
 

Americans' spending found to decline
consistently after age 65
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Estimated Spending Trajectories for Single Households. Credit:  (2022). DOI:
10.7249/RRA2355-1

Americans' personal spending drops consistently after age 65, both
among the affluent and those with lower levels of financial resources,
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according to a new RAND Corporation report.

Analyzing information from a long-running study of older Americans,
researchers Michael Hurd and Susann Rohwedder found that real 
spending adjusted for inflation declined for both single and coupled
households after age 65 at annual rates of about 1.7% and 2.4%.

The findings contradict traditional wisdom that spending will be constant
or even increase during older age, and suggests that individuals and
couples could spend more early in retirement.

"This research provides new insights about spending during traditional
retirement years and should help households, policymakers and financial
advisors better determine adequate saving rates during the working life
and affordable spending levels during retirement," said Michael Hurd,
director of the RAND Center for the Study of Aging.

The researchers say the fact that spending declines broadly, including
among those in the highest wealth group, suggests that the decline may
not be related to economic position but to other issues such as declining
health in older years.

There has been extensive research on the importance of saving for
retirement and on tools to facilitate and support the accumulation of
retirement wealth. Much less attention has been paid to spending
following retirement.

Hurd and Rohwedder analyzed long-term information about total
household spending among people aged 65 and older who participate in
the national Health and Retirement Study, a large population-
representative survey that has been fielded for more than two decades by
the University of Michigan. The study period was from 2005 to 2019.
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The analysis estimated two-year rates of change of household spending,
which was adjusted for inflation. Using those rates of change,
researchers constructed life-cycle trajectories of spending from age 65
to advanced old age.

The researchers conducted separate analyses for single persons and for
married persons, and for each they stratified by quartiles of wealth as
observed when the individual was in the age range 65 to 69. This initial
wealth stratification is important because lower-wealth households may
have different spending trajectories resulting from their more-restricted
economic circumstances.

The researchers found that the rates of decline were substantially
independent of initial wealth position at ages 65 through 69. This
independence led to the interpretation that the declining path is unlikely
to be caused by tightening budget constraints because even those in the
top quartile, who are the least constrained, exhibit a declining path.

The researchers suggest that worsening health associated with aging
reduces the need or desire for some types of spending such as trips and
vacations. While spending on health care increases with age, the increase
is not large enough to offset the decline observed for those types.

The analysis found that household budget shares spent on gifts and
donations increase with age, which suggests that economic position on
average does not deteriorate with age, even as total spending declines.

The researchers say the findings should prompt changes in the way
Americans do financial planning for their retirement years.

"In determining retirement income needs, households and the financial
planners should not rely on the common assumption that real spending
will be constant or even increase, because this is not supported by
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household-level spending data," Hurd said

  More information: Spending Trajectories After Age 65: Variation by
Initial Wealth, (2022). DOI: 10.7249/RRA2355-1
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