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An analysis of lump-sum pension
distribution recipients

According to data from the Survey of Income and Program
Participation (SPP), most recipients of lump-sum

pension distributions “ roll over” at least part of their lump sums;
those who spend theirs typically do so to pay off debts,

purchase other items, and cover everyday expenses

mployer-sponsored pensions, one-third of
Eshoe “three-legged stool” consisting of
cial Security income, private savings,
and pensions, account for almost 20 percent of
aggregate income for people 65 years or older.*
With Social Security’s projected financia short-
fall, income from pensions may play an even
greater rolein providing economic security inthe
future, especially for those without substantial
private savings.

Whilepensions havetraditionally been paidin
the form of amonthly annuity, lump-sum options
have alwaysbeen prominent in defined contribu-
tion plans (especially 401(k)-type plans); in the
past decade, however, availability has also in-
creased in defined benefit plans. Woods estimated
that approximately $65 billion wasdistributed from
both defined contribution and defined benefit
plansin 19907, with this amount growing to be-
tween $87 and $130 hillion in 1995.% With
preretirement access becoming more prevaentin
the design of pension plansthrough loans, with-
drawals, and lump-sum distributions concerns
have been raised in both the public policy and
retirement research communitiesregarding future
retirement income adequacy for today’ sworkers.
If individual sspend their retirement nest egg early
in their career or even at retirement, they risk
spending their golden yearsin poverty.

In this study, we use both descriptive and re-
gression analysis to examine the characteristics
of individuals who save and spend their lump-
sum distributions, examining both preretirement
distributions and those received at or after retire-

ment. We use data from the 1991, 1992, and 1993
panels of the Survey of Income Program and Par-
ticipation (SIPP) matched to Summary Earnings
Record (SER) datamaintained by the Social Secu-
rity Administration. Thisstudy addsto thelump-
sum literaturein two ways. First, we examine spe-
cific uses of the distribution—such as medical
expendituresor car purchases—while most other
lump-sum studies only aggregate specific lump-
sum uses into two categories, ‘saved’ or ‘spent’.
Studying specific uses of these distributions can
provetobeavaluablekey astowhat motivatesthe
spending in thefirst place. For example, using the
funds for everyday expenses could signal a need
tomeetimmediatecash constraints, whilepurchas-
ing aboat or car may suggest myopiaor excessive
consumption on the part of the recipient.

The second way this study adds to the exist-
ing literature on lump-sum distributionsis by ex-
amining therolethat individual earningsmay play
in lump-sum decisions by using three different
measures of earnings constructed from earnings
recordsof the Social Security Administration. Pre-
vious research has found financial variablesin-
strumental in explaining who savestheir distribu-
tions, but most research has used only one-year,
self-reported measures of earnings, which may
include both permanent and transitory compo-
nents. Wetry to assess the effects of these more
permanent and transitory components by exam-
ining the relationship between earnings and
lump-sum deci sions using earnings measures for
three different periods: annual earnings in the
year of the distribution, average earningsfor the
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5yearspreceding the distribution, and average projected life-
time annual earnings. Each of these three earnings variables
reflectsadifferent timeframeto which the lump-sum recipient
may ook when making the decision about what to dowith his
or her distribution.

The first two sections of the article provide background
information on lump-sum distributions, including the various
types of pension plans available, a description of what con-
stitutes a lump-sum distribution, and a summary of current
trends regarding lump sumsin pension plans. The next three
sectionsdiscuss, respectively, thetax treatment of lump sums,
previous research conducted on theincidence and utilization
of lump-sum distributions, and the data used and our analy-
sis. The final two sections provide a descriptive analysis of
specific lump-sum uses—including multiple uses—and a
multivariate probit analysis of who saves and who spends
their lump sums.

Inour analysis, wefirst examine the uses for lump sumsas
they are coded in the sIPP, including patterns of use depend-
ing on age at the time of the distribution, amount of the distri-
bution, and earnings. We then aggregate the specific uses
into two categories—saved and spent—to describe more gen-
erally who spends and who savestheir distributions. Finaly,
we estimate amultivariate probit model to sort out the specific
characteristics that may affect the decision to save a lump
sum, paying particular attentionto the earnings measure used.
We examine lump-sum distributions regardless of whether
they were made prior to, at, or during retirement. Due to data
limitations, however, we are unable to determine if the recipi-
ents actually were retired at the time of the distribution—we
know the year in which the distribution was taken, but we do
not know the recipient’s retirement status at the time of the
distribution.

In both our descriptive and regression analyses we exam-
ine an earnings measure not found in other lump-sum stud-
ies—average earnings for the 5 years preceding the distribu-
tion—as well as earnings in the year of the distribution and
average projected lifetime annual earnings. Analyzing lump-
sum use in relation to these three earnings measures allows
us to examine whether it makes a difference in the lump-sum
decisionif earningsare measured over ashort period (1 year),
a medium-length period (5 years), or a lifetime period. Re-
searchersoften find that earnings dataare availablefor only 1
year, so animportant goal of thisstudy isto compare earnings
datafor various periods to seeif it makes a difference in the
lump-sum decision.

Pension plans and lump-sum distributions

A pension plan is an employee benefit primarily intended to
provide income to employees upon their retirement, typically
intheform of amonthly annuity for life. Pension plansfall into
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one of two broad categories: defined benefit plansand de-
fined contribution plans. Depending on the rules of the spe-
cific plan, employees may havetheoption of receiving asingle
lump-sum distribution in the case of retirement, disability,
death, attainment of age 59%2, termination of the plan, or sepa-
ration from service. A lump-sum distribution from a qualified
retirement planisadistribution of the entire balance (or inthe
case of adefined benefit plan, the discounted present value)
of aparticipant’s account during ataxable year and normally
iscategorized asadistribution at retirement or apreretirement
distribution. From 1988 to 1992 alone, an estimated $59 hillion
wasreceived in preretirement lump sums, or 14 percent of the
$431 billion in contributions made to defined contribution
plans over the same period*

Defined benefit plans  Inadefined benefit plan, benefitsare
specified amounts to be paid monthly to the participant after
retirement for the remainder of the participant’s life. Each
employee’ s future benefit is determined by a specific formula,
usually based on salary and years of service, and the plan pro-
videsaguaranteed level of benefitsat retirement. Typically, these
plans do not require the employee to contribute to the plan,
because the future benefits are financed through regular em-
ployer contributions. Hence the employer bearsthe risk associ-
ated with providing the guaranteed level of retirement benefits.
Further, if the employer isunableto pay the retirement benefits,
the Pension Benefit Guaranty Corporation (PBGC) will pay the
guaranteed benefit up to astatutory limits

Traditionally, defined benefit plans have paid benefits at
the time of retirement in the form of an annuity; however,
lump-sum options both beforeand at retirement aregainingin
popularity. According to datafrom the Bureau of Labor Statis-
tics (BLS on medium and large private establishments, 2 per-
cent of defined benefit plans offered lump sumsin 1989, while
23 percent of plans offered them in 1997.6 Much of thisin-
crease in lump-sum options has been fueled by the conver-
sion of many defined benefit plans to cash balance plans, a
type of defined benefit plan that creates a notional account
for each participant whilethe assetsremainin atrust managed
by the employer. Upon separation from employment, cash
balance account balancesaretypically distributed intheform
of alump sum.”

Defined contribution plans  Inadefined contribution plan,
employers generally promise to make annual or periodic con-
tributions to accounts that are set up for each employee.
Whilethelevel of employer contributionsto adefined contri-
bution plan is guaranteed, the level of benefits available at
retirement is not. The benefits payable under the plan can be
acombination of employer contributions, empl oyee contribu-
tions, and investment gains or losses. Upon job separation,
most defined contribution plans allow for payout to the par-



ticipant in the form of alump-sum distribution.

Defined contribution plans have grown considerably over
thelast decade. From 1993 to 1997, for example, the number of
new Savings and Thrift plans (atype of defined contribution
plan) increased by 75 percent2 Because lump-sum distribu-
tions are one of the most common provisions found in these
types of plans, their growth has contributed to the growthin
the number of workers with lump-sum options® Savings and
Thrift plan partici pantswith lump sum provisionsincreased from
8.1 millionin 1993 to 13.5 million in 1997. Also, by 1997 defined
contribution plan participants were nearly 4 times more likely
than defined benefit plan participants to participate in a plan
that allowed for alump-sum distribution at job separation.®

The Employer Retirement Income Security Act of 1974
(ERISA).  This legidlation provides specific rules governing
both defined benefit and defined contribution pension plans
and their respective lump-sum distribution provisions. For ex-
ample, if the present value of the pension plan participant’s
vested'* accrued benefit isgreater than $5,000, ERISA statesthat
the plan cannot force the plan participant to begin receiving
benefits before reaching the age that is generally considered
normal retirement age asspecifiedin plan documentation. Vested
accrued benefitsonly refer to empl oyer contributions; employee
contributions are always fully vested. However, if the present
value of the vested accrued benefit plan is $5,000 or less, the
plan can require the individual to receive benefits when they
first become distributable, such as when the employee sepa-
rates from the employer. Generdly, pension planswill providea
lumpsumif aplan participant’ saccrued benefitis$5,000 or less.2

Triggers and uses of lump-sum distributions

Separating from ajob can prompt some major and often con-
fusing decisions, one of which is figuring out what to do with
themoney from apension plan. Anindividual may have several
optionsdepending on thetype and design of the plan. Employ-
ees may choose to keep the fundsin aformer employer’splan,
transfer thefundsto anew employer’ splan, transfer the money
directly into a tax-deferred account (also known as roll over)
such as an Individual Retirement Account (IRA), purchase an
annuity, or takethedistribution in cash and then decidewhat to
dowithiit. In this section, we discuss each of these optionsin
turn.

Taking the distribution in cash. For many individuals, tak-
ing the distribution has one mgjor advantage—immediate ac-
cessto cash. Some may use thismoney for consumption, such
as to take a vacation, purchase a new car, or simply to pay for
everyday living expenses. Others may take the distribution and
placeit in anon-tax-deferred saving vehicle, such as stocks or
bonds, or useit to help financeanew business. (Hereafter, we

refer to these types of saving vehicles asother saving.) Still
others may take the money and then decideto put it back into
atax-qualified account, such asanIRA.

Possible disadvantages to taking the distribution out of a
retirement saving vehicleincludetheloss of tax-deferred com-
pounding over timeand |esswealth for retirement if themoney
isspent on consumption. Individualswho takeapreretirement
distribution may also face tax penalties or be subject to addi-
tional Federal tax withholding. Furthermore, theseindividuals
run the risk of being taxed at a higher income tax rate than if
they had withdrawn the money on or after retirement, given
that theincometax baseis generally higher before retirement
due to higher labor earnings.

Rollling over the distribution. Anindividual often hasthe
option of leaving his lump sum with the former employer, di-
rectly transferring it into a new employer’s plan or putting it
into anIRA, or purchasing an annuity. For our purposes, these
options will be referred to as direct rollovers.®® Individuals
also may take the distribution and re-invest it themselvesin
one of the instruments just mentioned, and that is called an
indirect rollover. Thetax consequencesfor indirect rollovers
often are different than for direct rollovers, depending on the
individual situation. The advantages to rolling over a distri-
bution are obvious: income for retirement, tax-deferred com-
pounding, and numerous other tax advantages. Nonethel ess,
individuals often cite the decreased liquidity that accompa-
nies tax-deferred accounts as one disadvantage of investing
in these types of vehicles.

Individuals who purchase annuities have additional costs
and benefits to consider. Those who purchase certain types
of annuities have the advantage of being relieved of the re-
sponsibility of making further investment decisions, as well
as being provided with the security of a set future stream of
income payments. Disadvantages to purchasing an annuity
include decreased financia flexibility and the possibility of
dying before the full value of the contract is realized.

Although benefitspaid in the form of an annuity historically
have been commonplace in defined benefit plans, defined con-
tribution plan participants rarely exercise this option. For ex-
ample, using the 1992-96 waves of the Health and Retirement
Study,** Michadl D. Hurd, LeeLillard and Constantijn Panisfind
that only 4 percent of defined contribution participants pur-
chased an annuity.'> One contributing factor may be that most
defined contribution plans do not pay the up-front cost to pur-
chase the annuity, commonly known as the “load,” creating a
disincentive for participantsto voluntarily choose this option.

Tax treatment of lump sum distributions
Astheoption to take alump sum hasgrown over the past two

decades, policy makers have adjusted the tax code to encour-
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agetheroall over of distributions. In thefollowing paragraphs
wedescribetwo important pieces of |legislation that areaimed
at maintaining pension funds within the tax-deferred retire-
ment saving system.

The Tax Reform Act of 1986. Thiswas the first major piece
of legislation to address the i ssue of lump-sum distributions.
Beginning in January 1987, a 10-percent tax penalty was im-
posed on any taxable lump-sum amounts withdrawn from a
qualified retirement plan that were not rolled over into a tax-
deferred instrument within 60 days of receipt. Thispenalty is
levied on those who do not maintain or re-invest their distri-
bution in a tax-deferred vehicle before age 59%, given the
distributionis not the result of death, disability, certain medi-
cal expenses, or under early retirement plan provisions (after
age55). Additionally, individual saged 55 yearsand ol der who
takealump sum after job separation also are exempt. To avoid
the penalty, the individual must either directly roll over the
balance into anew employer’s plan or anIRA (including both
Individual Retirement Accounts and Individual Retirement
Annuities), leavethe balanceinthe previousemployer’ splan,
or redeposit the balance into one of the saving vehicles men-
tioned earlier within 60 days. Partial lump sums are subject to
the same 10-percent penalty on the amount withdrawn.

Hasimposition of the penalty increased rollovers?Ina1996
study, Angela E. Chang examines the effects of the penalty
using microdata from the 1988 Current Population Survey
(cp9.’® Shefindsthat a 1-percent increase in the tax penalty
rai ses the probability of rollovers among high-income recipi-
ents'” by 1.3 percentage points, but such an increase does
not have a statistically significant effect on low-income re-
cipients.’® Nevertheless, the actual revenue received from
the penalty over the period from 1987 to 1989 greatly exceeded
expectations, with $547 million anticipated and $1.9 billion
collected.*®

The Unemployment Compensation Act of 1992. Thislegis-
lation added a new qualification provision under section
401(a)(31) of the Internal Revenue Code that requires quali-
fied plansto provide employeeswith adirect rollover option.
Employers must allow terminating employees the option of
directly rolling their distribution amounts over to an IRA or
another employer’s plan. If the employee takes the distribu-
tion in cash, the employer must withhold 20 percent of the
balance for Federal income taxes?° Thiswithholding applies
even if the employee receives a distribution and then rollsiit
over within the 60-day period. Partial rollovers are subject to
the same withholding requirements and 20 percent of the
amount not directly rolled over must be withheld.

Thusfar, littleresearch hasfocused on the effectiveness of
the 1992 legislation. Paul Fronstin and his co-authors® pro-
vide a descriptive analysis of the use of lump-sum distribu-
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tionsfrom the 1993 cPs and compare them with similar tabula-
tions from the 1996 Retirement Confidence Survey (RCS).22
The number of lump-sum distributionsinvested in retirement
accounts before and after the 1992 legislation is quite similar:
45.5 percent for distributionsreceived from 1987 to 1993 (CP9
and 46 percent for distributions received from 1993 to 1996
(RCY). These figures suggest that the withholding tax has not
had much effect, although it would be premature to conclude
this without additional supporting evidence.

Other tax consequences for nonrollover. Tax penalties are
not the only tax disincentives of early lump-sum withdrawal.
Lump sum distributions, like any other pension income re-
ceipts, are subject to Federal income tax the year they are
received. The earlier the withdrawal in one’ swork career, the
larger the foregone tax savings that deferment bringsin in-
cometax. Additionally, sincelabor income during one swork-
ing yearsusually is higher than income during retirement, the
tax rate at which the lump sum is taxed may be higher than if
theindividual waited until retirement or later to withdraw the
money.

An exampl e of the tax consequences for nonrollover.  With
the new tax laws in effect, taking a lump sum—even if it is
placed back into a qualified account within 60 days—can
greatly reduce the amount of benefit the employee has built
up. Inthefollowing example, we consider thereductionstaken
for atypical 50-year old male worker who changesjobs, with-
draws his balance of $100,000 from his 401(k) account, and
purchases a speedboat with the money.

Asstipulated in the 1992 Act, the employer must withhold
20 percent of the lump-sum distribution ($20,000) for Federal
incometax as soon as he acceptsthe check, leaving him $80,000
to buy hisboat. However, because he hasnot yet reached age
59% and does not roll over the balance into a qualified ac-
count within 60 days, heis also penalized 10 percent of the
total balance, or $10,000, which he must account for in his
Federal incometax return for that year. Not counting the addi-
tional income tax he must normally pay on the 401(k) with-
drawal itself and the fact that he may pay a higher overall
income tax rate for the year of the distribution than if he had
withdrawn the money after retirement, he would ultimately
have, at the most, $70,000 of his balance | eft.

Previous research

Much research has been conducted on who is eligible for a
lump-sum distribution, how the money is spent, and who saves
and who spends their lump sum. In this section, we describe
the relevant literature pertaining to each of these topics.

Lump-sum eligibility. The percentage of participants €li-



giblefor alump-sum distribution has increased considerably
inthelast two decades. According to a1999 study of cPsdata
by Leonard E. Burman, Norma B. Coe, and William G. Gale,
among those covered by defined benefit and defined contri-
bution pensions in the 1988 CPS 56 percent reported being
eligible for a lump sum if they were to separate from their
current job; by 1993, this figure had risen to 68 percent.?* In
another study examining 1993 siPPdata, Patrick J. Purcell finds
that in late 1995 and early 1996 (the retirement module of the
1993 sippwasfielded in 1995 and 1996), 82 percent of workers
covered by a pension plan had alump sum option.?®> Eligibil-
ity has most likely increased due to a combination of growth
in defined contribution plans and an increase in lump-sum
optionsin defined benefit plans over this period.

Individuals that are eligible for lump sums tend to differ
fromthosewho arenot eligiblein several ways. Inthe Burnam
study mentioned earlier, the authors find that workersin de-
fined contribution plans, those with annual family income of
more than $10,000, and those with at least a high school edu-
cation are more likely to have lump-sum options In addi-
tion, the kind of occupation in which one works also appears
to make a difference—alarger proportion of managers, sales
and technical workers, and clerical workers are eligible for
lump-sum distributions than are serviceworkers and thosein
more traditional “blue collar” occupations.

Lump-sumuse. Several patterns emerge in the literature
when examining lump-sum use: the percentage of both
rolloversand distributed dollarsrolled over hasincreased over
time; most lump sums are not rolled over, although the major-
ity of distributed dollars are; and asignificant portion of indi-
vidualswho do not roll over their balances savethe money in
another form.

The Burnam study examines the incidence of lump-sum
rollovers for both preretirement and retirement distributions
asreported inthe cPsin 1988 andin 1993.” Inthe 1988 survey,
only 16 percent of lump-sum recipientsrolled over their whole
distribution, and 2 percent rolled over a portion of it. In the
1993 survey, a greater percentage of individuals rolled over
either all or part of their balance: 33 percent rolled over the
whole distribution, and 7 percent rolled over part of the lump
sum. Using datafrom Hewitt Associates, Paul Y akoboski also
reports growth in rollovers, but examines only preretirement
distributions resulting from job change.?? He finds that 35
percent of job changerswho received distributionsrolled over
their fundsin 1993, while 40 percent did so in 1996.

Although historically most distributions have not been
rolled over, the mgjority of the dollar value of all distributions
has been rolled over. For example, 73 percent of distributed
dollars were rolled over in 1993, and 79 percent were rolled
over in 1996.° Examination of tax datarevealssimilar rollover
rates: John Sabelhaus and David Weiner report that 70 to 77

percent of distributions were rolled over in 1995.%° The fact
that a much larger percentage of dollarsthan distributionsis
rolled over makes sense, given the large positive relationship
between rollovers and the size of the distribution that repeat-
edly has been found in the lump-sum literature.3! Further, the
distribution of lump-sum amounts appearsto be very skewed:
William F. Bassett, Michael J. Fleming, and Anthony P.
Rodrigues report that the average distribution between 1988
and 1992 was $10,367, while the median distribution amount
was only $3,263.32 Likewise, the more recent study of lump
sums by Purcell reported that in the end of 1995 and begin-
ning of 1996, the average distribution was $13,200, and the
median distribution was $5,500.3

If an individual does not roll over his distribution, what
doeshedo with themoney? Taking the lump-sum distribution
does not necessarily decrease wealth meant for retirement if
this money is re-invested in some other manner. Gary V.
Englehardt found that approximately 25 percent of those in
the 1992 HRswho took their lump sums (16 percent of all job
changers aged 51-61 in 1992 with pensions) invested their
distributions in other saving vehicles or paid down debt.3*
Describing the uses of nonrolloversfrom the 1993 cPS James
M. Poterba, Steven F. Venti and David A. Wisefind that using
the money for everyday expenses is the most common use,
with 22 percent of individuals usingany portion of their dis-
tribution in thisway (more than one useisidentified).® This
is followed in prevalence by paying down loans or debt (19
percent) and putting the money in a saving account or other
financial instrument (16 percent). However, when weighted
by distribution dollars, 22 percent of non-rollover distribu-
tions were put into other savings or investments, 11 percent
of fundswere used for everyday expenses, and 11 percent of
lump sums went towards paying down debt. Again, we see
the larger distributions being saved and the smaller ones be-
ing consumed.

Itisimportant to note that the both thecpsand sIPPdo not
include pension balances |eft with the previous employer in
the definition of lump-sum distribution, but the HRsdoes. The
proportion of individualswho elect thisoption is substantial :
Michael D. Hurd and his coauthors examine the 1992, 1994
and 1996 HRsand find that 43 percent of defined contribution
plan participants with alump-sum option who separated from
ajob during that timeleft the funds with their employer. 36 This
point must be kept in mind when inferring SIPP results to all
individual swho separated froman employer. Giventhis, fig-
ureson rolloversin the cPsand sIPP probably greatly under-
estimate the total number of individuals (and funds) that re-
main inthetax-deferred retirement system for those who sepa-
rate from ajob.?”

Characteristics of lump sums and those who save themPrevi-
ous work on lump-sum distributions has found several com-
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mon characteristics that describe who saves or spends lump
sums. Most studies look solely at whorolls over their distri-
butions, while only ahandful define saving as both rollovers
and investment in other saving vehicles. We will discussthe
most recent work examining rollovers, as well as one study
that looks at both rollovers and other saving, in thefollowing
paragraphs.

Theamount of thedistribution has consistently been found
to be oneof the strongest predictors of whether adistribution
isrolled over. For example, severa studiesfind that the size of
the distribution has a large positive effect on rollovers® In
particular, the study by Poterba and others finds that indi-
viduals with distributions of $10,000 or more are 21 percent
more likely to roll over their money than those with distribu-
tions of less than $1,000.%° They find this relationship to be
even stronger when including both rollovers and other sav-
ing usesin the definition of saving. Individualswith distribu-
tionsof $10,000 or more are 34 percent morelikely to savetheir
balances than those with distributions of less than $1,000.

Several other characteristics have been found to affect the
incidence of rollovers. Both the Poterba study and the Purcell
study find that as age increases, the probability of rollover
also increases’ Poterba and his coauthors also find similar
results when including other saving in the definition** Fur-
ther, Purcell finds that race affects lump-sum disposition:
Whites are twice as likely as blacks to place their fundsin a
qualified account, even after controlling for education and
income.*? Interestingly, Purcell’s study is the only one that
we know of to use the sIPP, and it is the only one to find
evidence that race affects lump-sum disposition.

Income has al so been shown to affect rollovers. Two stud-
iesanalyze 1993 cpsdataand find that both househol d earned
income and total family income are positively correlated with
rolling over adistribution.®® Purcell teststhree different earn-
ings and income measures from the 1993 siPP and arrives at
similar conclusions regarding their impact on the rollover de-
cision: Those whose annual income was more than $36,000
were significantly more likely to roll over their balances than
individuals whose annual income was less than $18,000 per
year (regardless of which income definition is used).** Both
the 1998 Poterba study and the one by Purcell divide income
into four categoriesand find that the highest incomegroupis
the only group for which incomeis a statistically significant
predictor of rollovers*® Poterba and others find similar re-
sultswhen they expand their saving definition to include other
saving vehicles, although the magnitude of the effect isonly
half aslarge.*

Data and relevant variables in the sipp

For our analysis, we use a pooled sample from the 1991, 1992,
and 1993 panels of the SIPP matched to earnings measures

34 Monthly Labor Review May 2002

taken from the Summary Earnings Records#” Each SIPP panel
consists of a series of “waves,” or 4-month intervals. Each
household is interviewed once at the end of each wave re-
garding events from the preceding 4 months. Most of our
dataare from the Retirement Expectations and Pension Plan
Coverage topical module of thesi PP (hereafter called the Pen-
sion module) that contains information primarily related to
current and past pension coverage.”® The panel weight we
use in our tabulations is constructed by the Bureau of the
Census for this particular combination of panels, and it in-
cludes the three panel weights from the public data set in its
construction.*

We use the Summary Earnings Record (SER) of the Social
Security Administration (ssA) for the construction of our three
earnings variables. The SER contains earnings covered by
Socia Security that are derived from payroll tax records for
the period from 1951 to 1999 (up to the taxable wage ceiling).
One of our earnings variables—earnings in the year of the
distribution—is taken directly from the annual figures re-
corded in the SER. We al so use the SERto construct earnings
in two other periods, average annual earnings over the 5-
year period before the distribution and average projected
lifetime annual earnings The5-year earningsmeasureiscon-
structed by taking the average of annual earnings found in
the serRfor the 5 years preceding (but not including) the year
of thedistribution. We construct the expected average annual
earnings over a lifetime from a projected average indexed
monthly earnings created for analysis at the Social Security
Administration. We convert all of our earnings measures to
2000 dollars, because that is the most recent year for which
the Consumer Price Index (CPI1) isavailable for this study.>

A total of 6,851 individuals aged 25 years and older—13
percent of the respondentsinterviewed for the Pension topi-
cal module—reported receiving at |east one lump-sum distri-
bution from a previous pension plan.5* The survey does not
report whether the lump sum was from a defined benefit or a
defined contribution plan. We delete 1,382 individuals from
thisgroup to form asampl e of 5,469 respondentsfor our analy-
sis. We drop these individual s either because they were not
matched to their respective earningsin theSER%? or they were
employed injobsnot covered by Social Security employment
during or around thetimethey received their lump sum, which
would give them zero SER earnings for these years.>

Descriptive analysis: lump-sum uses

In this section, we use descriptive analysis to examine the
specific uses of lump-sum distributions. Table 1 reports sum-
mary statistics for our sample. Nearly two-thirds of the indi-
viduals who received a lump-sum distribution were younger
than age 40 at the time of the distribution, with the average
age being 38. Three-quarters of the recipientswere married at



the time of the interview, and 50 percent of the sampleisfe-
male. The majority of recipients are white and college-edu-
cated, at 90 and 65 percent, respectively, and the mean amount
of uses for the distributions reported is 1.6. This sample of
lump-sum recipients contains a greater percentage of whites
and college educated individuals than the entire 1991-1993
SIPP topical module sample, where only 79 percent of the re-
spondents are white, and only 50 percent are college-edu-
cated. (Thisinformation is not shown in tables.)

Table 1 also showsthe mean for each of the three earnings
measures. The mean earnings measured in the year of the
distribution and the 5-year average earnings are quite similar,
at $28,578 and $28,191, respectively. The mean value of aver-
age projected lifetime annual earningsis somewhat higher, at
$33,134.

Specific lump-sumusesinthe SIPP.  The SIPP asks each re-
spondent the following question, “Did (the respondent) ever
receive alump-sum payment from any current or former pen-
sion or retirement plan provided by (the respondent’s) cur-
rent or former employer or union?’ The individual is then
asked to report theamount of the most recent distribution and
how it wasused. If theindividual sresponded that the balance
wasrolled over into anIRA or another employer’ saccount, no
further questions about the use of thefundswere asked. How-
ever, if the respondent reported that the distribution was not
rolled over, heor sheisasked specifically what was donewith
the distribution. The respondent may have put the distribu-
tionto one or several uses, which arerecorded and coded into
10 different categories™ If the response cannot be classified
among these categories, the distribution is coded asnot de-
terminable. Although multiple uses of the distribution are
recorded, the SIPP does not report the proportion of thedistri-
bution allocated to each use.

We classify these 10 categories as either other saving or
spent. As mentioned earlier, we consider a distribution to be
saved in other saving vehiclesif it isused to purchase ahome,
placed in a savings account, invested in other investment
vehicles (such as stocks or bonds), or used to finance a new
business. However, if the distribution was used to pay for
education, cover unemployment expenses, pay bills (or buy
other items), buy a car, boat, or other vehicle, cover medical
expenses, or used for everyday expenses, we categorizeit as
spent. Eighty-two percent (4,610 individuals)>® of the sample
reported only one usefor their distribution. For simplicity and
clarity, inthe descriptive analysisthat follows, werestrict the
sampl e to these individual s

Table 2 reports lump-sum uses for the individuals who re-
ported only one use. More than half of the sample respon-
dents saved their funds in either a tax-deferred vehicle (35
percent) or another saving vehicle (17 percent). The majority
of thosewho listed “ other savings” astheir use put the money

|Tab|e W Demographic characteristics of persons
receiving lump-sum pensions

Characteristics Mean
Age at receipt of distribution (years):
25-29 Lo 25
B0-39 .. 38
A0—49 ... 21
5059 ...t 11
60 and older .........cccovevviiniiiiiini 5
WOMEN ... 50
Marital status:
Married .....ooovii 75
Divorced 13
Widowed 2
Never married ........cooveviiiiiiiiiininn 10
Race:
White, non-Hispanic ...............cc.coeeenee. 90
Black, non-Hispanic ..............c.c.coeeennn. 5
HIiSpanic ........cocovviiiiiiii 3
Asian/Native American/Other .............. 2
Highest educational level obtained:
Less than high school (percent) .......... 6
High school graduate ......................... 29
At least some college ............cc.ceeeneee 65

Mean (standard deviation
in parenthesis)

Number of uses of distribution: .............. 1.61 (1.8)
CUITENE @0 ..ovvvivvieiiieiiieii e 45 (10.5)
Age received distribution .................... 38 (10.7)
Amount of distribution® ....................... $14,231 (24,618)
Year of distribution receipt .................. 1986 (6.5)

Earnings year of distribution? ..............
Average 5-year earnings?® ...................
Average projected lifetime earnings®.....
Househould net wealth ......................

$28,578 (18,586)
$28,191 (17,300)
$33,134 (17,702)
$123,816 (246,830)

Number of observations? ....................... 5,469

! Data are in 2000 dollars.

2, Observations are weighted so as to represent the population of the
United States as of June 1993, the 1-month the three panels overlap. Panel
weights are constructed for the pooled sample using adjustment factors
calculated by the Census Bureau specifically for these three panels.

Note: Standard deviations are in parenthesis.

Source: Authors’ tabulations from the 1991, 1992, and 1993 Survey of
Income and Program Participation panels matched to Summary Earnings
Records data.

into a savings account (7 percent of the sample), followed
closely by those who purchased a home with their money (6
percent). For those who spent their lump sums, most indi-
vidual sappear to usetheir distributionsfor day-to-day living.
The most common use was paid bills or bought other items
(24 percent),%” followed by everyday expenses (12 percent).
Only 1 percent used the money for either education or to pay
medical hills. It does not appear that many individuals use
their lump sum for “big-ticket” purchases, such as cars and
boats, with only 2 percent of the sample using their distribu-
tion for these purposes.

Themean and median lump-sum amountsarea so shownin
Table 2. The distribution of the lump-sum amounts is
skewed—mean lump-sum amountsfor all usesare2to 3times
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larger than median values. For instance, the mean value of
spent distributions is $7,190, while the median value equals
only $2,777. Thisdistinction isan important oneto makewhen
evaluating the extent to which workers are consuming their
retirement resources, because the amount of dollars being
spent does not appear to be as great when using the median
(instead of the mean) amount.

Lump-sum decisionsand age.  Previous research has shown
that age is afactor in the lump-sum decision—younger recipi-
entsaremorelikely to spend their lump sumsthan aretheir ol der
counterparts. If younger people are less likely to roll over their
distributions, what are they doing with the money?
Weexaminethisissue, and theresultsaresummarizedin Table
2, which shows the uses of lump sums, stratified by age at the
time of the distribution. Aswould be expected, individua swho
were older a the time of the distribution were much more likely
toroll overtheirlump-sumdistributionsthanweretheir younger
counterparts. Whileonly 17 percent of thoseaged 25to0 29rolled
over their lump sums, 56 percent of those aged 60 years and
older kept their distribution in the retirement system. Not sur-
prisingly, alarger percentage of younger individuals used their
lump sum to purchase a home, athough the difference is not
large: 8 percent of those aged 25 to 29 years purchased ahome,
compared with 4 percent for those aged 60 years and older.
The labor economics literature suggests that younger
workers, having not settled into acareer job, typically change
jobs more often than older workers do. This pattern leads to
a greater number of younger workers being unemployed at

any given time. Table 2 shows that younger individuals are
morelikely than older workersto spend their lump-sum distri-
bution on unemployment expenses, although the total inci-
dence of usefor thispurposeissmall. Spending on everyday
expenses also decreases as age increases, suggesting that
younger individuals may be covering their basic living ex-
penseswith their lump sums. However, because the category
everyday expenses is somewhat vague and thus could in-
clude many different kinds of uses—from goingtoamovieto
buying food—it is not possible to determine what propor-
tion of these uses are in fact for necessities.

Lump-sum use and amount of distribution. Table 3 breaks
down the specific uses of the distributions by size. Consis-
tent with previousresearch, agreater percentage of individu-
alswithlarger distributionsrolled over their distributions, with
60 percent of those with distributions greater than $15,000
rolling over their lump sums, and only 16 percent of those
with a distribution of $1,500 or less doing so. Likewise, a
greater percentage of individuals with distributions of more
than $15,000 saved their money in other saving vehiclesthan
did those with distributions that were less than or equal to
$1,500 (20 and 13 percent, respectively), although the per-
centage point difference between the groupsis much smaller
than when examining rollovers.

When comparing recipients who spent their distribution
on educational or unemployment expenses; purchased a car,
boat, or other vehicle; or paid medical expenses, thereisvery
littlevariation in spending pattern by the amount of the distribu-

‘Table PA Individuals who specified one use for their lumb sum distribution, by amount and age at distribution
Amount of distribution Age at distribution
(2000 dollars)
Total Percent Older th
Mean Median 25-29 30-39 20-49 50-59 S
All uses ...... $13,999 $ 4,860 100 100 100 100 100 100
Rolled over* .. 22,839 10,611 35 17 34 44 55 56
Other saving*! 13,970 6,448 17 20 17 14 16 21
Purchase home ...................cee, 13,590 7,610 6 8 7 5 3 4
Savings aCCOUNT ....c..uvvvuniieneiinaeiieenans 8,441 3,558 7 9 6 4 6 9
INVESted ....o.vviviiiiiie 23,532 14,141 3 2 2 3 6 6
Start a business ................ccceeeinn 21,892 12,359 2 1 2 2 1 2
SPeNt? .. 7,190 2,777 42 53 43 36 26 17
Education ............ccoeiiiiiiii 10,901 6,053 1 <1 <1 1 <1
Unemployment eXpenses ..................... 7,780 3,575 2 3 3 3 1 1
Paid bills and/or bought other items ....... 6,850 2,880 24 30 27 21 15 9
Bought car, boat, other vehicle ............. 7,725 4,743 2 3 2 1 1 2
Medical eXpenses ...........coceevevuiiniennenns 7,725 2,777 1 <1 <1 <1 1 1
Everyday expenses ................cccoooeoenn. 5,249 2,090 12 17 11 10 8 4
Not determinable! ............c.ccoviiiiviiiiinnnns 10,327 3,682 6 10 6 6 3 6
1 The sum for “Rolled over,” “Other saving,” “Spent,” and “Not determinable” SourcE: Authors’ tabulations from the 1991, 1992, and 1993 Survey of
equals to 100 percent. Income and Program Participation panels matched to Summary Earnings
Note: There were 4,610. weighted) observations. Records data.
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\Table KN Individuals specifying only one use for their lump-sum distribution, by amount of distribution, and average
5-year earnings
[In percent]
Amount of distribution (2000 dollars) Average 5-year earnings
S ifi Total
pecified Use Lessthan | $1,501to | $5,001 to | More than | Less than | $15,001 to | $30,001 to [ More than
1,500 $5,000 $15,000 $15,000 $15,000 $30,000 $50,000 $50,000
Al USErS ..., 100 100 100 100 100 100 100 100 100
Rolled over! ..... 35 16 26 37 60 19 26 43 66
Other saving! 17 13 15 20 20 16 19 19 13
Purchase home ................ccooeennnin 6 3 5 9 7 5 8 7 4
Savings account .........oeeveineineinnns 6 9 8 6 4 8 8 6 3
Invested ........coovviiiiiiiii 3 1 1 3 6 2 2 3 5
Start a business ..............ccoeeeen 2 <1 1 2 3 1 1 3 1
SPENY L. 42 63 51 36 17 56 48 32 18
Education ............cccoeeiiiiiinninnn, 1 <1 <1 1 <1 <1 1 <1 1
Unemployment expenses .............. 2 3 3 3 1 2 3 3 2
Paid bills/bought other items .......... 24 36 30 22 10 32 28 19 11
Bought car, boat, other vehicle ...... 2 1 3 3 1 2 2 2 <1
Medical expenses .........c...ccooeeuunes 1 1 1 <1 <1 1 <1 <1 <1
Everyday expenses ..................... 12 22 14 7 5 19 14 8 4
Not determinable? ...................cooeeeeees 6 8 8 7 3 9 7 5 3
1 The sum for “Rolled over,” “Other saving,” Spent,” and “Not determinable” Source: Authors’ tabulations from the 1991, 1992, and 1993 Survey of
equals 100 percent. come and Program Participation panels matched to Summary Earnings Re-
Note: Observations ( weighted) equal 4,610. cords data.

tion. In contrast, marked distinctions in the way in which the
distribution is spent emergewhen comparing the remaining spent
categories. For example, those who received a distribution of
$1,5000r lesswerenearly 4timesmorelikely tousetheir distribu-
tion to pay bhills, buy other items, or pay everyday expenses
compared with those whose distributions were greater than
$15,000.

Lump-sumuseandearnings Intable3, wepresent our results
on distribution use stratified by average 5-year earnings. We
present only the 5-year earnings measure here, because the re-
sults are similar regardless of which measureis used

Thetabulationsin Table 3 show that lower earnerstend to
spend their distributions, while higher earners tend to save
them. Among the individuals whose average 5-year annual
earnings were less than or equal to $15,000, 19 percent rolled
over their distributions; among those with average 5-year
earnings greater than $50,000, two-thirds rolled over their
lump-sum distributions. Themajority of individualswith lower
average earnings tend to use their money to pay bills, pur-
chase other items, or pay everyday expenses. This makes
senseif low earners do not make enough money to meet all of
their expenses. However, low earners also tend to receive
smaller lump-sum distributions, and they are younger, which
also helps explain this pattern. We address this issue further
in the section presenting our probit regression results.

Why examine specific lump-sum uses? What do we learn

from examining the uses of lump sums by those who do not
roll over their distributions? Several points from our descrip-
tive analysis are worth mentioning.

When we look at both lump-sum usesin general and uses
stratified by age, amount of distribution, and earnings, we see
several patterns. First, most people are not using their distri-
butions for their children’s education, paying medical ex-
penses, or purchasing homes. Nor are they using the funds
fainmedi & enssds, suthesperi acsd uad oAt % Even
when stratified by age, distribution amount, and earnings,
unemployment and medical expense categories each consti-
tutelessthan 3 percent of responses. Individual s also do not
appear to be using lump-sum distributionsto purchase luxury
items, with only 2 percent of all workers purchasing a car,
boat, or other vehicle with the money.

So what are those workers who do not roll over their lump
sums spending the money on? In general, most people who
take the distribution spend it on things contained in the fol-
lowing two categories: paid off loans, bills, or spent it on
other items (24 percent) and used for everyday expenses (12
percent). When examining uses by age, amount of distribu-
tion, and earnings, we see similar results: Y ounger workers,
those with smaller lump sums, and those with lower earnings
tend to use their money to pay off bills or for everyday ex-
penses more often than for the “other spending” or “other
saving” categories.

Theissue hereiswhat exactly ismeant byother items, aswell
as what isincluded in everyday expenses. Unfortunately, the
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survey combines other items with paid off loans or bills, be-
cause paying off debt can be wealth enhancing (other things
being equal), while spending on other items generaly is not.
Becausewe have no way of ascertaining from thesipPwhopaid

bills and who purchased other items, we can only look to other
evidence on thistopic for someinsight. Poterba and otherslist
the uses of lump sums from the 1993 cPS which contains a
separate category for paying down debt, and find thisuseto be
thesecond most common oneafter rolling thedistributionover. ®

Hence, it is probable that many of theseindividuals did in fact
use the lump sum to pay down debt, which can increase net

worth and resources for retirement.

Examining those who report one or more uses. Thusfar in
our descriptive analysis, we have examined only lump-sum use
for individuals who reported one use for their distribution. In
thissubsection, weincludeall lump-sumrecipientsin our analy-
sis, including those with multiple uses, but we aggregate the
responsesinto just two categories—saved and spent—in order
to make aclearer presentation. We usetwo different definitions
of what constitutessaved, because other saving (such asstocks
and bonds) may add to retirement wealth and could be consid-
ered saving for retirement along with rollovers.

The two definitions of saving include a narrow definition
that contains only rollovers, and a broader definition that in-
cludeshbothrolloversand other saving. Recall that the survey
did not ask additional uses of the lump sum for individuals
who reported rolling over their distribution, and as a result
they necessarily can have only one recorded use for their
distribution. However, the SIPP questionnaire is designed in
such away that those who reported using their distributions
for other saving could also have reported either spending the
distribution and/or using the distribution for uses coded as
not determinable. The survey does not report the proportion
of the distribution saved for those who save only part of the
money—hence, for our purposes, we classify a person as
having saved hisdistribution if he or she reports at least one
use as other saving.®* Henceforth, we group together those
who saved their whol e distribution and those who saved only
aportion of it under the heading “saved.”

Using the more narrow definition of saving, 31 percent of
respondents saved their distribution. (See table 4.) This per-
centage greatly increases under the broader definition, to 58
percent. Burnam and others find similar results when using
the narrow definition of saving in their analysis of the 1993
CPs 33 percent of individualsrolled over their entire distribu-
tion, while 7 percent rolled over only aportion of it

Table 4 also shows lump-sum use by individual character-
istics. Using either definition of saving for lump sums, the
proportion of saving increases with the amount of the distri-
bution, level of education, current household net wealth, and
age. Divorced respondents have asmaller incidence of lump-
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sum saving than do married, widowed, or never married indi-
viduals. Thisdifference widenswhen using the broad definition
of saving. Weasofind that agreater percentage of whites (white,
non-Hispanic) and “ other” races (including Asians and Native
Americans) save their distributions than of blacks (black, non-
Hispanic) or Hispanics, with adifference of as much as 19 per-
centage points using the narrow definition of saving.

A greater percentage of individuals with higher earnings
also savetheir distributions, compared with those with lower
earnings, regardless of what earnings measure or definition of
saving is used. Table 4 showsthat the proportion of respon-
dents who save their lump-sum distributions increases sub-
stantially as earnings increase, although the increase is not
quite aslarge for the projected lifetime earnings measure asit
is for the 1-year or 5-year earnings measures. Under the
broader definition of saving, for example, we see an increase
from 47 to 80 percent for low to high earners when using
annual earnings, and an increase from 46 to 82 percent when
using average 5-year earnings. However, when using projected
annual earnings, theincreaseisfrom 47 to 73 percent.

Of coursethesetabulationsonly tell part of the story, given
that many of these variables may be correlated with one an-
other. We are particularly interested in the earnings variables
and whether thetime period of earnings makesadifferencein
the decision to save or spend alump-sum distribution. In the
past few years, much attention has been paid to research find-
ings suggesting that low income individuals tend to spend
their lump sums, while higher earners tend to roll theirs over.
In the next section, we use a probit model to assess whether
the effects of earningson lump-sum use remains strong when
using the different earnings measures.

Probit model of lump-sum use

We now examine the characteristics of those who save lump
sums by estimating a multivariate probit model. We estimate
our model separately using both the narrow and broader defi-
nitions of saving used in table 4, with the dependent variable
taking on the value of 1 if the distribution was saved, and 0
otherwise. Omitting individual subscripts, we model the deci-
sion to save or spend adistribution as
Y =by+b, X +6; (1a)

where Y;* isthe differencein utility for the worker depending
on whether or not he saves his distribution, by is aconstant,
and eisanerror term. X isavector of demographic and finan-
cial variables thought to affect lump-sum use and includes
age at time of the distribution, marital status, race, gender,
highest educational level obtained, amount of distribution,
and total household net wealth.52.54 The model is estimated
separately depending on whether we use average 5-year earn-



‘Table ZW Characteristics of persons distributing lump-sum benefits using using narrow
and broad definitions of savings
[In percent]
Narrow definition Broad definition
Characteristics
Saved* Spent Saved? Spent
Al WOTKET'S .. 31 69 58 39
Gender:
Female .......cooovveiiii 28 72 52 48
MalE ..o 34 66 63 37
Race
WHItE oo 32 68 59 41
Black 13 87 43 57
Hispanic . 20 80 45 55
Asian/Native American/Other ................ccceevne. 32 68 57 43
Age at time of distribution :
25-29 16 84 45 55
30-39 30 70 56 44
40-49 . 38 62 62 38
50-59 48 52 73 27
60 and older 44 56 79 21
Marital status:
Married (including separated) ..............ccoeeunee. 32 68 60 40
Divorced . 24 76 42 58
WIOWED ... 31 69 62 38
Never married .........cooveviiiiiiiiiee 31 69 58 42
Highest educational level obtained:
Less than high school degree ....................... 21 79 42 58
High school degree . 25 75 53 47
College degree/Some college ........................ 35 65 61 39
Amount of distribution:
Less than or equal to $1,500 ..........cccvvvvennen. 15 85 37 63
$1,501-$5,000 ........cevnneen 24 76 48 52
$5,001-$15,000 .... 33 67 64 36
More than $15,000 50 50 80 20
Annual earnings year of distribution:
Less than or equal to $15,000....................... 20 80 47 49
$30,001-$50,000 ............. . 36 64 64 36
More than $50,000 ..........ccocevvviniiiiiiinnneinnnnn. 56 44 80 20
Five-year average earnings:
Less than or equal to $15,000....................... 17 83 46 54
$15,001— $30,000 ...cvvniiiiiiieiiieeie e 23 77 50 50
$30,001— $50,000 ....ovvviiiiiiieiiiie e 38 62 65 35
More than $50,000 ...........cccoveruiiiiiiiinniiins 60 40 82 18
Average projected lifetime earnings:
Less than or equal to $15,000 ...............ccunneee 19 81 47 53
$15,001-%30,000 ....oovvnniiiiiiieiii e 22 78 48 52
$30,001-$50,000 ....ccovniiiniiiiiiiei e 36 64 63 37
More than $50,000 ..........ccccveviiniiiiiieinennnen. 49 51 73 27
Total household net wealth:
Less than or equal to $15,000 ....................... 13 87 34 66
$15,001-$65,000 ....ccovniiiiiiiiiiiiiii 24 76 50 50
$65,001-170,000 ....covvniiiiiiiiaiieei e 35 65 64 36
More than $170,000 48 52 78 22
* Under the narrow definition, a distribution is considered “saved” if the rent household net wealth,” and all earnings variables are in 2000 dollars.
whole distribution was rolled over. . ) -
L T . . - Source: Authors’ tabulations from the 1991, 1992, and 1993 Survey of
2 Under the progd definition, a d|str|but|on'|s conS|dereq saved” if at least Income and Program Participation panels matched to Summary Earnings Re-
part of the distribution was rolled over or put into other saving. cords data.
Note: Observations (weighted) equal 5,168. “Amount of distribution,” “Cur-

ings, average projected lifetime annual earnings, or earnings
for the year of the distribution. The chosen measure of earn-
ings for each specificationisalso included in X.

If Y*>0, theindividual savesthe lump sum; hence Y=1 for
those observed to save the lump sum, O otherwise. The sub-

script j equals 1 or 2, depending on the use of the narrow or
broad definition of saving. Thus, the probability that aperson
saves alump sum can be written as

P(Y=1)X) =F (b, + b,X); (1b)
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where F (.) denotes the cumulative normal distribution. We
estimate equation (1b) for both definitions of saving.

Tables 5 reports the estimates of equation (1b) for three
separate specifications, each using a different earnings mea-
sure, and both definitions of saving. The results using the
earningsfor theyear of the distribution are shownin columns
(2) and (3), those using the 5-year earnings measure are shown
in columns (2) and (5), and those using average projected
lifetime annual earnings are shown in columns (3) and (6).
Because macroeconomic conditions and tax laws have varied
over the years, we also include dummy variables for the year
of the distribution (not shown in the tables).®> An F test for
the joint significance of the year dummies reveals they are
highly statistically significant, with a p-value of less than
0.01.%6 Because most of these estimates are similar in magni-
tude and statistical significance among the different earnings
specifications, for simplicity, we discuss only the estimates
from the first column of each table in detail . Further, we
estimate the specifications both with and without weights
and find that the difference in the estimates does not affect
our conclusions; thus, for computational ease, we present
unweighted results.®

Table 5 shows that, regardless of the definition of saving
used, thosewith larger distribution amountsaremorelikely to
save their distributions, and this effect is large and highly
statistically significant in all specifications, using either defi-
nition of saving. College graduates are also more likely to
savetheir lump sumsthan are high school graduates or those
who have not attained at |east ahigh school diploma, witha9
percent greater probability using the narrow definition of sav-
ing and an 18 percent greater probability when using the
broader one.

Wealso find that current household net wealth isanimpor-
tant predictor of lump-sum use, with the largest differencein
the likelihood of saving (34 percent using either definition of
saving) between those with the lowest and highest levels of
wealth. All wealth effects are estimated with ap-value of less
than 0.01. Given that thisis ameasure of wealth at the time of
theinterview (versuswealth at the time of the distribution), it
is probable that this variable may be serving as a proxy for
some sort of taste for saving in this model.

Table5 also shows that marital status, gender, and age at
time of the distribution are also statistically significant, al-
though the results vary depending on what definition of sav-
ingisused. Never-married individualshave a6 percent greater
likelihood than married individuals of saving their distribu-
tions, regardless of the definition of saving used, while di-
vorced respondentsare 8 percent lesslikely to savetheir lump
sums, but only when defining saving broadly. In addition,
women are 5 percent more likely to save their distributions
than men when using the narrow definition of saving. This
result is surprising, considering other studies of lump-sum
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use have either found no “gender effect,” or they have found
that women have a lower probability of saving their lump-
sum distributions.®

As age at the time of the distribution increases, the likeli-
hood of saving the distribution increases (up to age 60), but
this effect is statistically significant for all age dummy vari-
ables only when using the narrow definition of saving. The
fact that we see significant effects for age only whenlooking
at rollovers makes sense, given that tax-deferred vehiclesmay
not be as attractive to younger individuals because of the
decreased liquidity during the early stage of thelife cycle.”

The differences in lump-sum saving we saw in the earlier
descriptive analysis with regard to race al so remain when ex-
amining the probit estimates. The degree to which blacks and
Hispanics (relativeto whites) arelesslikely to savetheir lump
sums differs depending on the definition of saving used. Us-
ing the narrow definition, blacks have a 14 percent lower prob-
ability of rolling over their distribution than do whites, with
Hispanics being 10 percent lesslikely than whitesto roll over
their lump sum. This difference decreases for blacks and in-
creasesfor Hispanicswhen using the broad definition of sav-
ing, with blacks being 8 percent and Hispanics 14 percent less
likely than whitesto savetheir distribution. Interestingly, only
Purcell—the only other lump-sum study we know of that also
uses the siPP—also found that whites were more likely than
blacksto save their distributions.”

Theresultsintable5 suggest that regardl ess of which earn-
ings measure is used, the likelihood of saving a distribution
increases as earningsincrease. Thereisoneexceptiontothis,
however, when looking at thelower earners. For the specifica-
tion using average 5-year earnings (and the broad definition
of saving) and the specificationsusing projected lifetime earn-
ings (both definitions of saving), thereisno significant differ-
enceinthelikelihood of saving alump sum between individu-
als who earned between $15,000 and $30,000 annually and
those who earned |l ess than $15,000 (the group omitted here).

Why might these lower average lifetime earnersnot follow
the same pattern as their higher earning counterparts? One
possibility liesin the mechanics of actually creating the aver-
age projected lifetime annual earnings variable used in this
analysis. Higher earners generally have more education and
labor force stability than lower earners, which makes their
lifetime earnings path easier to project and thus probably more
accurate than the projectionsfor lower earners. M easurement
error typically biases an estimate towards zero and thusleads
to estimates that are not statistically significant.

Another possibility is that lower wage workers simply are
not as cognizant of their expected lifetime earnings and there-
fore do not look to them in making their lump-sum decisions.
Instead, they may pay more attention to their financial situa-
tion at the time of the distribution, as everyday consumption
needs tend to be more pressing for individuals in this lower



\Table I Probit estimates of the probability of saving a lump-sum distribution, by individual characteristics and earnings
variable
Narrow definition of saving* Broad definition of saving?
Average Average
. . earnings Average . . ; Average
Characteristic Ee;/’gg’?gf'” 5-yea?s projected Eﬁ;g:f]; f'n %’f‘{,’;‘g?ss projected
Tl lifetime lifetime
distributior® before earmings® distributior® before earmnings®
o) distribution? g @ distributior? ¢}
@ ® ©) ©
Age received distribution (base under 30):
3040 .o .04 (.02)+ .02 (.02) .06 (.02)) -.01 (.02) —.02 (.02) .005 (.02)
40-50 .... .06 (.02)** .05 (.02)* -.007 (.02) -.007 (.02) —.01 (.02) .03 (.02)
50-60 ............. .09 (.03)** .06 (.03)* .07 (.03)* .07 (.03)* .05 (.03)*** .10 (.03)**
Older than 60 .........c.oeviiiiiiiicee —.008 (.04) —.05 (.03) .07 (.05) .07 (.05) .03 (.05) .09 (.04)***
FEMAIE ..o, .05 (.02)* .04 (.02)* —.01 (.02) —.01 (.02) —.03 (.02)*** —.003 (.02)
Marital status (base married, including separated):
DIVOICEA ..o —.008 (.02) —.006 (.02) —.08 (.02)* —.08 (.02)* —.06 (.02)** —.08 (.02)**
Widowed .02 (.05) .03 (.05) .03 (.05) .03 (.05) .02 (.04) .04 (.05)
Never marfied .........ccoveevviiiiiiiiniien .06 (.03)** .07 (.03)** .06 (.03)* .06 (.03)* .07 (.02)** .05 (.03)*
Race (base white, non-Hispanic):
Black, NON-HISPANIC «.......cveoveeeeeeeeeeeeeeenainn —.14 (.03)** —.14 (.03)** —.08 (.04)* —.08 (.04)* —.08 (.04)* —.08 (.04)*
HISPANIC ... —.10 (.03)** —.10 (.03)** —.14 (.05)** —.14 (.05)** —.14 (.05)** —.13 (.05)**
Asian/Native American/Other .......................... —.05 (.04) —.06 (.04) —.06 (.06) —.06 (.06) —.06 (.06) —.05 (.06)
Highest educational level (base: no degree): ......
High school degree ............... .03 (.03) .03 (.03) 13 (.03)** 13 (.03)** .14 (.03)* .14 (.03)*
College degree/some college .09 (.03)** .10 (.03)** .18 (.03)** .18 (.03)** .19 (.03)** .18 (.03)**
Amount of distribution® (base less than $1,000):
$1,000-$5,000 .....oooovirviriiieieiereeer e .13 (.02)* .12 (.02)* .09 (.02)* .09 (.02)** .09 (.02)** .09 (.02)**
$5,000-$15,000 ..... .20 (.02)* .20 (.02)* .22 (.02)* 22 (.02)* .22 (.02)* .22 (.02)*
More than $15,000 .31 (.03)** .30 (.03)** .33 (.02)** .33 (.02)** .33 (.02)** .33 (.02)**
Earnings (base: less than$15,000):
$15,000— $30,000 .........ovoreriieriiiinieias .06 (.02)* .04 (.02)* .06 (.02)** .06 (.02)* .02 (.02) .008 (.02)
$30,000-$50,000 ... 15 (.02)* 12 (.02)* 41 (.02)* 11 (.02)* .06 (.02)* .09 (.02)*
More than $50,000 ............c.ccvrvririrrriririerenenn .20 (.03)** .16 (.03)** .14 (.02)** .14 (.02)** .09 (.03)** .15 (.03)**
Total household net wealth
(base less than $15,000):
$15,000-$65,000 .......c.oevrrirrererareeriieieeneneas .13 (.02)* .13 (.02)* 12 (.02)* 12 (.02)* 12 (.02)* 12 (.02)*
$65,000—170,000 .......cveverieeereraeeeneeeeeeeenas .23 (.02)* .24 (.02)* 22 (.02)** 22 (.02)** .23 (.02)* .22 (.02)*
More than $170,000 .........c..ccocveevrereeeieananns .34 (.02)* .34 (.02)* .34 (.02)** .34 (.02)** .34 (.02)* .33 (.02)*
PSeUdO R% ..o .19 .19 .18 .18 17 .18
Log likelihood ..........coovvviiiiiiiii —2569 —2584 —2861 —2861 —2874 —2858
! Estimates (unweighted) = 5,114. Note: Robust standard errors are in parenthesis.
i Estimates (unweighted) = 5,140. ) ) **  significant at the 1-percent level
F tests for joint statistical significance of earnings variables: *  significant at the 5-percent level
column 1: 72.7, p-value=0.0; *** significant at the 10-percent level
column 2: 42.7, p-value=0.0; “Amount of distribution”; “earnings in year of distribution”; “average 5-
column 3: 104.2, p-value=0.0; year earnings”; “projected lifetime earnings”; and “household net wealth” are
CO:Um“ ‘511 ifli-gv P-Va:uezg-g? in 2000 dollars.
column 5: 11.0, p-value=0.1;
column 6: 44.0, p-value=0.0. ) o Estimates (unweighted) = 5,114.
All specifications include year dummy variables for the year the distribution
was received.

earnings category than for higher earners. Lower earnersalso
aremorelikely tobe“liquidity constrained” (unableto borrow
money), which may make alump-sum distribution appear that
much more appealing as away to meet current expenses.

To investigate this possibility further, we modify equation
(1b) to include all three of the earnings measures in X. This
modification is necessary to control for the fact that an indi-
vidual may be classified into different earnings categories,

depending on which earnings measure is used.”

Table 6 reportstheresultsfor both definitions of saving. We
estimated thetwo regressionsusing all three earningsvariables
and found that none of the average 5-year earnings variables
weredtatistically significant, soweeliminated that measurefrom
the final specification presented in Table 6. Column (1) reports
theresultsusing the narrow definition of saving, and column (2)
presents the results using the broader measure.
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Theresultsare similar to thosein table 5 with regard to lower
earners. | ndividual swho earned $15,000 to $30,000 in the year of
the distribution—regardless of average projected lifetime an-
nual earnings—are4to 5 percent morelikely (depending onthe
definition of saving) to save their distribution than those who
earned less than $15,000, with p-valuesof |ess than 0.05.

These results suggest that lower earners are looking more
at their earnings at the time of the distribution than at either
past earnings or expected lifetime annual earningsin making
lump-sum decisions. This conclusion seems plausible given
that these individuals are more likely than higher earners to
have immediate consumption needs. It is also possible, how-
ever, that lower earners put the same weight as higher earners
ontheir earnings at the time of the distribution, but the lower

earners have greater year-to-year earnings deviations from
the lifetime path of earnings than do middle and upper earn-
ers. Lower earners may thus appear to put agreater emphasis
on earningsat thetime of thedistribution, although, inreality,
their lifetime earning paths are just noisier.

THE FOCUS OF OUR PAPER IS TWOFOLD: to identify what
spenders of lump sums are doing with their distributions,
and determine what characteristics affect the saving/spend-
ing decision, focusing on three different measures of earn-
ings. In our descriptive analysis, we find that most individu-
als save some portion of their distribution in either a tax-
deferred or other saving vehicle, and thosethat do spend the
distribution typically have much smaller distribution

‘Table S8 Probit estimates of the probability of saving a lump-sum distribution including both earnings the year of the
distribution and average projected lifetime earnings, by individual characteristic
Characteristic Narrow definition of saving Broad definition of saving
@ (2
Age received distribution (base under 30): .........coviiiiiiiiiii
B0—40 ..eiiii .05 (.02)** —.0008 (.02)
5060 ........... .14 (.03)** .09 (.03)**
Older than 60 ... .03 (.04) .09 (.04)*
FOMAIE ...ttt .08 (.02)** .003 (.02)
Marital status (base married, including separated):
DIVOTCEA ...uviiiii i —.009 (.02) -.08 (.02)*
Widowed .......... .03 (.05) .03 (.05)
Never married .06 (.03)* .06 (.03)*
Race (base White, non-Hispanic):
Black, NON-HISPANIC .......iviiie e —.14 (.03)** —.08 (.04)*
Hispanic ..........cccoocevueen. —.10 (.03)* —.13 (.05)**
Asian/Native AmMerican/Other ..........cocviuiiiiiiiiii e —.05 (.04) —.05 (.09)
Highest educational level (base no degree):
High SChOOl degree ...... ..o .03 (.03) .13 (.03)**
College degree/Some COIEGE ..........ccuiiuiiiiiiiiiiii et .08 (.03)** .18 (.03)**
Amount of distribution (base less than $1,000) .............ccccooeiiiiiiiiiiiiinnns
$1,000—$5,000 .......oiiiiiiiiiii e .12 (.02)** .09 (.02)**
$5,000-$15,000 ......... .19 (.02)** .22 (.02)**
More than $15,000 .29 (.03)** .33 (.02)**
Earnings, year of distribution (base less than $15,000):
$15,000—330,000 .....coeminniiiiiie e .04 (.02)* .05 (.02)**
$30,000-$50,000 .11 (.02)** .08 (.02)**
More than $50,000 .10 (.03)** .10 (.03)**
Earnings, average projected lifetime (base less than $15,000):
$15,000—530,000 ....eveumenieee et .01 (.02) -.01 (.02)
$30,000-$50,000 .....covvvniiiiiiiiiii s .11 (.03)** .06 (.03)*
More than $50,000 ...........oiiiiiiiiiiii e .18 (.04)** .10 (.03)**
Total household net wealth (base less than $15,000)
$15,000—565,000 .....vvunnnieeeeee et .12 (.02)** .11 (.02)**
$65,000—170,000 ....ovviviniiiiiiieiiiiiiiii e . 22 (.02)** .22 (.02)**
More than $170,000 ...........oiiiiiiiiiiii e .33 (.02)** .33 (.02)**
Pseudo R? .......... .20 .18
Log likelihood ... —2548 —2852
ODBSEIVALIONS ........uiiiiiii i 5,114 5,140
NoTe: Estimates are unweighted. Specifications include year dummy ** significant at the 1-percent level
variables for the year the distribution was received. * significant at the 5-percent level
Robust standard errors in parenthesis:
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amounts. Additionally, spendersdo not purchase* big-ticket”
items such as cars or boats with their lump sums, nor arethey
using the money for medical, unemployment or educational ex-
penses. M ost spenders are using the money to pay down debt,
purchase other items, and cover everyday expenses. These pat-
terns persist even after stratifying uses by age, amount of the
distribution, and average earnings.

Inthelatter portion of the article, we use aprobit model to
examine characteristics associated with lump-sum disposi-
tion and the role that earnings has in predicting lump-sum
distribution use. Estimates—using either definition of sav-
ing—show astrong positive correlation between the amount
of the distribution and saving the distribution, as well as an
increasein thelikelihood of saving the money asthelevel of
educationincreases. Blacksand Hispanicsarelesslikely than
whitesto savetheir distributions, regardless of thedefinition
of saving used. We also find that women are morelikely than
mentoroll over their lump sums, but only for the more narrow
definition of saving.

For individual s who earn more than $30,000 annually, our
earnings estimatesfollow asimilar pattern to other lump-sum
studies—higher earnersare morelikely to savetheir distribu-
tions, regardless of the definition of saving used. However,
when examining estimatesfor individualswho makelessthan
$30,000 annually, only earnings in the year of the distribu-
tion are positively correlated with lump-sum use Lifetime
earnings have no role in explaining lump-sum use for lower
earners. Asweexplained earlier, theseinsignificant estimates
could bethe result of downward bias of thelifetime earnings
estimate due to measurement error in projecting lifetime
earnings.

On the other hand, these estimates could suggest that |ower
earners are making lump-sum decisions based more on their
short-term financia situation than on taking a more long-term
view. If thisisindeed the case, then lower earnerseither have a
true financial need at the time of the distribution and find it in
their best interest to consume the distribution, or they may be

Notes

taking amyopic view of the future and retirement planning. We
seein thetabulations that distributions are not being spent on
everyday needs related to unemployment expenses or medical
bills, but beyondthat, itisdifficultto discernwhat classification
most spenders fall into. What exactly makes up the two most
common consumption uses coded i n the SIPP—paying off debt
or buying other things and using for everyday expenses—is
not very clear. Whether financial necessity isin fact a predomi-
nant issuein lump-sum consumption would depend on whether
the majority of peoplein thefirst response category were actu-
ally paying off debt, or if they were just purchasing non-neces-
sities. It also depends on what one considersto be an everyday
expense; using the money to pay rent certainly describes a dif-
ferent degree of necessity than using it to purchase a stereo
system.

What implications do our findings havefor theissue of the
availability and use of lump sums? First, datathat moreclearly
define the categories of lump-sum spending are needed if we
are to gain a better understanding of what motivates people
to spend their distributions. Detailed questions that directly
ask why adistribution was spent also would be helpful. The
upcoming 1996 sIPP panel, which provides for more detailed
responses to the question on lump-sum use, should provide
more clarity with regard to exact lump-sum uses.

Informing individualsof theimportanceof planning for retire-
ment may also influence lump-sum use. If it is true that many
lump-sum spenderssimply arenot thinking ahead far enoughto
planfor retirement, educating them on theimportance of retirement
saving and on such financial topics as the benefits of compound
interest may affect their behavior. LedieA. Muller found thet younger
individuaswere morelikely to savelump sumsif they took aretire-
rat d ass7 and DouglasB. Bernheim and Danid M. Garrett found
a positive correlation between employer-sponsored retirement
education and overall saving rates”™ As new studies on the
effects of retirement education are published, we will be better
able to determine the degree to which educating individuals
affectstheir lump-sum behavior. O
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dividuas.

| bid.
2 |nternal Revenue Code (irc) 83405 9 (c) (1).

2 Whether the individual gets back the 20-percent withheld ulti-
mately depends on whether he has overpaid in total income taxes for
that year. Thisisthe case regardless of whether he re-investsthe money
in atax-deferred instrument within 60 days.

2 Paul Fronstin and others, “Lump-Sum Distributions and
Rollovers,” in Deborah Holmes, ed., Esri Databook on Employee Ben-
efits (Washington, bc, Employee Benefit Research I nstitute, 1997), pp.
135-40.

% The Retirement Confidence Survey (rcs) is conducted by the
Employee Benefits Research Institute (esri): “ Since 1991, the reShas
tracked Americans' financial preparations for retirement and their at-
titudes regarding retirement. The rcsis arandom, nationally represen-
tative survey of 1,000 Americans over age 25. Both current workers
and current retirees are surveyed; this allows comparisons across gen-
erations in terms of attitudes and financial preparations. The survey
contains a core set of questions that is asked annually and is used to
track key attitudes and behavior patterns over time. The survey also
strives to be timely by covering issues that are of current interest to
policymakers and retirement benefits specialists; examplesinclude par-
ticipant education in 401(k) plans, public attitudes regarding Social
Security reform, and individual’s attitudes regarding investing for re-
tirement”; from the rcs page of the esrl website, on the Internet at
http://www.ebri.org/.

2 Leonard E. Burman, NormaB. Coe, and William G. Gale, “Lump-
Sum Distributions from Pension Plans: Recent Evidence and |ssues for
Policy and Research,” National Tax Journal, September 1999, pp. 553—
62.

% Patrick J. Purcell, “Lump-Sum Distributions and Retirement In-
come Security.”

% | eonard E. Burman and others, “Lump-Sum Distributions from
Pension Plans.”

# |bid.

% Paul Yakoboski, “Large Plan Lump-Sums: Rollovers and
Cashouts,” esri Issue Brief, No. 188 (Washington, bC, Employee Ben-
efit Research Institute, August 1997).

# |bid.

% Sabelhaus and Weiner, “ Disposition of Lump-Sum Pension Distri-
butions.”

* See, for example, William F. Bassett and others, “How Workers
Use 401(k) Plans’; James M. Poterba, Steven F. Venti, and David A.
Wise, “Lump-Sum Distributions from Retirement Savings Plans: Re-
ceipt and Utilization,” in David A. Wise, ed., Inquiriesin the Econom-
ics of Aging (Chicago, University of Chicago Press, 1998) pp. 85-108;
and Leonard E. Burman and others, “Lump-Sum Distributions from
Pension Plans.”

2 William F. Bassett and others, “How Workers Use 401(k) Plans.”

% Patrick J. Purcell, “Lump-Sum Distributions and Retirement In-
come Security.”

% Gary V. Englehardt, “ Pre-Retirement Lump-Sum Pension Distri-
butions and Retirement Income Security: Evidence from the Health
and Retirement Study,” Aging Studies Program Paper No. 23 (Syra-
cuse University, Maxwell School of Citizenship and Public Affairs, Cen-
ter for Policy Research, June 2001).



* James M. Poterba and others, “Lump-Sum Distributions from
Retirement Savings Plans.”

*Michael D. Hurd, LeeLillard, and Constantijn Panis, “An Analysis
of the Choice to Cash-Out, Maintain, or Annuitize Pension Rights at
Job Change or Retirement.,” rano Working Paper bru—1979-poL, Oc-
tober 1998.

%1t also should be noted that the only older individuals (aged 51-61
in 1992) are in the HRs sample, which makes the statistics on the
number of rollovers and amount of rollovers naturally higher (than the
cpsor sipp), because the likelihood of rollovers and size of the distribu-
tion have been shown to increase with age.

% See Michael D. Hurd and others, “An Analysis of the Choice to
Cash-Out”; William F. Bassett and others, “How Workers Use 401(k)
Plans’; James M. Poterba and others, “Lump-Sum Distributions From
Retirement Saving Plans’; and Patrick J. Purcell, “Lump-Sum Distribu-
tions and Retirement Income Security.”

* Poterba and others, “Lump-Sum Distributions From Retirement
Saving Plans.”

“ |bid.; Purcell, “Lump-Sum Distributions and Retirement Income
Security.”

“ Poterba and others, “Lump-Sum Distributions From Retirement
Saving Plans.”

“2 Purcell, “Lump-Sum Distributions and Retirement Income
Security.”

“ Poterba and others, “Lump-Sum Distributions From Retirement
Saving Plans”; William F. Bassett and others, “How Workers Use 401(k)
Plans.”

“ Purcell, “Lump-Sum Distributions and Retirement Income
Security.”

“ Poterba and others, “Lump-Sum Distributions From Retirement
Saving Plans”; Purcell, “Lump-Sum Distributions and Retirement In-
come Security.”

“ pPoterba and others, “Lump-Sum Distributions From Retirement
Saving Plans.”

4 The 1993 panel is the most recent sipp pension data available at
this time.

“\We also construct some of our variablesfrom the corefilesand the
Work History topical module.

“ The pooled weight we use was constructed to reflect the U.S.
population for the one month in which all three panels overlap, which
is June 1993. The Pension topical module itself, which is fielded in
wave 7in 1991, wave 4 in 1992, and wave 9 in 1993, does not overlap
in any one month. For more information on the construction of the
weights, contact the authors.

% “The Consumer Price Index (cri) measures the average changein
the prices paid by urban consumers for a fixed market basket of goods
and services. The Bureau of Labor Statistics (BL9) calculates the cpi
monthly and publishes it about 2 weeks after the end of the month to
whichit refers.” The cri oftenisused asa“deflator” to convertcurrent
dollars to constant dollars. For more information on the cri, see “The
Consumer Price Index,” in BLs Handbook of Methods, Bulletin 2490
(Bureau of Labor Statistics, April 1997), ch. 17, pp. 167-230; quote, p.
167.

* There were 54,581 individualsin the 1991-93 panelsinterviewed
for the Pension topical module, of which 6,851 said they had received
at least one lump-sum distribution from aprevious plan. Of these 6,851
respondents, 29 percent (1,958 individuals) were drawn from the 1991
panel, 37 percent (2,568 individuals) were drawn from the 1992 panel,
and 34 percent (2,325 individuals) were drawn from the 1993 panel.

%2 The most common reason why an ser record is not matched is
because the respondent did not give the Bureau of the Census permis-

sion to use his Social Security number to link his sipp record to his
earnings in the ser.

% Individuals employed in jobs not covered by Social Security have
zeros in the ser data for that year, because these earnings do not have
to be reported to the Social Security Administration. We drop these
individual swith no earningsin the year of the distribution because zero
may not accurately reflect their earnings for that year. The sipp does
not report earnings other than those at the time of the interview.
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for children’s education; used it for aperiod of unemployment; paid off
loans, bills, or spent it on other items; bought a car, boat, or other
vehicle; paid medical or dental expenses; used it for general everyday
expenses.

* There actually were 4,617 individuals who gave one use for their
distribution, but 7 of these individuals did not report either the year of
the distribution or the amount of the distribution. Because two of the
characteristics we focus on in the descriptive analysis are age at the
time of the distribution and amount of the distribution, we drop these 7
individual s because we lack sufficient information on these characteris-
tics for them.

* | nterested readers may obtain tables describing lump-sum uses for
individuals having one or multiple uses for their distributions in appen-
dix A, which is not printed here, but is available directly from the
authors. We chose to include data on multiple responsesin an appendix
and focus on limiting the sample to one use for two reasons. First, we
are able to express the percentages using individuals (rather than re-
sponses), which enables the reader to more readily compare our results
with those of other research. We also noticed that workers who used the
distribution in multiple ways tended to use part of the distribution in
many of the same ways—namely, in the category of paid bills/other
expenses and everyday expenses. Because we don’t know the percent-
age put to these uses, it is difficult to compare the uses with one another
in ameaningful way.

5 We classify paid bills/lbought other itemsas consumption because
we cannot distinguish between those who used the distribution to pay
off loans (saving) or who spent it on other items (consumption).

% Lump-sum uses categorized by earnings for the year of the distri-
bution and for average projected lifetime annual earnings can be found
in Appendix B, which is not published here, but is available from the
authors upon request.

% Chang found similar results using the 1988 cprs, with 7 percent of
the sample using their lump sums to fund unemployment. Angela E.
Chang, “Tax Policy, Lump-Sum Pension Distributions, and Household
Saving.”

% Poterba and others, “Lump-Sum Distributions From Retirement
Saving Plans.”

 For example, suppose an individual reported three uses for his
lump sum: purchased stocks, purchased a car, and gave an answer coded
as “undeterminable.” This individual would not be classified as having
saved his distribution using the more narrow definition of saving, but
under the broader definition, he would be considered to have saved the
distribution.

% | eonard E. Burman and others, “Lump-Sum Distributions from
Pension Plans.”

% Both marital status and total household net wealth are for the
period at the time of the interview.

% In previous lump-sum studies, race and marital status have not
been shown to be correlated with lump-sum disposition. However, since
these demographi c measures are often found to affect savings behavior,
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we include them in our model.

% We also include adummy variable to flag the respondents who had
zero earningsin the year of the distribution that were age 62 or older at
the time of the distribution. We assume that retirement triggered the
lump sum—hence, the zero earnings in that year.

®This F statistic is for the 5-year average specification using the
broad definition of saving.

5 One exception is the age variables. The magnitude of the esti-
mates for age in the projected lifetime earnings specifications (the
third column in table 5) is much higher than the magnitude of the age
estimates in the other two earnings specifications. It is possible that
this observed larger effect of age in column (3) is influenced by the
construction of the lifetime earnings measure itself. Because the life-
time earnings measure is an average over a lifetime, its value does not
depend on age. However, according to the lifecycle model of saving,
age would affect earnings at the time of the distribution, as well as 5
years before the distribution. Hence, much of the explanatory power
that the age variable brings to the model may be picked up in the
earnings variables themselves in the year of the distribution and aver-
age 5-year specifications, resulting in a smaller observed effect of age
on lump-sum choice when using earnings for the year of the distribution
or 5-year average earnings.

% Appendix C, available from the authors, includes a table of
weighted estimates. We include weighted results only to show that
weighting the observations does not change our basic conclusions.
Hence, we only present the results of one specification—using the
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broad definition of saving and the 5-year average earnings measure. It
should be noted that the decision to use this definition of saving and this
earnings measure was made somewhat arbitrarily; any of the other
specifications also could have been used for this table.

% We find that when we take the earnings variable out of the model
(regardless of which earnings measure is used) the estimate on the
female dummy becomes small, negative, and statistically significant at
the 5-percent level.

" ras and other tax-deferred vehicles impose a penalty for with-
drawal before the recipient reaches age 59v.

™ Purcell, “Lump-Sum Distributions and Retirement Income Secu-
rity.”

2 For example, an individual may have had an unusually low earn-
ings year (say, $25,000) at the time of the distribution, placing him or
her in the $15-30,000 earnings category for that earnings measure.
However, average projected lifetime annual earnings are higher, at
$50,000, placing him in the greater-than-$50,000 category for that
earnings measure.

” Leslie A. Muller, “Retirement Education and Pension Preserva-
tion: Does Retirement Education Teach Individuals to Save Pension
Distributions?” Social Security Bulletin (forthcoming).

" Douglas B. Bernheim and Daniel M. Garrett, “ The Determinants
and Consequences of Financial Education in the Workplace: Evidence
from a Survey of Households,” nser Working Paper 5667 (National
Bureau of Economic Research, Cambridge, ma, July 1996).





