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Abstract

There has been increased interest in understanding the significant disparity in U.S.
households’ retirement preparedness due to concern about the stability of Social Security
benefits, the shift from defined benefit plans to defined contribution plans, and the decreased rate
of saving. This dissertation explores a model that can be utilized to understand and enhance
retirement preparedness by individuals, educators, practitioners, and policy makers.

Retirement preparedness was measured in two different ways—using the income
replacement rate and the capital accumulation ratio—for two separate empirical models. The
general conceptualization of the framework is based on the retirement planning work of Hershey
(2004). This study utilized the 2008 Rand version (Version L) of the Health and Retirement
Study (HRS) and 2006, 2008, and 2010 psychosocial and lifestyle questionnaire. The Rand HRS
data file is a user-friendly version of the HRS data and contains cleaned data. The two
hierarchical regressions were used to analyze the association between retirement preparedness
and the theoretical concepts of cultural influence, environmental influence, task components, and
psychological influence. Entering the conceptual components as four separate blocks allows for
observation of changes in R? based on the addition of the conceptual components.

This research investigates the following research questions: (a) How strongly are cultural
influences associated with retirement preparedness?, (b) How strongly are environmental
influences associated with retirement preparedness?, (¢) How strongly are task components
associated with retirement preparedness?, and (d) How strongly are psychological influences

associated with retirement preparedness?



Current retirement planning practices are often based on structural profiles such as
financial resources, financial needs, and goals. The holistic approach used for this dissertation is
based on the awareness of the influence of psychological and personal factors on financial
decision making. The results showed that the variables positively associated with the retirement
income replacement rate were self-perception of aging, homeownership, stock ownership,
household pension ownership, IRA/Keogh ownership, and business ownership. Pre-retirement
income log had a highly negative association with the retirement income replacement ratio. Big
Five personality and perceived mastery were not significant. However, when asset ownership
(excluding homeownership) was not controlled, conscientiousness and low emotional stability
became significant and showed a positive association for conscientiousness and a negative
association for low emotional stability. Self-perception of aging was a significant psychological
variable in both models.

The significant variables from the second model measured by the capital accumulation
ratio were asset ownerships including homeownership, stock ownership, IRA ownership, real
estate ownership, and business ownership. None of the psychological variables were significant,
except for agreeableness, which was related negatively to the capital accumulation ratio when the
asset ownerships (excluding home ownership) were not controlled. Other significant variables,
when asset ownership was not controlled, were home ownership, pre-retirement income log,

being non-White.



A HOLISTIC APPROACH TO UNDERSTANDING RETIREMENT PREPAREDNESS

by

MIYOUNG YOOK

B. M., University of Illinois at Urbana Champaign, 1994
M. M., University of Illinois at Urbana Champaign, 1995

A DISSERTATION

submitted in partial fulfillment of the requirements for the degree

DOCTOR OF PHILOSOPHY

Department of Family Studies and Human Services
College of Human Ecology

KANSAS STATE UNIVERSITY
Manhattan, Kansas

2014

Approved by:

Major Professor
Sonya L. Britt



Copyright

MIYOUNG YOOK

2014



Abstract

There has been increased interest in understanding the significant disparity in U.S.
households’ retirement preparedness due to concern about the stability of Social Security
benefits, the shift from defined benefit plans to defined contribution plans, and the decreased rate
of saving. This dissertation explores a model that can be utilized to understand and enhance
retirement preparedness by individuals, educators, practitioners, and policy makers.

Retirement preparedness was measured in two different ways—using the income
replacement rate and the capital accumulation ratio—for two separate empirical models. The
general conceptualization of the framework is based on the retirement planning work of Hershey
(2004). This study utilized the 2008 Rand version (Version L) of the Health and Retirement
Study (HRS) and 2006, 2008, and 2010 psychosocial and lifestyle questionnaire. The Rand HRS
data file is a user-friendly version of the HRS data and contains cleaned data. The two
hierarchical regressions were used to analyze the association between retirement preparedness
and the theoretical concepts of cultural influence, environmental influence, task components, and
psychological influence. Entering the conceptual components as four separate blocks allows for
observation of changes in R? based on the addition of the conceptual components.

This research investigates the following research questions: (a) How strongly are cultural
influences associated with retirement preparedness?, (b) How strongly are environmental
influences associated with retirement preparedness?, (¢) How strongly are task components
associated with retirement preparedness?, and (d) How strongly are psychological influences

associated with retirement preparedness?



Current retirement planning practices are often based on structural profiles such as
financial resources, financial needs, and goals. The holistic approach used for this dissertation is
based on the awareness of the influence of psychological and personal factors on financial
decision making. The results showed that the variables positively associated with the retirement
income replacement ratio were self-perception of aging, homeownership, stock ownership,
household pension ownership, IRA/Keogh ownership, and business ownership. Pre-retirement
income log had a highly negative association with the retirement income replacement ratio. Big
Five personality and perceived mastery were not significant. However, when asset ownership
(excluding homeownership) was not controlled, conscientiousness and low emotional stability
became significant and showed a positive association for conscientiousness and a negative
association for low emotional stability. Self-perception of aging was a significant psychological
variable in both models.

The significant variables from the second model measured by the capital accumulation
ratio were asset ownerships including homeownership, stock ownership, IRA ownership, real
estate ownership, and business ownership. None of the psychological variables were significant,
except for agreeableness, which was related negatively to the capital accumulation ratio when the
asset ownerships (excluding home ownership) were not controlled. Other significant variables,
when asset ownership was not controlled, were home ownership, pre-retirement income log,

being non-White.



Table of Contents

LIST OF FIGUIES ...eiiiiiieeiie ettt et e e e e st e e et e e e s stae e sbeeesaaeesaeeensseeasssaesnseeessseeanns X1
LISt OF TADIES ...ttt ettt et sttt ettt e xii
ACKNOWIEAZEMENLS.......viiiiieiiieiie ettt ettt e et e e teeebe e taeesbeessseenseesneeenseennns xiii
DIEAICATION ...ttt ettt et e et b e e et et e et e e bt e et e e bt e eateenaeeenbeennee Xiv
(O] 0107 (o) W B 013 (06 18 (o1 10 o H SRS 1
Introduction and Statement of the Problem ...........ccccooiiiiiiiiiiiiieeeeee e 1
Purpose and Justification of the Study..........ccccoeviiiiiiiiiiiii e 4
Conceptual FrameWOTK .........c..iiiiuiiiiiiiieie ettt e e e ae e e ee e aaeeeaneeens 8
HYPOTRESES ...ttt ettt et ettt et e et eesateebeesseeenneens 10
Cultural INFTUENCES .....ouveeiieiieiiee ettt sttt et e 10
Environmental INfIUENCES .........coouiiiiiiiiiiiieieieeeeeee et 11

Task COMPONENLS......couiiiiiiiieiie ettt ettt et e ee et e bt e e b e e seeeenseesaeeenne 11
Psychological INTIUENICES ........ooeuiiiiieiiiiiiee et 11

DIAtA ...ttt ettt ettt et s be e bt e et e e beeereen 12
SUMIMATY ..ttt e e e st e e et e e atee e steeesbeeensseeansseeanseeeasseeensseessseessseenns 12
Chapter 2 - LIterature REVIEW.......c.ccoiiiiiiiiiiiiiieiecertce ettt st 15
REtIremMent INCOMIE. ... .eeiiiiiiiiiie ettt sttt ettt e st e st eebeesseeenseens 15
SOCIAL SECUTTLY ..eeeeviiiiie ettt ettt et e et e e et eessbeeessbeeensbeeesseesnsseeennseesnneas 15
PEISIONS ...ttt ettt ettt et 16
Personal SAVINGS .....cooueiiiiiiiiiiitee ettt 17
Planning for REtITEMENt........cc.eiiiiiiiiiiieiieieetcec ettt 18

LD 1S 0 Le e 1 0] sV (o1 RSP 18
FINANCIAL. ...ttt st ettt st 19
PSYCROLOGICAL ...ttt sttt ettt et nenas 20
Conceptual MOAEL........ooouiiiiieiiieii ettt ettt et nae e 24
Retirement Preparedness........cc.uiiiieiiriiieiiie ettt e e e e e e 26
Income Replacement Ratio..........coocuiiiiiiiiiiiiiciiie et 26
Capital Accumulation Ratio.........cccueeiiiiiiiiiiiiiieicee e 27

viil



Chapter 3 - MethOdOIOZY .....cocuiiieiie ettt e e e e tae e e sab e e e saaeeesseeesseeeas 28

Data and SAMPIE ......cccviiiiie e e e e e e e e enaee e 30
Dependent Variables..........cccuieiiiiiieiiieiieeie ettt st e beesaaeebeesseeennaens 32
Income Replacement RAtE ..........c.ooouiiiiiiiiiiiiicieccce ettt 33
Capital Accumulation Ratio.........ccccuieeiiieiiiieciie et 38
Independent Variables ..........c.eoocuiiieiiiiiiiie ettt e e e ane e enaeas 38
Cultural INFTUENCES .....cuveeieiieiieiee ettt sttt 38
Environmental INfIUENCES ..........ooiiiiiiiiiiiiiiiiece et 38
TaSK COMPONENLS. .....eiiiiiiiieiiieiie ettt ettt et et e st e et e e st e e bt e et e sabeesaeeenbeesseeenseens 39
Psychological Variables...........ooiuiiiiiiiiiieieee e 39

Big FIve PersOnality........cccuiiiiiiiiiiiieiiieiiecieecte ettt ettt seaeesneessaeennaens 39
PerCeIVEA MASTETY ... .eiiiieieieeiieciie ettt ettt ettt et e e et esibe e teeesbeessaeenseesaeanseessseensaens 40
Self-perception of Aging (Satisfaction With AGING).......coceevviriiniiniiniiniiienicecieeeee 41

Data LIMITATIONS ..eeutieiitiestieeiieiteetee ettt ettt et ettt et e st e et e st e eteesnbeebeeeabe e seesabeesnteenbeesseesnseans 46
Chapter 4 - RESUILS....ccviiiiiiiiiiiecie ettt ettt et e et e e te e e b e essaeenseessseesseessseenseens 47
REgIesSION RESUILS ....cc.viiiiiiiiiiiiiciiece ettt et eeibe e taesbeesaaeenseessseensaens 49
Model 1: Hierarchical Regression for Income Replacement Ratio .........ccccceceeveeccnicnennnen. 49
Model 2: Hierarchical Regression for Capital Accumulation Ratio........ccccceceveeiicniincnnnen. 53
Model 3: Income Replacement Ratio without Controlling Asset Ownership ...................... 55
Model 4: Capital Accumulation Ratio without Controlling Asset Ownership..................... 57
Model 5: Total Retirement Wealth without Controlling Asset Ownership .........cccccceveeneee 59
Model 6: Total Retirement Income without Controlling Asset Ownership............cccceenee. 61
CRAPLET 5 = DISCUSSION ..eeeueiiieiiieeiiieesiieeesiteeesiteeerteeetteeeteeessaeessseeessseesasseeensseeessseesnsseesnsseesnsseesns 63
Retirement Income Replacement Rate ..........ccoeeviiiiiiiiiniiiiciecece e 63
Social Security and Pension INCOME ..........c.eoviiiiiiiriieiieiiieiiee e 63
Hierarchical Regression RESULLS ..........c.cooiiiiiiiiiiiiieecce e 65
Model 1: Income Replacement Ratio ...........ccocuvviriieeniieeniiecie e 65

Model 2: Capital Accumulation Ratio...........cccvveeiieeriieeiiieeeiieccee e 69
Chapter 6 = CONCIUSION .....eoouviiiieiiieiie ettt ettt ettt e et estteebeesaeeesbeessaesnseesseeenseessseenseens 74
Cultural INfIUENCES .....c.veeiieiieiietecteee et 74
Environmental INfIUENCES .......ccoeiiiiiiiiiiiiii e 74

X



TaSK COMPONENLS.....ccciiieiiieeiiieeeieeesteeerteeestteeestteeetaeesaeeesseeessseeessseeessseeessseesssseesnsseesns 75

Psychological INfIUENCES .......cccvieeiiiiieiiiecie e e e e 75
LAMIEALIONS ...ttt ettt ettt et e a e bt et s b e bt et e s e nb e et et e bt et e eneenes 76
Implications and FUture DIr€CtiON ........cc.eeviieriieriieiieeiieiee et ete et et see e e saaeebeeseaeeneeens 78
SUINIMATY ..ottt e e et e e ettt e e e e ateeeeeansaaeeeennsaeeeeessseeeennssnaesansssaeeennssneesanns 81

RETEIEIICES ...ttt ettt e ettt e st e bt e et e e bt e st e e bt e enbeeseeas 83
Appendix A - SPSS Coding and OULPUL .........ccueeiiieiiieiiieiie ettt 96



List of Figures

Figure 1.1 Conceptual Model (Hershey, 2004)

Figure 3.1 Predicting Retirement Preparedness

X1



List of Tables

Table 3.1 Hypotheses SUMMATY ........cceieiiiieiieeeiiie ettt eiee et e s e e e e sereeesaaeeesaeeenaeeeas 30
Table 3.2 Total Assets, Financial Debts, and Income Variables .......cccvvvvveeiiviiiiiineiieeeeiieeiennee, 35
Table 3.3 Measurement Of Variables ..........ccveuiriiriiiiiniinieieeee e 42
Table 4.1 DeSCIIPIVE STAtISTICS. . .uviieirieeiiieeiieeeiiee et e eieeeeteeesteeesbeeesreeessseeessseeesaseeessseesnsseeens 48
Table 4.2 Retirement INCOME COMPONENLS .......cccuveeeieiieeiiiieeiieeeieeeeieeeereeesreeesreeeseseeeseseeessseeens 49
Table 4.3 Hierarchical Regression for Income Replacement Ratio (N =665).........ccccevevureennenn. 51
Table 4.4 Hierarchical Regression for Capital Accumulation Ratio (N = 665).........ccccccvevevrennenn. 53

Table 4.5 Hierarchical Regression for Income Replacement Ratio without Controlling Asset
OWNETSIIP (IV =005) ..ttt ettt et e st e e b e e e sas e e esbee e tbeeenseesnsseeennns 56
Table 4.6 Hierarchical Regression for Capital Accumulation Ratio without Controlling Asset
OWNETSHIP (V= 005) o.eveeiieeieeeiie ettt ettt ettt ettt e e e teeebeessaeasbeessaesnseesaseesseesssesnsaens 58
Table 4.7 Hierarchical Regression for Total Retirement Wealth without Controlling Asset
OWNETSIIP (IV =005) .ttt ettt e s e e b e e e sas e e esbeeesseeenseeenseeennns 60
Table 4.8 Hierarchical Regression for Total Retirement Income without Controlling Asset

OWNETSIIP (VN =005) ittt ettt ettt e e e e e sns e e esbeeesbeeenseesnseeennns 62

Xil



Acknowledgements

I want to thank many individuals who supported me throughout this journey. In the face
of many of the challenges of midlife, balancing career, family, and study, this journey would not
have been possible without their encouragement and support. I appreciate my husband, Joseph,
for his patient and endless support and my children for taking their own share of responsibility.

I want to express my special thanks to Sonya Britt, Ph.D. for her dedicated support and
guidance. Her genuine confidence in me and my vision made this journey possible. I would also
like to thank Martin Seay, Ph.D. for his time and effort working with me on the HRS data set.
His insight and support was invaluable throughout the dissertation process. I also want to
acknowledge John Grable, Ph.D., who encouraged and supported the direction of my study at K-
State as well as my future path, Kristy Archuleta, Ph.D., who taught me the foundations of
research, and Bradley Klontz, Psy.D., who opened new horizons of interest for me. I want to
express my sincere appreciation for Gary Brase, Ph.D. for his time and constructive guidance
and Kim Misenhelter for her support during my study at K-State.

Finally, I want to acknowledge my colleagues and friends in Personal Financial Planning
at K-State. I will always remember the time that we spent at K-State and in Korea and will

treasure our friendship throughout my life.

xiil



Dedication

To my loving husband, Joseph, and my children, Isaac, Eileen, and Johann, for their love,

support, and encouragement through life’s journey together.

Xiv



Chapter 1 - Introduction

Introduction and Statement of the Problem

Social Security, pensions, and personal savings have been important resources for
retirement income (Butrica, Smith, & Toder, 2008; Cole & Liebenberg, 2008; Engen, Gale, &
Uccello, 2004). However, concerns about the stability of Social Security benefits, the shift from
defined benefit plans to defined contribution plans, and the decreased rate of saving in the United
States have led to workers feeling less confident about their retirement preparedness
(McConville, 2011; Porterba, Venti, & Wise, 1998, 2000; Taylor, Funk, & Clark, 2007). The
2012 Retirement Confidence Survey indicated that 23% of workers reported that they felt not at
all confident about their ability to live a comfortable retirement. This rate has increased 13%
since 2007. Personal retirement accumulation during pre-retirement years has become a more
important issue due to the uncertain future of Social Security benefits and decreased pension
benefits from employers. The National Retirement Confidence Survey of 2006 surveyed U.S.
workers to determine what they expected to be their largest source of income in retirement; 48%
said personal savings, 20% said Social Security, and another 14% reported defined pension
plans. Despite the decrease in planned retirement resources, U.S. workers have not increased
their personal saving for retirement (Helman, Copland, & VanDerhei, 2011; McConville, 2011;
Taylor et al., 2007).

Since the 1960s, Social Security has been an important part of the aggregate income for
older Americans. The Social Security income for married couples and non-married persons age
65 and over has been a major part of total U.S. retirement income distribution (Federal

Interagency Forum on Aging-Related Statistics, 2010). However, Fronstin (1999) indicated that



the ratio between collecting Social Security tax and distributing Social Security benefits was
about 16:1 in 1950; some experts have estimated that it will drop to 2.5:1 by the year 2030. The
increasing number of Americans age 65 and older will strain the Social Security system and
workers will not be able to rely exclusively on Social Security retirement benefits for their
retirement income.

In addition to the reduced reliability of the Social Security system, many employers have
traded their defined benefit pension programs for defined contribution programs, shifting the
burden in saving from employers to employees. Trends suggest that retirement accumulation will
continue to worsen in the coming decades (Hershey & Mowen, 2000). Hershey, Jacobs-Lawson,
McArdle, and Hamagami (2007) discussed previous findings that many retirees had not saved
while they were employed, even though they had the financial resources to do so. Inadequate
retirement planning and insufficient resources in post-retirement are not only an individual
problem, but also a societal concern (Singleton & Keddy, 1991). Considering the rapid growth of
people age 65 and older, the wellbeing of the older population can affect the wellbeing of
society. Previous research has revealed that financial security is a significant factor in retirees’
wellbeing. Glass and Flynn (2000) reported that the number of people 65 and older will rise to
approximately 70 million, making up 20% of the total population by 2030. As a result, the
majority of families will need to cope personally or financially with their own aging family
members. The lack of retirement preparation can cause financial strain for the low birthrate
generation. The need for families to support both generations of parents and children can result
in limited resources and the inability to save for retirement. This financial strain can cause
undesirable family relationships when families with limited resources have to prioritize between

supporting children and parents. Retirement is a significant transition in life. Financially



unprepared individuals can face a more difficult transition due to anxieties and dissatisfaction in
life. Psychological distress from a lack of financial preparation can damage the family
relationship. Furthermore, if the number of financially unprepared retirees continues to rise, this
could strain other government support systems such as Supplemental Security Income (SSI) and
Medicaid, causing the cost of lack of retirement resources to be passed on to the younger
generation of taxpayers (Lusardi & Mitchell, 2011).

Given the increasing media attention to the lack of financial preparedness of American
workers, it is surprising that financial preparedness continues to be a problem. Lusardi and
Mitchell (2007) indicated that even though current retirees have more saved in the form of home
equity when compared to previous generations, they still have very little saved in investments.
This concentration of wealth in just one asset leaves many baby boomers in a vulnerable
financial position due to housing market fluctuations. Since the collapse of the housing market
during the 2008-2009 financial crisis, the wealth of all U.S. households has been significantly
reduced (Bosworth & Smart, 2009). Previous studies have indicated that the current baby-
boomer cohort is better prepared compared to households of a similar age over the past quarter
century, due to increased value of home equity and other assets. However, unless there is a
strong recovery of asset value in the next few years, this assessment would not be accurate.
Lusardi and Mitchell (2008) noted that many older U.S. households have not planned or acted
sufficiently for retirement preparedness, and there is substantial under-saving for retirement
throughout the older population. Gist, Wu, and Verma (2004) revealed the same concern that
many aging baby boomers may retire without sufficient financial resources. Approximately half

of the respondents in a study by Kim, Kwon, and Anderson (2005) did not know how much



money they needed for their retirement and had saved less than $25,000 even though 60% were
not confident in government programs.

In contrast, there are people who have accumulated considerable retirement assets. These
people made a conscientious effort to save during their working years to ensure an adequate
stream of retirement income (Engen et al., 2004; Hurd & Rohwedder, 2006; Munnell, Webb, &
Golub-Sass, 2007; Scholz, Seshadri, & Khitatrakun, 2006). It is important for researchers to
identify the characteristics of individuals who have planned adequately for retirement so that
policymakers, educators, and financial professionals can develop strategies to facilitate adequate
planning by individuals and families. Policymakers continuously examine and enhance current
retirement saving options such as increasing contribution limits for Individual Retirement
Accounts (IRAs) for individuals who do not have employer-sponsored plans. Educators should
develop financial education programs to include not only the financial aspects of financial
planning, but also the non-financial aspects, such as positive life course development and the role
of money in aging healthfully. Incorporating the impact of non-financial factors, such as
personality and attitudes in retirement preparedness, into discussions will likely enhance
individuals’ or families’ financial preparation and improve the quality of the client-advisor

relationship.

Purpose and Justification of the Study

There has been increased interest in understanding the significant disparity in wealth
accumulation. To address why individuals do not save enough for retirement, despite the
warnings that Social Security benefits will not be enough to support their retirement needs as
well as the increases in life expectancy and medical expenses, researchers have examined

variables that influence saving behaviors. Variables of interest in prior studies include the



psychological basis of retirement preparation, saving behavior, and demographic variables.
Traditionally, the life cycle theory of saving has been used to understand saving behavior
(Lusardi, 2001). Increasingly, research has expanded to examine the effects of psychological
influences on financial behavior (Hershey & Mowen, 2000; Hershey, 2004).

From prior studies related to psychological influences on retirement planning and saving
behavior, Karniol and Ross (1996) indicated that an individual who possesses a future time
orientation is more likely to plan and save for retirement. Other research has indicated that
individuals who have short planning horizons have a lower average net worth compared to those
who have longer time horizons and are also expected to accumulate less for retirement (Burtless,
1999; Lusardi, 2001). Previous studies have also found that conscientiousness and emotional
stability are other psychological variables that affect individuals’ financial behaviors.
Conscientiousness and emotional stability are personality traits from the Five Factor Model
(FFM), which represents broad domains of personality traits. Conscientiousness is the trait
characterized by organization, persistence, scrupulousness, and need for achievement, whereas
low emotional stability is the trait characterized by negative effects such as anxiety, anger,
depression, and other cognitive and behavioral aspects of emotional instability (McCrae & Costa,
1989). According to Hershey and Mowen (2000), conscientiousness and emotional stability are
positively correlated with financial preparedness. Duckworth and Weir (2010) also noted that
conscientiousness and emotional stability are associated with the objective measurement of
economic success when controlling for education and cognitive ability. Nyhus and Webley
(2001) investigated the role of personality in household saving and borrowing behavior and
reported a strong relationship between personality structure and economic behavior. Mueller and

Plug (2006) investigated the affect between Big Five personality structure and the earnings of



men and women. The authors reported that agreeableness, emotional stability, and openness to
experience have positive impact on man while conscientiousness and openness to experience
influence positively for women. Gelissen and De Graaf (2006) indicated the evidence that
emotional stability is positively related to remuneration for both men and women. Locus of
control was another factor that influenced financial behavior. Locus of control measures an
individual’s belief about their control over reward and punishment in life. Perry and Morris
(2005) found that financial behaviors such as saving, budgeting, and controlling spending are, to
some extent, related to perceived locus of control. Johnson and Krueger (2006) indicated that
perceived control over life mediates the association between actual wealth and life satisfaction.
Culture and gender have also been shown to have an influence on retirement
preparedness and decision making. Rabow and Rodriguez (1993) examined first generation
Latino children who were raised under parents born in Mexico. They noted that Latinos and
Latinas did not show different expectations with regard to financial education for their male and
female children. The authors inferred that the high frequency of poverty in their sample was due
to a lack of financial knowledge and education acquired from parents with a sense of future or
financial success. This suggests that culture and ethnic background have an influence on
financial knowledge, preferences, and money behavior. The study results from Lusardi and
Mitchell (2011) showed that both African-American and Hispanic respondents displayed lower
levels of financial knowledge compared to White and Asian respondents. Gender is another
factor that was discussed in earlier studies about differences in financial decision making. For
example, Talaga and Beehr (1995) found that men and women showed differences in retirement

decision making when their spouse was in poor health. Men tended to be less likely to retire in



order to continue to provide the financial support necessary to ensure medical care. However,
women were more likely to retire in order to provide direct care for their spouses.

Prior research has attempted to quantify retirement preparedness. To measure a person’s
retirement planning behavior, it is necessary to define what it means to be adequately prepared.
Previous literature measured adequate retirement preparedness by examining available resources
for retirement needs through use of the income replacement rate approach or the capital
accumulation ratio approach. Munnell and Soto (2005) noted that the comparison of household
consumption between pre-retirement and post-retirement would be a more direct approach than
the income replacement approach; however, limited data is available on household consumption
behaviors.

The income replacement rate is defined as post-retirement income relative to pre-
retirement income. The typical replacement rate is measured by comparing income in the first
year of retirement to income in the year or years prior to retirement. In the previous literature, the
benchmark has ranged from 70% to 90% of pre-retirement income (Brady, 2008; Greniger et al.,
2000). However, there is no clear theoretically “correct” replacement rate, partially because the
replacement rate is not comparable for households of vastly different incomes. A relatively low
replacement rate is not necessarily an indication of inadequate saving and a high replacement
rate does not necessarily indicate adequacy. This replacement rate is more accurately described
as a function of saving rate. Nonetheless, the income replacement rate is used based on the
assumption that post-retirement consumption is relative to pre-retirement (Bernheim, Skinner, &
Weinberg, 2001; Brady, 2008; Love, Smith, & McNair, 2008; Munnell & Soto, 2005). Cole and
Liebenberg (2008) defined the household as being better prepared if the retirement income

replacement rate is greater than the median income replacement rate.



Another method for measuring retirement preparedness uses the capital accumulation
ratio as an indicator. Financial ratios are often used by researchers to diagnose the financial
situation of households (Greninger, Hampton, Kitt, & Achacoso, 1996). The capital
accumulation ratio is defined as the ratio of investment assets (not including home equity) to net
worth (Devany, 1993; Griffith, 1985; Lytton, Garman, & Porter, 1991; Mason & Griffith, 1988;
Prather, 1987, 1990; Yao, Hanna, & Montalto, 2003). DeVaney (1995) proposed that having at
least 25% of net worth in investment assets is a good indicator of adequate retirement
preparedness. Prior studies have also suggested that the minimum ratio should be at least 25% in
order to indicate that households are on track for adequate retirement preparedness (Garman &
Forgue, 1991; Lytton et al., 1991; Yao et al., 2003). Other studies proposed a minimum ratio of
50% as an indicator of adequate preparedness for retirement (Greninger et al., 1996). Given the
discrepancy in finite percentages to strive for, this study treats both ratios as continuous

variables.

Conceptual Framework

The purpose of this dissertation is to examine both traditional financial aspects of
retirement preparedness and psychological characteristics based on Hershey’s (2004) conceptual
model, which is an extension of a model of life planning developed by Friedman and Scholnick
(1997). Hershey modified the model to apply it to retirement planning. The conceptual model
indicates that planning decisions and behaviors are made based on four contributing factors: (a)
cultural influences, (b) environmental influences, (c) task components, and (d) psychological
influences (which include personality factors, cognitive factors, and motivational factors) as
shown in Figure 1.1 (Hershey, 2004). This conceptual model was used as a framework to

understand the holistic concepts of retirement preparedness.



Figure 1.1 Conceptual Model (Hershey, 2004)
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Hershey (2004) suggested that psychological influences, such as personality traits and
perceived mastery, are essential determinants of investor behavior. The Big Five model is a
common measure of personality characteristics that originated from a factor analysis of natural
language adjectives and theoretically-based personality questionnaires. The Big Five personality
traits include extraversion, agreeableness, conscientiousness, openness, and emotional stability
(McCrae & John, 1992). Perceived mastery measures individuals’ beliefs about the cause of, and
perceived control over, rewards and punishments within their lives (Rotter, 1966). Another
characteristic that may influence retirement preparedness, but that has not been well studied, is
individual’s perception of aging (Hansson, DeKoekkoek, Neece, & Patterson, 1997).

Two separate empirical models were used to explore the two different measures of
retirement preparedness discussed—the income replacement rate and the capital accumulation
ratio—as applied within the Hershey (2004) model of investor behavior. This research
investigated the following research questions: (a) How strongly are cultural influences associated
with retirement preparedness?, (b) How strongly are environmental influences associated with
retirement preparedness?, (c) How strongly are task components associated with retirement
preparedness?, and (d) How strongly are psychological influences associated with retirement

preparedness?

Hypotheses

Based on the theoretical framework and related literature, 20 hypotheses were developed
for each measure of retirement preparedness—the income replacement rate and the capital

accumulation ratio. The hypotheses to be tested include the following:

Cultural Influences

H;: Being White is positively correlated with retirement preparedness.
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H,: Being male is positively correlated with retirement preparedness.

Environmental Influences

H;: Pre-retirement household income is positively correlated with retirement
preparedness.

Hy: Higher education is positively correlated with retirement preparedness.
Hs: Being married is positively correlated with retirement preparedness.

Hg: Number of children is negatively correlated with retirement preparedness.

H7: Older retirement age is positively correlated with retirement preparedness.

Task Components

Hg: Home ownership is positively correlated with retirement preparedness.

Hy: Stock ownership is positively correlated with retirement preparedness.

H;o: Pension ownership is positively correlated with retirement preparedness.
Hi: IRA/Keogh ownership is positively correlated with retirement preparedness.
Hi»: Real estate ownership is positively correlated with retirement preparedness.

His: Business ownership is positively correlated with retirement preparedness.

Psychological Influences

Hi4: Extroversion is negatively correlated with retirement preparedness.

H;s: Agreeableness is positively correlated with retirement preparedness.
H;¢: Conscientiousness is positively correlated with retirement preparedness.
H;7. Openness is positively correlated with retirement preparedness.

His: Emotional stability is positively correlated with retirement preparedness.
Hio. Perceived mastery is positively correlated with retirement preparedness.

Hao. Self-perception of aging is positively correlated with retirement preparedness.
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Data
The 2008 Rand version (Version L) of the Health and Retirement Health and Retirement

Study (HRS) was used to test the hypotheses. The HRS is a nationally representative longitudinal
study that was designed to follow individuals age 50 and older and their spouses during the pre-
retirement to retirement transition. The Rand version of HRS data set does not contain the
balance of or detailed distribution data related to employer-sponsored retirement plans. This
research includes distribution from employer-sponsored pensions and annuities as part of
retirement income. However, the total balance of employer-sponsored plans is not included in
households’ total net worth. Despite potential limitations resulting from this exclusion, this
dissertation used the data with the assumption that respondents distribute the necessary amount
from the available resources for their retirement consumption needs, with a consideration of tax
consequences. There could be another group of people postponing their collection of Social
Security with the expectation of a larger payout in later years, which should be explored in future

research.

Summary

In summary, the purpose of this dissertation was to use HRS data to examine the
expanded associations with retirement preparedness based on Hershey’s (2004) retirement
model. When used in conjunction with current retirement planning strategies that rely primarily
upon client demographic and financial profiles, this model will support a broader perspective in
understanding retirement preparedness characteristics and will help advisors guide and motivate
individuals with more effective strategies for retirement preparedness, based on individuals’
unique predispositions. For example, compared to families or individuals without children,

families or individuals with more children may need to take into consideration different priorities
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for their cash flow during the life course to achieve retirement preparedness. People with a
shorter time perspective might need to revisit the bigger picture more often than people with a
longer time perspective.

Policymakers, financial professionals, and educators should advocate for early
intervention to help consumers become aware of the importance of retirement preparation. The
holistic approach to understanding retirement preparedness, which is based on an awareness of
the influence of different factors, will guide policymakers, financial professionals, and educators
to become better facilitators who are better able to help individuals achieve retirement
preparedness during pre-retirement years.

Incorporating knowledge of individuals’ personality, perceived mastery, self-perception
of aging, time perspective, and money behavior gives financial advisors a broader perspective
and depth of strategy, and individuals and families will connect better to their financial plans
when they are more personalized. Addressing individual differences in financial plans will create
a smoother path for individuals to reach their needs and goals and consequently will increase the
likelihood that clients will follow through with their plans. Awareness of an individual’s unique
consumption and saving patterns helps financial planners facilitate sound financial planning that
is appropriate to the individual’s stage of life. This holistic approach might also strengthen the
client-advisor relationship and help lead to an understanding of the client’s money attitudes,
money beliefs, and behaviors.

Sound financial planning is essential for individuals to enjoy the quality of life they
desire. Retirement preparation is a lifelong process, which requires disciplined financial
behavior. An awareness of psychological influences on financial behavior along with

consideration of demographic characteristics is essential for developing retirement plans that
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minimize the chance that individuals will fail to succeed due to their psychological make-up.
Financial planners and financial educators could incorporate the influence of demographic,
financial, and personality characteristics on retirement preparedness behavior into their

educational programs in order to increase awareness of successful retirement preparedness.
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Chapter 2 - Literature Review

To understand the financial preparedness of today’s retirees, it is important to have a
historical perspective of the possible sources of retirement income. The primary sources include
Social Security, pensions, and personal savings. This is followed by a section describing what is
known about the factors associated with planning for retirement, including demographic,
financial, and psychological characteristics. This is framed within the context of the Hershey
(2004) retirement planning model. The chapter concludes with a review of how retirement
preparedness can be measured, namely by the income replacement and capital accumulation

ratios.

Retirement Income
Social Security

Social Security is one of the most prominent resources for retirement income. It provides
a basic level of income replacement (Butrica et al., 2008; Butrica, Murphy, & Zedlewski, 2010,
Cole & Liebenberg, 2008, DeVaney, 1995; Munnell & Sotto, 2005). DeVaney (1995) reported
that income replacement rates from Social Security for the baby boomers in retirement are
expected to be 28% for high earners, 44% for average earners, and 56% for low earners.
However, the current Social Security system faces concerns that it will not be able to sustain
itself due to increasing longevity, the aging of the large baby boomer generation into retirement,
and lower birthrate generations entering employment. The long-term sustainability of the Social
Security system is bleak unless legislative changes are made (Smith, 2003; Social Security and
Medicare Board of Trustees, 2013). It has been estimated that the ratio between individuals

paying into the Social Security system and those receiving Social Security benefits will drop
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significantly by the year 2030 (Fronstin, 1999). Despite concerns that the Social Security system
will become dysfunctional, it is still a large share of retirees’ income, especially for lower-
income retirees. The portion of Social Security as a percent of total retirement income increased
from 47% in 2001 to almost 60% in 2009 for households that had members ages 65 to 69
(Butrica et al., 2010). The 2013 annual report of the Employee Benefit Research Institute
confirms earlier research that Social Security remains the primary source of income for all age

groups over 65.

Pensions

Pensions have been the second largest source of income for older households. Prior to
1980, retirees mainly relied on Social Security and employer-sponsored defined benefit (DB)
plans for their retirement. However, studies have found that the responsibility of saving for
retirement has increasingly shifted from employer to employees, and several large employers
have frozen or terminated defined benefit plans or have removed the matching benefits of 401 (k)
plans. The contribution of the private sector to defined contribution (DC) plans was about 40% in
1980. In 2000, the total contribution to personal retirement accounts, mostly 401(k) plans, had
increased to almost 90%. Today, personal retirement accounts, such as 401(k) plans or Individual
Retirement Accounts (IRA), are the main vehicle to fund the retirement years for pre-retirees.
This change imposes a greater responsibility on employees to save for their retirement.
Moreover, it requires that pre-retirees have the knowledge to make good financial decisions and
handle direct financial market risks (Lusardi & Mitchell, 2011; Poterba, Venti, & Wise, 2008).

Rhee (2013) confirmed that the shift from DB pensions to DC plans has had significant
impact on retirement readiness in the U.S. More than 45% of working households do not own

individual retirement accounts either in the form of an employer-sponsored 401(k) type account
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or an IRA. When all households are included (versus solely households with a retirement
account), the median retirement account balance is $3,000 for all working-age households and
$12,000 for households near retirement. Around 65% of working households between the ages of
55 and 64 with at least one household income have retirement saving equivalent to less than one
year of their income, which is unlikely to maintain their standard of living. The retirement
preparedness of Americans is bleak. This study attempts to understand why households are not
better prepared in an attempt to identify strategies to help them become more prepared earlier in

life. The next section expands on the current savings behaviors of pre-retirees.

Personal Savings

In addition to monies from Social Security and guaranteed pensions, the majority of
income for post-retirement will be distributed from lifetime asset accumulation. Despite the
concerns about the security of monies from Social Security and pensions, the research still
reveals lack of savings accumulation during the working years by U.S. workers. Approximately
30% of U.S. households have not planned for their retirement and many households in the U.S.
do not begin saving until around age 50. The lack of planning has a significant impact on
individual wealth accumulation for retirement, and retirees who do not plan are less likely to
have high-return assets, such as stocks, in their portfolio (Hershey et al., 2007; Lusardi, 2001).

Milgram and Tenne (2000) noted that a large part of the obstacle to saving and
preparedness involves the human tendency to procrastinate. This delayed involvement in
retirement planning leads to too little savings and can be a cause of psychological distress
(Ferraro & Su, 1999; Lusardi, 2001). Moore and Mitchell (2000) indicated that the majority of
older households will not be able to maintain their current level of consumption into retirement

without additional saving. The median household, according to the Health and Retirement Study
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(HRS), is projected to have the retirement wealth of $380,000 and still needs to save an
additional 16% of household income to maintain consumption levels into retirement in order to
retire at the age of 62. The Federal Reserve Bank (2012) indicated that the average personal
savings rate has fallen over the past 25 years. Because of reduced contribution of personal
savings to retirement income, retirees are more reliant on Social Security income. This trend
could be a significant concern for retirement income replacement with the solvency of the Social

Security retirement trust (Bosworth, 2004; Cole & Liebenberg, 2008).

Factors Associated with Planning for Retirement
Demographic factors

Based on previous research, age (Cole & Liebenberg, 2008; Newman, Sherman, &
Higgins, 1982), education (Beck, 1984, Joo & Pauwels, 2002), and income (Aizcorbe,
Kennickell, & Moore, 2003; Hilgert, Hogarth, & Beverly, 2003; Turner, Bailey, & Scott, 1994)
are associated with financial preparation for retirement. Joo and Pauwel (2002) noted that higher
level of education is positively correlated with a higher probability of confidence about
retirement. Not surprisingly, households with a higher level of lifetime income (Dynan, Skinner,
& Zeldes, 2000) and greater wealth (Li, Montalto, & Geistfeld, 1996) are positively associated
with retirement preparedness. Therefore, it is hypothesized that education and pre-retirement
income are positively correlated with retirement preparedness.

Race and ethnicity also show an association with financial outcomes (Gutter & Fontes,
2006; Yao, Gutter, & Hanna, 2005). Whites are more likely to own stocks than Blacks, and
Whites tend to be better prepared for retirement (Kilty & Behling, 1986; Richardson, & Kilty,
1989). Coleman (2003) indicated that White households have a tendency to take greater risks

than Hispanic households, which could result in greater wealth accumulation. Shuey and Hardy
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(2003) examined how couples cope with assisting aging parents with financial resources and
time allocation. The authors found that individuals of different ethnic backgrounds also show
differences in using financial and time resources to assist aging parents. African American and
Hispanic couples are more likely to assist their aging parents than White couples, which could
cause a strain on their resources. It is hypothesized that being White is correlated positively with
retirement preparedness in this study.

Gender also influences financial matters. Men are more involved than women in financial
preparation (Newman et al., 1982; Szinovacz, 1987). Newcomb and Rabow (1999) confirmed
that parents’ different expectations for their male and female children put them on different
money tracks and levels of financial awareness in childhood. Sons were introduced to family
financial matters earlier than daughters, and daughters tend to be more likely to help with the
needs of their aging parents (Shuey & Hardy, 2003). Married households are more likely to be
better prepared for retirement than non-married households (Cole & Liebenberg, 2008;
DeVaney, Su, Kratzer, & Sharpe, 1997; Szinovacz, 1987). Finally, household size is negatively
associated with retirement preparedness (Joo & Grable, 2000; Turner et al., 1994). The
hypotheses developed as a result of this literature include: being male and being married are
positively related to retirement preparedness and number of children is negatively associated

with retirement preparedness.

Financial factors

Venti and Wise (1998) documented that many households with similar financial patterns
ended up with a large difference in the amount of accumulated wealth. The different household
wealth components reveal a great deal about household behavior. Even though stocks have been

shown to have a higher return than bonds, there are still only a small percentage of households
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that have been exposed to owning stocks or stock mutual funds. Previous studies attempted to
generalize the differences in wealth holding among U. S. households. However, it is still difficult
to understand the significant difference in wealth holding among households similar in
characteristics and financial status. Several scholars investigated vast disparities in wealth
holding from similar demographics and economic statuses. (Diamond & Hausman, 1984;
Poterba et al., 1998; Lusardi, 2001). Lusardi (2001) indicated that households that plan for
retirement tend to hold stock in their portfolio compared to households that have planned less.
Previous studies have indicated that household pre-retirement income, ownership of employer
sponsored plans, including defined benefit and defined contribution plan, ownership of Keogh
accounts and individual retirement accounts, homeownership, and ownership of stock are
important determinants of adequate retirement preparedness (Cole & Liebenberg, 2008; Yuh,
Montalto, & Hanna, 1998). Based on this literature, it is hypothesized that any asset ownership is

positively correlated with retirement preparedness.

Psychological factors

Most studies in financial planning and investing have used demographic characteristics
such as age, gender, and income to explain consumer behavior. There has been little research on
psychological or socio-psychological influences that underlie financial planning for retirement
(Hershey et al., 2007), although recent research has attempted to better understand psychological
characteristics influence individuals’ general financial behavior. There are many complex factors
that are important to understanding saving behavior. Jacobs-Lawson and Hershey (2005)
concluded from their study that psychological characteristic of higher level of knowledge of
financial planning for retirement planning, future time perspective, and financial risk tolerance

are associated with more aggressive saving tendencies. Hira and Mugenda (1999) noted that
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“money is not used just to meet obvious and practical needs, but it also is used to meet many
socio-psychological needs” (p. 82). They stated that understanding more of the non-practical
emotion and psychological needs will help educators and financial professionals become more
effective in their teaching or advising. Sages (2012) found that individuals with higher composite
psychosocial profiles are more likely to participate in various forms of pre-retirement planning
behaviors.

Personality is an important part of the personal psychological composite. The Five Factor
Model (FFM) of personality originally proposed by Tupes and Christal (1961) and Norman
(1963) is the basis for an empirical taxonomy of traits (Costa & McCrae, 1988). It is not based
on any single theory of personality but has been operationalized from a number of theoretical
perspectives. An increasing number of personality researchers have adopted some version of the
FFM (McCrae & Costa, 1989). The Big Five factor structure was originally discovered in studies
using Cattell’s (1943) 35 variables (Goldberg, 1990). Some critics have expressed concern that
these five factors have been developed without sufficient generalization beyond the initial set of
variables. Goldberg examined the generality of the Big Five representation within sets of trait
terms that are far more representative of the total English trait lexicon than were those included
in any previous studies. He concluded that analyses of any reasonably large sample of English
trait adjectives in either self or peer descriptions confirmed the Big Five factor structure, and
therefore all such terms can be represented within this model.

The Big Five factors have traditionally been described as follows: (a) extraversion, (b)
agreeableness, (¢) conscientiousness, (d) openness to experience, and (e) emotional stability
(Goldberg, 1990). The Big Five factors represent a broad domain of personality traits.

Extraversion includes sociability, activity, dominance, and the tendency to outer world
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orientation. Agreeableness is characterized by sympathy, trust, cooperation, and altruism.
Conscientiousness is characterized by organization, dependability, persistence, planning, and the
need for achievement. Openness to experience is a predisposition to experience variation. These
traits include tendencies such as imaginativeness, aesthetic sensitivity, depth of feeling, and
curiosity. Individuals with low emotional stability experience negative emotions more frequently
than individuals with high emotional stability; often displaying anxiety, anger, vulnerability,
depression, and poor impulse control (McCrae & Costa, 1989). The NEO inventory is a
commonly used questionnaire to measure Big Five personality traits. Self-reports on five
adjective factors were compared with both self-reports and spouse rating on the inventory
(McCrae & Costa, 1987).

Previous studies attempted to find associations between the Big Five factors and financial
behavior. The study from Hershey and Mowen (2000) indicated that personality characteristics
were a strong indicator for financial preparedness. The study confirmed that individuals’ unique
personality characteristics were associated with financial preparedness. Nyhus and Webley
(2001) found that emotional stability and extraversion were strong predictors of saving and
borrowing behavior. Emotional stability and introversion had a positive correlation to saving and
a negative correlation to borrowing. Based on this finding, the saving level for extraversion
might be lower than that for introversion, which may be related to extraverts’ outward
orientation toward the world and other people.

There are different perspectives in the literature on personality traits and retirement about
whether personality traits remain consistent or change through the retirement transition.
Theoretically, the Big Five factors are thought to influence life span events such as retirement

(McCrae & Costa, 1989), but whether personality changes during this transition is unknown.
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Literature suggests a positive association between conscientiousness, emotional stability,
openness to experience, and agreeableness with retirement preparedness and a negative
association between extroversion and retirement preparedness.

Perceived mastery is another psychological variable which researchers have examined in
connection with financial behavior. Rotter (1966) described locus of control (LOC) as
individuals’ perceptions about cause and effect within their lives, capturing general beliefs about
the causes of reward and punishment. Individuals with an internal LOC/high perceived mastery
believe their own actions and effo