Opportunity & Inclusive Growth Institute

FEDERAL RESERVE BANK of MINNEAPOLIS

Measuring Household Wealth in the Panel Study of Income Dynamics: The
Role of Retirement Assets

Daniel Cooper
Federal Reserve Bank of Boston

Karen Dynan

Harvard University

Hannah Rhodenhiser

Federal Reserve Bank of Boston

System Working Paper 19-12
December 2019

The views expressed herein are those of the authors and not necessarily those of the Federal Reserve Bank of
Minneapolis or the Federal Reserve System.

This paper was originally published as Working Paper No. 19-6 by the Federal Reserve Bank of Boston. This paper
may be revised. The most current version is available at https://www.bostonfed.org/-

/media/Documents/Workingpapers/PDF/2019/wp1906.pdf.

Opportunity and Inclusive Growth Institute
Federal Reserve Bank of Minneapolis « 90 Hennepin Avenue  Minneapolis, MN 55480-0291
https://www.minneapolisfed.org/institute


https://www.bostonfed.org/-/media/Documents/Workingpapers/PDF/2019/wp1906.pdf
https://www.bostonfed.org/-/media/Documents/Workingpapers/PDF/2019/wp1906.pdf
https://www.minneapolisfed.org/institute

Working - /% | = eaiworsoston:
Papers

No. 19-6

Measuring Household Wealth in the Panel Study of
Income Dynamics: The Role of Retirement Assets
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Abstract:

While the Panel Study of Income Dynamics (PSID) has much to offer researchers studying
household behavior, one limitation is that its summary measure of wealth is not as broad as
those of other commonly used surveys, such as the Survey of Consumer Finances (SCF), because
it does not include the value of defined-contribution (DC) pensions. This paper describes the
pension data available in the PSID and shows how they can be used to create a more
comprehensive picture of household finances. We then compare various measures derived from
these data with their counterparts from the SCF. Along a number of dimensions, the PSID data
line up fairly well. Notably, an augmented summary measure of PSID wealth that includes the
value of DC pensions is considerably closer to the SCF summary measure than to the standard
measure for the median household. We conclude by presenting several examples of research
areas where using a broader measure of wealth might be important.
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1 Introduction

Measuring household wealth well is central to research aimed at understanding household behav-
ior. The two primary data sets that researchers use to analyze household-level wealth in the United
States are the Panel Study of Income Dynamics (PSID) and the Survey of Consumer Finances
(SCF) The SCF is more commonly used due to the established high quality of its balance sheet
data, including at the upper end of the wealth (and income) distribution. But, the SCF has some
limitations when it comes to understanding household wealth dynamics, as it generally offers only
cross-sectional data. The PSID represents an important complement to the SCF, because while it
does not track the upper-end of the wealth and income distribution, it includes longitudinal data,
enabling researchers to examine the evolution over time of wealth and financial well-being at the
household level. Moreover, the SCF contains very limited information about household spending,
whereas the PSID has fairly comprehensive expenditure data, making the PSID a better source for
studying the relationship between household wealth and consumption.

A key question for researchers is how well the PSID measures household wealth. Earlier studies
conclude that the PSID wealth data track SCF wealth data well for households other than those at
the very top of the distribution (see, for example, Bosworth and Smart|2010; Pfeffer et al. 2016)E]
These results are reassuring along some lines for researchers interested in the behavior of most
households. But, these studies begin by conceptually aligning the PSID and SCF wealth measures
before comparing them. Notably, these studies subtract the value of assets held in employer-
provided DC retirement accounts, such as 401(k)s, from the SCF summary measure of net worth,
because the PSID summary wealth measure does not include the value of any pensionsﬂ Thus,
these comparison studies do not speak to the ability of the PSID to capture a broader measure of

wealth that includes these assets.

IThe Health and Retirement Study (HRS) also contains useful household wealth data, but it focuses on only the
older segment of the US population.

2The PSID website provides tables showing wealth comparisons based on the [Pfeffer et al. (2016) methodology.
See https://psidonline.isr.umich.edu/Guide/Quality/DataComparisons.aspx.

3The summary wealth variables in the PSID do include the value of any assets held in individual retirement accounts
(IRAs) as well as the value of any annuities.


https://psidonline.isr.umich.edu/Guide/Quality/DataComparisons.aspx

This conceptual difference between the SCF and PSID summary measures of wealth has not
received a lot of attention. However, the exclusion of DC assets has become a more important
issue, given that the share of assets held in DC retirement accounts has grown to be considerable
for many householdsﬂ Data from the SCF underscore this point. Figure l|shows medians by wave
for the SCF summary measure of wealth and the SCF measure excluding the value of holdings in
DC retirement accounts. The gap was not very large in the late 1980s and early 1990s, but it has
widened over time, with the median of the summary measure now substantially greater than the
median for the wealth measure that excludes DC retirement wealth.

Figure 1: Medians of SCF Wealth Measures
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However, PSID researchers interested in more fully capturing household wealth should not
overly despair about the lack of DC retirement wealth data in the PSID summary wealth measures,
because substantial information about assets held through DC accounts is collected in the “pen-

sion module” of the PSID. This paper discusses these data and how researchers can use them to

“For the remainder of the paper we will refer to all 401(k)-type, DC, or “thrift” retirement accounts as DCs.



calculate a more comprehensive measure of wealth for PSID householdsE] We show that the PSID
information about DC wealth compares fairly well with that from the SCF, in terms of both the
prevalence of DC accounts and the reported amount of wealth in these accounts.

We find that augmenting the PSID summary wealth measures with DC wealth substantially
raises the estimate of household wealth for the typical household. Doing so also brings the measure
much closer to the SCF summary wealth measure, as shown in Figure 2] Indeed, for the summary
wealth measures that exclude home equity (essentially financial wealth), there is little difference
between the augmented PSID measure and its SCF counterpart in recent yearsﬁ Related variables
of interest to researchers, such as the share of PSID households who participate in the stock market,
are also much closer to their SCF counterparts when information from the PSID pension module

is included.

A yet broader measure of household wealth would include the estimated value of households’ Social Security
and private defined-benefit (DB) wealth. See|Sabelhaus and Volz (2019) for estimates of DB pension wealth for SCF
households. We are not aware of any comparable work for the PSID. In any case, households probably do not view DB
pension wealth as entirely the same as financial and non-financial wealth, so arguably it should be studied separately.

The plots in Figure [2|are based on the standard wealth variables in the PSID and SCF for which missing data are
assigned. We adjust the samples and use weights so that the reported data from both surveys should be representative
of the US population. See Section 3 and the Appendix for further details about the data and sample criteria.
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Figure 2: Medians of Summary Wealth Measures
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The remainder of the paper proceeds as follows. Section 2 discusses in more detail the PSID
wealth data as well as the information about DC retirement accounts available through the PSID
pension module. It goes on to document how these data can be used to estimate the value of assets
held through DC pension accounts and, ultimately, to create a more comprehensive measure of
wealth for PSID households. Section 3 evaluates how the new measures compare with information
from the SCFE. We conclude in Section 4 by highlighting several research areas where the PSID in-
formation about DC account holdings and the resulting more comprehensive measure of household

wealth in the survey can potentially play an important role.



2 Measuring wealth and retirement assets in the PSID

The PSID is a longitudinal survey for which households were interviewed annually through 1997
and since then have been interviewed biennially. The PSID began collecting wealth data every
five years in 1984, but it has collected that data in every wave since 1999. The “wealth module”
(“W” questions in the PSID questionnaire) tracks the value of eight separate components of house-
hold balance sheets: nonprimary real estate holdings, business equity (including farm equity),
stocks (including mutual funds), bonds, vehicles, IRA/KEOGH accounts and annuities (IRAS),IZI
cash and/or bank account holdings, and nonhousing debt. Data on housing equity are calculated
as households’ (self-reported) home values (A20) minus their home mortgage debt (A24). All of
these wealth components are combined, with missing values assigned when relevant, to generate
the summary PSID wealth variables that are available to download from the PSID website. These
variables are labeled “WEALTH1” and “WEALTH?2” in the PSID codebook. WEALTHI is im-
puted wealth excluding the value of equity in a household’s primary residence, while WEALTH2
equals WEALTH]1 plus any such housing equity.

Note that the IRA/KEOGH/annuity question in the wealth module does not ask about assets
that households hold in employer-sponsored DC retirement accounts (though it would, in principle,
pick up any DC holdings that have been rolled over into an IRA after a member of the household
left a previous employer). Hence, WEALTH1 and WEALTH2 do not include the value of DC
retirement accounts.

That said, the value of DC retirement assets in the PSID can be calculated using data from
the pension module (“P” questions in the PSID questionnaire). Indeed, the PSID pension module
data are quite detailed, tracking the values of the household head and spouse’s (if applicable)

retirement accounts at their current employers and at as many as two previous employers each

"Before 1999, the value of households’ IRA accounts was not tracked separately but rather was included as part of
their stock market wealth.

8Current Employer: Questions P20 (head) and P20/P90 (spouse); there are two “P” variables listed for (any)
spouse data, since where the data are recorded in the questionnaire depends on the year. For example, in some waves
the spouse’s current employer pension data are recorded under “P20” and in other survey years the same data are
recorded as “P90.”



Previous employer accounts are tracked separately as “DC only” plans or the DC components
of “hybrid” plans—ones that have a defined-benefit (DB) part as well as a DC componentﬂ The
survey distinguishes between money left in a DC retirement plan at a previous employer and money
that is transferred into an IRA or other similar rollover-type account or is withdrawn (Money
that is withdrawn from retirement accounts at previous employers and is not spent shows up, at
least in principle, as an increase in assets elsewhere on households’ balance sheets.)

We use all of this information to create a summary measure of PSID wealth that includes DC re-
tirement account wealth. To do so, we sum the DC account values for heads and spouses separately
and then combine them to get a measure of overall DC wealth for the household (WPEN) We
then add this amount to the WEALTH1 and WEALTH?2 variables to obtain estimates of financial
and total wealth, respectively, that each include DC account holdings.

One challenge is that many PSID households who report having DC retirement accounts from
current or previous employers do not appear to know the exact value of their holdings in these
accounts. In 2005, for example, about 30 percent of the households who reported having DC
retirement accounts had missing account values. Since 1984, the PSID wealth module has allowed
households who do not know exact amounts for specific types of wealth to instead report whether
the amount fell into certain ranges; the pension module did not begin including a value range
option for DC accounts until 2007{1—_2-] For the years when the value-range information is available,
we use it to impute DC account values for households who were unable to offer an exact amount.
We assign values equal to the midpoint of the reported range, except for the top bracket, which

is unbounded. For those values, we use the (weighted) median value of DC accounts in the SCF

9Previous Employer: Hybrid: Questions P49 (head) and P49/P119 (spouse); DC only: P65 (head) and P65/P135
(spouse).

10Questions P48 and P64 (head) and P48/P118 and P64/P134 (spouse)

B 17} particular, we sum the reported values for questions P20, P49, and P65 for heads and P20/P90, P49/P119,
and P65/P135 for spouses. (Recall that where the spouse data are recorded depends on the year. In addition, the
previous employer questions [P49/P119 and P65/P135] track values for as many as two previous employers, which
must be summed). In the 2017 wave, this corresponds to summing data in the following PSID mnemonics: ER68010
+ (ER68051 + ER68131) + (ER68111 + ER68191) for heads and ER68227 + (ER68268 + ER68348) + (ER68328 +
ER68408) for spouses.

12See questions P20B through P20E and P49B through P49E in the survey.



over the same range In cases where we have no range data, we leave the DC account values as

missing for households who report having an account but do not report a value.

Table 1: Importance of DC Account Imputations

WPEN changed WPEN went from 0
with imputation  to positive value
with imputation

Year | N % N % of Imputed
2007 | 178 12.13 129 72.47
2009 | 192 14.24 141 73.44

2011 | 110 7.44 80 72.73
2013 | 130 8.30 96 73.85
2015 | 116 7.29 84 72.41

2017 | 163 9.45 125 76.69
Total | 889 9.69 655 73.68

Source: Authors’ calculations using PSID data

! Percent of households with DC wealth

Each wave’s share of households for whom we impute DC account values using this approach
is material. The second and third columns of Table [I| show the number and percent of households
with at least some imputed DC account value data in the 2007-2017 PSID waves. The counts are
highest in 2007 and 2009, which were the first two waves that included the range questions, and
was a period of great volatility in the stock market and the economy. In 2007 and 2009 we impute
DC wealth information for 12 percent to 14 percent of PSID households with DC wealth, whereas
in the 2011-2017 waves we impute data for only 7 percent to 10 percent of such households
Some households report actual values for some of their DC accounts (for example, the household
head’s current employer) but not all of them, so the imputation increases their existing (positive)
WPEN amount. In contrast, other households report having a DC account or accounts but do not
report the exact value for any of these account(s). For these households, WPEN goes from zero

to a positive number after our imputation. The fourth and fifth columns of Table [I] show how

310 the 2017 PSID wave, this bracket corresponds to DC account values of $200,000 or more. We use the SCF
wave that was closest to the PSID survey year (2016 for the 2017 PSID wave) to assign a value to the bracket.

4We do not know if the higher shares in the first two waves reflect something about survey practices or whether
they reflect the fact that households had more difficulty knowing their actual DC account values in 2007 and 2009 due
to the high degree of both market and employment instability at the time.

7



many households started with WPEN = 0 but have positive account values (WPEN > 0) after
our imputation. A large share of the additional wealth information generated from the imputation
procedure is for households who otherwise would appear to have no DC pension wealth. For
example, in 2007, 129 households out of 178 with imputed DC wealth data (72 percent) went from
no value to a positive amount. These extensive margin gains meaningfully increase the share of

households in our PSID sample with DC wealth data.

Figure 3: Median PSID DC Wealth for Households with Positive DC Wealth
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Figure |3| plots median DC wealth for households with WPEN > 0. On average, from 2007
through 2017, the imputations raise the median level of DC wealth by 12 percentage points. Note
that our imputation approach would not necessarily be expected to increase the conditional medi-
ans, since the underlying sample for the series including the imputed data is different—it incor-
porates households whose value of WPEN changed from zero to a positive amount. The imputed
amounts for these households could have been small and pulled the median down.

Augmenting the information from the PSID wealth module with data from the pension module
in this way also substantially increases the fraction of PSID households with retirement account
assets. Figure {] shows the share of households with retirement account wealth based on just the
IRA information directly accessible in the wealth module and the share based on this information

8



combined with data on DC account holdings from the pension module The share based on the
combined retirement wealth data is, on average, 20 percentage points higher than the share based

on just the IRA/Keogh data

Figure 4: Share of PSID Households with Retirement Accounts
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Figure [5] shows median values for household wealth augmented with DC account data (the
PSID series from Figure [2). The left panel shows the regular and augmented series for overall
wealth, and the right panel shows the same series for wealth excluding home equity. The aug-
mented measures climb faster between the late 1980s and the mid-2000s and remain noticeably

higher through 2017 (the most recent PSID wave).

ISWe count a household as having retirement savings if they report having at least one IRA or DC pension account,
even if we do not have the range data we need to impute a missing DC account value.

16 A similar pattern holds for the SCF. Including information about DC wealth raises the share of households with
retirement accounts by an average of 21.6 percentage points from 1998 through 2016.
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Figure 5: Medians of PSID Wealth Measures
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We also use the information from the PSID wealth and pension modules to estimate the value
of stocks held (either directly or indirectly through mutual funds and other vehicles) by PSID
households. To do so, we employ questions from the pension module asking how each DC account
is invested; the response options are “mostly stocks,” “mostly bonds,” or a “mix.” Based on these
answers, we multiply the amounts in the DC accounts by 1, 0, or 0.5, respectively, to estimate
the value of stocks held in DC retirement accounts We use the same approach to determine the
value of stocks held in IRA accounts and add the resulting estimated DC account and IRA stock
values to the value of households’ stock holdings reported in the wealth module that are held in
(taxable) brokerage-type accounts.

Not surprisingly, augmenting the data from the wealth module with data from the pension

module substantially increases the share of PSID households who appear to be participating in the

17We follow the 50 percent approach the SCF uses when an account is reported as a “mix,” and assume that “don’t
know” is also a mix of asset types. In addition, some households report DC account values but have missing data for
the type of investments in those accounts. In these cases, we similarly assume a 50 percent stock holding.

10



stock market As shown in Figure @ the combined data imply that about 46 percent of PSID
households are participating in the stock market, which is about 13 percentage points higher, on
average, than the share implied by data in the wealth module alone (which includes stocks held
directly, through mutual funds, and through IRAs). For the period over which we can impute
missing DC account value data (2007-2017), the gains are even larger: about 16 percentage points
on average.

Figure 6: Shares of PSID Households Participating in the Stock Market
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3 Comparing PSID measures with SCF measures

In this section, we provide some comparisons between the augmented PSID wealth measures and
their SCF counterparts. The SCF is a triennial cross-sectional survey that began in its current
form in 1989. The overall survey consists of a representative sample of US households as well
as an oversample of wealthy households based on information from IRS tax records (Bricker,
Henriques, and Moore|2017)). With the release of each SCF, the Federal Reserve Bulletin publishes

a report describing recent changes in US family ﬁnances@ The variables used for these reports—

8We count a household as participating in the stock market if their reported (or estimated) value of stock market
holdings is greater than zero.
19See, for example, Bricker et al.[(2017).
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which capture information on household net worth, income, retirement assets, and other aspects
of households’ finances—can be downloaded from the SCF website. The website also includes
an SAS program for generating the summary variables used for the Bulletin article as well as a
flowchart linking the different variables, so that users can better understand which information
from the survey underlies the reported statistics@ The SCF summary measure of wealth is the
“NETWORTH?” variable, which equals households’ financial plus nonfinancial assets less any debt.
Among other things, financial assets (FIN) include liquid retirement assets (RETQLIQ), which
equal the value of households’ IRA/Keogh accounts (IRAKH) and DC pension accounts (THRIFT
+ FUTPEN + CURRPEN) The SCF has detailed questions about households’ DC retirement
accounts, including ones about how they are invested.

For both data sources, we aim to capture statistics that are representative of the US popula-
tion. For the SCF, we use the provided sample weights that take into account the oversampling of
wealthy households. For the PSID, we follow the approach in Fitzgerald, Gottschalk, and Moffitt
(1998) and do not use weights and restrict our analysis to members of or descendants from the
original, cross-sectional (representative) 1968 sample and exclude respondents who are from the
poverty, Latino, and immigrant subsamples (the latter two were short-lived additions to the survey
in the 1990s). This approach has been used in many PSID-based empirical studies, but an alter-
native approach would be to use the full PSID sample and apply weights to compute summary
statistics. Our conclusions would be the same under this alternative approach, as the results are
quite similar. (An example is offered below.)

We also align the unit of analysis across the two data sets. As Pfeffer et al. (2016) discuss, the
SCF is at the household level, while the PSID is at the family level, which is not always equivalent
to the household level. For example, an adult child who previously lived outside of his/her parents
home but has moved back into the home would be treated as a separate family in the PSID, whereas

in the SCF, the survey unit consists on an economically dominant individual or couple along with

208ee|lhttps://www.federalreserve.gov/econres/files/bulletin.macro.txt and
https://www.federalreserve.gov/econres/files/Networth%20Flowchart.pdfl

“I'The Appendix contains more details regarding the NETWORTH variable in the SCF, including a more complete
list of its components.
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all other individuals in the household who are financially interdependent. We follow the approach
in Pfeffer et al. (2016) and aggregate across families within households in the PSID to make the
unit of analysis fully comparable with the SCF. For the charts later in the paper that depict results
for households in specific age ranges, we treat these combined households as being headed by the
head with the highest reported wealth (economically dominant family). (In practice, we found that
aligning the unit of analysis across data sets makes only small differences, but it does tend to make

the PSID results slightly closer to the SCF results.)

Overall wealth

Figure [/| and Figure (8| show how the augmented PSID total wealth and financial wealth mea-
sures, respectively, compare with their SCF counterparts at different points in the wealth distribu-
tion. (Note the different vertical ranges.) The figures show that gaps are fairly small in recent years
at the 50th and 75th percentiles for total wealth, and quite small in recent years at the 50th and
75th percentiles of the financial wealth distribution. However, a substantial gap remains at the 25th
percentile for both total and financial wealth, even after we augment the PSID wealth measures
with DC retirement account values. This result is unsurprising, given that few low-wealth house-
holds have DC accounts. At the 90th percentile, augmenting the reported PSID wealth measures
closes only about half of the gapP__ZI This result is also unsurprising, given that many high-wealth
households have other types of assets that could be under-measured in the PSID (We obtain very
similar results if we use the full sample of PSID households along with the sample weights—see

Figure [A4]in the Appendix for a comparison of the financial wealth data).

22The degree to which the gaps are closed can be seen in Figure 2 (for the 50th percentile) and in the first three
graphs in the Appendix (for the other percentiles).

23The remaining gaps between the SCF and PSID wealth data, particularly at the 90th percentile, could result from
a couple of factors. In particular, the SCF may be better at capturing households’ assets, including pension assets, than
the PSID is. The SCF also tracks assets—such as households’ business-related equity, managed investment accounts,
and loans to other households—that the PSID does not try to capture.
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Figure 8: Comparisons of PSID and SCF Measures of Financial Wealth
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Because we focus on retirement assets, we also look specifically at the wealth (retirement
savings) of households approaching the age at which members typically retire. Having a good
wealth measure is very important for evaluating the adequacy of these households’ retirement
savings. We consider households in two age groups: those whose household head is 45 to 54
years old and those whose head is 55 to 64 years old. Showing summary statistics for specific age
ranges is helpful, because it allows us to abstract from population aging trends that can significantly
influence overall wealth accumulation. Focusing on households who are in their late 40s, 50s, and
early 60s is particularly useful in this context, because these households are in the years when they
should be doing substantial saving for retirement (at least according to traditional life-cycle models
of consumption). In keeping with many analyses of retirement saving, we focus on measures of
wealth relative to income We stick with these age-group and wealth-ratio conventions for the
remainder of our analysis.

Figure [9] compares the standard SCF wealth measure with the PSID measure that augments
reported net worth with DC account values from the pension module. The median augmented
wealth-to-income ratios for the PSID are lower than their SCF counterparts, but the gaps are large
mainly prior to 2007, when the range data were unavailable to impute DC account values in the
PSID. The gaps are fairly small in recent waves. In addition, the patterns of wealth over time
suggested by the two data sources continue to be similar, with the median household seeing a
decline in wealth relative to income during the financial crisis and little recovery since Overall,
the figure suggests that the augmented PSID wealth data yield good information for this type of
retirement-related analysis for the period when missing values can be imputed (beginning in 2007)

but that the augmented wealth measures for earlier waves should be used with caution.

LT3

24For the SCF data, we express wealth relative to households’ “normal” income—a measure that tries to capture
the part of households’ income that is not affected by transitory shocks. The PSID does not include such an income
measure, so we use the average of households’ (pre-tax) income in the current and previous wave to try to smooth
through transitory fluctuations. (In the PSID, household income covers the calendar year prior to the survey year.) For
all graphs, we compute wealth relative to income at the household level and then take the median across households.

B Dettling, Hsu, and Llanes| (2018) present post-crisis patterns of accumulated wealth for working-age households
that appear to tell a similar story.
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Figure 9: Median Wealth-to-Income Ratios for Households Approaching Retirement
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Source: Authors' calculations using PSID, SCF
Note: PSID wealth measure includes the value of DC pension wealth to bring it closer to the SCF concept of wealth.

Retirement Asset Data

Focusing on assets that are specifically earmarked for retirement, we also compare the shares of
households that report having some retirement account assets across data sets. Figure 10| plots the
share of households with IRAs and DC accounts for PSID and SCF households The reported
shares of households with IRAs show a downtrend since the early 2000s in both data sources,
particularly for the younger of the two age groups. The levels of these series also align quite
well. In comparison, the estimated shares of PSID households with DC accounts fall short of the
estimated shares of SCF households by 5 to 10 percentage points. Still, the gaps for recent years

have been at the low end of this range, and both surveys show a generally flat trend since the early

26To determine whether PSID households have DC (and/or DB) retirement plans, we use question P16 (P16/P86
for spouses), which asks households about the type of retirement plan(s) they are eligible for through their current
employer, and P46 (P46/P116 for spouses), which asks about accounts from previous employers. The options are DB,
DC, or “both.” We count households who respond “both” as having a DB and a DC plan. In addition, since DC plan
eligibility does not imply participation, we require that the member, the employer, or both must be contributing to the
plan for the household member to be counted as having a DC plan at his/her current employer. We count households
as having an IRA if they report positive IRA assets. We count SCF households as having DC accounts or IRAs if they
report positive values for these accounts (THRIFT + FUTPEN + CURRPEN) > 0 or IRAKH > 0), respectively. To
assess whether SCF households have DB plans, we use the variable DBPLANT.
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Figure 10: Shares of Households with IRAs and DC Accounts
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Figure (11| shows the estimated shares of households that have either a DC account or an IRA
(or both) from the two surveys. Combining information about the two different types of accounts
may make sense in many contexts, both because they serve similar purposes for households in
terms of financing retirement and because households may confuse the two types of accounts
when responding to interviewers Although the shares for PSID households with a head aged 45
to 54 are a bit lower (3 to 6 percentage points) in recent years, the results on the whole are fairly
similar. The results suggest that even though the PSID may not correctly report the split between
households’ types of retirement accounts (IRA versus DC), it does a fairly good job of capturing

the overall share of households with retirement assets.

21The figures start in the late 1990s, because detailed retirement account data are not available in the PSID before
that point.

28We do not suggest combining the information in all contexts. DC accounts have different properties—for example,
being funded (typically) by automatic contributions from an employee’s paycheck. In addition, looking at DC accounts
separately would be helpful in an analysis of how the retirement benefits provided by employers are changing over
time for households with different traits and experiences.
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Figure 11: Shares of Households with a DC Account, an IRA, or Both
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Turning to the reported amount of assets in these retirement accounts, Figure [12] plots the
medians of the combined value of DC accounts and IRAs (relative to income) for the PSID and
SCF for households who have DC and/or IRA accounts@ The medians for the two surveys are
remarkably close, with the data showing an uptrend in retirement asset values relative to income
that sharpens in recent years (perhaps reflecting in part the booming stock market), especially for

the older age groupm

Figure in the Appendix shows conditional medians of the value of DC accounts only. The results are quite

similar.
30The PSID data extend through 2017, so they include the effects of an additional year of stock market strength
relative to the data from the SCF, for which the last reading is for 2016.
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Figure 12: Median Combined IRA and DC Assets Relative to Income

for Households with Positive Combined Assets
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Of course, wealth accumulated through IRAs and DC accounts is not the only factor influ-
encing households’ retirement security. Another important factor for many retired households is
income from private DB retirement plans. While we do not attempt to estimate the wealth that
households in the two surveys have effectively accumulated through these plans, we explore how
well the readily available information about whether households are covered by such plans com-
pares. Figure [I3] shows shares of PSID and SCF households who report having some coverage
by a DB plan (or plans). Both surveys show a pronounced downtrend in DB coverage over time
for both age groups. However, the PSID shares are somewhat lower than the SCF shares for most
years. In addition, we are unsure why the PSID shares for the older age group show a much sharper
decline than the SCF shares in the early 2010s. The PSID made some changes to related questions
in the pension module in the 2011 wave, but the changes do not appear to have directly affected

the questions that we used to derive these series (PSID 2013)).
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Figure 13: Shares of Households Reporting Some Coverage by DB Pension Plans
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Finally, we look at how estimates of the shares of households participating in the stock market
based on the augmented PSID wealth data compare with the implied shares based on the SCF data.
As shown in Figure [T4] the PSID implies a somewhat lower stock market participation share for
the two age groups, compared with the SCF. However, the time-series patterns are similar, with

stock-holding among households trending slightly downward in recent years.
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Figure 14: Share of Households Participating in the Stock Market
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Note: PSID share based on wealth and pension modules.

To sum up, while there are clearly some gaps, we think the retirement asset information that
can be drawn from the PSID pension module stands up fairly well against comparable measures
from the SCF. While we have some reservations about the data collected before the 2007 wave,
due to our inability to impute data for households who report having DC accounts but do not
know the amount in their accounts, the results suggest we can be reasonably confident about the
data from the 2007 wave onward. Given the significant rise in the importance of DC accounts to
the balance sheet of the typical household in recent decades, we think that researchers interested
in household retirement security should use these PSID pension-module-based data. Likewise,
we believe that, compared with the data derived from the PSID wealth module alone, the overall
augmented measure of household wealth in the PSID that we describe in Section 2 provides a

markedly clearer picture of the financial security of the typical household.
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4 How Research Can Be Enhanced by these Measures

There are many contexts in which the PSID workplace retirement saving account data and aug-
mented household wealth measures discussed in this paper might be important for research. In this
section, we highlight three specific examples.

First, these data can enhance the study of household retirement security. Many papers that
examine the likely future retirement security of working-age households use the SCF due to the
excellent quality of its information about accumulated wealth (see, for example, Gale, Gelfond,
and Fichtner|2019; Pang and Warshawsky|2014)). However, as a cross-sectional survey, the SCF
provides only a snapshot of any given household. Consequently, it cannot be used to study how
events over a household’s working life affect the accumulation of wealth for retirement. In contrast,
the rich longitudinal data in the PSID can be used to explore the relationship between life-cycle
saving and factors such as job history, spending shocks, and family-structure changes@ Yet, such
studies can be done well only if the data from the PSID wealth module are augmented with the
DC account data from the PSID pension module, so that the analysis captures the full scope of the
financial assets potentially held by households.

Second, these data can help us better understand the effects of recessions on households. Assets
accumulated through workplace retirement saving accounts may help households weather reces-
sions and idiosyncratic hard spells. Indeed, more than half of unemployed respondents to a 2010
survey by Pew reported that they had withdrawn money from a retirement account to pay their
bills (Morin and Kochlar|2010). Some households are also able to borrow against their retirement
accounts in times of hardship. The DC account data from the PSID pension module in combina-
tion with the PSID’s information about job history and spending changes should allow researchers
to better understand the degree to which retirement account assets can be used for consumption

smoothing@ Of course, using retirement saving in this way can compromise a household’s fi-

31The Health and Retirement Study is another rich longitudinal data set that is often used to study retirement security
issues. However, it covers only individuals who are over the age of 50, and, with only limited data on individuals’
experiences over their working lives, it is less useful for understanding how older households accumulated their wealth.

3215 related work, Bridges and Stafford| (2019) explore the factors that motivate households to withdraw money
from their retirement plans.
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nancial security later in life, if the savings are not replenished in better times. Indeed, studying
whether households are able to replenish their retirement accounts after drawing them down would
contribute to the literature on the scarring effects of recessions.

Third, these data are important for any analysis of how households change their consumption in
response to changes in capital gains on stocks. The robust correlation between the stock market and
consumption in the aggregate (at least until recently) has been well documented, but less is known
about the underpinnings of the relationship at the household level. To study this question, one needs
data that capture both households’ holdings of stocks and their spending; the data must also have
a panel dimension so that wealth changes and capital gains can be calculated. The PSID wealth
module’s information about stock holdings does not include stocks held in workplace retirement
saving accounts. As a result, using only the data from the wealth module could lead to biased
estimates of the marginal propensity to consume (MPC) out of stock market gainsF__gI In separate
research, we are exploring such stock market wealth effects by incorporating information from
the PSID pension module; we are also looking at whether households have a different response
to capital gains on assets that are explicitly earmarked for retirement (perhaps due to their lesser
liquidity or because of mental accounting behavior)

These three examples are just a subset of the research areas where a more comprehensive
measure of wealth in the PSID would be useful. Such measures are relevant to papers explor-
ing macroeconomic models with heterogeneous agents, research on how retirement assets bear on

health and disability outcomes, and studies of wealth inequalityE] More generally, we think that

3The sign of the bias is ambiguous. Using only wealth module information ignores the behavior of households
who are exposed to the stock market only through their DC accounts, which could attenuate the measured effect if the
ignored households have higher MPCs. At the same time, households holding stocks outside of their DC accounts are
very likely to also be holding stocks in their DC accounts. This could potentially lead to upward bias, since household
spending would be responding to actual capital gains that are larger than the measured capital gains. There is also the
potential for measurement error in households’ reported stock (and DC) account values.

3*Households are also exposed to the stock market, to some degree, if they have defined-benefit (DB) pension plans
that have invested in the stock market; the main exposure is that the plan might not be able to pay the promised benefits
if returns are very low. We doubt that most households understand this exposure, so we do not view DB wealth as an
important component of the study of wealth effects at the household level.

330f course, there is a trade-off related to the more limited period for which the augmented wealth series is available,
particularly given the caveats about the pre-2007 data. Studies that focus on wealth trends all the way back to the early
1980s or consider the intergenerational transmission of wealth inequality might be better served by using the traditional
PSID summary wealth data to maintain a consistent wealth measure over time.
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researchers conducting a PSID-based study of outcomes that might be influenced by household
economic security should consider using the augmented wealth measure that we have described
in this paper, instead of measures based on the information from the PSID wealth module alone.
Although the different measures are correlated at the household level, wealth held through DC ac-
counts has come to represent a large portion of the financial wealth held by many middle-income
households. Given this shift, many types of analysis would be enhanced by using a broader mea-

sure of wealth.
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A Appendix

A.1 Measuring Wealth in the PSID and SCF

PSID

The PSID wealth supplements include data on eight components of household wealth as well
as summary variables for total household net worth (with and without housing equity) where miss-
ing data are assigned. Wealth data are available in the PSID in 1984, 1989, 1994, and then in every
wave starting in 1999. Information on homeowners’ housing equity (self-reported house values

less self-reported mortgage debt) is available in every wave.

As an example, the PSID mnemonics for the nine wealth components, which can be summed
to create a (nonimputed) measure of household wealth (with or without housing equity), are the

following in the 2017 wave:

* Housing equity (ER66031 — (ER66051 + ER66072))
¢ Other real estate (ER67776 — ER67780)

¢ Business (ER67789 — ER67793)

* Stock (ER67798)

* Bonds (ER67847)

* Vehicles (ER67784)

¢ IRAs (ER67819)

* Cash (ER67826)

* Other debt (ER67852 + ER67862 + ER67867 + ER67872 + ER67877 + ER67883)

The PSID also includes constructed summary wealth measures, which it labels “WEALTH1”
(without housing equity) and “WEALTH2” (with housing equity). In the 2017 wave, the PSID

data documentation describes “WEALTH?2” as follows.

“WEALTH?2”: Constructed wealth variable including (housing) equity. This imputed variable

is constructed as the sum of values of seven asset types (ER71429 [farm/business, W11A],
27



ER71435 [cash, W28], ER71439 [other real estate, W2A], ER71445 [stocks, W16], ER71447
[vehicles, W6], ER71451 [other assets, W34], ER71455 [IRA/annuity, W22]) net of the sum
of non-primary housing debt (ER71431 [farm/business, W11B], ER71441 [other real estate,
W2B], ER71459 [credit card, W39A], ER71463 [student loan, W39B1], ER71467 [medi-
cal, W39B2], ER71471 [legal, W39B3], ER71475 [family loan, W39B4], ER71479 [other,

W38B7]) plus the value of home equity (ER71481). All missing data were assigned.

SCF
The SCF contains more detailed wealth data than the PSID does. However, these data are

combined into broader categories that are similar to those available in the PSID. The summary
household wealth measure in the SCF, which is labeled “NETWORTH,” equals household assets

less any household liabilities, and it includes housing equity.

The main components of household wealth in the SCF are

¢ Non-financial assets (NFIN)

Housing equity (HOUSES)

Other real estate (ORESRE+NNRESRE)

Business (BUS)

Vehicles (VEHIC)

Other (OTHNFIN)

¢ Financial assets (FIN)

Liquid assets (LIQ)

Certificates of deposit (CDS)

Directly held pooled investment funds (NMMF)

Directly held stocks (STOCKS)

Directly held bonds (BOND)

36This information and more details on the NETWORTH variable in the SCF are available in this flowchart on the
SCF website: https://www.federalreserve.gov/econres/files/Networth%20Flowchart.pdf
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Savings bonds (SAVBND)

Cash value of life insurance (CASHLI)

Other managed assets (OTHMA)

— Quasi-liquid retirement assets (RETQLIQ)

#* [RAs/Keoghs (IRAKH)
+ DC plans from current job (THRIFT)
# DC plans from previous employers

- currently receiving (CURRPEN)

- not yet receiving (FUTPEN)
— Other (OTHFIN)

* Debt (DEBT=MRTHEL+RESDBT+OTHLOC+CCBAL+INSTALL+ODEBT)

A.2 Additional Figures

Figure Al: Comparisons of PSID and SCF Measures of Wealth: 25th Percentile
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Figure A2: Comparisons of PSID and SCF Measures of Wealth: 75th Percentile
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Figure A3: Comparisons of PSID and SCF Measures of Wealth: 90th Percentile
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Figure A4: Comparisons of PSID and SCF Measures of Financial Wealth

Full Sample of PSID Households (with Weights)
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Figure AS5: Median Ratios of DC Assets to Income
for Households with Positive DC Assets
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