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Executive Summary

The standard economic model of retirement and saving sug-
gests that people are well-informed and forward-looking in decid-
ing on their labor market and saving behavior. A key considera-
tion is the standard of living they will enjoy once they have re-
tired, and how it relates to their standard of living when at work.
This Issue Brief describes an exploratory investigation that sug-
gests people are not very well informed about their pensions and
social security, but that their retirement and saving behavior is
not very much affected by whether they have been overly opti-
mistic or pessimistic. Even as they approach retirement age, they
do not correct their saving or revise their retirement to better at-
tain their desired consumption in retirement. Among those who
have overestimated their benefits, rathet than save mote ot retire
later, they are content to accept whatever consumption their sav-
ing will permit in retirement, leaving their behavior as planned
using misinformation.

This Issue in Brief uses data from the University of Michigan
Health and Retirement Study (HRS) linked with Social Security
records and employer provided information about pensions to
develop direct measures of the level of knowledge and misinfor-
mation about Social Security and pensions. We begin by examin-
ing the general level of knowledge about retirement benefits and
see whether this is different for various demographic groups. We
relate these measures of knowledge to activities undertaken to
plan for retirement. Next, we examine the effects of knowledge
and retirement planning activities on retirement outcomes, in-
cluding on retirement plans, retirement behavior, revisions in re-



tirement as one approaches retirement age, and the estimated re-
lation between Social Security and pension incentives and retire-
ment. Lastly, we conduct preliminary analyses to see what rela-
tionship knowledge has to wealth accumulated for retirement.

The Data

The Health and Retirement Study (HRS) is a longitudinal, na-
tionally representative study of older Americans. This NIA sup-
ported survey began in 1992 with an initial cohort of 12,652 indi-
viduals from 7,702 households, with at least one household mem-
ber born from 1931 to 1941. Social security earnings histories
were linked for 9,472 respondents, or about 75 percent of the re-
spondents to the survey.

Detailed descriptions of employer pension plans were ob-
tained for two-thirds of respondents with plans on their current
jobs and for those with a plan on their last jobs if not currently
working, and for about a third of the pensions from jobs held be-
fore the current or last job. It is important to note that, for a
number of reasons, measurement of pension values is less precise
than the measurement of Social Security benefits.

From the HRS survey, we obtain the following measures of
respondents’ knowledge of Social Security: Do you expect to re-
ceive Social Security benefits in the future? At what age? How
much will the benefits be in today’s dollars? Similar questions are
asked about pensions, along with additional questions about the
specific features of the respondents’ pension plans. Retirement
planning activities include things like talking about retirement
with one’s spouse or friends or relatives, thinking about retire-
ment, and attending employer-sponsored retirement meeting

Summary of Major Findings

Knowledge of Social Security and Pensions Knowledge
of Social Security and Pensions

e Only half of the respondents who expect Social Security
benefits are able to say what they expect their benefit to
be. Regarding pension, 41% say they don’t know what
their pensions are worth.

e Comparing what people expect to receive with what they
actually receive, we find that 27 percent of respondents
estimate their Social Security benefits within 25% of their
actual benefit amount. Of respondents who make a
guess that is less accurate, 14% are too pessimistic and
underestimate their benefits, and 10% are too optimistic
and overestimate their benefits. The numbers are a little
worse for pensions with 16% accurate within 25%, and
of those who are less accurate, 25% understate their
likely benefits and 17% overstate them.

e Demographic comparison reveal that women do a
poorer job of estimating their Social Security benefits
than men; whites do better than Hispanics and blacks;
married people are better informed as are those with
more schooling. Respondents in the oldest cohorts
(closer to retiring) do better than younger, and those in
the lowest income and wealth deciles do worse than
those in the highest. A similar pattern is revealed for
knowledge of pensions.

e Those for whom Social Security represents a larger pro-
portion of their total wealth--are more dependent on it--
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are less likely to know what their benefits will be than
those for whom it is a smaller proportion. The opposite
is true for pensions: those who are more dependent on
pensions are likely to know more about them.
Retirement planning activities seem to increase knowl-
edge for both types of benetits, although only modestly.
One exception is that respondents who report having
asked the Social Security Administration for a calculation
of their benefits are much more likely to say they know
what those benefits will be.

The Relation of Knowledge of Social Security Benefits
and Pensions to Retirement Outcomes

Overall, there is only modest suppott for the expectation
that those who have engaged in retirement planning ac-
tivities are likely to retire eatlier.

Individuals who over estimate their Social Security and
pension benefits are likely to retire later than planned,
but the effects are very weak.

Respondents who said they did not know what their
benefits would be were less likely to be retiring in the
near future.

Adding measures of knowledge of Social Security and
pension benefits to standard retirement models has little
impact on the predicted effects of Social Security and
pension variables on retirement.

The Relation of Knowledge of Social Security Benefits
and Pensions to Other Wealth-

Measures of knowledge are only weakly related to meas-
ures of non Social Security and non-pension wealth.
Among the retirement planning measures, talking with
one’s spouse about retirement is associated with slightly
higher wealth. Overall, retirement planning has modest
but statistically significant effects on non Social Security
and non-pension wealth.

Adding measures of Social Security and pension knowl-
edge to models of saving has little impact on the esti-
mated effects of Social Security and pension variables on
saving.

Conclusion

As seen in this study, there is a great deal of misinformation

about Social Security and pension benefits and rules. Those who

are most dependent on Social Security benefits are least well in-

formed about them. We find the opposite for pensions: those

who are most dependent on pensions are most well informed

about their pension benefits. Women and minorities are less well

informed about both types of retirement benefits.

Opverall, there is only a modest relationship between measures

of information and retirement planning activities--those who plan

are somewhat better informed than those who do not. However,

we find that having requested a report from the SSA is strongly

related to knowledge of one’s Social Security benefits, suggesting

that providing information on request is a helpful policy. How-
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ever, people who request reports are likely to have more informa-
tion in the first place. Future work should attempt to evaluate the
SSA’s current policy of providing the report of personal earnings
record and projected retirement benefits to all recipients. Lastly,
we find a modest relationship of knowledge and planning activi-
ties to planned and actual retirement and to non Social Security
and non-pension wealth, and little effect of including knowledge
variables in retirement and saving equations.

Although this investigation yielded some suggestive results,
the puzzle is far from solved. In economic research, a common
assumption is that people are well informed and forward-looking
in their behavior. Yet we find many who are not well informed
about their future retirement benefits, and they seem to behave
no differently from those who are well informed with regard to
saving and retirement. Moreover, despite being misinformed,
they do not adjust their behavior as they approach retirement age
and become aware of the true situation.

Alan L. Gustman is a Loren Berry Professor of Economics at
Dartmouth College, Department of Economics, Hanover, New
Hampshire 03755 (alan.l.gustman@dartmouth.edu)

Thomas L. Steinmeier is a Professor of Economics, Texas
Tech University, Department of Economics, Lubbock, Texas
79409 (Thomas.Steinmeier@TTU.edu).

This work was supported by a grant from the Social Secu-
rity Administration through the MRRC (10-P-98358-5) and by
the NIA (1R01AG13913-01A1) and NIA (1R03AG15244-01).
We would like to thank Richard Ippolito, Anna Lusardi, Jon Skin-
ner, and Douglas Staiger for their helpful comments. The opin-
ions and conclusions are solely those of the authors and should
not be construed as representing the opinions or policy of SSA.

Phone (734) 615-0422
Fax (734) 615-2180

Michigan Retirement Research Center
Institute for Social Research
University of Michigan

426 Thompson Street, Room 3026
Ann Arbor, MI 48104-2321 mrre@isr.umich.edu

http://www.mrrc.isr.umich.edu

Regents of the University of Michigan

David A. Brandon, Ann Arbor
Laurence B. Deitch, Bingham Farms
Daniel D. Horning, Grand Haven
Olivia P. Maynard, Goodrich
Rebecca McGowan, Ann Arbor

Andrea Fischer Newman, Ann Arbor
S. Martin Taylor, Grosse Pointe Farms
Katherine E. White, Ann Arbor

Mary Sue Coleman, ex officio

The Michigan Retirement Research Center is supported by a grant
from the Social Security Administration (grant number 10-P-98358-5).



	Imperfect Knowledge, Retirement and Saving
	Alan Gustman Tom Steinmeier
	IB 2001-012 June 2001
	Executive Summary
	The Data
	Summary of Major Findings
	Conclusion
	Michigan Retirement Research Center




