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Abstract 

 

From 1964 until 2002, the State of Nebraska sponsored a defined contribution plan for its 

employees.  During this period, the plan was unique among state pension plans because it 

was an individual account-type plan that offered participants the choice of a lump sum or 

annuity distribution upon retirement.  Such a choice presents the opportunity to learn 

more about how individuals perceive financial risks and weigh various factors when 

deciding how to access their retirement benefits.  This study reports the results of a new 

survey of Nebraska state workers who retired or terminated employment in 1997.  The 

results offer a perspective on how individuals perceive their decisions 10 years later.  The 

findings reveal three general themes.  First, retirees tended to underestimate the financial 

risks associated with uninsured health care expenses.  Sixty-five percent of retiree 

respondents said that they had initially underestimated such risk.  Second, federal policies 

may influence the distribution decision.  For example, many respondents cited tax 

penalties on lump sum distributions as a major factor in their decision, which is 

consistent with a high percentage choosing a non-taxable direct rollover distribution.  

Finally, the results provide a basis for cautious optimism that retirees will be able to 

successfully manage a present value sum distribution during retirement.  Over 90 percent 

of retiree respondents reported that they were able to cover their living expenses 10 years 

after their retirement. 
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1.  Introduction 

 From 1964 until 2002, the State of Nebraska sponsored a defined contribution 

plan (the “State Employees Plan”) for employees of state government.
1
  During this 

period, the State Employees Plan was unique among state government-sponsored  public 

pension plans because it was an individual account-type plan that offered participants the 

choice of a present value sum
1
 or an annuity form of distribution for their vested account 

balances. 

Such a choice presents the opportunity to learn more about how individuals 

perceive various types of financial risks and weigh various motivational factors when 

deciding whether to choose a present value sum or an annuity for the distribution of their 

retirement benefits (the “distribution decision”).  This study focused on participants in the 

State Employees Plan who either retired or terminated employment in 1997 and who 

were eligible at that time to receive a distribution of their retirement benefits 

(collectively, the “1997 Population”).  The study was conducted as a mail survey to 

collect individual-level data concerning how members of the 1997 Population assessed 

longevity, inflation, investment and health shock risks and the factors that motivated their 

distribution decisions in 1997.  The survey further collected individual-level demographic 

data, including data on financial literacy and efforts at retirement planning, and data 

concerning the investment and consumption experiences of the members of the 1997 

Population for the ten-year period following the distribution decision. 

 

                                                             
1 

The State Employees Plan covers all permanent employees of the State of Nebraska who have completed 

twelve consecutive months of service except: (1) state judges; (2) state patrol officers; (3) Nebraska 

Department of Education employees who participate in the state’s School Employees Retirement Plan; (4) 

employees of the University of Nebraska, state colleges, and community colleges; and (5) other 

miscellaneous categories of workers. These state employees also are eligible to make additional voluntary 

contributions on a pre-tax basis to another defined contribution plan sponsored under Section 457 of the 

Internal Revenue Code.  

 

The State Employees Plan was converted to a cash balance (defined benefit) plan on April 18, 2002.  

Participants in the State Employees Plan today continue to have the option of choosing between a present 

value sum or an annuity form of distribution of vested benefits. 

 
1
 As used in this paper, the term “present value sum” refers collectively to taxable lump sum distributions 

and nontaxable direct rollover distributions.  When the data is analyzed using these subcategories, the terms 

“lump sum” and “direct rollover” are used to distinguish between the two types of distributions of a present 
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2.  Background 

 A substantial body of scholarly literature addresses how a rational actor would 

perceive and make optimal decisions concerning longevity, inflation, investment and 

health shock risks in managing retirement wealth.  A critical decision point occurs when 

the individual must decide whether to elect a distribution of retirement benefits in the 

form of a present value sum or an annuity.  For individuals who elect to receive a present 

value sum, there is an ongoing series of decisions concerning the investment and 

consumption of retirement assets. Factors suggested by the literature as possibly 

influencing the distribution decision include: other sources of retirement income (e.g., 

Social Security benefits and personal savings); competing desires for immediate 

consumption of retirement wealth and inter-generational wealth transfer; overestimates of 

future rates of investment return; underestimates of longevity, inflation, stock market 

volatility and health shock risks; and the undervaluing of annuities (Scott, Watson and Hu 

2007; Hu and Scott 2007; Horneff et al. 2006; Coile and Milligan 2006; Rohwedder and 

Van Soest 2006; Van Soest and Kapetyn 2006; Munnell and Sundén 2004; Dus, Maurer 

and Mitchell 2004). 

 Using aggregate-level data, researchers have studied the transition from the 

retirement asset accumulation phase of the life cycle during an individual’s working years 

to the consumption phase beginning with the early retirement years.  The results of these 

studies are mixed.  Some retirees appear to maintain their pre-retirement wealth and 

consumption levels while others experience a sharp decline in wealth and consumption 

levels shortly after retirement begins (Copeland 2007; Hurd and Rohwedder 2006; 

Haveman et al. 2005).  Researchers studying this sharp decline in consumption 

immediately following retirement – a phenomenon known as the retirement-consumption 

puzzle – have suggested multiple theories to explain both the retirement-consumption 

puzzle and the divergent outcomes produced by aggregate-level data research (Hurd and 

Rohwedder 2006).  Although Hurd and Rehwedder found that some individuals may be 

reducing consumption in retirement by substituting increased leisure time for goods that 

are complements to leisure, they conclude that no single explanation can account for the 

                                                                                                                                                                                     

value sum. 
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decline in consumption at retirement.  One partial explanation is that some individuals 

may have unknowingly or knowingly undersaved for retirement, but did not reduce 

consumption until forced to do so because of a decline in income upon entering 

retirement.  This explanation is consistent with numerous research studies finding that 

between 20 and 50 percent of the population reaches retirement with insufficient financial 

resources (Rohwedder 2006).  Another partial explanation is that some individuals 

experienced unexpected health problems that either forced an earlier than planned 

retirement, or experienced unanticipated high health care expenses in retirement 

(Rohwedder 2006). 

These partial explanations suggest that a non-trivial percentage of individuals may 

suffer from sub-optimal planning for retirement.  Research focusing on financial literacy, 

retirement planning, and retirement wealth has found that retirement planners, who tend 

to have higher levels of financial literacy, accumulate more retirement wealth (Lusardi 

and Mitchell 2006a; Lusardi and Mitchell 2006b).  One variable common to both 

financial literacy and retirement planning is the accuracy with which individuals perceive 

various types of retirement financial risks.  Another key variable in retirement planning is 

the individual’s motivations for saving and planning.  These motivations may be 

complementary to, or compete with, a desire for personal and/or spousal financial 

security during retirement.   

Risk perceptions and motivations also play a potential role in understanding 

another retirement “puzzle” – why individuals undervalue annuities (Hu and Scott 2007; 

Horneff et al. 2006).  For most workers who participate in a defined contribution plan, the 

only distribution option is a present value sum.  Although in theory an individual 

voluntarily could use these funds to purchase an annuity, in practice very few individuals 

do so (Hu and Scott 2007; Davidoff et al. 2005; Dushi and Webb 2004; Brown et al. 

2001).  Research finding that retirees with less annuitized wealth consume more in the 

early retirement years than retirees with more annuitized retirement wealth raises the 

policy concern that future retirees (whose retirement benefits are increasingly likely to 

come solely from a defined contribution plan) may be at a higher risk of overconsuming 

and depleting their retirement plan assets before they die (Butrica and Mermin 2006).  
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3. Survey Methodology 

The 1997 Population provided a unique opportunity to collect individual-level 

data on the risk perceptions and motivations that underlie the distribution decision.  The 

researcher designed the mail survey as a twelve-page booklet consisting of six main 

topical sections with a total of 35 questions.  The section topics, questions and answers 

are described in conjunction with the data results presented below.  In tabulating the data, 

survey respondents were coded as either “workers” (age 61 or younger) or “retirees” (age 

62 or older) at the time of the distribution decision in 1997.  Distribution decisions were 

coded as either an annuity, a present value sum (further subcoded as either a taxable 

“lump sum” or a nontaxable “direct rollover”), or as “no distribution” for individuals who 

elected to keep their account balance invested with the State Employees Plan and did not 

take a distribution in 1997.  Survey respondents also could indicate “other” for their form 

of distribution and give an open-ended explanation.  All of the “other” responses were 

successfully recoded into one of the above categories based on the open-ended 

explanation. 

The format of the survey instrument was designed by the Bureau of Sociological 

Research at the University of Nebraska-Lincoln (“BOSR”) for use with computer 

software to electronically scan survey responses.  The BOSR also provided the researcher 

with technical assistance in the wording of the survey questions and answers.  Because 

Nebraska state confidentiality laws prohibited the disclosure of home address information 

directly to the researcher, the administrator for the State Employees Plan, the Nebraska 

Public Employees Retirement System (“NPERS”), provided the home address 

information of record as of 1997 for the 1997 Population directly to the Nebraska State 

Government Print Shop.  The Print Shop then printed and mailed the surveys to the 1997 

Population using the 1997 home address information.  Surveys with outdated home 

addresses were returned by the U.S. Postal Service directly to the BOSR.  The BOSR 

researched current home address information using the outdated address on the returned 

survey envelope and, when possible, remailed the survey materials to a current home 

address. 

To the extent possible within the legal and budgetary constraints presented by the 
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project, the researcher used The Tailored Design Method of survey methodology to 

maximize the survey response rate (Dillman 2007).  To pretest the survey instrument, the 

NPERS provided the researcher with the most current home telephone number of record 

as of 1997 for 50 individuals from the 1997 Population (the “Cognitive Interview List”).  

The researcher telephoned and conducted cognitive oral interviews with four individuals 

selected at random from the Cognitive Interview List using the draft survey instrument.  

Based on feedback from these cognitive telephone interviews, the researcher revised the 

survey instrument.  The researcher next telephoned and received permission from six 

different randomly selected individuals from the Cognitive Interview List to mail the 

revised written test survey instrument to them.  The researcher requested that each of 

these six individuals complete and return the revised written test survey instrument to the 

BOSR within two weeks’ time.  Four of these six individuals completed and returned the 

revised written test survey instrument within the two-week period.  The researcher then 

conducted a brief cognitive telephone interview with each of these four individuals to 

assess the revised written test survey instrument in terms of content, clarity, and ease of 

response.  Based on feedback from this second round of telephone cognitive interviews, 

the researcher made only slight modifications to the final survey instrument that was 

mailed to the 1997 Population.  A copy of the final survey instrument may be 

downloaded from the BOSR Web site at http://bosr.unl.edu/npers.html.  Final survey 

results will be posted at this Web site at a future date. 

A total of 1,564 survey packets, consisting of:  (1) the final survey instrument; (2) 

a cover letter with an informed consent notice; (3) a postage-paid return envelope; and (4) 

a postage-paid reply postcard for permission to contact the individual for participation in 

a possible future study were mailed on June 7, 2007. As of July 17, 2007, the BOSR had 

received 630 survey packets that were undeliverable due to outdated home address 

information from the initial mailing.  In addition, 16 survey packets were returned to the 

BOSR because the addressee was deceased. Of the 630 undeliverable surveys, address 

information for 210 of the surveys was researched and these survey packets were resent 

on July 9, 2007.  As of July 17, 2007, 82 valid completed surveys had been returned and 

scanned by the BOSR into the database using survey-reading software.  The data 
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presented below represent a survey response rate of 7 percent through July 17, 2007.
2
 

The legal constraints requiring the NPERS to maintain the confidentiality of the 

names and home addresses of the 1997 Population limited the researcher’s ability to 

utilize standard mail survey design features that may improve response rates, such as 

personalized follow-up contacts with nonrespondents (Dillman 2002; Moore and Tarnai 

2002).  Efforts to track and resend the remaining 420 undeliverable survey packets and 

add any subsequent completed and returned surveys to the data set are ongoing.  

Therefore, the data results presented below are preliminary.  

The large number of remaining undeliverable surveys warrants caution in 

generalizing the results presented below to the experiences of the 1997 Population as a 

whole.  In particular, the data collected to date may be biased by self-selection among the 

survey respondents.  The preliminary data results are more likely to reflect the 

experiences of members of the 1997 Population who are more stable (have stayed at the 

same home address for the past ten years), more educated with higher cognitive abilities, 

and more interested in retirement financial planning issues (Knäuper et al. 1997).   

 

4.  Preliminary Survey Results 

Table 1 compares the known characteristics of the 1997 Population with the survey 

respondents.  Table 2 presents descriptive statistics for the survey respondents. 

                                                             
2
 The survey response rate was calculated by subtracting from the 1,564 original mailed surveys the 420 

remaining undeliverable surveys, untrackable returned surveys, surveys returned because the addressee was 

deceased, and surveys returned by respondents who indicated that they did not meet the criteria for 

membership in the 1997 Population (Moore and Tarnai 2002; Armstrong and Overton 1977).  This resulted 

in a survey response rate of 7 percent (82/1117).  
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Table 1:  Comparison of the 1997 Population With the Survey Respondents3 

 

  

NPERS 
Population 
(1997) 

Survey 
Responses 
(2007) 

Total 1,607 82 

Retirees 320 27 

Column Percent 19.91% 32.93% 

Workers 1,387 54 

Column Percent 86.31% 65.85% 

[ System Missing (%) ] -- [ 1 (1.22%) ] 

Form of Distribution     

Annuity 63 9 

Column Percent 3.92% 10.98% 

Other Form 1,544 70 

Column Percent 96.08% 85.37% 

[ System Missing (%) ] -- [ 3 (3.66%) ] 

 

                                                             
3
 Within Table 1, data on the known characteristics of the 1997 Population was provided by the NPERS at 

the initial stage of the project.  When the NPERS provided the mailing list to the Nebraska Government 

Print Shop, address information for only 1,564 individuals was contained on the final mailing list. 

Additionally, “System Missing” reflects responses not provided by the respondent on the question or 

characteristic being analyzed, while “Other Form” of distribution includes Present Value Sum or No 

Distribution. 
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Table 2: Descriptive Statistics for Survey Respondents 

 

  Respondents 

Distribution Type Total RETIREES WORKERS 

   Lump Sum 22.78% 12.00% 26.32% 

   Direct Rollover 62.03% 64.00% 57.89% 

   Annuity 11.39% 24.00% 5.26% 

   No Distribution 7.59% 0.00% 10.53% 

Valid 794  25 (100%) 57 (100%) 

Gender       

   Female 66.25% 59.26% 69.81% 

   Male 33.75% 40.74% 30.19% 

Valid 80 (100%) 27 (100%) 53 (100%) 

Education Level       

   High school or less 15.19% 25.93% 9.62% 

   Some college 37.97% 44.44% 62.07% 

   Bachelor's degree or higher 46.84% 29.63% 55.77% 

Valid 79 (100%) 27 (100%) 52 (100%) 

Marital Status (1997)       

   Married 79.75% 77.78% 80.77% 

   Not married 20.25% 22.22% 19.23% 

Valid 79 (100%) 27 (100%) 52 (100%) 

Age (1997) Mean                     

  53.26 65.63 47.07 

(Std. Deviation)  (SD 11.67) (SD 3.35) (SD 9.12) 

   

As compared with the known characteristics of the 1997 Population, Table 1 

shows that the survey respondents are disproportionately retirees and disproportionately 

selected the annuity distribution form.  Table 2 shows that more than 80% of all survey 

respondents chose a present value sum and more than 60% chose a nontaxable direct 

rollover.  Among retirees, 24% chose an annuity. 

Section One of the survey asked a series of questions that required respondents to 

recall their perceptions of  longevity, inflation, investment and health shock risks (further 

subcoded as medical care expenses and long-term care expenses) in making the 

distribution decision in 1997.  Table 3 shows responses to these questions based on status 

(retiree or worker) and by the form of distribution (annuity or present value sum) selected 

                                                             
4
 Missing values from no response to the questions were not factored into subset totals. 
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in 1997.
5
  Section One further asked respondents to self-evaluate the accuracy of their 

risk perceptions ten years after making the distribution decision.  The self-evaluation 

period included a rising equity market (1997-early 1999), a declining equity market (late 

1999-2002), historically very low rates of return on fixed income investments, and 

historically high costs for basic necessities such as gasoline and utilities. Table 4 shows 

responses to these self-evaluation questions by retiree and worker status.   

Table 3:  Risk Perceptions and Distribution Decisions (1997) 

 

  RETIREES WORKERS 

 Total (%) Present Value Annuity Present Value Annuity 

Longevity Risk           

   High 49.40% 11.11% 100.00% 55.81% 66.67% 

   Medium 20.80% 44.44% 0.00% 13.95% 33.33% 

   Low 29.90% 44.44% 0.00% 30.23% 0.00% 

Valid 77 (100%) 18 (100%) 4 (100%) 43 (100%) 3 (100%) 

Inflation Risk           

   High 57.00% 31.58% 50.00% 70.45% 66.67% 

   Medium 26.60% 47.37% 50.00% 20.45% 0.00% 

   Low 16.50% 21.05% 0.00% 9.09% 33.33% 

Valid 79 (100%) 19 (100%) 4 (100%) 44 (100%) 3 (100%) 

Investment Risk           

   High 21.30% 10.53% 0.00% 31.82% 33.33% 

   Medium 45.00% 57.89% 80.00% 38.64% 0.00% 

   Low 33.80% 31.58% 20.00% 29.55% 66.67% 

Valid 80 (100%) 19 (100%) 5 (100%) 44 (100%) 3 (100%) 

Medical Expense Risk           

   High 78.30% 60.00% 83.33% 86.21% 66.67% 

   Medium 21.70% 40.00% 16.67% 13.79% 33.33% 

   Low 0.00% 0.00% 0.00% 0.00% 0.00% 

Valid 60 (100%) 15 (100%) 6 (100%) 29 (100%) 3 (100%) 

Long-Term Care Expense 
Risk           

   High 67.40% 63.64% 100.00% 60.00% 100.00% 

   Medium 32.60% 36.36% 0.00% 40.00% 0.00% 

   Low 0.00% 0.00% 0.00% 0.00% 0.00% 

Valid 43 (100%) 11 (100%) 5 (100%) 20 (100%) 1 (100%) 

 

 

                                                             
5
 The researcher did not attempt to control for the potential problem of recall bias in Table 3 above and 

Table 5, infra. 
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Table 4:  Self-Evaluation of Risk Perceptions (2007) 

 

 RETIREES WORKERS 

 
Too 
Low 

About 
Right 

Too 
High 

Doesn't 
Apply 

Total 
Retirees 

Responding 
Too 
Low 

About 
Right 

Too 
High 

Doesn't 
Apply 

Total 
Workers 

Responding 

Longevity 
Risk 16.67% 62.50% 0.00% 20.83% 24 28.85% 46.15% 3.85% 21.15% 52 
Inflation 
Risk 45.83% 45.83% 0.00% 8.33% 24 26.92% 46.15% 11.54% 15.38% 52 
Investment 
Risk 29.17% 41.67% 20.83% 8.33% 24 30.77% 44.23% 13.46% 11.54% 52 
Medical 
Expense 
Risk 65.38% 23.08% 3.85% 7.69% 26 40.38% 23.08% 13.46% 23.08% 52 
Long-Term 
Care 
Expense 
Risk 36.00% 20.00% 4.00% 40.00% 25 21.15% 13.46% 1.92% 63.46% 52 

 

Table 3 shows that, not surprisingly, 100% of retirees who selected an annuity 

recalled that they perceived longevity risk as high in 1997, whereas almost 90% of 

retirees who selected the present value sum recalled their perception of longevity risk in 

1997 as medium to low.  Among workers who selected a present value sum, 70.45% 

recalled perceiving inflation risk as high as compared with 31.82% who recalled 

perceiving investment risk as high in 1997. 

Although more than 75% of retirees and workers recalled perceiving medical care 

expense risk as high in 1997, the largest percentage of respondents in both status groups  

self-evaluated their 1997 perception of medical care expense risk as too low.  Among 

retirees, inflation risk had the second largest percentage of respondents self-evaluating 

their 1997 risk perception as too low.  For workers, the second largest percentage of 

respondents self-evaluated their perception of investment risk as too low.  

Section Two of the survey asked respondents to recall their motivations for the 

distribution decision in 1997 and identify the motivating factors that played a “major” 

role in the decision.  Table 5 shows the responses according to the respondent’s status 

(retiree or worker) in 1997.   
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Table 5:  Major Factors Motivating Distribution Decision 

 

 RETIREES WORKERS Significance
6

 

Tax Penalty 58.30% 52.00% 0.793 

Social Security Annuity 52.00% 26.90% 0.057 

Personal Savings and Investments 42.30% 15.10% 0.017 

Spousal Annuity 24.00% 21.20% 1.000 

Immediate Purchase 3.80% 9.60% n/a 

Inheritance (Bequest) 38.50% 23.10% 0.247 

Debt Reduction 0.00% 11.54% n/a 

Investment Control  65.40% 44.20% 0.128 

Investment Passivity 20.00% 11.80% 0.541 

Personal Income Security 24.00% 23.10% 1.000 

Spousal Income Security 20.80% 21.60% 1.000 

 

More than 60% of retirees recalled that the desire to control the investment of 

their retirement benefits was a major factor in the distribution decision.  For workers, this 

percentage was less (44.20%), but the difference between status groups was not 

statistically significant.  For both status groups, more than half of the respondents 

recalled that the tax penalty associated with a lump sum distribution was a major factor in 

the distribution decision.  These two motivations are consistent with the relatively high 

percentage of total survey respondents (62.03%) who chose a nontaxable direct rollover 

distribution.  For retirees, the third largest percentage of respondents recalled the lifetime 

annuity payments for Social Security benefits as a major factor in the distribution 

decision.  The annuity provided by Social Security and other personal savings and 

investments were both significantly more important as major factors for retirees than for 

workers.  The bequest motive as a major factor in the distribution decision was not 

significantly more important for retirees than for workers.  A desire for personal or 

spousal income security was a major factor in the distribution decision for less than one-

fourth of respondents among retirees  and among workers.  A desire to use retirement 

benefits to make an immediate purchase in the near future was identified as a major 

factor by less than 5% of retirees and less than 10% of workers. 

                                                             
6
 Chi-square test results comparing retirees and workers.  Factors in bold are significant at the 0.05 level. 
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Section Three of the survey asked respondents questions about how their 

retirement benefits were invested and whether their retirement benefits had been used to 

pay medical care or long-term care expenses during the ten-year period following the 

distribution decision (1997-2007).  Section Three further asked respondents to identify 

their level of satisfaction with the distribution decision made in 1997.  Responses are 

shown in Tables 6, 7 and 8. 

Table 6:  Investment Experience 

 

  Respondents 

 

Total 
Investing by 

Type RETIREES WORKERS 

Individual 
Stocks 22 25.00% 25.53% 

Bonds 17 27.50% 12.77% 

Mutual Funds 36 32.50% 48.94% 

Real Estate 4 7.50% 2.13% 

Other 6 7.50% 6.38% 

Did not invest 2 0.00% 4.26% 

 

 Table 6 shows that the largest percentage of respondents in both status groups 

invested their retirement benefits in mutual funds.  Among retirees, the second highest 

percentage invested in bonds, whereas for workers the second highest percentage 

invested in the stock of individual companies. 

 

Table 7:  Benefit Consumption For Medical And Long-Term Care Expenses 

 

 RETIREES WORKERS 

 Medical Long-Term Care Medical Long-Term Care 

Did not spend benefits 64.00% 75.00% 78.43% 92.16% 

Did spend benefits 36.00% 25.00% 21.57% 7.84% 

 

 Table 7 shows that more than one-third of retirees and more than one-fifth of 

workers had used their retirement benefits to pay medical care expenses for themselves, a 

spouse, a dependent child, or an elderly parent at some time during the ten-year period 

following the 1997 distribution decision. In addition, one-fourth of retirees had used their 

retirement benefits to pay for long-term care expenses for themselves, a spouse, a 

dependent child, or an elderly parent.  
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Table 8:  Level of Satisfaction With Distribution Decision 

 

  Respondents 

 Total RETIREES WORKERS 

Satisfied / Very Satisfied 81.69% 91.67% 76.60% 

Valid 58 22 36 

Neutral / No Opinion 9.86% 8.33% 10.64% 

Valid 7 2 5 

Dissatisfied / Very Dissatisfied 8.45% 0.00% 12.77% 

Valid 6 0 6 

 

Table 8 shows that more than 90% of retirees and more than 75% of workers were 

either satisfied or very satisfied with the distribution decision they made in 1997.  No 

retirees indicated that they were dissatisfied with their 1997distribution decision.   

Section Four of the survey was limited to respondents who were classified as 

retirees (age 62 or older at the time of the distribution decision in 1997).  Section Four 

asked retirees a series of questions concerning the adequacy of retirement household 

income and current and anticipated future expenditures for daily living expenses, medical 

care, long-term care and prescription drugs.  Slightly more than 90% of retirees agreed 

that their household income during the past twelve months had been enough to pay for 

their daily living expenses, including insurance premiums for medical care (including 

Medicare coverage), long-term care, and prescription drug insurance coverage.  However, 

only 65.2% of retirees agreed that their household income would be enough to pay for 

these expenses in the future.  More than 50% of retirees agreed that their household 

income in the future would be enough to pay for medical care expenses that were not 

covered by insurance, and more than 65% of retirees agreed that their household income 

in the future would be enough to pay for prescription drugs not covered by insurance.  In 

contrast, only 17.4% of retirees agreed that their household income in the future would be 

enough to pay for long-term care expenses not otherwise covered by insurance.  

Section Five of the survey was designed to assess the respondent’s financial 
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literacy and efforts at retirement planning by using the module questions on planning and 

financial literacy that were administered as part of the 2004 Health and Retirement Study 

(Lusardi and Mitchell 2006a).  Tables 9 and 10 show the respondents’ correct responses 

to the three financial literacy questions and the joint probabilities of correct answers on 

these questions. 

 

Table 9:  Distribution of Responses to Financial Literacy Questions
7
 

 

    Responses (N = 82) 

 Correct Incorrect No Response / Refused 

Compound Interest 85.4% 8.5% 6.10% 

Inflation 87.8% 4.9% 7.30% 

Stock Risk 79.3% 12.2% 8.50% 

 

 

Table 10:  Joint Probabilities of Correctly Answering Financial Literacy Questions 

 

 All 3 responses correct 
Only 2 responses 

correct 
Only 1 response 

correct No responses correct 

Proportion (N = 73) 74.0% 23.3% 2.7% 0.0% 

 

Tables 9 and 10 show that a much higher percentage of survey respondents (74%)  

correctly answered all three of the three financial literacy questions as compared with the 

survey respondents to the 2004 Health and Retirement Study module.  For the 2004 

Health and Retirement Study module, only 67.1%, 75.2%, and 52.3% of respondents 

correctly answered the compound interest, inflation, and stock risk questions, and only 

34.3% correctly answered all three financial literacy questions (Lusardi and Mitchell 

2006a). 

Section Six of the survey asked respondents to provide personal demographic 

information and offered the opportunity to make additional open-ended comments.  The 

demographic data produced by Section Six are contained in Table 2 above.  The survey 

                                                             
7
 Unlike the 2004 HRS module, the survey instrument did not include pre-defined answers to capture and 

distinguish between “Don’t Know” or “Refuse” responses.  Non-responses by way of a blank response to 

the survey questions were recorded as missing values and tabulated as the single variable “No Response / 

Refused.” 
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data on demographic data, financial literacy, and efforts at retirement planning will be 

analyzed separately in a future paper.  

 

5.  Discussion and Tentative Conclusions 

In reviewing the preliminary data results, three general themes emerge.  First, in 

making distribution decisions, plan participants may need more and better information to 

assess the financial risks presented by uninsured medical care expenses in retirement.  

Although medical care expense risk was perceived as high by most retirees at the time of 

the distribution decision, subsequent self-evaluation indicated that many retirees had 

underestimated the financial risk associated with uninsured medical care expenses.  In 

fact, more than one-third of retirees reported actually spending a portion of their 

retirement benefits on medical care expenses not covered by insurance.  

The second theme that emerges from the preliminary data is the important role 

that federal tax and social welfare policies may play in an individual’s distribution 

decision. Survey respondents indicated that federal tax policy penalizing lump sum 

distributions and the lifetime annuity payments provided by Social Security were the 

most prevalent major factors considered in making the distribution decision.  Further 

individual-level research on the distribution decision-making process could prove 

valuable to policymakers in assessing the potential impact of proposals to amend federal  

tax and social welfare policies.  

The third theme is cautious optimism that, in the future, financially literate 

individuals as retirees will be able to successfully manage a present value sum 

distribution during retirement.  The survey respondents evidenced a relatively high level 

of financial literacy.  Slightly more than ninety percent (90.9%) of  retirees who 

responded to the survey indicated that, in the tenth year following their distribution 

decision, they had a sufficient household income to pay for their daily living expenses, 

including the costs of premiums for health care-related insurance coverage.  More than 

90% (91.67%) of retirees indicated that they were satisfied with their distribution 

decision, and none of the retirees who responded to the survey were dissatisfied with 

their distribution decision.   
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Perhaps the most important conclusion to be drawn from the survey is that, 

although there are methodological challenges to be overcome, it is possible to collect 

individual-level data on the perceptions and decision-making processes used by 

retirement plan participants in making distribution decisions.  Such individual-level data 

is a potentially valuable resource for state and local government officials as they evaluate 

public pension systems in light of future fiscal challenges.  Individual-level data also is 

likely to provide valuable insights as researchers seek to understand the annuity puzzle.  

In particular, individual-level data can be used  to create financial products that combine 

annuity features with other features, such as an ability to have some measure of control 

over investments, that will appeal to the motivations of workers who are entering the 

retirement phase.  Finally, individual-level data can be used to improve the content of 

both public financial literacy programs and private efforts by employers to provide 

workers with retirement financial education.  
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