
between Hennepin County, 
the state of Minnesota, and 
the United States as a whole.  
Hennepin County has a lower 
unemployment rate than the 
national average (5.3 percent3 
vs. 8.3 percent4), higher median 
household income ($60,8005 
vs. $51,2226), and a lower 
percentage of residents below 
the poverty line (12.5 percent7 
vs. 14.4 percent8).  As such, 
it is reasonable to expect that 
the economic security outlook 
for Hennepin County’s retirees 
may be somewhat better than 
national averages predict.  
Furthermore, while Minnesota’s 
business cycle closely follows 
fl uctuations in the national 
economy, the regional economy 
is well-diversifi ed, making it less 
vulnerable to market volatility 
and providing workers with a 
more stable environment in 
which to plan for retirement.9 

Despite the region’s relatively 
strong economic performance, 
it is important that national 
fi ndings not be taken lightly.  
Hennepin County includes 
signifi cant urban, suburban, and 
rural populations.  This diversity 
makes Hennepin County a sur-
prisingly apt microcosm of the 
state and country as a whole.  
Therefore, there is no reason to 
believe that national research 
fi ndings will not be applicable to 
Hennepin County.

Introduction



Overview

The value of assets accumulated 
during an individual’s working 
life is a major determinant of 
fi nancial security in retirement.  
For this reason, understanding 
saving patterns and the accrual 
of retirement assets is impor-
tant for understanding how 
future retirees will fi nance their 
retirement.

Social Security is the most 
important retirement asset for 
most households nearing retire-
ment.  In 2006, households 
containing a leading edge Baby 
Boomer (b. 1948-1953) in the 
bottom 20 percent in terms of 
wealth had virtually no other 
retirement assets other than 
Social Security. a,10  The second 
most important asset was 
housing, which together with 
Social Security made up the 
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Note: DC Pensions, IRAs and Direct Stocks may be directly exposed to the stock market.  DB Pensions are exposed to the stock market, 
but employees do not directly bear risk. 

Figure 1. Asset distribution for households with one member born 1948-1953

a Social Security is an annu itized asset linked to earnings.  Although workers do not formally hold Social Security assets in a retirement account, a 
worker is entitled to a certain level of Social Security benefi ts based on years worked and earnings.  Because of this link to earnings, this entitlement 
acts much like an accumulated retirement asset.  Social Security benefi ts are calculated based on a method used in Kapinos (2008).

majority of assets for the bot-
tom 70 percent of households 
in terms of wealth. After Social 
Security and housing, pensions 
and retirement accounts made 
up most of the remainder of 
retirement assets.  Among 
these, defi ned benefi t pensions 
were the most valuable for all 
wealth cohorts, with IRAs, direct 
stock holdings and defi ned con-
tribution pension plans such as 
401(k)s making up a relatively 
small percentage of holdings for 
all but the top 20 percent of the 
wealth distribution.

The clear implication is that 
Social Security and real estate 
are by far the most important 
retirement assets for most 
households.  Furthermore, these 
assets are more important at 
the bottom of the wealth distri-
bution where fi nancial insecurity 
in retirement is more likely.
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Social Security

Social Security is the most 
important asset for most current 
and future retirees.  For leading 
edge Baby Boomers, Social 
Security makes up 26 percent 
of total average household 
wealth and 40 percent of 
median wealth.11  According to 
recent research, Social Security 
payments prevent nearly half 
of elderly persons from falling 
into poverty sometime during 
retirement.12 
 
Social Security income is based 
on an index of earnings from 
a worker’s 35 highest earning 
years and age at retirement.13  
The maximum benefi t is $2,513 
per month for someone retir-
ing at FRA in 2012 and there 
is technically no minimum 
benefi t.14

The Baby Boom generation 
faces changing Social Security 
eligibility regulations.  For those 
born after 1937, the full retire-
ment age (FRA) has increased 
by two months a year until it 
reaches 67 for those born in 
1960 or later. Workers receive 
increased Social Security 
benefi ts for every month they 
delay retirement past 62 with 
increased incentives for delaying 
retirement past the FRA.  These 
incentives are actuarially fair, 
however, meaning that a retiree 
with average life expectancy 
will receive the same amount 

of Social Security payments 
during retirement whether they 
retire early or late.  As a result, 
recent increases in the FRA 
to 67 may only result in later 
retirement for retirees who need 
to earn more money or place 
relatively little value on their 
leisure time.15

During the most recent 
recession, increased rates of 
applications for Social Secu-
rity benefi ts at age 62 put the 
economic security of retirees at 
risk.b  Under current law, those 
whose FRA is 65 experience a 
20 percent reduction in Social 
Security benefi ts if they apply 
for Social Security at age 62, 
while those whose FRA is 66 
experience a 25 percent reduc-
tion.16 Such reductions may be 
acceptable for those who choose 
retirement to enjoy leisure 
time; but for those who do not 
choose to retire, but are forced 
to retire because of layoffs or 
poor health, these reductions 
represent major decreases in 
benefi ts for the rest of their 
retirement.17

Research indicates that the 
effect of unemployment rates 
on Social Security benefi ts is 
more important for retirement 
security than the effect of stock 
market swings on investment 
income.  One study estimates 
that a one percentage point 
increase in the unemployment 
rate at age 62 results in a 
$3,000 and $2,040 reduction in 
annual income for unemployed 
workers in the lowest and 
middle thirds of the income 
distribution, respectively. c   The 
study also fi nds that the impact 
of these employment-related 
reductions in expected Social 
Security benefi ts in the bottom 
third of the income distribution 
are much larger than the impact 
of stock market losses for the 
top third.18

Decreases in Social Security 
income due to early retirement 
are compounded by infl ation.  
The Social Security infl ation 
index, the CPI-W, does not 
adequately account for the 
increasing cost of medical care, 
resulting in an infl ation-adjusted 
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Figure 2. Average Social Security wealth as a percent of total wealth

Age at 
retirement

Percent benefi t 
reduction* 

62 30.0

63 25.0

64 20.0

65 13.3

66 6.7

67 0.0

*For those born 1960 or later
Source:  Social Security Administration

Table 1.

b See Aging Initiative Report on Aging and the Workforce for more information.
c Averaged across all workers in each third of income, a one percentage point increase in the un-
employment rate results in a $30 and $21 reduction in annual Social Security benefi ts for the lowest 
and middle thirds respectively.  However, Coile and Levine assume that this reduction is born 
entirely by those who become unemployed, leading to imputation of the $3,000 and $2,040 fi gures.
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decline in benefi ts over time.19  
As such, healthcare costs take 
up an ever-increasing part of 
a retiree’s budget, leaving less 
and less room for other forms of 
consumption. d

Because Social Security remains 
the dominant retirement asset 
for so many retirees, unplanned 
early retirement is one of the 
most important threats to 
economic security in retirement.  
However, long-term trends 
toward delayed retirement 
make it possible that fi nancial 
security concerns related to 
early retirement will abate once 
economic conditions return to 
pre-recession norms, especially 
among higher skilled, higher 
paid workers.  Unfortunately, 
this group has the greatest 
economic security to begin with, 
meaning that early retirement 
penalties for Social Security 
benefi ts put poorer workers in 
a doubly diffi cult position:  they 
are the most likely to have to 
take early benefi ts and have 
the fewest resources to offset 
benefi t reductions. 

Real state as a fi nancial 

asset

Baby Boomers still view housing 
primarily as a place to live and 
not as a source of retirement 
income.  Even so, as the second 
most valuable asset after Social 
Security, home values are an 
important part of retirement 
asset accumulation.

The rapid decline in housing 
values since 2008 has raised 
fears about the economic se-
curity of retirees.  Net housing 
wealth made up 22.3 percent of 
all wealth for the median house-
hold by wealth in 2006, and was 
over 20 percent of all wealth for 

the top 60 percent of HHs by 
wealth.20  In Hennepin County, 
housing values fell 19 percent 
between June of 2007 and 2008 
and have yet to fully stabilize.21  
While the loss of real estate 
wealth is a cause for concern, 
its impact on retirement security 
over the long-term may be 
smaller than other factors.

Most retirees do not spend 
down their housing equity early 
in retirement.  Instead, they 
typically save it as a buffer 
against a health-related shock 
in later life or as a bequest to 
their children.  Older Boomers 
are unlikely to cash in their 
home equity until at least age 
70,22 seven to eight years after 
the average early Boomer is 
expected to retire.  By that 
time, it is possible that many 
will have recovered at least a 
modest amount of the equity 
lost in the housing crash of 
2008. For younger boomers, 
there remains even more time 
for their housing equity to 
recover.  

Despite these positive fi ndings, 
there is still some cause for 
concern.   Between 2004-2009, 
the median wealth-holding 

household containing a 45-54 or 
a 55-64 year old lost 45 percent 
and 50 percent of total wealth, 
respectively, with most of these 
losses occurring in real estate. 

23  Unlike stock prices, which 
have largely recovered, housing 
prices have remained stagnant 
with foreclosures contributing to 
excess supply.  

Older boomers will have 
less time to recover housing 
equity than younger cohorts.  
Therefore, older boomers who 
experience health-related 
shocks early in retirement may 
face signifi cant reductions in 
resources available for fi nancing 
a sudden decline in health.  

A recent increase in reverse 
mortgages is potential evidence 
of the increasing need to use 
house equity to pay for retire-
ment.  In a reverse mortgage, 
the bank gives the homeowner-
borrower the value of his/her 
equity as a lump sum or in 
installments, less a transaction 
fee (which can be as high as 
18% of the reverse mortgage).  
In return, the bank collects the 
value of the mortgage from 
the proceeds when the home is 
eventually sold.  The most com-
mon form of reverse mortgages, 
the Home Equity Conversion 
Mortgage (HECM) is insured by 
the Federal Housing Administra-
tion (FHA) and comprises 90-99 
percent of the reverse mortgage 
market.24, 25

Reverse mortgages are an 
increasingly popular option be-
cause they both provide income 
and allow the borrower to stay 
in their home.  However, fees 
can be excessive and it is clear 
that the market for reverse 
mortgages is still developing.  

d See the Healthcare section for more detailed analysis of healthcare, infl ation, and Social Security benefi ts

Wealth 
percentile

Net housing 
wealth/total 
wealth (%)

1-10 5.8

11-20 9.5

21-40 17.8

41-60 22.5

61-80 23.0

81-90 23.4

91-100 22.4

2006 values. Households with top and 
bottom 1% of total wealth are excluded.

Table 2.

Source:  Gustman, Steinmeier and Tabatabi (2010). 
Data source:  Health and Retirement Study, 2006 
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Nationally, in FY 2010, only 
80,000 reverse mortgages were 
underwritten, following over 
100,000 in FY 2009, a tiny frac-
tion of total mortgage activity.  
Both of these fi gures, however, 
represent signifi cant jumps from 
pre-recession levels and reverse 
mortgages may play a progres-
sively larger role in fi nancing 
retirement, especially as life 
expectancy increases.26  

Pensions and investments 

As the baby boom generation 
has aged, their employers have 
gradually moved away from de-
fi ned benefi t (DB) pension plans 
in favor of defi ned contribution 
(DC) pensions and 401(k)s.  
The histogram below shows that 
between 1983 and 2007, DC 
plans replaced DB plans as the 
dominant type of employer-pro-
vided retirement plan for U.S. 
workers.27  DB plans typically 
pay a fi xed monthly amount 
during retirement, penalizing 
participants who either work too 
long or leave the organization 
before they can maximize their 
pension payments.  DC plans, 

on the other hand, require em-
ployee control of contribution al-
locations and are portable from 
employer to employer.  The 
portability of DC plans and the 
absence of penalties for working 
beyond certain ages provide in-
centives for employees to work 
longer, since contributing longer 
should increase the value of DC 
retirement plans.28  

The older a worker is, the less 
likely he or she will have a DC 
pension.  In 2006, for instance, 
DB plans still made up about 
two-thirds of all pension hold-
ings for older members of the 
Baby Boom Generation, those 
born between 1948 and 1953, 
who were still working.29  There-
fore, the transfer of risk and 
allied loss of retirement plans’ 
value during the recession has 
had less of an effect on the pen-
sion savings of older Boomers. 

Retirees with DC plans faced 
exposure to the stock market 
downturn of 2008.  Given the 
age distribution of participants 
in these plans, the employer-
provided retirement plans of 

younger boomers were more 
exposed to the downturn than 
those of workers closer to 
retirement.  Despite increased 
direct exposure of retirement 
assets to stock market fl uctua-
tions, most current and fu-
ture retirees do not own large 
amounts of stock-exposed 
assets, with losses heaviest 
among the wealthy. 30   Thirty-
fi ve percent of workers own no 
stock and stock holdings make 
up only 9.2 percent of all wealth 
at the median income.31 

For those owning stocks, the 
news is not all bad.  Research 
from 2009 projected that if 
the S&P 500 recoups half of 
its 2008 losses by 2017,e most 
middle and low-income boomers 
born between 1951 and 1965 
who continue to invest in the 
market will have made up for 
all stock losses.  Furthermore, 
if the market recovers all of its 
losses by 2017, members of the 
1946-1965 cohort who continue 
to invest in the market at pre-
recession levels stand to make 
money off of the recession.32

The situation is less sanguine 
for boomers at or near retire-
ment at the time of the down-
turn.  While older boomers are 
less likely to rely on 401(k)s 
than younger boomers, projec-
tions estimate that those born 
between 1941 and 1945 will be 
unable to recover their stock 
losses even in the most optimis-
tic scenarios.  The problem is 
particularly acute for the richest 
10 percent who are projected to 
have lost as much as 35 percent 
of the total value of their stock 
portfolios in the downturn.33 

Figure 3. Percent of workers with pension coverage by type of plan, 

1983 and 2007

e This calculation is made by measuring potential stock returns versus 2007 10-year projections.  Recouping “half of 2008 losses” does not mean that 
the market returns to half of the 2008 high, but rather that total stock values in 2017 are half-way between 2007 projected values and projections ad-
justed for stock losses in 2008-2009.  In other words, the fi ndings describe difference-in-difference models where stock valuations grow faster than 2007 
projections, yet from a lower starting point.

Source:  U.S. Board of Governors of the Federal Reserve System (2007) as cited in 
Munnell, Webb, and Golub-Sass (2009).
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No matter what happens with 
the stock market, most workers 
could recoup losses by delaying 
retirement, provided they are 
not laid off.  Workers from the 
middle and lower income quar-
tiles could offset stock losses in 
a “no market recovery” scenario 
by working for an extra year 
or two.34  Losses among the 
wealthiest cohorts would be too 
large to make up by working 
longer, though delaying retire-
ment could shore up economic 
security.  It is important to 
note that wealthier workers are 
more likely to have the oppor-
tunity to delay retirement than 
lower wage, lower-skilled work-
ers, who are more likely to be 
pushed into retirement due to 
layoffs or poor health.  Ironi-
cally, the workers who would 
benefi t most from delaying 
retirement are the least likely to 
be able to do so.35  

Thus, while most of the news 
regarding equity prices is good 
news, it will do little to help 
those most at risk for economic 
security in retirement – middle 
and low-income earners, espe-
cially those who are recently 
retired or on the threshold of 
retirement.” f

The “Asset Meltdown”

Economic life-cycle theories 
posit that younger workers 
prefer riskier, illiquid assets 
to maximize returns whereas 
retirees prefer safer, liquid 
assets for secure retirement 
income.  Furthermore, retirees 
typically earn and consume less 
than their younger counterparts.  
For these reasons, an older 
population would, in theory, 
decrease the amount of overall 
demand for riskier assets such 
as stocks because they prefer 

less risky investments and they 
have less money with which to 
pursue them.  Lower demand 
for assets would result in lower 
asset prices, measured by some 
to be very large – described as 
an “asset meltdown.”    

A seminal 1989 work by 
Gregory Mankiw and David Weil 
predicted that the Baby Boom-
ers’ high earning years would 
artifi cially infl ate real estate val-
ues prior to a “baby bust” that 
would occur when this cohort 
retires.  Under this framework, 
retiring boomers would lower 
demand for housing, leading to 
projected asset devaluation as 
high as 47 percent within 20 
years.36  Further research has 
left the prospect of a real estate 
valuation melt-down on this 
scale in doubt.  Studies point 
out that housing values in the 
1990’s and 2000’s largely defi ed 
Mankiw and Weil’s projections, 
some suggesting that models 
did not take into account the 
interplay between mortgage 
interest rates and demographics.

This original asset meltdown 
theory has led to analyses of 
the effect of aging on all types 
of fi nancial assets and has left 
the prospect of a full-fl edged 
asset meltdown across asset 
classes unclear.  On one hand, 
some studies fi nd that the link 
between aging demographics 
and asset values may be over-
stated.37  On the other hand, 
research appears to confi rm the 
life-cycle hypothesis of asset 
allocation: when workers retire, 
they prefer safe investments.38,39  
There are other factors that 
could also mitigate asset 
devaluation.  Research has 
found that retirees do not 
quickly divest their asset 
holdings, but rather view them 

as a buffer against late-life 
fi nancial emergencies such as 
a health shock, meaning that 
retirement does not result in a 
major, immediate divestment 
from assets.40  As a result, any 
decline in demand for assets will 
happen very gradually.41  Other 
economists estimate that gains 
in life expectancy for retiring 
boomers could sustain capital 
demand enough to compensate 
for an asset meltdown effect.42  
Furthermore, while aging popu-
lations in Europe and the United 
States may put downward 
pressure on asset prices, de-
mand for stable western assets 
in quickly developing countries 
with younger populations such 
as China and India may help to 
support asset prices.43  Some 
proponents of this theory point 
out that original asset meltdown 
hypotheses only allow a limited 
role for international invest-
ment.44, 45  

The likelihood of an “asset 
meltdown” remains uncertain.  
Nonetheless, the growing 
opinion in the literature appears 
to be that initial fears of steep 
asset price declines overstated 
the potential problem, though 
life-cycle expectations about 
asset allocations may be more 
accurate.46  If true, it means 
that while fi nancial assets and 
housing may not plummet in 
value, the aging population may 
shift domestic demand toward 
safe, fi xed-income-type assets 
(such as bonds), ultimately 
reducing their returns (when 
demand for bonds increases, 
their yield decreases).47 
In summary, the growing 
opinion in the literature appears 
to be that asset prices will 
continue to appreciate, though 
perhaps at slower rates as 
global demand, forward-looking 

f  A more in-depth analysis of groups that are particularly vulnerable to fi nancial insecurity in retirement is discussed in the report entitled  “Retirement 
Security, Healthcare and Late-life.
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markets and the gradual nature 
of aging trends mitigate some, 
but not all, of the effects of an 
aging population on supply and 
demand.

Conclusion

Whatever its aggregate effect 
on the economy, the asset ac-
cumulation patterns of the Baby 
Boom generation will continue 
to have an important effect not 
only on asset markets, but also 
on the retirement security of an 
increasing number of retirees.  
While markets, particularly real 
estate, are important assets 
for many older Americans and 
deserve attention, in the end 
unemployment rates and any 
potential reforms to Social 
Security will have a far broader 
impact on the accumulation of 
retirement assets than market 
movement. 
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