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“Those Golden Years Have Lost Their Glow; With Home Values Down, Costs Up and Their 401(k)s Declining, Some Seniors Have Had To Rethink Retirement.”  (Los Angeles Times, September 21, 2008)
“Will You Retire?; New Economic Realities Keep More Americans In the Workforce Longer.”  (Washington Post, October 15, 2008)

“Economic Crisis Scrambles Retirement Math:  The 401(k) Model of Saving is Under Duress as Stocks Slide. Home Equity Losses Don’t Help.”  (Christian Science Monitor, March 4, 2009)
I. INTRODUCTION

One casualty of the financial and economic crisis that began in the fall of 2008 may be workers’ carefully laid retirement plans.  The popular press recognized this from the start of the crisis, as the headlines listed above make clear.  Front page stories of lost retirement savings and plunging home values are commonplace.  With diminished retirement savings and less home equity to draw on, the story goes, expected retirement income has shrunk, forcing older individuals to stay in the labor force longer.  Workers interviewed for these stories wondered when or if they would ever be able to retire.


Amidst these concerns, another news story appeared briefly in spring 2009 indicating that Social Security benefit claims have risen sharply since the crisis began, suggesting an increase in retirements rather than a decrease.
  But why are more workers retiring now if their expected retirement income is going down?  The answer may lie in another aspect of the crisis, the weak labor market.  The unemployment rate has more than doubled and the economy has shed millions of jobs since the crisis began.  Some of those workers struggling to stay employed or find new jobs are surely nearing retirement age.  For the unfortunate ones who are not able to maintain or find employment, retirement may be the only solution, despite its involuntary nature.


The net effect of the current financial and economic crisis on retirement is thus far from clear, as plunging equity and home values would be expected to lead to a decrease in retirements while a weak labor market would be expected to lead to an increase.  The purpose of this paper is to examine this issue.  We use 30 years of data from the March Current Population Survey (CPS) to estimate models relating retirement decisions to changes in equity, housing, and labor markets over time and (where possible) across geographic locations.  We also use the Survey of Consumer Finances (SCF) to provide a descriptive analysis of the impact of falling equity prices on older household’s expected retirement income.  We then use our regression estimates to predict the net effect of the current crisis on retirement.


Our analysis indicates that the retirement decisions of workers between ages 62 and 69 with more education are affected by long-run fluctuations in stock market returns.  We also find that labor market conditions are an important determinant of retirement decisions.  When the unemployment rate rises, more workers between ages 62 and 69 retire, particularly those with less education.  Workers between ages 55 and 61 are not found to be responsive to either type of market fluctuation.  Individuals do not seem to respond to fluctuations in the housing market regardless of their age.  On net, we predict that the increase in retirement brought about the recent rise in unemployment will be almost 50 percent larger than the decrease in retirement brought about by the stock market crash.  

Overall, our findings suggest that the plight of those who are forced to retire early as a result of weak labor market conditions merits greater attention from the media and from policy makers.  These results have potentially important distributional implications as well.  It is often those on the bottom of the economic ladder who are being hurt by retiring prematurely due to labor market factors and those at the top who may not be able to retire as planned due to equity losses.  Our results also have implications beyond the current economic crisis, as they suggest that the past literature on retirement has paid too little attention to the important role of labor market conditions in the retirement decision.


The remainder of our analysis proceeds as follows.  In the following section, we document trends in the environment surrounding retirement decisions, including stock returns, housing prices, and the labor market.  Next, we review the relevant literature and discuss the data and methods we use in the remainder of the analysis.  We then present our results regarding the impact of changes in equity, housing, and labor markets, respectively, on retirement decisions.  Finally, we simulate the net effect of recent market events on retirement and discuss the policy implications of our findings.
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Table 1: Equity Holdings of Households Age 55-64 by Education Group, 2007 SCF
	
	
	Median
	Values among All Households at Percentile:

	
	% with
	Conditional
	
	
	
	
	

	 Category
	Holdings
	on Holding
	25th
	50th
	75th
	90th
	95th

	All
	
	
	
	
	
	
	

	Directly-Held Stocks
	0.213
	24,000
	0
	0
	0
	25,000
	125,000

	Stock Mutual Funds (Non-Ret.)
	0.140
	97,000
	0
	0
	0
	45,000
	191,000

	Stocks in Retirement Accounts
	0.500
	66,500
	0
	20
	66,500
	230,000
	447,500

	Any Stocks
	0.583
	78,000
	0
	8,000
	97,500
	357,620
	752,000

	Less than High School
	
	
	
	
	
	
	

	Directly-Held Stocks
	0.054
	270
	0
	0
	0
	0
	50

	Stock Mutual Funds (Non-Ret.)
	0.019
	3,000
	0
	0
	0
	0
	0

	Stocks in Retirement Accounts
	0.214
	10,000
	0
	0
	0
	10,000
	70,000

	Any Stocks
	0.214
	10,000
	0
	0
	0
	10,000
	70,000

	High School 
	
	
	
	
	
	
	

	Directly-Held Stocks
	0.127
	9,000
	0
	0
	0
	500
	14,000

	Stock Mutual Funds (Non-Ret.)
	0.069
	50,000
	0
	0
	0
	0
	38,000

	Stocks in Retirement Accounts
	0.366
	33,800
	0
	0
	15,000
	88,000
	188,800

	Any Stocks
	0.460
	35,000
	0
	0
	28,500
	130,000
	212,500

	Some College 
	
	
	
	
	
	
	

	Directly-Held Stocks
	0.156
	3,500
	0
	0
	0
	2,000
	15,000

	Stock Mutual Funds (Non-Ret.)
	0.060
	45,000
	0
	0
	0
	0
	20,000

	Stocks in Retirement Accounts
	0.503
	60,000
	0
	20
	61,600
	160,000
	224,000

	Any Stocks
	0.558
	65,000
	0
	4,000
	73,500
	197,150
	319,500

	College Graduate 
	
	
	
	
	
	
	

	Directly-Held Stocks
	0.342
	60,000
	0
	0
	13,000
	154,000
	500,000

	Stock Mutual Funds (Non-Ret.)
	0.260
	107,000
	0
	0
	4,700
	200,000
	385,000

	Stocks in Retirement Accounts
	0.668
	85,000
	0
	27,000
	159,600
	480,000
	775,800

	Any Stocks
	0.775
	125,000
	3,250
	65,100
	271,300
	846,000
	1,865,000


 Note: data are weighted to be representative of the U.S. population.

Table 2: Equity Losses of SCF Households Age 55-64 in 2008 Market Crash

	Stock Assets

in 2007 SCF

(1)
	% of Sample

w/ assets at/below

(2)
	Asset Loss

(3)
	Lost Annual

Retirement Income

(4)
	Lost Monthly

Retirement Income

(5)

	
	
	
	
	

	0
	0.417
	0
	0
	0

	25,000
	0.587
	12,500
	625
	52

	50,000
	0.654
	25,000
	1,250
	104

	100,000
	0.751
	50,000
	2,500
	208

	250,000
	0.869
	125,000
	6,250
	521

	500,000
	0.920
	250,000
	12,500
	1,042


Notes:

1. Assets are assumed to have dropped by 50% in value since 2007 SCF.
2. Lost retirement income is calculated by assuming that household will consume 5% of wealth each year.

Table 3: Effect of Stock Market Fluctuations on Retirement by Age, March CPS

	Measures of Stock Market Performance
	All
	High School Dropout
	High School Graduate
	Attended Some College
	College Graduate

	Age 55-61
	
	
	
	
	

	Mean of Dependent Variable
	0.059
	0.068
	0.058
	0.054
	0.054

	 
	
	
	
	
	

	% change S&P 500 - 12 Mo. (* 100)
	0.0001
	0.0138
	-0.0033
	-0.0066
	-0.0022

	
	(0.0032)
	(0.0082)
	(0.0057)
	(0.0070)
	(0.0056)

	
	
	
	
	
	

	% change S&P 500 - 5 Year (* 100)
	0.0048
	-0.0004
	0.0033
	0.0106
	0.0022

	
	(0.0014)
	(0.0033)
	(0.0025)
	(0.0029)
	(0.0025)

	
	
	
	
	
	

	% change S&P 500 - 10 year (* 100)
	0.0023
	-0.0017
	-0.0007
	0.0084
	0.0029

	
	(0.0014)
	(0.0039)
	(0.0024)
	(0.0030)
	(0.0024)

	Age 62-69
	
	
	
	
	

	Mean of Dependent Variable
	0.156
	0.188
	0.161
	0.141
	0.117

	
	
	
	
	
	

	% change S&P 500 - 12 Mo. (* 100)
	0.0211
	0.0043
	0.0184
	0.0336
	0.0238

	
	(0.0075)
	(0.0169)
	(0.0131)
	(0.0168)
	(0.0140)

	
	
	
	
	
	

	% change S&P 500 - 5 year (* 100)
	0.0055
	-0.0040
	0.0036
	-0.0005
	0.0118

	
	(0.0032)
	(0.0068)
	(0.0059)
	(0.0069)
	(0.0061)

	
	
	
	
	
	

	% change S&P 500 - 10 year (* 100)
	0.0065
	-0.0074
	-0.0076
	0.0136
	0.0198

	
	(0.0033)
	(0.0078)
	(0.0057)
	(0.0071)
	(0.0060)


Note:  Each cell entry represents a separate regression that also includes the following explanatory variables:  age dummies, race and ethnicity, gender, marital status, unemployment rate, state fixed effects, and a quadratic year trend.  Reported coefficients show the effect of a one hundred percentage point change in the S&P 500.

Table 4:  Impact of Real House Price Fluctuations on the Likelihood of “Retiring” in March CPS, by Age

(standard errors in parentheses)

	
	Case-Shiller Data
	
	OFHEO Data

	
	12-Month Change
	
	5-Year Change
	
	12-Month Change
	
	5-Year Change

	
	62 to 69
	55 to 61
	
	62 to 69
	55 to 61
	
	62 to 69
	55 to 61
	
	62 to 69
	55 to 61

	Mean of Dependent Variable


	
	
	
	
	
	
	
	
	
	
	

	% Change in Index  (* 100)
	-0.025
	0.004
	 
	-0.011
	0.026
	 
	-0.010
	-0.015
	 
	-0.023
	-0.010

	
	(0.073)
	(0.041)
	
	(0.017)
	(0.008)
	
	(0.027)
	(0.018)
	
	(0.007)
	(0.003)

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	% Change Index * Owner (* 100)
	-0.023
	0.015
	
	-0.010
	0.028
	
	0.007
	-0.011
	
	-0.023
	-0.010

	
	(0.078)
	(0.042)
	
	(0.016)
	(0.007)
	
	(0.029)
	(0.018)
	
	(0.009)
	(0.003)

	
	
	
	
	
	
	
	
	
	
	
	

	% Change Index * Renter (* 100)
	-0.017
	-0.029
	
	-0.015
	0.020
	
	-0.082
	-0.034
	
	-0.026
	-0.011

	
	(0.062)
	(0.058)
	
	(0.025)
	(0.011)
	
	(0.051)
	(0.029)
	
	(0.012)
	(0.005)

	
	
	
	
	
	
	
	
	
	
	
	

	Homeowner
	1.944
	-0.561
	
	2.225
	-0.853
	
	0.662
	-0.384
	
	0.829
	-0.343

	
	(1.004)
	(0.488)
	 
	(1.103)
	(0.537)
	 
	(0.397)
	(0.228)
	 
	(0.400)
	(0.227)

	
	
	
	
	
	
	
	
	
	
	
	

	Sample Size
	14,784
	33,126
	 
	11,709
	27,310
	 
	97,408
	210,807
	 
	97,391
	210,751


Notes:  Every column and each panel represents the results from a different regression in models where the dependent variable is an indicator for retirement and the key independent variables are those listed.  Additional explanatory variables include:  age dummies, race, gender, marital status, education, children less than 18, unemployment rate, state or MSA fixed effects, and year fixed effects.  Reported coefficients show the effect of a one hundred percentage point change in the house price index.

Table 5:  Impact of Experiencing Unemployment and of the Unemployment Rate

on the Likelihood of “Retiring,” by Age and Educational Attainment
(standard errors in parentheses, sample size in brackets)

	
	Age 55 to 69
	Age 62 to 69
	Age 55 to 61
	HS Dropout
	HS Graduate
	Some College
	College Graduate

	Mean of Dependent Variable
	0.090
	0.156
	0.059
	0.118
	0.094
	0.084
	0.067

	
	
	
	
	
	
	
	

	Coefficient on 
	0.017
	0.036
	0.010
	0.004
	0.035
	0.001
	0.008

	Unemployment Rate (*10)
	(0.006)
	(0.014)
	(0.007)
	(0.013)
	(0.011)
	(0.013)
	(0.016)

	
	
	
	
	
	
	
	

	Sample Size
	308,215
	97,408
	210,807
	66,317
	105,766
	61,847
	74,285


Notes:  Each cell entry represents the coefficient on the unemployment rate in a separate regression that also includes age dummy variables, race, marital status, children less than 18, and state and year fixed effects.  Standard errors are clustered at the state level.  Reported coefficients show the effect of a ten point change in the unemployment rate.
Table 6: Simulated Impact of Economic Crisis on Retirements

(all numbers in thousands)

	
	Baseline Statistics
	
	Impact of Decline in Long-Term Stock Market Return
	
	Impact of Increased Unemployment

	Age
	Number in Labor Force
	 Hazard Rate
	Number Retiring
	
	Adjusted Hazard Rates
	Adjusted Number Retiring
	
	Adjusted Hazard Rates
	Adjusted Number Retiring

	55
	2,802
	0.045
	127
	
	0.043
	120
	
	0.046
	129

	56
	2,598
	0.049
	126
	
	0.046
	119
	
	0.049
	127

	57
	2,485
	0.054
	134
	
	0.051
	127
	
	0.054
	135

	58
	2,415
	0.054
	131
	
	0.052
	125
	
	0.055
	132

	59
	2,170
	0.060
	131
	
	0.058
	126
	
	0.061
	132

	60
	1,907
	0.079
	151
	
	0.077
	147
	
	0.08
	152

	61
	1,549
	0.086
	133
	
	0.083
	129
	
	0.086
	133

	62
	1,386
	0.162
	224
	
	0.154
	214
	
	0.18
	249

	63
	1,185
	0.138
	163
	
	0.131
	155
	
	0.156
	185

	64
	1,032
	0.130
	134
	
	0.123
	127
	
	0.148
	152

	65
	796
	0.194
	155
	
	0.187
	149
	
	0.212
	169

	66
	639
	0.163
	104
	
	0.156
	99
	
	0.181
	116

	67
	578
	0.158
	92
	
	0.151
	87
	
	0.176
	102

	68
	515
	0.161
	83
	
	0.154
	79
	
	0.179
	92

	69
	432
	0.154
	67
	
	0.147
	64
	
	0.172
	74

	total
	22,489
	
	1,954
	
	
	1,867
	
	
	2,080

	
	
	
	
	
	
	
	
	
	

	Impact on Retirement
	
	
	
	
	-87
	
	
	126


Notes:  The baseline number of workers in the labor force comes from the 2005-2007 American Community Survey.  The baseline hazard rates are estimated from the March CPS







� See, for example, Dorning (2009).  The media coverage around May 24, 2009 was based on an interview with Stephen Goss, the Social Security Administration’s Chief Actuary.  A few days later, his office released a memo detailing these findings.  In it, Goss reports that the number of claims for new retirement benefits in 2009 rose 10 percent more than one would expect based on demographics alone (Goss, 2009).  Goss indicated that the economic downturn is the potential cause of this increase.


� We discuss these two indices in more detail below.  Annual returns in the CS Index are calculated as the change in the December values.  Annual returns in the OFHEO Index are calculated as the change in the fourth quarter values.  


�Sevak (2001) reached a different conclusion, finding that men in defined contribution (DC) pension plans increased their retirement rates by more than men in defined benefit (DB) pensions during the stock market boom of the late 1990s.  However, this study is limited by an inability to control for differences in retirement trends between the two groups, a deficiency that is overcome in Coile and Levine (2006) by the use of the boom and bust as a double experiment.


� As we describe subsequently, we define retirement as complete labor force withdrawal.  However, we recognize that retirement could be defined in other ways, for example, as the initial claim of retirement benefits or as departure from a “career” job.  In fact, several studies have found that it is quite common for workers to leave a career job and work for a period of time at a less demanding “bridge” job before completely withdrawing from the labor force; see Cahill, et. al. (2006) for a recent contribution.  The data available to us leads us to focus on a definition of complete labor force withdrawal.  However, an analysis of these other types of retirement transitions would be a fruitful area for future research.





� A second way that we could use CPS data is by taking advantage of the longitudinal structure of the CPS to create a short panel of information for each respondent.  This panel can be created by matching CPS information for some respondents in one March CPS with that from the CPS in the following March.  The procedure for doing so is reported in Madrian and Lefgren (1999).  These data offer about one-third the sample size as the regular CPS.  An advantage of these data, though, is that we can create a definition of retirement for workers who have been more committed to the labor market and out of the labor force for a longer period of time.  We have used these data as well and obtained findings qualitatively similar to those reported subsequently.  We have chosen not to report them for expediency.





� In principle, we could use one regression model that would include all three measures of market conditions.  As we describe subsequently, though, each analysis has somewhat different data and sources of identification that requires separate analyses.  Where possible, however, we include other market conditions as control variables.  For instance our analysis of the impact of home prices includes the unemployment rate as an explanatory variable.


� If the quasi-treatment and quasi-control groups were identified by a characteristic other than location, for example education, then the dummy variables for each education group would serve to hold constant any longstanding differences in behavior between workers in different education groups, as the state dummies do in this discussion.


� In reality, since we are interested in unanticipated housing gains or losses, what should matter for retirement is not so much the total amount of the gain but the amount that was unexpected, so the ideal control group would be one where housing prices rose no more or less than expected.  While it is plausible that expectations about house price appreciation may vary by location, we have no data to guide us on this point, so we must treat all gains or losses in all locations as (equally) unanticipated.  


� Gustman and Steinmeier (2009) come to a similar conclusion using even more detailed wealth data (including Social Security and DB pension wealth) available in the Health and Retirement Survey.  In their analysis, they conclude that the share of wealth associated with equities tends to be so small that even a dramatic decline in the stock market is unlikely to have retirement implications for many workers.


� We have also estimated similar regression models distinguishing workers by whether or not they are covered by a private pension.  The type of pension held (DB versus DC) or the dollar amount of their holdings is not reported, but those with pensions are likely to have greater stock market wealth than those without, forming another type of quasi-experiment.  Results by pension status are not shown in the interest of space, but are consistent with the results by education group, in that they are more in line with our expectations for older workers than for younger workers and for long-term fluctuations than for short-run fluctuations.  These results are available from the authors on request.


� See Levine (1993) for a comparison of retrospective and contemporaneous measures of unemployment. 


� An older worker who is in the labor force in, say, 2003, and withdraws by the March 2004 survey is said to retire in the year 2003.  We define that worker’s age according to the March 2004 reported age less one to approximate age in 2003.


� Friedberg and Webb (2003) argue that the shift from DB to DC pensions can explain some of this increase; Gustman and Steinmeier (2008) make a similar argument with respect to changes in Social Security rules.


�The exact number of weeks differs across states depending on each state’s unemployment rate.  This duration is considerably longer than workers have been eligible for benefits in recent recessions, but it reflects the greater severity of the present downturn.


� We are not aware of any study that estimates the number of workers who request to stop receiving Social Security benefits after an initial benefit claim, though informal conversations with Social Security claims representatives suggest this request is exceedingly rare if not unheard of.  









