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Projected pension income: equality
or disparity for the baby-boom cohort?

Over time, both eligibility for pensions and income
from employer-sponsored pension plans will increase
for baby boomers; eligibility rates and benefit amounts
are projected to be greater for late boomers overall
and, within the late-boomer category, men, whites,

and the more educated

he argument that individuals born at
I different times are faced with different
social and economic circumstances is
particularly apropos of the baby-boom cohort, a
generation that comprises approximately 77 million
Americans. Campbell Gibson argues that analyzing
this group as a whole does not accurately portray
the many social and economic trends embedded
within the group, because the boomers are com-
posed of several subgenerations with different be-
havioral patterns.! He suggests that the best way
to understand the differences among the boomers
isto look at the characteristics of the different boom-
ers when they are at the same age.

Earlier work by John R. Woods applied a method
similar to Gibson’s to assess pension coverage for
both younger and older boomers when they are at
the same age.2 Woods’s findings suggest that the
younger boomers had a lower rate of coverage
between the ages of 27 and 36 years than did the
older boomers at those same ages. More recently,
Jules Lichtenstein and Ke Bin Wu found that, for
both pension coverage on any career job and cover-
age by an individual retirement account (IRA),
younger boomers had less coverage than older
boomers when older and younger boomers were at
the same age.?

Currently, about half of all workers are covered
by a pension. As the leading edge of the baby-
boom cohort anchors itself for retirement, to what
extent will current disparities in pension coverage*
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spill over into retirement? The adequacy of pension
coverage for the coming retirement of the baby
boomers is a concern for policymakers, who have
offered several legislative proposals to bolster par-
ticipation in pension plans.

To better understand the issues affecting retire-
ment income security, one must look beyond cur-
rent coverage rates and focus on eligibility rates.
This article presents data from the Modeling In-
come in the Near Term (MINT 3) system to address
the question of what is in store for the baby-boom
cohortonce it reaches age 62. The primary objective
is to examine disparities in projected pension eligi-
bility and income among the various baby-boom
subgenerations upon reaching 62 years.

The focus of the article does not take other retire-
ment sources into account. Although this approach
isanarrow one, it is valuable for two reasons. First,
the economic well-being of baby boomers once
they retire may be partly dependent on income from
an employer-sponsored pension. Hence, employer-
sponsored pensions play a vital role in ensuring
economic well-being during retirement. Second, if
the current pension coverage trend continues, how
will it affect the future distribution of pension retire-
ment income? Being able to project future pension
eligibility and income is crucial to understanding
the economic well-being of future retirees, and
policymakers who are able to do so will play a more
proactive role in ensuring the income security of
those retirees.



Being covered by a pension plan is especially important for a
worker who is nearing retirement. Some workers, however, have
no such option, especially given that pension eligibility and
income have historically been unequally distributed. Previous
studies have found that pension coverage and income inequality
exist primarily along the lines of age, gender, race, education, and
income groups. This article examines these inequalities among
the boomers at age 62 by categorizing them into early boomers as
opposed to late boomers and by gender, race, income, and education.

As mentioned earlier, the focus of the research is narrowly
defined, concentrating only on pensions—one-third of the
“three-legged stool” of Social Security income, private savings,
and pensions. Even with this narrow approach, however, the
question of income security among boomers can be addressed
effectively, because income from a pension accounts for an
important share of household retirement income.

As regards employer-sponsored pension eligibility” and
income, about half of the boomers will be eligible for a pension
benefit, regardless of the year in which they were born. The data
reflectan increase in eligibility for women and somewhat stagnant
eligibility for men. Rates fluctuate across the various baby-
boomer groups, with earnings being the most important factor in
explaining eligibility. For those who expect income from a
pension, that source plays an important role in attaining economic
security. Although eligibility for a pension is projected to make
huge strides toward equality, the same is not true for income from
a pension. Regardless of the baby-boomer group examined,
pension income is projected to be unequally distributed—maost
noticeably by earnings.

The article is divided into four sections. An overview of the
minT model is presented in the first section, and the growth of the
pension system is briefly described in the second. The key
findings regarding eligibility for a pension are presented in the
third section, while the fourth deals with pension income.

The MINT model

The MINT model is a microsimulation model developed to
estimate the distributional effects of proposed Social Security
policy alternatives on current and future beneficiaries’ retirement
income.?2 The MINT 3 model projects retirement income from
Social Security income, pensions, personal investments or
savings, and earnings. The projections are for individuals
employed in the private sector and the public sector, including
Federal workers and military personnel. The Survey of Income
and Program Participation (sIPp) is the primary data source for
the minT 3 pension module, and the projections are based on
individuals whose ages ranged from 30 to 62 years in 1992.
Using data generated by version 3 of the MINT model, the
study that follows shows projected pension eligibility and
income for the baby-boom cohort once these (nondisabled)
individuals reach age 62. Specifically, the article examines retirees’

projected pension income and account balance at age 62 from a
defined benefit plan® and from a defined contribution plan.t

Detailed pension coverage data are captured in the sipp Retire-
ment Expectations and Pension Plan Coverage topical module.
Data on contributions to 401(k) and Keogh accounts are reported
in the sipp Annual Income and Retirement Accounts topical
module, and information about Keogh account balances is found
in the sipp Assets and Liabilities topical module.

To estimate a worker’s eligibility for a pension on future jobs,
the minT model uses data from the Policy Simulation Group’s
pensiM model to identify job changes.!! To project pension
estimates, minT employs data from the Pension Benefit Guaranty
Corporation’s Pension Insurance Modeling System (PImMs)* and
the Employee Benefit Research Institute (EBRI)/Investment
Company Institute (1C1) database.® The PIMs data are used to
capture the heterogeneity of defined benefit plans’ benefit
formulas and to supplement the defined benefit pension data
reported in the sipp, while the EBRI/ICI data are used to supple-
ment assumptions regarding the behavior of defined contribu-
tion plan participants.

The mechanics of the MINT 3 pension module are quite
complex. Self-reported pension data from the sipp, along with
data from the PENSIM model, determine an individual’s pension
coverage history and project future pension coverage. Then
MINT calculates the defined benefit pension income for private-
sector workers by assigning data from the pivs to defined benefit
plan formulas. This approach allows for a more realistic measure
of pension benefits from past, current, and future jobs. Benefit
amounts of Federal Government workers and military personnel
are calculated from the actual benefit formulas.* The MINT 3
model uses replacement rate data, published by the Bureau of
Labor Statistics, to project the benefits for State and local
workers. The model assumes a vesting period® of 5 years for
all workers in order to qualify for benefits, and adjustments
are made for those who are projected to receive Cost of Living
Adjustments (COLAS).®

The procedure for projecting account balances of defined
contribution plans also began with self-reported information on
the sipp regarding account balances and contribution rates. In
addition, assumptions about allocations of assets and future
contribution rates are factored into the projections. The model
uses data from EBRI/ICI to assign match levels and rates. These
data are further used to develop assumptions about allocations
of contributions and assets. The model assumes a real rate of
return of 6.98 percent for stocks and 3.00 percent for bonds."

Data on Keogh account balances and contributions are
gathered from the sipp. The same techniques that are applied to
allocations of assets and rates of return in defined contribution
plans are used to project Keogh account balances. However, no
new Keogh participation is simulated; only those covered by a
Keogh plan at the time of the sipp interview are projected to have
a Keogh account at retirement.
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Projected Pension Income

In the analysis that follows, the cohort is divided into three
separate 5-year groups born between 1946 and 1960. The cohorts
are labeled 1946-50, 1951-55, and 1956-60 and are referred to as
early, middle, and late boomers, respectively.® In 2003, these
cohorts ranged in age from 43 to 57 years. The findings reported
in this article are projections for the boomers to age 62, from 2008
t0 2022.

The article uses the reference age of 62 for two reasons: (1) it
is the earliest age at which retirees can begin to receive benefits
from the Social Security Administration; and (2) research has
shown that the majority of the population retires by age 62.%°

The decision to retire usually centers on two factors: the
individual’s economic well-being and personal issues, such as
one’s health or the desire to continue to work.? Given that a high
percentage of workers retires by age 62, analyzing baby boomers
when they are at that age yields valuable information on that
aspect of their economic well-being which is derived from pen-
sion income at an age when boomers are contemplating retirement
(assuming that the current retirement trend continues).2

Growth of the pension system

The growth of the pension system is one of the most significant
economic and social phenomena of the 20th century.?2 Although
pension growth was interrupted during the depression, coverage
grew at an extraordinary rate from the late 1940s through the
1960s. On a slightly longer time span, coverage increased from
17 percent of full-time workers in 1940 to 52 percent in 1970.
However, since the 1970s, the overall growth rate of pension
coverage has slowed,” and, as shown in chart 1, by 2000 the
number had declined by 4 percentage points to 48 percent.?

Using data from the periodic Employee Benefit Supplement of
the Current Population Survey, Richard Hinz and John Turner
found a similar trend for full-time private wage and salary workers
over a 20-year period.? Hinz and Turner believe that this stability
was remarkable, considering the changes in the size and com-
position of the workforce, the escalating entry of women into the
labor force, and the heightening interest surrounding workplace
security. Each of these factors alone would have been expected
to generate an increase in eligibility for pensions.

Eligibility for pensions

Overall eligibility for pensions. The percentage of the aged
population receiving income from pensions has more than
doubled since the early 1960s. One explanation for this trend is
the rapid growth of private pension coverage. As shown in chart
2, the percentage of the aged population receiving pension
income declined during the 1990s, a phenomenon that can be
attributed to the stagnation in the pension coverage growth rate
since the 1970s. However, projections from the MINT model
indicate that eligibility for pensions will be slightly higher among
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the late boomers than among the early boomers. (See table 1.)
Individuals born during the last stage of the baby boom, from
1956 to 1960, will be 8 percent more likely to be eligible for a
pension benefit than those born during the early years (1946-50)
of the baby boom. Note that eligibility takes the form of par-
ticipation in either a defined benefit plan, a defined contribution
plan, or both.

Pension eligibility by gender.  Late-boomer women’s eligibility
for a pension is projected to be 9 percent higher than that of
early-boomer women (44 percent, compared with 48 percent);
late-boomer men’s eligibility for a pension is expected to be 6
percent higher than that of early-boomer men (54 percent, as
opposed to 57 percent).

Despite the greater increase in eligibility among late-boomer
women, the gap in eligibility between those women and late-
boomer men will be reduced by only a marginal 3 percentage
points. The reason is that there is a 19-percent difference in the
levels of eligibility between early-boomer women and early-
boomer men (44 percent and 54 percent, respectively), compared
with a 16-percent difference in the levels of eligibility between
late-boomer women and late-boomer men (48 percent and 57
percent, respectively).

The pension coverage rates for women have grown substan-
tially. A study by William Even and John Turner found that
pension coverage rates for female full-time private wage and
salary workers rose from 38 percent in 1972, to 42 percent in 1983,
to 48 percent in 1993.% In contrast, the corresponding coverage
rates for men fell from 54 percent, to 52 percent, and, eventually,
51 percent.#

As women’s labor force patterns have changed over the past
half century, succeeding cohorts of women have increased their
opportunities for pension coverage.? There are several reasons
for this trend, including women’s attaining better jobs and
exhibiting longer, steadier work histories. Another major reason
for the increase in women’s participation in pension plans is the
shift in the prevalent type of pension plan from defined benefit to
defined contribution.?

Not all women, however, benefited from the expanding pension
market. Women born during the early years of the boom possess
characteristics similar to those of women in the depression cohort
(individuals born between 1930 and 1940). They are more likely
to have married young and exhibited low levels of labor force
participation, which adversely affects their eligibility for pen-
sions.*® According to research by Janice Farkas and Angela
O’Rand and by O’Rand and John Henretta, women in the baby-
boom cohort have higher rates of pension coverage compared
with women born during the depression.®! Baby-boom women
are working more steadily and with less mobility than women in
the depression cohort; thus, they are more likely to qualify for
pensions. Although some women in the depression cohort were
the benefactors of the huge labor demands during World War 11,
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1 Percent of private-sector workers who participated in a pension plan.

SouRrce: Data for 1940-85 are from Daniel Beller and Helen Lawrence, "Trends in Pension Coverage," in John A. Turner and
Daniel J. Beller, eds., Trends in Pensions, 1992 (U.S. Department of Labor, Pension and Welfare Benefits Administration, 1992).
Data for 1990-2000 are from unpublished tabulations from the sLs Employee Benefits Survey. Data for 2005 are from published
tabulations from the sLs National Compensation Survey.
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1 The aged unit is either a married couple living together, with husband or wife aged 65 years or older, or a person 65 years or
older who does not live with a spouse.

2 Pensions include private pensions and annuities, government employee pensions, railroad retirement benefits, individual
retirement accounts, Keogh accounts, and 401(k) accounts.

SouRce: Income of the Aged Chartbook, 2000.
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i[c[JCMM Percent of baby-boom population projected to
be eligible to receive income from an
employer-sponsored pension plan at age 62,
by birth cohort and demographic group
Demographic group 1946-50 1951-65 | 1956-60
All baby boomers .................... 48 49 52
Sex:
MEN .. 54 54 57
WOMEN ... 44 45 48
Race or ethnicity:
WHhIte ....ooviiiiiiiis 50 51 54
Black....... . 43 48 49
Hispanic* 39 39 45
Other races ........ccoceevevviiiciiene, 44 46 47
Education:
Some high school..........c.ccccueenee. 26 29 35
High school graduate . 46 46 49
Some college ......covevvvriiicniiinenn, 54 55 59
Average Indexed Monthly Earnings:?
First quintile® .........cccooviiiiiene 14 20 25
Second quintile .. 33 34 42
Third quintile ....... 55 53 56
Fourth quintile ... 69 69 67
Fifth quintile ... 7 76 77
Type of plan:
Defined benefit...........cccoeiinnnne 31 30 29
Defined contribution .................... 28 32 37
Defined benefit and defined
contribution ..., 11 12 14
1 Any race.
2 See text, note 35, for a description of the Average Indexed Monthly
Earnings.
% Quintiles are ranked in ascending order; thus, the lowest-numbered
quintile is the lowest-earning quintile.
SOURCE: MINT 3 projections.

the women’s labor force participation rate peaked at 35 percentin
1944 and then declined modestly to about 31 percent in the early
postwar years.*

For the most part, each cohort of baby-boom women is better
educated than the cohort that preceded it. In addition, each such
cohort is increasingly working in better paying, higher level jobs
that are more likely to offer pension plans.

Pension eligibility by race and ethnicity. The percentage of
elderly Americans who are minorities is projected to be 20 percent
by the year 2010, 25 percent in 2030, and nearly one-third of all
elderly Americans by 2050. If pension coverage does not keep
pace with the changing demographic of the aging population,
some minorities face the risk of slipping into poverty in their
senior years.®

Table 1 shows that, among baby boomers, minorities will have
lower pension eligibility rates than whites,* regardless of the
cohort, and that at least half of whites will be eligible for a pension
benefit. Although the likelihood of being eligible is projected to
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increase for late-boomer blacks and Hispanics, their eligibility
will still fall short compared with that of late-boomer whites.
Nonetheless, eligibility rates for late-boomer blacks and His-
panics will be 49 percent and 45 percent, respectively, rep-
resenting both an improvement over the rates of early boom-
ers and a reduction in the pension gap between whites and
minorities.

Late-boomer Hispanics will be 15 percent more likely to be
eligible for a pension benefit than their early-boomer counter-
parts. Still, late-boomer Hispanics are projected to be 20 percent
less likely to be eligible for a pension than are late-boomer whites.
Overall, the MINT model projects that minorities will gain some
ground toward pension equality with whites.

Pension eligibility by education. Table 1 displays rates of
pension eligibility according to level of educational attainment.
Across all cohorts, those with less than a high school education
will be less likely than both high school graduates and those
with some college to be eligible for a pension benefit. For example,
early boomers with some college will be more than twice as likely
to be eligible for a pension benefit as those with less than a high
school education. This finding suggests that education plays
an important role in determining one’s eligibility for a pension.
The same comparison among late boomers finds that the dis-
parity in eligibility will be reduced by 34 percent. The model also
projects improvement in pension eligibility for those with low
levels of education.

Pension eligibility by earnings.  Asshown in table 1, eligibility
for a pension is highly correlated with the Social Security
Administration’s Average Indexed Monthly Earnings, intended
to be representative of aworker’s lifetime earnings.® The greatest
disparity can be seen within, rather than across, cohorts. Those
in the first and second quintiles of the earnings distribution (the
lowest earners) are projected to have a large increase in eligibility,
while those in higher quintiles are projected to experience little or
no increase in eligibility.

When it comes to absolute percentages, however, the sit-
uation is reversed: some 77 percent of the late boomers in the
fifth quintile are projected to be eligible to receive a pension
benefit, compared with only 25 percent of those in the first
quintile. Stated differently, 3 times as many earners in the fifth
quintile will receive pension income as will earners in the first
quintile. Among early boomers, those in the fifth quintile will be
5times more likely to be eligible to receive a pension benefit than
those in the first quintile.

Low-earning individuals differ from their higher earning
counterparts in their type of employment. Low-income in-
dividuals are more likely to have jobs in industries and occu-
pations that do not offer pension plans.®*® However, in addition
to exhibiting differences in job opportunities, low-income
individuals may not have enough liquid cash and thus simply



cannot afford to participate in plans that require an employee
contribution.

Eligibility by type of plan.  In 1975, 87 percent of pension plan
participants were enrolled in a defined benefit plan as their
primary plan, while 13 percent of workers had a defined con-
tribution plan as their primary plan. By the mid-1990s, par-
ticipation in defined contribution plans had surged: 56 percent
of workers with any kind of a pension plan still were covered by
a defined benefit plan as their primary pension plan, but 44 per-
cent were now covered by a defined contribution plan as their
primary plan.®”

As shown in table 1, eligibility for defined benefit pension
plans is projected to remain somewhat stable across the entire
baby-boom cohort, averaging only a 1-percentage-point differ-
ence between successive cohorts. This trend suggests that late
boomers will be about as likely as middle and early boomers to
be eligible for a defined benefit plan (29 percent, 30 percent, and
31 percent, respectively).

The same is not true for defined contribution eligibility: late
boomers will be the most likely to be eligible for a defined
contribution plan, with a difference as high as 9 percentage points
more than early boomers.

Pension income

Overall pension income. To understand an individual’s
economic well-being, one cannot simply focus on whether he or
she is eligible for a pension benefit. The amount of income an
individual expects to receive from a pension also must be
considered. Today, income from pensions accounts for an
important share of retirement income,* and some researchers
suggest that it will continue to be an important source of retire-
ment income for many future retirees.®® The rest of this article
discusses the MINT model’s projected income and account
balance for those of the baby-boom population who are projected
to be eligible to receive income from an employer-sponsored
pension plan at age 62.

On the one hand, MINT projects defined benefit income for
early boomers to be larger, on average, than defined benefit
income for late boomers. Specifically, the average monthly de-
fined benefit income of late boomers is projected to be $732, or
$84 less per month than the average income of early boomers.
(Seetable2.)

On the other hand, projections for the defined contribution
account balances show an increase. The average balance for
late boomers is projected to be $131,198, an amount that is $8,445
more than the average balance of early boomers. One plausible
explanation for the increase in the average account balance is
that late boomers entered the labor force at the height of the
transition to defined contribution plans. Therefore, they were
covered by such a plan for a longer part of their working careers

and reaped the benefits of compounded interest over a longer
period than their older counterparts did.

Pension income by gender. The value of a pension plan at
retirement depends heavily on the participants’ length of service,
earnings, and contributions to the plan. Historically, women
average lower earnings and have more breaks in their work
histories than men have. For example, in 1998, women’s weekly
median earnings equaled roughly three-quarters of men’s. Still,
that was a considerable increase over 1970, when women earned
about three-fifths of men’s weekly median earnings.*°

Unquestionably, women’s pension eligibility rates are im-
proving relative to men’s between birth cohorts; nevertheless,
their average benefit amount is projected to fall well short of that
of their male counterparts. As shown in table 2, the projected
monthly defined benefit income for an early boomer man is $974,
as opposed to $621 for an early boomer woman—a difference of
$353. Among the late boomers, a contrasting trend exists: the
projected monthly benefit for men, $835, is nearly $140 less than
that of an early boomer man, while the projected benefit for
women, $609, is just $12 less than her early boomer counterpart.
This substantial decline in defined benefit income for men will
reduce the gender gap to $226, an improvement of $127. The
persistent disparity between men and women may be a direct
reflection of their differences in labor force attachment, or, as
Daniel Beller and David McCarthy suggest, it could be the result
of an expansion in pension eligibility among women who are
low earners.*

The average defined contribution pension account balance
for both men and women is projected to increase; however, men’s
account balances are projected to increase more. Table 2 indicates
that late-boomer men are projected to have an average defined
contribution balance that will be 11 percent ($16,360) more than
that of early-boomer men. By contrast, late-boomer women have
projected defined contribution balances that are only 1 percent
($1,375) greater than that of early-boomer women.

Pension income by race and ethnicity. Economists and other
researchers have pointed to numerous reasons, including histori-
cal patterns of differences in wages, job opportunities, and
access to pension plans, that minorities, particularly blacks and
Hispanics, have lower pension income. In addition, research
shows that differences in the way whites and minorities invest
may have some bearing on their retirement income, especially as
it relates to defined contribution plans.*> Minority participation
rates in such plans, when they are offered, are much lower than
those of whites.”®* Moreover, minorities also are less likely to
contribute the maximum amount allowed.

The racial divide is less pronounced when it comes to defined
benefit income. Blacks are the only minority group whose
difference from whites in defined benefit pension income is
projected to grow smaller with successive cohorts. The average

Monthly Labor Review March 2006 63



Projected Pension Income

I[o1ICA Average projected monthly pension benefit and account balance for those of the baby-boom population who
are projected to be eligible to receive income from an employer-sponsored pension plan at age 62, by birth
cohort and demographic group

Defined benefit amount Defined contribution balance'
Demographic group
1946-50 1951-55 1956-60 1946-50 1951-55 1956-60
All baby boomers ...........ccceevennne $816 $782 $732 $122,753 $129,838 $131,198

Sex:

MEN e 974 868 835 142,489 153,206 158,849
WOMEN ..o 621 680 609 98,706 102,650 100,081
Race or ethnicity:
White .... 855 807 779 125,389 137,020 138,556
Black........ 649 685 598 84,533 77,891 94,534
Hispanic? ..... 720 649 576 103,063 101,607 94,394
Other races .....cccevveeeeeiiiee e 666 873 581 130,685 139,806 145,010
Education:
Some high school..........ccccoiviiiiins 542 550 524 43,770 63,199 67,996
High school graduate .. 731 704 657 91,288 91,401 94,440
Some college........... 900 854 819 144,377 153,366 161,509
Average Indexed Monthly Earnings:®
First quintile .......cccccooiiiiiiiiiee 337 226 201 42,387 22,678 24,984
Second quintile .. 330 307 338 45,633 38,877 44,411
Third quintile ........ 561 552 553 74,639 70,955 82,300
Fourth quintile 893 880 839 108,830 123,039 128,394
Fifth quintile ... 1,436 1,421 1,367 204,733 232,629 245,161
1 Total amount a retiree will receive. Note: All dollar amounts are in 2003 dollars.
2 Any race.
2 See text, note 35, for a description of Average Indexed Monthly Earnings. Source: MINT 3 projections.

projected defined benefit for late-boomer blacks is $181 less than
that for late-boomer whites, compared with $203 less for late-
boomer Hispanics and $198 less for late boomers of other races.
The $181 figure marks a projected reduction in the gap by $25
over the gap between early-boomer blacks and early-boomer
whites; by contrast, the gap between late-boomer Hispanics and
late-boomer whites and between late boomers of other races and
late-boomer whites increased by $60 and $9, respectively, over
the gap between early boomers of those races and early-boomer
whites.

The MINT data reveal that whites and other racial groups will
outpace Hispanics and blacks in terms of defined contribution
balances. The defined contribution balance gap between whites
and blacks, as well as between whites and Hispanics, is projected
to widen between the early and the late cohorts. Whites will
experience the biggest gains, followed closely by others, with
their average balances projected to grow to $138,556 and
$145,010, respectively. Hispanics, in contrast, are projected to
make the smallest strides in narrowing the gap. The defined
contribution balances for Hispanics are projected to decline,
making them the only group to record a drop between the early
and late cohorts. In a mixed situation, although blacks are
projected to make clear gains in the late cohort, the defined
contribution balance gap between whites and blacks is projected
to widen by more than $3,000 among the late boomers.

A 1999 study by Marjorie Honig found that while minority
workers earn less than whites, disparities in income grow more

64  Monthly Labor Review March 2006

dramatic after retirement.** According to Honig, the median
household income for retired blacks and Hispanics is less
than half that of whites.*®

Pension income by education level. Despite projected gains
in eligibility, people without a high school diploma will see their
average pension income fall well short of that received by people
with a high school diploma. Those who did not complete high
school are projected to have lower defined benefit amounts and
defined contribution balances than high school graduates, re-
gardless of their birth years. As table 2 shows, the average defined
benefit for late boomers who are high school dropouts will be
only $524, compared with $819 for late boomers with some col-
lege. Moreover, the average defined contribution balance of late-
boomer high school dropouts is projected to be $67,996, com-
pared with $161,509 for late boomers with some college.
These findings are partially explained by the fact that high
school dropouts are less likely to work in jobs that offer pensions;
therefore, they are less likely to participate in a defined contribu-
tion plan. Another plausible explanation is the difference in
earnings: on average, high school dropouts receive lower pay
than those who complete high school. Because earnings are a
major determinant in calculating the pension benefit amount,
one would expect those with lower earnings to have lower
pension amounts than those with higher earnings. Among early
boomers, the average projected defined contribution balance for
those with less than a high school education is $43,770, just 30



percent of the $144,377 balance for those with some college. The
ratio goes up—to 42 percent—for late boomers.

Differences in pension income by education may partially
explain the differences in pension income by race and ethnicity
mentioned earlier. The correlation between level of education
and the likelihood that one is receiving a pension is not surpris-
ing, given the known relation between education and income
and between income and having a pension. Generally speaking,
minorities attain a lower level of education than whites.

Pension income by earnings quintile.  Defined benefit incomes
usually are determined by a formula based on a percentage of
the worker’s earnings or, like defined contribution incomes, by
the amount that the employer and the employee contribute each
year. In either case, earnings are a major factor in determining
how much an individual can expect from his or her pension. The
less money earned over a career, the less will be available to save
for retirement. As indicated in table 2, those in the lowest earnings
quintile will have substantially lower pension accumulations
than those in higher quintiles.

For those participating in a defined benefit plan, each quintile
will see its income remain uniform across cohorts, except for the
first quintile. Persons at the bottom end of the earnings scale are
projected to be worse off in the late cohort than in the early
cohort. However, within cohorts, there are notable differences,
foremost among them being that the pension income gap be-
tween the richest and poorest pensioners is projected to widen.

Notes

The pension income of those with earnings in the highest 20
percent of early-cohort defined benefit pensioners is projected
to be, on average, more than 4 times that of those in the bottom
quintile. As regards late boomers participating in defined benefit
plans, those in the fifth quintile will enjoy a margin in excess of
nearly 7 times the average pension income of those in the first
quintile. Overall, the first quintile will see an increase in its
members’ eligibility from early to late boomers, but their defined
benefit income and defined contribution balances will worsen.
As a result, the income gap between the “low” and the “high”
benefit groups will increase by 6 percent for defined benefit
income and by 36 percent for defined contribution balances by
the time the late boomers reach age 62.

The greatest gap in defined contribution balances appears
once again between those with incomes in the first quintile and
those with incomes in the fifth quintile. Early boomers in the first
quintile who participate in defined contribution plans will have
balances that are 21 percent of those in the fifth quintile, and
their late-boomer counterparts will have balances that are just 10
percent of those in the fifth quintile. Many low-income workers
may find it difficult to contribute to a pension plan and still
manage to pay bills. In a system in which a defined contribution
plan is the dominant type, lower paid workers tend to make only
minimal contributions or not to contribute at all. Furthermore,
empirical research suggests that higher earners tend to contribute
higher percentages of their salaries to defined contribution types
of plans.*® |
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