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Social Security

▶ (Note: I’m just going to call Old Age Insurance “Social Security”)

▶ Social Security Rationale:
▶ Longevity is uncertain
▶ Working during old age is difficult (transfers to needy)
▶ Saving large sum in case you live extra-long is costly

▶ Annuities market plagued by selection

▶ People do not save enough on their own – need to compel them to
save more
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Social Security

▶ Social Security Rationale (additional):
▶ Elderly parents can become a burden on adult kids if they do not

have enough savings or cannot live independently
▶ And what about elderly parents with no living children?
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Social Security

▶ Social Security History:
▶ 1935: Social Security Act Passed (age 65 and up)
▶ 1939: Survivor benefit (spouse and minor children)
▶ 1940: First check issued (Ida May Fuller, $22.54)
▶ 1950: First Benefit Increase (77% COLA)
▶ 1961: Early retirement lowered to 62
▶ 1975: Automatic COLAs
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Social Security

▶ Social Security Eligibility:
▶ Earn at least 40 Social Security credits

▶ Up to 4 credits in year with at least $6,040 in covered earnings
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Social Security

▶ Social Security Benefits:
▶ Calculate PIA from AIME (highest 35 years of earnings)
▶ Same progressivity as SSDI
▶ “Full Retirement Age” (FRA) is 67 for those born 1960 and after
▶ Can begin claiming Social Security at age 62 (early) but at a

reduced rate:
▶ Monthly benefit lowered by ≈ 30% if claimed at 62

▶ Can delay claiming past FRA and monthly benefit increases (only
until turning 70)

▶ Monthly benefit increased by ≈ 24% if claimed at 70
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Social Security

▶ Social Security Benefits:
▶ Spousal Benefits:

▶ A spouse can either claim on their own earnings history or on
their spouses earning history

▶ If spouses, they receive 50% of the benefit level
▶ When spouse passes away, this increases to 100% of the benefit

level
▶ A divorced spouse can claim on your earnings if they are

unmarried and you were married for at least 10 years
▶ Children under 18 can receive survivor benefits if parents qualified

for social security
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Social Security

▶ Basic Economics:
▶ Consumption/Saving over the life-cycle

▶ Work during younger years
▶ Wages increase while skills accumulate
▶ Save during younger years
▶ Retire and spend down wealth in older years
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Social Security

▶ Lets Look at some data:

▶ But first I want you to think/guess at some trends

▶ How have the following evolved over time (by age):
▶ Longevity
▶ Labor Force Participation
▶ Income
▶ Wealth
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Social Security
▶ Life Expectancy Has Increased:

Life Expectancy (from age 65)
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Social Security
▶ Employment has shifted:

▶ Less while young
▶ More while old
▶ Differences by sex

Life Expectancy (from age 65)
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Social Security
▶ Income Profile Over Life-cycle:

Income Profile
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Social Security

▶ Debt Profile Over Life-cycle:

Total Debt Profile

0

50

100

150

M
ed

ia
n 

D
eb

t (
$0

00
s$

)

<35 35-44 45-54 55-64 65-74 >75
Age

2019 1989

0

2

4

6

8

10

M
ed

ia
n 

N
on

-H
ou

si
ng

 D
eb

t W
or

th
 ($

00
0s

$)
<35 35-44 45-54 55-64 65-74 >75

Age

2019 1989

13 / 22



Social Security

▶ Wealth Profile Over Life-cycle:

Wealth Profile Over Life-Cycle
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Social Security

▶ Wealth Profile Across Income Distribution:

Wealth Profile Over Life-Cycle
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Social Security

▶ Policy Questions:
▶ How Progressive is Social Security?
▶ PAYGO? Private accounts?
▶ Effect on savings rates?
▶ COLA determination?
▶ What does well-being of elderly look like? Is social security

enough?
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Social Security

▶ Lets take a look into well-being or consumption

▶ Homeownership changes:

Homeownership Life-Cycle
J.M. Collins et al. Regional Science and Urban Economics 83 (2020) 103524

Fig. 1. Mortgage holding rates and homeownership by age profiles over time.
Source: Census PUMS Data 1980–2000, 2015 American Community Survey Data.

ments as they exit the workforce in retirement,1 they have an added
monthly expense, potentially crowding out consumption of other wel-
fare enhancing goods, such as health care, food, and prescription drugs.

However, given longer life expectancy, improved health status, and
extended labor force participation rates of older workers, households
may be optimally choosing to maintain mortgage debt later in life. The
housing boom of the 2000s may have encouraged borrowers to sub-
stitute away from higher cost debt, such as auto or credit card debt,
to lower cost mortgage debt (Brown et al., 2015). It is also plausible
that each new cohort of elderly households is being shaped by genera-
tional shifts. As the number of older people who own homes increases,
and the composition of the elderly home owning population changes,
the probability of older people holding a mortgage may also shift. The
propensity for the elderly to hold mortgages may simply be a function
of differences in each cohort’s wealth and income trajectory, for exam-
ple. Moreover, income tax, estate tax and other incentives may favor
holding mortgage debt, combining with life-cycle factors and bequest
motives, to make mortgage holding more favorable for more recent
elderly cohorts than prior generations.

As household heads age, they reconsider the costs and benefits of
owning versus renting a home. Older households are less location con-
strained, since they are less likely to be commuting to work and are
unlikely to have school-age children. Given the lower opportunity costs
of time for people out of the workforce, these households also have
lower transaction costs of moving.2 Combined with greater flexibility
on housing location, these factors could encourage households to sell
their homes and then rent or downsize to a lower cost property. Selling
a home can free up home equity to be used for investment or consump-
tion. On the other hand, the income of older households is less likely
to rise when rents rise. By owning a home, households hedge against
the increases in housing costs that renters face. For wealthier older
households, owning housing provides an asset that may complement
other assets in their portfolio. These financial factors might combine to
encourage home owning in old age.

Even when older households decide to become or remain homeown-
ers, they can decide to own the home outright with no loan, or have
mortgage debt against their home. Mortgage usage among younger

1 We acknowledge that retirement from work and elderly status are both
defined continuously, with households engaging in variable levels of work even
at the older ages. Our assumption is that households 65 and older are more
likely to be retired from work, and more likely to receive pension and Social
Security income than market income.

2 Dietz and Haurin (2003) describe home sale transaction costs.

households is often rationalized as a way to smooth consumption dur-
ing earlier working years. Older populations have likely already aged
out of peak earning years, making the use of a loan less compelling.
At the same time, older households are less likely to experience unem-
ployment spells and tend to have relatively stable income from Social
Security and any annuities or defined pension income. This might result
in older households perceiving the payment default risk of a mortgage
as being lower than for younger households with more income volatil-
ity.

For some older households who own homes, having a mortgage may
actually be driven by financial need. The boom-and-bust housing cycle
of the 2000s had a dramatic impact on home values and access to mort-
gage debt overall. As shown by Bhutta and Keys (2016), unprecedented
real housing gains in the boom period, combined with low interest
rates, led to high rates of equity extraction among homeowners in gen-
eral. As home values plateaued and then declined, homeowners in many
parts of the country faced large losses and even home foreclosure. While
older households were less likely than average to experience a foreclo-
sure, the price decline still exposed their household balance sheets to
the full brunt of the housing bust. Lower home values may have also
delayed older households’ plans to sell their homes to pay off their
mortgage. Older households may have also been indirectly impacted
by the recession if their adult-aged children needed in-kind or cash
inter vivos transfers, which could have substituted wealth otherwise
that would have been used to pay off a mortgage. Reverse mortgages,
which are specifically designed to facilitate older households to tap into
home equity to fund consumption, have not been in high demand (Shan,
2011). Instead older households may simply be extending existing mort-
gage debt.

This paper provides a deeper understanding of the prevalence of
mortgages among older households over time. In addition to show-
ing relative changes in the use of mortgages by subgroups within the
elderly population, we explore tax policy and other factors that may
have pushed higher relative rates of mortgage borrowing among older
households.

This study complements several recent studies. Mayer (2017) docu-
ments evolving trends in homeownership and mortgage finance among
older adults over the past several decades. He reports that while home-
ownership rates among older adults have been increasing over time,
mortgage usage has also been increasing without a corresponding
increase in financial assets. The author suggests that this is potentially
a signal that elderly households experience less financial stability as
they take on more debt. Lusardi et al. (2017) use data from the Health
and Retirement Study from 1992, 2004, and 2010 to show that recent
cohorts entering into retirement have taken on more debt than in the

2
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Social Security
▶ Lets take a look into well-being or consumption

▶ SSI Rates (by marital status):

SSI among Elderly
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Social Security
▶ Lets take a look into well-being or consumption

▶ Spending – Food:

Food Spending Among Elderly
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Social Security
▶ Lets take a look into well-being or consumption

▶ Spending – Entertainment:

Entertainment Spending Among Elderly
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