
Savings strongly influence the well-being of the elderly and
the rate of a country’s economic growth. But decisions about
saving are complex, involving consideration of current cir-
cumstances and predictions of future conditions. These deci-
sions reflect the personal situation of the individual making
choices between saving and spending, and the regulatory,
insurance, and pension environment. This environment is
extremely complex and constantly changes in most countries,
including the United States. For example, in recent decades,
employers have shifted away from defined benefit plans in
which they controlled the investment risk and portfolio man-
agement. Today, more employers in the United States have
instituted retirement savings plans that put complex long-
term investment decisions in the hands of individuals.

In one study that included the major tax and transfer pro-
grams affecting incentives to work and save in the United
States, Kotlikoff and Rapson (forthcoming) conclude that
not only are the incentives to save low, but it is nearly
impossible for people to understand the incentives to work,
save, or contribute to retirement accounts.

The National Institute on Aging (NIA) has sponsored
research to investigate how people’s savings behavior
responds to changes in taxes and public programs. This
research includes models that look at a variety of motives for

savings and also data collection that will improve the ability
to test assumptions about why and when people save. This
newsletter reviews findings from NIA-supported researchers
and others.

Saving for Retirement
For most of the last half-century, economists have depicted
individual and household saving decisions as a simple life-
cycle model. According to this theory, young adults save in
order to maintain their lifestyle in old age, at which time
their earnings are expected to decline. However, this model
fails to predict two prevailing facts about the elderly: Many
households reach retirement age with financial assets too
small to maintain their standard of living, and most elderly
in developed countries keep large amounts of assets until
very late in life (De Nardi, French, and Jones 2006).

Several factors may explain why some adults do not save as
much prior to retirement and why retirees do not spend
down their assets. For example, two-earner couples will reach
retirement with multiple sources of income, and the simple
life-cycle model does not usually take into account the
spouse’s expected income. Also, people may well consider
personal savings to be less necessary in the presence of Social
Security, employer-provided pensions, public assistance, and
disability payments. Finally, wealth held in the form of a
house can be transformed into income through rent, sale, or
borrowing instead of tapping other savings. Perhaps this is
why most elderly households maintain home ownership as
long as they can, usually until the death of a spouse or entry
into a nursing home (Venti and Wise 2004).

Researchers have used a more complex life-cycle model to
predict what individual households ought to save, household
by household (Scholz, Seshadri, and Khitatrakum 2006). This
model takes into account the many factors, including pensions
and medical expenses, that influence how much households
spend and save. When comparisons are made between each
household’s optimal amount of savings and what is actually
saved, most households are saving more than they need for
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retirement. Saving more than necessary may mean that house-
holds forfeit current consumption such as prescription drugs,
or other long-term investments such as education. Fewer than
20 percent of households save less than they should, and most
of those generally miss the mark by a small amount. 

One implication of these research findings is that when a
government increases the generosity of public transfer pro-
grams or when housing prices experience a long-term climb,
people may reasonably save less. In Germany, for example,
the very old have had the highest savings rates of any group,
and they still accumulate wealth as they age. Börsch-Supan
(1992) concluded that the generous German pension system
and the almost complete coverage of health expenses
through mandatory health insurance, along with naturally
declining consumption in old age, means that consumption
just cannot exhaust income flow, so wealth accumulates. 

Precautionary Savings and Bequests
The elderly also may continue to accumulate savings and
assets until very late in life because they are more certain
about the risks they face. A precautionary model of savings
implies that individuals who have a history of health prob-
lems will save to pay their eventual health expenses. Others,
facing a longer life, may save to ensure against expected but
unpredictable health costs. This approach suggests that with
increasing life expectancy and the likely onset of health prob-
lems during later years, savings rates will increase, or at least
not decline as rapidly as expected. The risk of living long and
facing high medical expenses helps explain savings decisions
among the elderly. Taking account of differences—sex, pover-
ty, and medical history—that influence the life expectancy of
individuals, De Nardi, French, and Jones (2006) predicted
that those ages 70 and older spend down their assets at a slow
rate, which is consistent with the U.S. experience.

The bequest model of savings recognizes that many people
value the welfare of their heirs enough to accumulate assets
for transfer at the time of death. This approach proposes that
households that have received or expect to receive bequests
treat these gifts as substitutes for their own savings, and there-
fore, save less out of their own earnings. Some research indi-
cates this is true, and thus reconciles the conflict between
research on samples of individuals and crosscountry studies
(Weil 1994):
■ In examining differences among individuals, studies indi-

cate that the elderly do not spend down their assets signifi-
cantly faster than young adults. 

2P o p u l a t i o n  R e f e r e n c e  B u r e a u | Today’s  Research on Aging | N o .  3 | M a y  2 0 0 7

■ Studies using country-level data indicate that countries
with a large elderly population tend to have a lower aggre-
gate savings rate. 

Savings in the National Economy
For a national economy, savings plays a similar role as it does
for individuals: providing funds to support investments that
cost money now but have returns down the road. Savings
rates differ a great deal from country to country and can also
change substantially from decade to decade within the same
country, as the figure shows. Indeed, the aggregate savings
rate in the United States, now about 13 percent of national
income, is remarkably low, both historically for the country
and compared with many other countries. 

When extending the simple life-cycle savings model to an
entire nation, the dissavings (spending down of assets) of
the elderly should offset the savings of young people.
Hypothetically, in a country where the size and age distri-
bution of the population are not changing, this model pre-
dicts that the total wage income of the young is the same
as the total retirement income of the elderly, so that net
national savings are zero. However, if the population age
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Note: Gross savings rates are calculated as gross national income less
total consumption plus net transfers.
Source: World Bank, 2006 World Development Indicators (Washington,
DC: World Bank, 2006): table 4.8.

Gross savings rates vary dramatically across 
countries and over time.
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Kingdom, and found that people increased their private sav-
ings in response to reduced public provision of old-age sup-
port. This was less true for the youngest and poorest parts of
the population. Consequently, if public pensions are
reduced, many households will tend to increase their savings
to make up for a large part of the loss. 

What This Means: Research, Data, 
and Policy
Saving during the working years is essential, even for low-
income workers. Yet the tax and transfer environment in
which Americans make their savings decisions is so complex
and changeable that virtually no one can figure out the best
possible amount to save over the life cycle. In addition, as the
U.S. population ages, concern about the solvency of Social
Security and the reliability of private pensions will likely focus
government more and more on enacting policies that ensure
Americans’ adequate retirement income.

Research summarized here indicates that people’s savings
behavior does respond to changes in taxes and transfer pro-
grams. Laws, regulations, and public programs have inadver-
tently created extraordinarily low incentives for personal sav-
ing in the United States. To the extent that higher national
savings rates are desired, these disincentives may have to be
adjusted. However, in order to predict the effects of policy
change, researchers must analyze available data to capture the
complex environment in which savings decisions are made.

Until recently, relevant household surveys have not includ-
ed both personal characteristics of savers and features of their

structure is changing, as it does when a country becomes
more or less populous, then the model predicts that aggre-
gate savings or dissavings occur at the national level. An
imbalance between the total income in young households
and the total income in elderly households may also take
place when economic growth or decline occurs quickly.
Much research has indeed confirmed that national savings
rates are higher when the working-age population is rela-
tively large and when economic growth is rapid (Higgins
1998; Masson, Bayoumi, and Samiei 1998).

Recent studies have simulated the effect of demographic
and policy changes on savings and capital accumulation at
the national level (Lee, Mason, and Miller et al. 2000,
2003). One study (Lee, Mason, and Miller et al. 2003)
investigated what happens when a country moves from an
old-age support system based on transfer of wealth from the
young to the old and adopts a system of self-support based
on individual savings and asset accumulation. In traditional
societies, such as in many developing countries, families pro-
vide old-age support by transferring wealth from the young
to the old. In a funded pay-as-you go system such as in the
United States, there is also a transfer from young adults to
the older retired population. Under the simple life-cycle
model, a change from either the family or pay-as-you-go
pension system to an individual savings scheme has similar
effects. Workers who no longer foresee family or public sup-
port in old age will save more. In the transition, both
increased savings and continued wealth transfers occur. As a
result, the elderly may not spend down their assets and the
aggregate savings rate will increase. However, as the new sys-
tem replaces the old, the aggregate savings rate will stabilize
at a rate higher than under a system of transfers but lower
than the rate observed during the transition period.

Life expectancy in most of the world’s countries is now
increasing (see table). The economic impact of this long-
term change will depend on how saving varies with age.
Researchers have investigated the savings effects of long-term
shifts in life expectancy by comparing age structures, retire-
ment ages, and savings rates in 57 countries (Bloom et al.
2006). These studies found that retirement ages in most
developed countries have stayed nearly constant, either by
law or in response to strong social security rules that penalize
individuals for retiring before the age at which they become
eligible for full pension benefits. In such countries, national
savings rates tend to rise along with life expectancy. 

Attanasio and Rohwedder (2003) studied the effects of
three pension reforms on private savings in the United

Life expectancy in most of the world’s countries 
is increasing.

1990 2005

World 64 67

Brazil 66 72
China 68 73
France 77 79
Germany 76 79
India 59 64
Japan 79 82
Malaysia 70 74
Nicaragua 64 72
Thailand 67 70
U.K. 76 79
U.S. 75 78

Source: United Nations, 2006 World Population Prospects (New
York: UN, 2006). 
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environment, and have only rarely included all components
of consumption, leading researchers to measure savings with
considerable error. Only in the last 15 years, under NIA
sponsorship, have vastly improved data appeared. The
American Health and Retirement Study (HRS) now docu-
ments all relevant public and private programs, follows indi-
viduals and households over time, and includes households’
complete consumption expenditures for part of the sample
(Hurd and Rohwedder 2006). Countries around the world
are now conducting or planning internationally comparable
versions of the HRS. 
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