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Chapter 1

Introduction: Debt in an Aging Economy

Olivia S. Mitchell and Annamaria Lusardi

Due to increased longevity and reduced fertility rates, population aging is
casting a pall over many public and private retirement systems now facing
insolvency around the world. At the same time, there has been a long-term
shift in company-provided pensions from defined benefit (DB) to defined
contribution (DC) plans, such that both workers and retirees have had to take
on more responsibility for managing their retirement savings. This volume
focuses on another development in our aging economy, namely the fact that
people nearing and entering retirement are holding ever-greater levels of debt
than in the past. This is not a benign situation, as many pre-retirees and
retirees are concerned over their indebtedness. Moreover, this growth in
debt among the older population may render retirees vulnerable to financial
shocks, medical care bills, and changes in interest rates.

The contributors to this volume document key aspects of the rise in debt
across older cohorts, drill down into the types of debt and reasons for debt
incurred by the older population, and review policies to remedy some of the
financial problems facing older persons. In addition, we touch on insights
from other countries. In the process, we explore which group is most affected
by debt, and examine the factors producing this important increase in lever-
age at older ages. One conclusion that we draw is that the economic and
market environment is influential when it comes to debt. Access to easy
borrowing, low interest rates, and the rising cost of education has had an
important impact on howmuch people borrow, and howmuch debt they carry
into retirement. In this environment, the capacity to manage debt is ever more
important as older workers lack the opportunity to recover for mistakes.

Similarities and Differences across Approaches
Before highlighting some of the key lessons from the chapters that follow, it
is useful to discuss the ways in which the analyses differ, as chapters reported
herein offer several alternative ways to measure financial vulnerability in the
face of rising debt at older ages.
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Age Ranges
Readers of this volume will want to keep in mind the fact that most chapters
focus on older Americans. In practice, of course, ‘older’ is a term of art.
Many authors define it as age 65+, but some differentiate pre-retirees (age
56–61) from those in the retirement window (age 62+). The latter age split
acknowledges the fact that in the United States, eligible individuals may
elect to claim early social security benefits as young as age 62. Still other
chapters compare debt patterns of the young versus the old, which they may
define as age 34 and below (young), versus those age 75+ (older). Moreover,
countries also differ in terms of how they distinguish pre-retirees and those
in the retirement window: for instance, in Japan, age 60 has long been the
official retirement age, so pre-retirees are described here as age 50–59, and
those older than that, in the retirement window. Another way that
researchers differ has to do with whether they compare younger versus
older age groups at a moment in time, or whether they follow a cohort as
it moves into its older years. The latter approach, which exploits longitu-
dinal data, is especially informative as the ‘baseline’ information collected in
an earlier year can be used to forecast later life financial hardships. Never-
theless, older cohorts lose members due to mortality at relatively high rates,
so that one must be cognizant of the real possibility of ‘survival bias’ in such
panels. This possibility is taken seriously into account in several chapters that
follow.

Vulnerability Measures
In the US, the official poverty rate is one measure of financial vulnerability.
This is determined by comparing households’ income before taxes to
thresholds that vary by family composition and age of the household head
(noncash benefits including medical, housing, and food stamps are
excluded from this tally) (US Census nd). For many years, poverty rates of
the older population have been below those of the younger population,
with 9.2 percent of persons age 65+ falling below the line in 2017, versus
11.3 percent of adults age 18–64 (and 17.5% of children under age 18)
counted as poor (Romig 2018). Yet these estimates, traditionally calculated
using the Current Population Survey (CPS), have come under fire recently
by researchers Bee and Mitchell (2017) who recomputed elderly poverty
rates using an invaluable dataset that links the CPS and administrative
records. They found that corrected poverty rates for the age 65+ population
were about one-quarter lower, inasmuch as older persons appear to under-
report retirement income from pensions and retirement account withdraw-
als. In other words, instead of 9.2 percent poverty among the elderly, which
already put them in better economic circumstances than the younger
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population, the corrected poverty rate is closer to 6.9 percent, or almost
40 percent below rates for adults below age 65.

This volume also offers several alternative ways to capture financial fragil-
ity at older ages, looking for example beyond income measures and consid-
ering the financial situation of older people, offering different perspectives
on the complex problem of measuring retirement security. J. Brown et al.
(2020) use not only the poverty threshold, but they also use a different
measure, such as 150 percent of the poverty line, to assess older households’
ability to withstand financial shocks. Moreover, they look not just at income,
but they convert household wealth values into (household size adjusted)
annuity-equivalent values, so as to determine whether people have enough
to avoid material hardship in later life. Other authors examine borrowing
behavior directly, and many report debt to asset ratios as well, in an effort to
track indebtedness at older ages. The work by Lester et al. (2020) uses
detailed financial transaction records for five million households to track
debt service payments over a year, and the authors are able to differentiate
between mortgage payments, auto loans and credit card debt, and student
loans. Lusardi et al. (2020) employs a specific definition of financial fragility,
which is a summary indicator of how much assets and debt older families
have and their confidence in the capacity to face unexpected expenses.

While poverty rates may be low for older households, there are some signs
of financial hardship for older families. For example, J. Brown et al. (2020)
assess material hardship by examining whether older people always had
enough money to buy needed food, whether they took less medication
than prescribed because of the cost, or whether they participated in the
means-tested programs of Medicaid or food assistance. By these metrics,
they conclude that about 5 percent of persons age 77–82 were suffering such
hardship. Yet other ways to measure financial challenges facing older indi-
viduals include looking at indicators of severe problems, such as falling
delinquent on debt or bankruptcies (M. Brown et al. 2020; Li and White
2020). In other words, the chapters that follow offer a rich set of views into
how older people are faring and how debt is reshaping retirement for older
individuals.

Datasets Used
Researchers rely on a wide range of datasets when they seek to measure and
evaluate debt patterns for the older US population. This very much contrib-
utes to the richness of information and findings offered in this book. For
instance, many chapters in this volume rely on national survey-based datasets
such as the Health and Retirement Study (HRS), the Current Population
Survey (CPS), the Survey of Consumer Finances (SCF), and the National
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Financial Capability Study (NFCS). Each of these offers somewhat different
insights into aspects of household behavior, but what they all have in common
is that they elicit respondent self-reports on their income, assets, debts, and a
multitude of other socio-demographic factors that are of interest. Some of
these surveys are conducted at different time periods, but they are purely cross-
sectional, in that different people are surveyed each time the study is fielded
(e.g., CPS and NFCS). Others, especially the HRS, follow the same people over
an extended period of time. Such longitudinal or panel data are particularly
useful when examining how respondents’ financial positions change over
time, and also to compare new respondents versus their same-age counterparts
in previous time periods.
Those using each of these datasets are aware of their strengths, including

the fact that people can be and are asked qualitative questions, including
their perceived financial fragility. Nevertheless, respondent surveys also
suffer from the fact that researchers must rely on consumers’ self-reports,
and their responses can be subject to reporting errors when people misre-
member their financial information. For this reason, other ways have been
developed to track peoples’ financial behaviors over time. One chapter in
this volume relies on the New York Fed Consumer Credit Panel (CCP),
based on Equifax credit report data (M. Brown et al. 2020). A second uses a
new and richly detailed dataset on administrative information for millions of
credit card and other bank transactions (Lester et al. 2020). The latter
records, collected by J.P. Morgan Chase & Co., are derived from transaction
files from (anonymized) records on 31 million households. The advantage
of such administrative data is that data quality is quite high. It can also be
high frequency, allowing researchers to track volumes of spending, debt
behavior, and repayment patterns. Nevertheless, these administrative rec-
ords often contain relatively little detail on household socio-economic char-
acteristics, and they do not include responses to more qualitative questions
provided by the respondent surveys. Thus, much can be learned by reading
across the chapters of this book.

Types of Debt
While debt is on the rise, it is also important to consider which type of debt
older people carry into retirement. Given that older individuals are close to
retirement, they should be close to the peak of their wealth accumulation.
Yet, many chapters in the volume document that older households carry
debt that charges higher interest rates and fees and some have been delin-
quent on their debt and declared bankruptcy. Student loans, which are
often associated with debt taken up by young people, are also present
among the older population, as documented in detail by Lester et al.
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(2020). One of the suggestions that can be derived from this chapter is that
it is important to have information on the types of debt that people carry,
rather than lumping all of it into one or a few categories, as done in many
surveys.

Other Countries
Finally, changes are happening not only in the US, but elsewhere as well.
The experience of Japan with its high share of elderly people offers insights
on how others are faring; it also provides a warning that debt is increasing
not only among the old, but also the young (Horioka and Niimi 2020). In
sum, many types of information are helpful in evaluating financial vulner-
ability in retirement, particularly since the issue is so multi-dimensional at
older ages.

Debt Developments in an Aging Economy
The first section of this volume draws out key lessons from a close examin-
ation of debt trends for older households. The chapter by M. Brown et al.
traces the rise in consumer debt from 2003 to 2017, examining how the
patterns differed by household age. The authors conclude that younger
people are now less likely to borrow for home purchases than in the past,
whereas older borrowers have boosted debt holdings in several categories
including auto, home, and education loans. In other words, there is a
graying of debt in America. They also identify a substantial degree of
heterogeneity in debt changes over time, and they conclude that the growth
of debt at older ages to date has mainly occurred in the top two deciles of the
wealth distribution. Nevertheless, the least wealthy elderly have also partici-
pated in a massive increase in borrowing for educational loans, as well as
credit card debt.

In their previous work, Lusardi et al. (2018; forthcoming) use HRS data to
document that the percentage of Americans nearing retirement with debt
grew from 64 percent in 1992 to 71 percent in 2010. Additionally, the
amount of debt held by people age 56–61 also rose sharply in real terms:
median household debt for this group in 1992 was less than $6,800, but by
2004 it had more than quadrupled. By 2010, it stood at $32,700, nearly five
times the 1992 level (all in 2015 dollars). In their chapter, Lusardi et al. use
data from the NFCS to demonstrate not just the increase in debt, but also
the type of debt older people use and the potential consequences associated
with debt. For example, they document that many in the older population
are borrowing using methods associated with high interest payments and
fees. They also show there is a strong correlation between the types of debt
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instruments held, such that those using one source of high cost debt are also
likely to use other expensive types of debt. Again, there are socio-economic
differences across the population: those carrying high cost debt are dispro-
portionately African American, low-income persons, and people with
dependent children. Three explanations for observed patterns are offered
including lack of financial literacy, lack of information, and behavioral
biases.
Seeking to draw inferences about how well today’s near-elderly will fare in

the years to come, the analysis of J. Brown et al. (2020) begins by evaluating
how the previous cohort of near-retirees were doing while age 57–62, and
which of their attributes help predict their subsequent retirement 20 years
later. Next, assuming that future cohorts will behave similarly to those in the
past, the authors project future levels of insecurity for the next generation as
a function of changes in demographic factors, assets, debt, income, and
health. Results suggest that Baby Boomers in the 1952–57 cohorts are 43
percent more likely to experience poverty, and 63 percent more likely to be
food insecure. A key reason for the deterioration in economic security,
conclude the authors, is that the share of non-Hispanic Whites is declining
due to demographic change over time, and this subgroup of the population
had higher levels of wealth in the past compared to other race/ethnic
groups.

Retirement, Debt, and Financial Vulnerability
at Older Ages
The second section of the volume undertakes an exploration of the linkages
between debt and the extent to which debt appears to be driving financial
vulnerability at older ages. In their chapter, Li and White detect a doubling
in the percent of bankruptcy filings by the elderly over time, from 6 percent
in 2000 to 12 percent in 2018. Similarly, the share of the elderly in foreclos-
ures also increased rapidly, from 6.8 percent in 2000 to 11 percent in 2018,
or an increase of nearly two-thirds. Two events could help explain debt: the
2005 bankruptcy reform, and the financial crisis of 2008–09. While these are
important explanations for financial distress overall in the economy, they
cannot account for the growth in financial distress of the elderly relative to
younger age groups.
Similar findings emerge from the chapter by Trawinski (2020). She

reports that older families took on greater mortgage debt than in the past,
and foreclosure rates for borrowers age 50+ have risen over time. By con-
trast, younger borrowers have had lower foreclosure rates since the financial
crisis. In other words, many older homeowners may face the loss of their
homes when, and if, interest rates rise.
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The chapter by Lester et al. takes a somewhat different tack by examining
real-world debt patterns by age, building on a transactions dataset from
J.P. Morgan & Chase Co. The authors observe that credit card debt is
younger peoples’ highest average debt service obligation, but they remain
relatively high during the working years and throughout retirement, espe-
cially early on. Student loan payments are also high among the young, yet
many older people continue to service these loans well into retirement. Auto
loans and mortgages generally become important for people in their mid-
30’s, and while they decline after age 40, they are still consequential.

Butrica and Karamcheva (2020), in their chapter, investigate whether
older Americans appear to be responding to rising debt levels by working
longer, and retiring later. Their earlier research (Butrica and Karamcheva
2013; 2018) suggested that older persons holding debt were, in fact, more
likely to work and less likely to claim early social security benefits. In the new
dataset examined here, the authors confirm their earlier results and con-
clude that debt at older ages is negatively associated with the probability of
retiring and claiming social security, and positively associated with con-
tinued work. These conclusions hold after the authors attempt to control
on possible reverse causality. Moreover, mortgage debt seems to be a more
powerful inducement to remain in the labor force, than are credit card debt
or student loans. The impact is largest for those with a great deal of debt and
little in the way of financial assets.

Policy Perspectives on Debt at Older Ages
Following the exploration of various dimensions of older persons’ asset and
debt positions, the third section of this volume analyzes potential lessons
from the evidence for policymakers.

Biggs (2020) offers a provocative discussion of retiree benefits available to
the lifetime poor—people who earned relatively little during their worklives,
which the author equates to those whose lifetime earnings place them in the
lowest quintile (20%) of the distribution. He notes that his group of retirees
receives social security benefits replacing 84–96 percent of their income,
suggesting that such individuals do not need to save much more. In further
analysis, Biggs finds that required additional saving needs for the poor are
quite low, at 0.4 percent of earnings for very low earners (though they are
higher, 6.4 percent of pay, for maximum earners). Accordingly, this analysis
does not imply a massive need for additional saving among the low-paid
workforce.

A different population, namely public sector retirees, is the focus of the
work by Clark and Liu (2020). Many in the public sector are still covered by
DB plans where individuals have to make few decisions about their pensions,

OUP CORRECTED PROOF – FINAL, 29/9/2020, SPi

Introduction: Debt in an Aging Economy 7



which is no longer the case for private sector workers. One might hypothesize
that this group would be relatively unlikely to get into financial trouble in
their older years. Nevertheless, the authors find that, even in this group of
retirees, there is still a sizeable amount of financial distress and many
retirees are observed making financial mistakes. In particular, women and
non-married retirees often expressed having made financial mistakes, as
measured by responses to four questions ranging from getting behind on
payments, to borrowing from friends and family, to not paying down credit
cards each month. The authors also show that the least financially literate
were most likely to express feelings of financial distress, suggesting that
financial education programs could help retirees struggling to manage
their retirement assets and debts.
In view of Japan’s unique experience with the most rapidly aging popula-

tion in the world, Horioka and Niimi (2020) ask whether Japanese pre-
retirees (age 50–59) experienced a run up in debt similar to that in the
US. Their evidence indicates that there was no dramatic increase in older
Japanese debt in the past 40 years; moreover, the debt to income ratios for
pre-retirees was also relatively stable. Interestingly, however, debt to income
ratios did rise substantially for the age 30–39 group, a development that the
authors attribute to rising rates of home purchases among those starting
families. This was partly due to the Japanese government having introduced
and then expanded tax breaks to homeowners, pursued very low interest
rate policies, and reformed the housing market, all factors that made it
easier for the young to borrow for homes. In other words and not surpris-
ingly, this cross-national comparison suggests that retiree debt is likely
heavily influenced by government monetary and fiscal policy.
One question that readers might raise is whether the rise in debt for older

households over time has been matched with increases in assets, in which
case the overall leverage ratio might exhibit little long-term trend. The
research presented in this volume concludes that this is not the case: for
instance, M. Brown et al. (2020) point out that there has been a long-term
rise in the ratio of debt to assets, particularly for the least wealthy. Lester
et al. (2020) concur, showing that average debt to wealth ratios are the
highest for the poorest members of the samples they study. This evidence
supports evidence presented by Lusardi et al. (forthcoming), who report
that today, Americans age 56–61 are far more leveraged than their counter-
parts were in the past. Specifically, the median value of total debt to total
assets was rather small for the HRS Baseline cohort (only about 4%), yet the
ratio rose to 11 percent and 15 percent for the War Baby and Early Boomer
cohorts. Additionally, a sizeable percent of Early Baby Boomers had ratios
over 50 percent, and some even hold debt amounting to 90 percent of total
assets. In other words, one cannot remain sanguine about debt trends
among the older population.
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Our volume closes with a macroeconomic analysis by Alter et al. (2020);
here the authors worry that rising household debt can be associated with
more unemployment, lower economic growth, and a higher chance of a
banking crisis. The authors undertake a cross-national analysis using data
from 80 countries, and they conclude that there is, in fact, a negative
relationship between household debt growth and future GDP growth.
Accordingly, they underscore the need for policymakers to closely monitor
household debt levels, and to take these into account when developing
central bank policy. Financial stability has increasingly become a concern
for central bankers, and our data suggest that it is important to monitor not
just the health of banks, but also the health of household balance sheets.

Conclusions
This volume provides cutting-edge research on the changing levels and
types of debt in the older population. In the US, near-retirees today prove
to have taken on substantially more debt than in the past, frequently because
they bought more expensive homes than in the past, with smaller down
payments. This growth in older debt can be attributable to both supply and
demand factors in the credit market (Lusardi et al. forthcoming). In terms
of the supply side, the long-term low interest rate policy combined with
innovations making it easier for people to borrow encouraged debt, along
with structural changes in the housing market making it easier and less
expensive for people to finance/refinance their homes (Li and White
2020). On the demand side, low levels of financial sophistication character-
ized many Americans, and concurrently drove demand for more borrowing
as well as mistakes in financial decision making.

Older persons with high levels of debt and, particularly, debt to income,
would appear to be especially vulnerable to interest rate increases forecast
for the future. While some of those holding large amounts of debt also have
substantial assets, financial vulnerability in the older population is particu-
larly marked for those in poor health and for those facing unexpectedly
large income shocks. Another area explored in this volume in some detail is
the growing importance of debts for student loans—which characterize not
only the young, but also the older population. Moreover, delinquencies
tend to be higher for student debt than for homeownership. While indebt-
edness does attenuate in later life, particularly among the higher income,
better-educated, and more financially literate, there is certainly room for
more financial literacy helping older persons do a better job managing their
assets and debts over their retirement periods. Finally, the data point to
large differences among the older population in terms of who is carrying
debt close to retirement, which type of debt is creating problems, and what is
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likely to lie ahead given that debt seems to have become the norm among
both the young and the old. One-size-fits-all policies are unlikely to address
the needs of a heterogeneous population facing different circumstances.
Policymakers must be alert to identify mechanisms that are effective in
targeting specific population subgroups, particularly the most vulnerable.
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