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Introduction
The Center�s National Retirement Risk Index (NRRI) 
provides a measure of the percentage of households 
that will be unable to maintain their standard of living 
in retirement.  Issued in June 2006 with numbers 
based on the 2004 Federal Reserve�s Survey of Con-
sumer Finances, the Index shows that 43 percent of the 
population will be �at risk.�1  �At risk� means different 
things, however, for households in different parts of 
the income distribution.  For those in the top third, �at 
risk� may require cutting back on some of the normal 
amenities enjoyed before retirement, but for those in 
the bottom third �at risk� may mean foregoing essen-
tials.  This brief takes a closer look at the NRRI for the 
bottom third of the population.  

The brief focuses on three issues.  The �rst is the 
relative change in the NRRI for the bottom third as 
opposed to the upper two-thirds over the period 1983-
2004.  Although the percent �at risk� remains consis-
tently higher for the bottom third, the situation for 
those at the low end of the income scale deteriorated 
less over the period than it did for the top two-thirds 
of households.  The reason is that two of the main 
drivers � the shift from de�ned bene�t to de�ned 

contribution plans and the decline in real interest 
rates � were less relevant for those at the low end of 
the income scale.  The second issue pertains to the 
outlook for the bottom third going forward.  Because 
the bottom third of households relies almost entirely 
on Social Security in retirement, the continued in-
crease in the Normal Retirement Age (NRA) will raise 
the percentage �at risk.�  The �nal section explores 
the implication of the increase in the percentage of 
households in the bottom third �at risk� for poverty 
among the elderly in the future.   

The NRRI: A Recap 
To quantify the effects of the changing retirement 
landscape, the National Retirement Risk Index 
provides a measure of the percent of working-age 
American households who are �at risk� of being 
�nancially unprepared for retirement today and in 
coming decades.  The 2004 Index calculates for each 
household in the 2004 Survey of Consumer Finances a 
replacement rate � projected retirement income as 
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by 2004 these numbers had increased to 53 percent 
and 38 percent, respectively.  The increase for poorer 
households was only 6 percentage points compared to 
14 percentage points for the rest of the population.  

The Center�s recent update of the NRRI showed 
that three factors drove the increase in the Index over 
the 20-year period.  These included 1) a reduction in 
Social Security replacement rates due to the increase 
in the NRA from 65 to 67 and the decrease in one-
earner couples; 2) a reduction in replacement rates 
from employer-sponsored pensions due to the shift 
from de�ned bene�t to de�ned contribution plans; 
and 3) a reduction in annuity income due to a decline 
in real interest rates.  These negative effects were 
slightly offset by the ability to tap more of housing 
wealth through a reverse mortgage and by an increase 
in �nancial assets.  

But the bottom third differs from the remainder of 
the population in two important ways � they receive 
only a trivial amount of retirement income from 
pension plans and they own few �nancial assets.  As 
a result, these households were relatively unaffected 
by the tectonic shifts in the pension landscape and 
the decline in interest rates (for the asset holdings of 
households by terciles, see Appendix Table A1). 

The shift from de�ned bene�t to de�ned contribu-
tion plans dramatically increased the percentage of �at 
risk� households for the top two-thirds of the popula-
tion (see Figure 3).  This outcome was not inevitable.  
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Figure 2. Percent of Households �At Risk,� by 
Income Group, 1983 and 2004

Source: Authors� calculations based on Center for Retire-
ment Research at Boston College (2006).

a percent of pre-retirement earnings � and com-
pares that replacement rate with a benchmark that it 
de�ned as adequate.  Those who fail to come within 
10 percent of the benchmark are de�ned as �at risk,� 
and the Index reports the percent of the households 
�at risk.�

The results as presented in the original release 
show that overall 43 percent of households sampled 
in 2004 will not be able to maintain their standard 
of living in retirement.  As shown in Figure 1, data 
by income group reveal that for the bottom third of 
households the situation is even more serious, with 53 
percent of households �at risk.�  

The following sections explore how the picture 
for the bottom third has changed over time and the 
outlook for the future.

Figure 1. Percent of Households �At Risk,� by 
Income Group, 2004

Source: Center for Retirement Research at Boston College 
(2006).

The Relative Position of the 
Bottom Third: 1983-2004
As shown in Figure 2, households in the bottom third 
of the income distribution have consistently had a 
higher percentage of households �at risk,� but the 
deterioration over the period 1983-2004 has been less 
severe at the bottom than for the upper two-thirds.  
In 1983, 47 percent of poorer households were �at 
risk� compared to 24 percent for the upper two-thirds; 
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