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Q:
A:

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

The advantage of looking at consumption, or spending on goods and services, is that it is a direct
measure of material well-being of individuals or of households in a given period. For example,
households can consume less than their income, and in that case, income would be overstating the
well-being of that household. On the other hand, households can consume more than their income
if they have savings. In that case if we looked at income, we would get a different impression of the
well-being of the household. With data on actual consumption, we are also able to explicitly model the
choice to consume or to save. In models that only have income or wealth, this choice is only implied
and not explicitly observed.
Finally, prior studies that have used income as a measure of well-being, have used pre-tax, or gross
income. Gross income does not really reflect what is available to the household for consumption. So
when we model economic behavior, consumption is the variable of choice. Until recently, however,
good data on consumption have not been available.

Q:
A:

Where do you get the data you need for these studies?
In the late 1990s, I (Hurd) applied for and received funding from the National Institute on Aging to
send out a mail survey to a random subset of respondents in the Health and Retirement Study (HRS) to
gather detailed information on consumption. The project is known as the Consumptions and Activities
Mail Survey (CAMS). That first wave of data collection was in 2001. The Social Security Administration
(SSA) provided funding for us to go back and survey the same respondents two years later in 2003. SSA
again provided funding to collect a third wave of data in 2005 with an additional 800 new respondents
to account for new enrollments into the HRS cohort in 2004. Susann joined in 2002, and we worked
as team in the design of the 2003 and 2005 waves and have since collaborated in research using these
data.
With continued funding, we are planning future waves of CAMS data collection. An extremely
important part of the data collection has been the continued support of the SSA. It is also important
to note that these data are unique worldwide. There is no other data set with several waves of data on
consumption embedded within a larger panel study. As such, data from the CAMS can be linked with
the rich data available in the HRS on income and wealth as well as many other variables.

Q:

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

A:

Prior studies found that households’ expenditures drop at or around retirement. In trying to explain
the drop, there was the suggestion that at least some of it could be due to work-related expenses. But
the size of the drop was larger than what could be explained by these expenses. Some researchers
suggested that the drop in consumption at retirement was evidence that some people are surprised by
their lack of economic resources and are forced to reduce consumption when income from earnings
is no longer available. Thus, they enter retirement in economic distress. The dominant model in
studies of economic behavior, the life-cycle model, posits that households are forward-looking and
seek to smooth consumption or, more precisely, the marginal utility of consumption, over time. In
this framework, individuals save during their work lives in order to have savings to spend during
retirement. Sudden drops in spending are not easily explained by the life-cycle model, and the drop in
consumption at retirement has come to be known as the retirement consumption puzzle.
The first matter we sought to address was to what extent households were actually surprised by the
drop in spending at retirement. In CAMS we ask workers whether they anticipate reducing spending
when they retire. We found that a large portion of the population anticipates the drop in spending
at retirement. This indicates that the drop in spending is not a surprise to households. We also
examined the magnitude of the anticipated drop and compared it to realizations. Controlling for
age, anticipations and realizations are very close, on average. We also examined the distribution of
recollected changes in spending at retirement. We found that about 37% of the population reported
no change in spending at retirement. For about 11 percent, spending increased, for 20 percent, it drops
by 20% or less, and for about 30 percent, spending drops more than 20 percent. Prior studies have
generally reported average drops in spending, and this last group would contribute significantly to the
average. But large drops in spending at retirement are by no means a population-wide phenomenon.
For the group with a modest decrease in spending at retirement, it may be that the substantial increase
in available time could be used for smart shopping or home production, i.e. doing things yourself
like gardening, home repairs, and cooking, some of which may have been hired before. There is also a
different composition of spending—for some there is an increase in expenses for leisure activities.
We also looked a little more carefully at the group with substantial declines and find that they are more
likely to have experienced health shocks—that an important reason for retirement was poor health. So
it may be less that they were not prepared for retirement and more that they were forced to retire early
and with lower resources due to lost years of earnings.
The policy implications are important: if you were to find that there’s a population-wide problem,
that would lead to different policy conclusions than if you were to find that there is not a populationwide problem but that there are subgroups where there’s a problem. You would certainly devise very
different policies for those two situations.

Q:
A:
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How does your current project to study alternative replacement rates relate to your research agenda in
this area?
This is part of a larger research agenda that looks at retirement behavior and financial preparation for
retirement. Replacement rates are an important ingredient in determining how much people need to
save for retirement. We are very interested in developing a comprehensive summary measure—that
is easily communicated to policymakers—of how well people are prepared for retirement. Existing
measures like income replacement rates are only partial measures and are not very informative
for some households. In general, income replacement rates are more meaningful for those whose
retirement resources come in the form of an income stream such as Social Security or defined benefit
pension plans. But with defined benefit plans on the decline, more and more people fund their
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retirement out of a mix of resources including Social Security, savings, IRA’s and defined contribution
plans. We are trying to come up with an alternative measure which brings in all of the sources of
retirement funding that people have, not just income, and also takes into account taxation.
Also, when people talk about replacement rates, they are really thinking in terms of a single person.
For example, imagine a 65 year-old male reaching retirement and he’s earning $40,000 a year and now
his income after retirement is going to be $25,000, and you can make some judgment about whether
that is adequate. But most people reach retirement as married people. The question is, what are
spending needs of the household in retirement given that the probability that both will be alive in 11
years is below 50%. So that has to be taken into account.
Another important consideration is the time path of consumption over the full period of retirement.
Consumption patterns in advanced old age will not be the same as immediately after retirement. We
are able to look at this now with the CAMS panel data because we have change in spending during
retirement at the household level. So we see among couples how their spending evolves as they age, we
see among singles how their spending evolves and we can compare that with spending change that is
predicted by our model of economic behavior.

Q:
A:

What is the importance of this topic?
Using consumption as a measure of well-being provides a more accurate picture of the well-being
of the household. This point is underscored in other work we have done for MRRC which found
that a consumption-based measure of poverty would actually decrease the percentage of people we
categorize into poverty, and this is especially true in advanced old age as people spend increasingly out
of savings.
If policy is concerned about the economic well-being of various subpopulations in the overall
population, then we need to be able to measure accurately their economic status before we start
to devise policies to alter that relative economic status. In our view, the profession has somewhat
mismeasured economic status, particularly among the very old who primarily are widows because we
have not adequately taken into account the ability to consume out of wealth.

Q:
A:

Where do you see this line of research going?
The long-term objective of this line of research is to understand consumption and saving behavior of
people as they approach retirement and pass through retirement and into advanced old-age. A related
goal is to develop a comprehensive measure of preparation for retirement that is well-founded in
theory and in data. The work we have done so far has included important steps towards this overall
objective. Our funding from NIA and SSA through MRRC have worked synergistically over the years to
develop the necessary data and to foster the development of theory in this area.
We still have a number of important steps. We still do not have a comprehensive measure of returnsto-scale for households at older ages. We are also working on a comprehensive measure of pension
entitlements and other retirement resources. In the long run, we feel we will be able to not only inform
economic science but also policymakers about economic preparation for retirement.
If we are to address a possible shortfall in Social Security, we need to understand the consequences
that might come from restructuring Social Security. In order to understand that, we need to have
reliable measures of economic resources among the retired population and a standard by which to
judge whether these resources are adequate. It is very important to have a good working model of
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economic behavior of households that is well-structured and well-founded in the data that will allow
us to model and simulate the effects of potential reforms.
Sources:
Consumption and Economic Well-Being at Older Ages: Income- and Consumption-Based Poverty Measures in
the HRS by Michael Hurd and Susann Rohwedder, WP 2006-110. January 2006.
Changes in Consumption and Activities in Retirement by Michael Hurd and Susann Rohwedder, WP 2005-096.
March 2005.
The Retirement-Consumption Puzzle: Anticipated and Actual Declines in Spending at Retirement by Michael
Hurd and Susann Rohwedder, WP 2004-069. January 2004.
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