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WILL BABY BOOMERS DROWN IN DEBT?
BY MAURICIO SOT O*

historically low interest rates allowed households
to increase their debt relatively painlessly: their net
worth grew significantly, and the portion of income
used to pay for debt did not increase. This is not to
say that baby boomers might not encounter a few
bumps in the road or that some groups might not be
vulnerable. But baby boomers as a group do not
appear to have an immediate debt crisis.

FIGURE 1. HOUSEHOLD DEBT HAS SOARED
Household Debt, All Households, 1992-2004
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Are future retirees going to be in trouble? Important measures of financial vulnerability suggest that
the growth of debt might not be that worrisome.
The combination of extraordinary asset growth and
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Households aged 50 to 62 represent about 20
percent of American households and hold about a
quarter of the total debt. About 11 percent of them
have declared bankruptcy at some point in their
lives.3 As a result, some analysts have questioned
whether baby boomers will have a comfortable
retirement, and whether they will be able to pay
back their obligations.4
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The fact that American households have debt is not
a surprise: credit cards finance our purchases, car
loans pay for our wheels, student loans help us with
tuitions, and mortgages buy our homes. Yet the
size of the debt can seem shocking. The aggregate
burden runs to nearly $10 trillion, nearly twice
what it was in 1992, even after adjusting for
inflation. 1 Today, household debt is equivalent to
more than 80 percent of the nation’s economy, up
from about 60 percent in the early 1990s (see
Figure 1). Filings for bankruptcy have also soared.
In 1991, 6 out of every 1,000 adults filed for
bankruptcy. This rate climbed to 9 in 2001. 2
Given the potential of debt to undermine the
retirement security of an aging population, this Just
the Facts examines trends in the debt burden for
older workers over the past decade and assesses
how vulnerable baby boomers may be in the future.
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Introduction

Source: U.S. Board of Governors, Flow of Funds, 2004; U.S.
Department of Commerce, National Income and Product
Accounts, 2004; U.S. Department of Labor, Consumer Price
Index Data, 2004.

* Mauricio Soto is a graduate student in economics at Boston College. The author would like to thank Alicia H. Munnell, Steven A.
Sass, and Francis Vitagliano for their helpful comments.

Debt Trends for Households
Aged 50-62

TABLE 2. MORTGAGE DEBT HAS BECOME MORE IMPORTANT
INTEREST RATES HAVE DROPPED

Table 1 shows that the extraordinary growth of
assets between 1992 and 2004 compensated for the
soaring debt. In the aggregate, the balance sheets
of households did not deteriorate. On the contrary,
the balance sheet of the group aged 50-62 in 2004
seems healthier and less leveraged than that of
previous pre-retirement cohorts.
A common concern is the ability of households to
meet the debt payments required by their lenders.
The ratio of debt payments to income gauges this
burden. Table 1 shows that only about 10 percent
of the income of households aged 50-62 is used to
service their financial obligations, a number that
has changed little during the last ten years. In the
aggregate, then, pre-retirement households appear
to service their debt comfortably. 6
How did households increase their debt and still
keep their payments under control? The answer
lies in two factors. First, lower interest rates
reduced payments for every dollar borrowed. For
example, the mortgage rate paid by households
aged 50-62 went from 11.6 percent to 6.4 percent
between 1992 and 2004. 7 Second, home-secured
loans displaced other forms of debt. In 2004,
mortgage debt was 77 percent of total debt, up
from 67 percent in 1992 (see Table 2). The shift
towards home-secured loans indicates that preretirement households held less of the “expensive”
debt (e.g., credit cards, unsecured lines of credit)
in 2004.
TABLE 1. D EBT BURDEN HAVE NOT INCREASED
Debt Ratios for Households Aged 50-62

1992

2001

2004
Estimate

Debt as Percent of
Assets

10.0%

9.1%

10.0%

Debt Payments as
Percent of Income

10.7%

10.0%

10.2%

*Note: Values adjusted for cohort size and inflation.
Source: Author’s calculations based on U.S. Board of Governors,
Survey of Consumer Finances, 1992 and 2001; U.S. Board of
Governors, Flow of Funds, 2004.
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Mortgage Debt Charactertistics for Households Aged 50-62

1992

2001

2004
Estimate

Mortgage Debt as
Percent of Total Debt

66.5%

73.9%

77.1%

Average Interest Rate
on Mortgage

11.6%

7.8%

6.4%

Note: Values adjusted for cohort size and inflation. Interest rates
are weighted by mortgage size.
Source: Author’s calculations based on Federal Housing Finance
Board, Monthly Interest Rate Survey, 2004; U.S. Department of
Labor, Consumer Price Index, 2004; U.S. Board of Governors,
Flow of Funds, 2004; and U.S. Board of Governors, Survey of
Consumer Finances, 1992 and 2001.

Will Debt Haunt Future Retirees?
The previous analysis indicates that there will not be
a debt crisis in the foreseeable future. But future
retirees are not completely off the hook. They face
risks that could create financial difficulties —
especially for vulnerable groups.
INTEREST RATE RISK
Payment risks on adjustable rate loans depend
directly on short-term interest rates. If short-term
rates continue their recent upward trend, households
with adjustable rate debt will see their debt payments increase in the near future. For example, a
100 basis point jump in rates increases payments on
adjustable mortgages by more than 10 percent.
But the extent to which pre-retirement households
will be affected by increases on interest is questionable. The effect will be limited because only about
one third of the total debt held by households aged
50-62 is in the form of adjustable rate loans (see
Figure 2); the majority of their liabilities are isolated
from interest rate risk. In addition, much of the
adjustable debt is of shorter duration or already
carries a high interest rate, such as credit cards, so a
rise in short-term rates would not dramatically
increase these payments. In short, it is unlikely that
future interest rate increases will require dramatically higher payments.
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FIGURE 2. MOST HOUSEHOLD DEBT IS NOT VULNERABLE
TO RISING INTEREST RATES
Composition of Aggregate Household Debt, Households
Aged 50-62, 2001
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Source: Author’s calculations based on U.S. Board of Governors,
Survey of Consumer Finances, 2001.

A word of caution is necessary here. Risk derived
from interest rate changes is spread unevenly across
income brackets. Those in the lowest third of the
income distribution tend to have a larger part of
their total debt exposed to interest rate changes,
which makes them more vulnerable than households
with higher incomes. In 2001, for example, households in the lowest income bracket had nearly 45
percent of their liabilities in the form of adjustablerate debt compared to 35 percent for the upper
brackets (see Figure 3).
FIGURE 3. LOW -INCOME HOUSEHOLDS
TO HIGHER INTEREST RATES

ARE

MORE EXPOSED

Adjustable Rate Debt as a Percent of Total Debt, by
Income for Households Aged 50-62, 2001
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Source: Author’s calculations based on U.S. Board of Governors,
Survey of Consumer Finances, 2001.

ASSET VALUE RISK
A sudden drop in asset values is another factor that
could damage a household’s balance sheet, increasing the possibility of financial distress. For example,
as shown in Table 3, a rapid decline in real estate
values would reduce housing equity and net worth,
limiting access to further credit. This potential risk
is especially important for those nearing retirement
because home equity represents an important share
of the total wealth holdings of this cohort, and home
equity could potentially help to maintain consumption during adverse income or health shocks.8
TABLE 3. DECLINES IN HOUSING VALUES HAVE SIGNIFICANT
EFFECTS ON HOME EQUITY
Changes in Home Equity Resulting from Declining Housing
Values for Households Aged 50-62, 2001

Change in Housing Value

Produces a Multiplied
Change in Housing Equity

-10%

-14%

-25%

-35%

-50%

-71%

-75%

-106%

Source: Author’s calculations.9

Currently, there is no clear indication of an imminent
and generalized drop of housing or any other asset
values. But if this were to occur, to what extent
would it affect households nearing retirement? For
households aged 50-62, home equity is about 70
percent of the total house value. These households
are fairly leveraged: a ten percent decrease in the
value of the house reduces home equity by nearly 14
percent, and larger drops will reduce housing equity
considerably (see Table 3). But the mortgage
leverage works both ways, and households that hold
debt are also likely to have benefited more than
proportionally from increases in housing prices
during the last few years.
Contrary to the patterns in interest rate risk, it seems
that low-income households have lower exposure to
changes in housing values relative to higher income
groups. In fact, Figure 4 shows that for the lowest
third of income, housing equity is more than threefourths of the housing value; for the top third of
income, home equity corresponds to only two-thirds
of the total value of the house.
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VULNERABLE HOUSEHOLDS
11 percent of households aged 50-62 in 2001 had
previously filed for bankruptcy. This group is
particularly vulnerable. They are much more
leveraged than the rest of the baby boomers, and
their debt payments constitute a relatively large part
of their income. These households have not
recovered completely from the financial troubles
that lead them to bankruptcy. Table 4 compares the
debt to asset and payment to asset ratios of this
group with the rest of the cohort. These numbers
show that those who filed for bankruptcy are at a
higher risk of financial distress.
The lack of comparable bankruptcy data from 1992
limits the analysis of the trends for households that
are vulnerable to financial distress. Another
measure — the proportion of households that use
more than 40 percent of their incomes to service
debt — indicates that the share of households under
high risk of distress remained at about 13 percent
between 1992 and 2001. 10 If anything, the cohort
of households aged 50-62 in 2004 looks less prone
to financial distress than the previous generation.

FIGURE 4. HIGHER-INCOME HOUSEHOLDS HAVE A LOWER
SHARE OF H OME EQUITY
Home Equity as a Percent of Gross Housing Value, by Income
for Households Aged 50-62, 2001
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Source: Author’s calculations based on U.S. Board of Governors,
Survey of Consumer Finances, 2001.
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TABLE 4. HOUSEHOLDS WHO HAVE FILED FOR BANKRUPTCY
HAVE HIGHER DEBT BURDENS
Debt Burden of Households Aged 50-62 that Previously Filed
for Bankruptcy, 2001

Filed for
Bankruptcy Before

Never Filed for
Bankruptcy

Debt as
Percent of
Assets

28.6%

8.5%

Debt Payments
as Percent of
Income

18.7%

9.5%

Source: Author’s calculations based on U.S. Board of Governors,
Survey of Consumer Finances, 2001.

Conclusion
Although the debt of baby boomers increased
dramatically, it does not appear to have endangered
them as a group. Baby boomers do not seem to
have trouble meeting monthly payments, as
changes in the terms and composition of the debt
kept their debt service close to 10 percent of their
income and the extraordinary asset growth more
than compensated for the increased use of debt.
Looking forward, baby boomers face risks that
could create financial difficulties — especially for
vulnerable groups. Future increases in interest
rates could affect the payments for some households, especially those with low incomes. The end
of the double-digit asset growth rates of the 1990s
could limit future use of debt. And although in the
aggregate these factors might have only a limited
effect, at least one out of every ten households
remains exposed to the risks of financial distress.
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