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 This study shows how household spending changed in the immediate years following retirement by
analyzing the spending patterns of a fixed group of households up to six years after their retirement.
 The data show that household spending dropped at the beginning of retirement. In the first two years of
retirement, median household spending dropped by 5.5 percent from preretirement spending levels, and
by12.5 percent by the third or fourth year of retirement. But the spending reduction slowed down after
the fourth year.
 Although average spending in retirement fell, a large percentage of households experienced higher
spending following retirement. In the first two years of retirement, 45.9 percent of households spent more
than what they had spent just before retirement. This declined to 33.4 percent by the sixth year of
retirement.
 Households that spent more in the first two years of retirement were not exclusively high-income
households; rather they were distributed similarly across income levels.
 In the first two years of retirement, 2 in 5 households (39.3 percent) spent less than 80 percent of their
preretirement spending. By the sixth year of retirement, a majority (53.1 percent) of households did so.
 In the first two years of retirement, 28.0 percent of households spent more than 120 percent of their
preretirement spending. By the sixth year of retirement 23.4 percent of households still did so.
 A very small percentage of the household budget was spent on durable goods. The median household
(half above and half below) spent nothing on durables in retirement.
 Transportation spending showed the highest drop in the first two years of retirement. Median spending on
transportation went down by 25.1 percent in the first two years of retirement, although the reduction in
subsequent years was small.
 The median household had a mortgage payment before retirement but none after retirement.
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Change in Household Spending After Retirement: Results
from a Longitudinal Sample
By Sudipto Banerjee, Ph.D., Employee Benefit Research Institute
Introduction
Spending is one of the crucial economic factors in retirement, so it is very important to understand the spending
patterns of retired households and the causes that drive their spending behavior. Understanding spending patterns not
only will help current retirees succeed, but it will also help policymakers, employers, financial firms, and advisors assist
current workers to have a successful retirement.
This report attempts to quantify how household spending changes in the immediate years following retirement.
Banerjee (2012, 2014) has shown that spending declines for retired households as they age. Those age trends in
spending have been derived from cross-sectional samples, but this study has used panel data to track the changes in
retirement spending for a fixed group of households.
The standard economic model of life-cycle consumption predicts consumption smoothing over a person’s lifetime; in
other words, it predicts consumption is continuous through retirement and does not drop. However, the evidence on
this is mixed. Banks, Blundell, and Tanner (1998) have shown that British households reduce consumption precisely at
the ages associated with retirement. Bernheim, Skinner, and Weinberg (2001) have shown that U.S. households also
reduce certain components of consumption sharply following retirement. This apparent contradiction between the lifecycle model and measured behavior is referred to as “the retirement consumption puzzle.”
On the other hand, Aguila, Attanasio, and Meghir (2011) find that non-durable consumption remains unchanged at
retirement, so they conclude that there is no evidence of a retirement consumption puzzle. Hurd and Rohwedder
(2008) report small declines in household consumption over retirement and argue that these changes are compatible
with the life-cycle model. This report does not make any attempt to test the validity of the life-cycle model; rather,
using more recent and higher-quality data, it documents the spending changes that U.S. households actually make in
the years following retirement. Results clearly show that overall average and median household spending does decline
in retirement, although some households experience increased spending as well.

Data
Two sources of data are used for this study. First is the Health and Retirement Study (HRS), which is a study of a
nationally representative sample of U.S. households with individuals over age 50. It is the most comprehensive survey
of older Americans in the nation and covers topics such as health, assets, income, and labor-force status in detail. It is
a biennial longitudinal survey with questionnaire waves in even-numbered years beginning in 1992. The initial sample
consisted of individuals born between 1931 and 1941 and their spouses, regardless of their birth year. Newer cohorts
have been added in the following years. The study is sponsored by the National Institute on Aging (NIA) and the Social
Security Administration (SSA) and administered by the Institute for Social Research (ISR) at the University of Michigan.
The labor-force status of the respondents is used from HRS for this report.
The other source of data is the Consumption and Activities Mail Survey (CAMS), which was started in 2001 as a
supplement to the HRS. From the participants in the 2000 HRS, 5,000 households were selected at random and mailed
the CAMS questionnaire. In couple households, the questionnaire was sent randomly to one of the two spouses. Since
2001, CAMS has been conducted every two years, with 2013 the latest round of available data. CAMS contains detailed
household spending information. This study uses the RAND version of the CAMS, which combines the data across all
survey years into a user-friendly format and is easier to use for longitudinal analysis.
Hurd and Rohwedder (2008) also use data from the first three rounds (2001, 2003 and 2005) of CAMS for their study.
However, CAMS 2001 and 2003 has fewer spending categories than the later survey years, and as a result, total
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spending is not comparable across waves. For this reason, Hurd et. al. (2015) suggest in the RAND CAMS Data
Documentation that “For research purposes that are sensitive to changes in spending at the household level,
researchers should consider limiting their analyses to CAMS Waves 2005 onward.” For this reason, this report uses
CAMS data from 2005 through 2013.

Spending Categories
The main spending categories are defined as follows:
 Durable: Sum of all spending on durable goods, such as refrigerator, washer/dryer, dishwasher, television,
computer.
 Non-Durable: Sum of all spending on non-durable goods, such as gifts, clothing, charity, dining out,
medication/medical supplies, utilities, food and beverage, health insurance, telecommunications, tickets, trips and
vacations, personal care, hobbies, sports, housekeeping services and supplies, yard services and supplies.
 Transportation: Sum of all spending on up to three automobile purchases, vehicle insurance, vehicle
maintenance, car payments or vehicle financing, and gasoline.
 Housing: Sum of all spending on housing, including mortgage interest, rent, home/renters insurance, property
taxes, home repair and maintenance (supplies and services).


Total Spending: Sum of durable, non-durable, transportation and housing spending.

It is important to note that housing and total spending data do not include mortgage principal payments. Mortgage
principal payments can be considered as savings or investments. Building home equity can be considered as a savings
goal by many, and people can choose to invest in their homes instead of other investments by paying more than the
required principal payments, so mortgage principal payments are excluded from the spending variables. All the
spending amounts are expressed in 2013 dollars.

Definition of Retirement and Sample Selection
One of the problematic aspects of the report is the categorization of “retired households.” There is no set definition for
a retired household and retirement can be fluid. People can go back to work for pay, even after they have “retired.”
The issue is compounded for couple households with both spouses working.
With those concerns in mind, this report defines retirement in the following way:
 For singles, their self-reported retirement status and date of retirement is used, provided they have worked for
pay prior to their stated date of retirement; if they report going back to work for pay at any point after they
“retire,” they are dropped from the sample at that point.
 For couple households, if only one spouse reports working then the definition is the same as single households.
However, if both spouses report working, then the higher earner is called the primary worker and the selfreported retirement status of the primary worker is used, provided he/she has worked for pay prior to
retirement. If the primary worker reports going back to work at any time after he or she “retires,” then the
household is dropped from the sample at that point.
The study uses CAMS data for the years 2005, 2007, 2009, 2011, and 2013. Households have to be observed at least
once before retirement, so only households that retired in 2006 or after are included in the sample. Their preretirement
spending corresponds to the last household spending observed before the household was deemed retired. Postretirement households are observed after one to two years, three to four years, and five to six years. Also, if the marital
status of any household changes after retirement then the household is dropped from the sample at that point,
because changing marital status can affect the spending levels of the household. This method allows the same group of
households to be analyzed over time (longitudinally), which is a major advantage of the data.
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Change in Spending
Total Household Spending
Figure 1A shows the change in total household spending in the years following retirement. Both average and median
(midpoint) spending levels are reported. The preretirement average and median household spending are $56,006 and
$46,452, respectively. After one to two years of retirement, the average drops to $51,721 and the median drops to
$43,901. So, in the first two years of retirement, average household spending drops by 7.7 percent and median
household spending drops by 5.5 percent. The decline in average household spending continues in the following years.
By the sixth year of retirement, average household spending ($47,766) drops by 14.7 percent and median household
spending ($39,888) drops by 14.1 percent.
But these reductions slow down after the fourth year of retirement. For example, by the fourth year of retirement,
average spending drops by 13.6 percent of preretirement spending, which means the additional drop in the fifth to
sixth year is only 1.1 percentage points. Similarly, for median spending, the spending falls quickly at first and then
slows down.
Figure 1B shows Figure 1A by marital status. The general trend of a steady decline over the first six years of retirement
is present for both couples and singles. For couples, the median household spending drops by 10.3 percent (from
$54,626 to $48,982) in the first two years and by 16.0 percent (from $54,626 to $45,872) by the sixth year of
retirement. For singles, the respective drops are 11.8 percent (from $29,842 to $26,328) and 19.0 percent (from
$29,842 to $24,153). So singles show slightly higher spending drops than couples in percentage terms.
Figure 1C shows Figure 1A by household preretirement-income quartiles. The steady drop in retirement spending can
be seen in almost all income groups, although the bottom-income quartile shows an increase in spending after five to
six years of retirement. For the top-income quartile, household spending drops by 7.2 percent in the first two years
after retirement (from $83,147 to $77,152) and 19.9 percent by the sixth year of retirement.

Durables
Figure 2A shows the average and median changes in durable spending. As noted above, durable spending consists of
only five durable goods—and, appropriately, the median expenditure is zero both before and after retirement. The
average goes down in retirement, but by either measure, durables constitute a very small portion of total spending.
Figure 2B shows the durable spending around retirement by marital status. Again, the median for both singles and
couples is zero before and after retirement. Couples have higher average spending than singles. For both groups the
spending goes down in retirement.
Figure 2C shows the average spending on durables for different income quartiles (based on preretirement household
income). As might be expected, durable spending is higher for higher-income groups. Durable spending broadly goes
down for all income groups as households enter retirement, although there are slight increases in the fifth or sixth
years of retirement for the bottom half of the income distribution.

Non-Durables
Non-durables constitute the bulk of the spending and the declines in this category are in line with the decline in total
spending—although slightly higher in percentage terms. For example, as shown in Figure 3A, in the first two years of
retirement, median non-durable spending goes down by 6.3 percent (from $23,881 to $22,378). By the sixth year of
retirement, median non-durable spending is down 17.4 percent (from $23,881 to $19,737), and average non-durable
spending is down 16.5 percent (from $29,817 to $24,885).
Figure 3B presents Figure 3A by marital status. Average non-durable spending goes down for both singles and couples,
but there is one clear difference between the two groups: For couples there is a significant drop in median spending in
the first two years of retirement (7.3 percent), at which point the decline almost stops. By the sixth year of retirement
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Figure 1A
Total Household Spending (in 2013 $s) in the Years Surrounding
Retirement (Mortgage Principal Payments not Included)
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Source: Employee Benefit Research Institute estimates from the Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey
(CAMS), 2005‒2013

Figure 1B
Total Household Spending (in 2013 $s) in the Years Surrounding
Retirement, by Marital Status (Mortgage Principal Payments not Included)
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Source: Employee Benefit Research Institute estimates from Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey (CAMS),
2005‒2013.
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Figure 1C
Total Household Spending (in 2013 $s) in the Years
Surrounding Retirement, by Preretirement Income Quartile
(Mortgage Principal Payments not Included)
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Source: Employee Benefit Research Institute estimates from Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey (CAMS),
2005‒2013.

Figure 2A
Household Spending on Durables (in 2013 $s)
in the Years Surrounding Retirement
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Source: Employee Benefit Research Institute estimates from Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey (CAMS),
2005‒2013.
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the median non-durable spending for couples drops by 7.9 percent of their preretirement spending. In contrast, singles
experience a steady decline: In the first two years their median non-durable spending drops 6.0 percent, which
accelerates to a 17.5 percent drop (from preretirement spending) by the sixth year of retirement. As noted earlier, most
of the spending decline in the six-year period occurs in the first four years of retirement.
Figure 3C shows how the average non-durable spending changes by income quartiles. For the bottom-income quartile,
there is a significant drop in the first two years of retirement (from $17,975 to $15,329), but the additional drops in the
subsequent years are small. In contrast, for the top-income quartile the decline in non-durable spending is gradual.

Transportation
Transportation spending shows the highest spending reduction in the first two years of retirement. This is expected,
since commuting to and from work constitutes the bulk of transportation expenses for most people. As shown in Figure
4A, average transportation spending drops from $13,671 to $10,745 (a 21.4 percent drop) in the first two years of
retirement, while median transportation spending drops from $7,193 to $5,387 (a 25.1 percent decline) during the
same period. The subsequent drops in transportation spending are small.
Figure 4B and Figure 4C show the changes in transportation spending by marital status and income quartiles,
respectively. In all these groups, the main finding of Figure 4A (that there is a steep drop in the first two years of
retirement) still holds. As shown in Figure 4C, the top-income quartile shows a steady decline in transportation
spending over the six-year period in retirement.

Housing
The final set of spending is on housing, which, as noted earlier, excludes mortgage principal payments. Figure 5A
shows the change in average and median spending on housing, which declines steadily during the first six years of
retirement. For example, median spending on housing during the first two years of retirement drops from $9,070 to
$7,800 (a 14.0 percent drop) and to $6,167 by the sixth year (a 32.0 percent drop).
Figure 5B shows Figure 5A by marital status. For couples, the trend looks very much like the overall trends: A steady
decline in spending on housing during the first six years of retirement. But spending by singles, while still lower than in
preretirement, seems to go up a little bit after the first two years.
Figure 5C shows the changes in average spending on housing for different income quartiles. Again, the findings are
very similar to the overall trends shown in Figure 5A: The top-income quartile experiences the most steady decline in
housing spending. Retirement housing spending drops from $18,608 to $17,627 in the first two years of retirement,
and to $15,632 and $13,790, respectively, by the third or fourth and fifth or sixth years of retirement.

Mortgage Principal Payments
Although this report does not consider mortgage principal payments as spending (hence those payments are not
included in housing or total spending) for the reasons mentioned above, some people may still view the payments as
an expense, since they have to write a check every month to their mortgage lender. Consequently, it would help to
know how much households with a mortgage are paying down in mortgage principal (and therefore gaining in equity)
in retirement.
Figure 6A shows the average and median mortgage principal payments around retirement and that average principal
payments go down in retirement. But the change in median principal payments around retirement is more interesting:
The median payment on mortgage principal is $2,198 preretirement, but drops to zero after retirement. There has been
a lot of research to determine the factors that determine the timing of retirement, and the most important ones being
eligibility for Social Security benefits, Medicare, and an employer pension or retirement savings. Figure 6A suggests that
getting out of mortgage debt could be predictor of retirement timing: Many households pay off their mortgage when
they retire. Figure 6B shows the change in average principal payments by income quartiles. Payments go down for all
income groups as households move into retirement. Not surprisingly, payments are higher for higher-income groups.
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Figure 2B
Household Spending on Durables (in 2013 $s) in
the Years Surrounding Retirement, by Marital Status
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Source: Employee Benefit Research Institute estimates from Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey (CAMS),
2005‒2013.

Figure 2C
Household Spending on Durables (in 2013 $s) in the Years
Surrounding Retirement, by Preretirement Income Quartile
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Source: Employee Benefit Research Institute estimates from Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey (CAMS),
2005‒2013.
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Figure 3A
Household Spending on Non-Durables (in 2013 $s)
in the Years Surrounding Retirement
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Source: Employee Benefit Research Institute estimates from the Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey
(CAMS), 2005‒2013.

Figure 3B
Household Spending on Non-Durables (in 2013 $s)
in the Years Surrounding Retirement, by Marital Status
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Source: Employee Benefit Research Institute estimates from the Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey
(CAMS), 2005‒2013.
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Figure 3C
Household Spending on Non-Durables (in 2013 $s) in the Years
Surrounding Retirement, by Preretirement Income Quartile
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Source: Employee Benefit Research Institute estimates from the Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey
(CAMS), 2005‒2013.

Figure 4A
Household Spending on Transportation
(in 2013 $s) in the Years Surrounding Retirement
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Source: Employee Benefit Research Institute estimates from the Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey
(CAMS), 2005‒2013.
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Spending Does Not Decrease for Everyone
Although average spending goes down in retirement, that does not mean every household experiences a drop in
spending as they enter retirement. For some, expenses may not change at all, and for some they may even increase.
Figure 7 shows the percentage of households that spent more in retirement than they did preretirement. During the
first two years of retirement, 45.9 percent of households actually spent more than their preretirement levels. This
number goes down as they move deeper into retirement: After three to four years in retirement, more than 2 in 5
households (41.5 percent) spent more than their preretirement levels. After five to six years in retirement, 1 in 3
households (33.4 percent) still spent more than their preretirement levels. But it is not necessarily the case that the
same households spent more than their preretirement levels in all those years.
A possible explanation for this could be that people may want to splurge as they enter retirement by traveling or
spending on their hobbies. If such spending were a function of income, it might be expected that those who spent
more than their preretirement levels are concentrated at the top of the income distribution. But as shown in Figure 8,
that is not the case: the percentage of households who spend more than their preretirement levels by preretirement
income quartile during the first two years of retirement. The first-, second-, third-, and fourth-income quartiles spend
41.3 percent, 49.5 percent, 45.8 percent, and 45.4 percent more than their preretirement income, respectively. This
indicates that households that experience higher spending immediately following retirement are spread across the
entire income distribution.
Figures 7 and 8 also show that a significant number of households spend more in retirement than before retirement,
although it is not clear how much more. Among those who spend less, it is also not clear how much less they spend in
retirement. Figure 9 makes an attempt to address this. Post-retirement spending is expressed as a percentage of
preretirement spending and divided into four bands : less than 80 percent of preretirement spending (Band I); more
than or equal to 80 percent of preretirement spending but less than 100 percent of preretirement spending (Band II);
more than or equal to 100 percent of preretirement spending but less than 120 percent of preretirement spending
(Band III); and more than or equal to 120 percent of preretirement spending (Band IV).
Figure 9 shows that within the first two years of retirement, almost 2 in 5 households (39.3 percent) spend less than
80 percent of their preretirement levels. As they move deeper into retirement, more and more households enter Band I.
By the sixth year of retirement, a majority of households (53.1 percent) are in Band I. On the other side, in the first
two years of retirement 28.0 percent of households spend more than 120 percent of their preretirement levels (Band
IV). But the numbers of household go down as the years in retirement go up. Nevertheless, after five or six years in
retirement close to 1 in 4 households (23.4 percent) are in Band IV. There are significant percentages of households in
the middle two bands, but their numbers go down as their time in retirement goes up. Consequently, a lot of
households (46.9 percent) spend more than 80 percent of their preretirement levels even after five or six years in
retirement, even though the trend predicts that their numbers go down with more years spent in retirement.

Conclusion
A person’s financial success of retirement depends on two key components—savings accumulated during working
years, and spending during retirement years. Quantifying these two components and the underlying behavior patterns
is essential to understanding how people are likely to succeed in retirement. This report focuses on spending in
retirement by documenting how household spending changes in the years immediately following retirement and
analyzing the spending patterns of a fixed group of households up to six years after their retirement.
Major findings include:
 Household spending dropped at the beginning of retirement. Median household spending dropped 5.5 percent
of preretirement spending in the first two years of retirement and 12.5 percent by the third or fourth year, after
which the decline slowed down.
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 Although average spending in retirement fell, a large percentage of households experienced higher spending
following retirement. In the first two years of retirement, 45.9 percent of households spent more than what
they had spent just before retirement. By the sixth year of retirement, this fell to 33.4 percent.
 Households that spent more in the first two years of retirement were not exclusively high-income households,
but were distributed similarly across income groups.
 In the first two years of retirement, 2 in 5 households (39.3 percent) spent less than 80 percent of their
preretirement spending. By the sixth year of retirement a majority (53.1 percent) of households did so.
 In the first two years of retirement, 28.0 percent of households spent more than 120 percent of their
preretirement levels. By the sixth year of retirement 23.4 percent of households did so.
 A very small percentage of the average household budget was spent on durable goods; the median household
spent nothing on durables in retirement.
 Transportation accounted for the largest drop in spending during the first two years of retirement. Median
spending on transportation went down by 25.1 percent in the first two years of retirement, although spending
cuts in subsequent years were small.
 The median household had a mortgage payment before retirement but none after retirement.
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Figure 4B
Household Spending on Transportation (in 2013 $s)
in the Years Surrounding Retirement, by Marital Status
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Source: Employee Benefit Research Institute estimates from the Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey
(CAMS), 2005‒2013.

Figure 4C
Household Spending on Transportation (in 2013 $s) in the Years
Surrounding Retirement, by Preretirement Income Quartile
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Source: Employee Benefit Research Institute estimates from the Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey
(CAMS), 2005‒2013.
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Figure 5A
Household Spending on Housing (in 2013 $s) in the Years
Surrounding Retirement (Mortgage Principal Payments not Included)
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Source: Employee Benefit Research Institute estimates from the Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey
(CAMS), 2005‒2013.

Figure 5B
Household Spending on Housing (in 2013 $s) in the Years Surrounding
Retirement (Mortgage Principal Payments not Included), by Marital Status
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Source: Employee Benefit Research Institute estimates from the Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey
(CAMS), 2005‒2013.
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Figure 5C
Household Spending on Housing (in 2013 $s) in the Years
Surrounding Retirement (Mortgage Principal Payments not Included),
by Preretirement Income Quartile
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Source: Employee Benefit Research Institute estimates from the Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey
(CAMS), 2005‒2013.

Figure 6A
Mortgage Principal Payments (in 2013 $s)
in the Years Surrounding Retirement
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Source: Employee Benefit Research Institute estimates from the Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey
(CAMS), 2005‒2013.
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Figure 6B
Mortgage Principal Payments (in 2013 $s) in the Years
Surrounding Retirement, by Preretirement Income Quartile
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Source: Employee Benefit Research Institute estimates from the Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey
(CAMS), 2005‒2013.

Figure 7
Percentage of Households Whose Spending
Increased in the Years Following Retirement
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Source: Employee Benefit Research Institute estimates from the Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey
(CAMS), 2005‒2013.
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Figure 8
Distribution of Those Who Experienced an Increase in Spending in
First Two Years of Retirement, by Preretirement Income Quartile
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Source: Employee Benefit Research Institute estimates from the Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey
(CAMS), 2005‒2013.

Figure 9
Frequency Distribution of Post Retirement Spending
as a Percentage of Preretirement Spending (in 2013 $s)
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Source: Employee Benefit Research Institute estimates from the Health and Retirement Study (HRS) and the Consumption Activities and Mail Survey
(CAMS), 2005‒2013.
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