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Our first speaker is panel member Lisa Mensah of the Aspen Institute. 
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Social Security is the major source of income for most retired Americans. About 90 

percent of people aged 65 and older receive benefits.  For two in three of those 

beneficiaries, Social Security is half or more of their total income.  Women without 

husbands are the most reliant on Social Security benefits.  For three in four elderly 

unmarried women receiving Social Security, the benefits are more than half their income.  

For nearly three in ten of such women, Social Security is their only source of income.   

Social Security benefits alone do not provide a comfortable level of living.  The average 

benefit for a retired worker was about $922 a month, or $11,060 a year in 2004.  Under 

current Social Security law, benefits for future retirees are scheduled to rise in real terms.  

Benefits will grow somewhat more slowly than earnings, however, because the 1983 law 

raised the “full benefit age” from 65 to 67.  That law phases in over the next 20 years.  

Although the real level of benefits will be higher, benefits for 65-year-old retirees will 

replace a smaller share of prior earnings than is the case today or at any time in the last 

30 years.  Because Social Security is not in long-run financial balance, other changes 

might be enacted that would either raise revenue or lower benefits.   
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Employer-sponsored pensions are an important supplement to Social Security for the half 

of married couples and one third of unmarried men and women age 65 and older who 

receive pensions.  At any time over the past 25 years, about half of private-sector workers 

have been covered by pension plans.  The form of these plans has shifted dramatically 

from the 1970s and 1980s when defined-benefit plans were dominant.  Today, defined-

contribution plans, such as 401(k) plans, are more common.  In defined-contribution 

plans, workers have more choices about whether to participate and how much to 

contribute; they can take the accounts with them when they change jobs; and they have 

more choices about when and how to withdraw the money.  At the same time, workers 

take on more responsibility for financing the plans and bearing the investment risk that 

employers bear in defined-benefit plans.   
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Today, about half of all U.S. families own a tax-favored retirement account other than a 

defined-benefit retirement plan..  The median value of the accumulated balances in those 

accounts was $29,000 in 2001.   

The lack of tax-deferred retirement savings affects middle income families as well as 

families with lower incomes.  Of families in the middle fifth of the income distribution, 

half lack retirement savings accounts.  At all income levels, the typical value of tax 

deferred savings (for those who had any) was less than one year’s income.   

Age differences matter.  Younger workers have more of their working lives ahead of 

them, while older workers have little time left to increase their savings. Of families age 

55-64, about 59 had any retirement savings accounts.  The median value was $55,000.   

Another measure of economic vulnerability is the capacity of families to withstand 

setbacks such as joblessness or prolonged illness.  Haveman and Wolff (2001) define 

households as “ asset poor” if they lack sufficient assets to meet basic needs (to stay out 

of poverty) for three months without income.  By this measure one in four families is 

asset poor, if their total net worth, including home equity, is considered available to meet 



basic needs.  If only liquid assets (excluding home equity and retirement savings) are 

considered, four in 10 families are asset poor.  .   
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Many Americans lack experience with financial institutions.  This lack of financial 

experience merits attention in the design of a new individual account system.  The size of 

the “unbanked” population – those who do not have a checking or savings account with a 

bank or credit union – is estimated to be between 10 and 20 percent of all U.S. families.  

Low-income and minority families are most likely to be without a connection to a 

financial institution.     

Individual development account experiments have offered financial education and 

matched savings to low-income workers.  The savings are earmarked for specific 

purposes, such as higher education, purchase of a first home, or starting a business.  

Conditions that appear to foster successful saving include:  (a) access to a savings plan, 

(b) incentives through matching funds, (c) financial education, (d) ease of saving through 

direct deposit and default participation, (e) clear saving targets and expectations, and (f) 

restrictions on withdrawals. 
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How Big Might Accounts Be? 

 Size will depend on how much people put in, how long they have to contribute before 

reaching age 65, and their investment returns.   

 We have examples for illustrative workers who contribute 2 percent of their earnings and 

reap investment returns of 4.7 percent a year over inflation.  After 40 years, a 65 year old 

would have an account equal to about 1.7 times his or her annual earnings. Examples of 

what this means for workers at different lifetime indexed earnings levels follow.     

A medium earner – making about $34,700 – would have an account of about $59,400 

after 40 years.  It would pay an inflation-indexed life annuity of about $333 a month.  

A low earner – making about $15,600 – would have an account of about $26,700 after 

40 years.  It would pay $150 a month.   

A high earner – making about $55,500 – would have an account of about $94,900 after 

40 years.  It would pay a life annuity of about $536 a month.   



If contributions are 4% instead of 2%, accounts would be twice as big.  If contributions 

were only 1% instead of 2%, they would be only half as big. Actual investment returns 

would make an important difference.  

 


