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Introduction

Emergency savings are a key component of finan-

cial security for households of all ages. To decide

how much cash savings to have on hand and how

to balance this need with other financial priorities,
households need good information on the spending
shocks they may face. Research to date focuses mainly
on working-age households, but the needs of retirees
may differ. Thus, it is useful to explore the unexpected
expenses that older households face to answer two
questions: 1) how much do they need? and 2) how
well prepared are they to handle these expenses?

This brief, based on a forthcoming paper, uses the
Health and Retirement Study to explore these ques-
tions for households ages 65+, including the varia-
tion among households.! The discussion proceeds as
follows. The first section summarizes prior research.
The second section describes the data and method-
ology. The third section presents the results, which
show that annual unexpected expenses equal about
10 percent of income for the typical retired house-
hold, and about 40 percent of households do not have
enough cash to cover even a single year, let alone
their whole retirement. The final section concludes
that unexpected expenses could be a significant
source of financial stress that many retirees, particu-
larly the most vulnerable, are unprepared to handle.

Background

Emergency savings provide a buffer to help house-
holds weather unexpected expenses and prevent them
from tapping into high-cost forms of borrowing,

such as credit card debt. Existing research and policy
initiatives on emergency savings focus on working-
age households.2 However, unexpected expenses do
not go away once people retire, and retirees may face
a different mix of shocks. For example, the largest
financial shock for working households is job loss.3
This risk often drives rules of thumb from financial
planners, such as having three to six months of in-
come saved. But other risks — such as health or family
concerns — loom larger for retirees. Understanding
retirees’ specific needs for unexpected expenses is im-
portant, as it has implications for how they navigate
retirement risks, such as how much to allocate for an-
nuities, the degree of reliance on family for long-term
care, and whether to tap home equity.

Determining how much emergency savings
people should have requires knowing how often they
face expense shocks, the size of these shocks, and
how well prepared they are currently. However, the
literature is not clear on these questions, particularly
for retirees.
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Previous research on unexpected expenses among
retirees focuses almost exclusively on healthcare
shocks and finds they are a big risk.4 One of the few
studies that looked at a broader set of unexpected
expenses for retirees found that the incidence of more
general needs, such as major home or car repairs, is
similar to working-age households.5 A 2017 survey of
households of all ages showed broad similarity across
age groups in the prevalence of various types of non-
job-related shocks.6

One challenge in determining how much to set
aside for unexpected expenses is that the costs can
vary dramatically. In the 2017 survey, a quarter of
respondents reported spending less than $800 on
unexpected expenses while another quarter reported
spending at least $6,000, with a median expense of
$2,000.7 One reason for the large variation is that
households have a degree of flexibility when decid-
ing how to address expense shocks. For example, if a
household needs a new refrigerator or new tires, there
are different tiers of refrigerators or tires to choose
from. Not surprisingly, then, the 2017 survey also
found that the cost of shocks increases for those with
higher socioeconomic status, as they are less likely to
defer or forgo home maintenance expenses and more
likely to pick higher-end replacements.

This study builds on prior work by exploring a
full set of unexpected expenses that retirees face and
comparing these expenses with their liquid assets
to assess preparedness. The analysis also examines
variations by socioeconomic characteristics.

Data and Methodology

This section describes the data and methods for esti-
mating what expenses are “unexpected,” and for pre-
dicting these expenses and the ability to handle them.

Data

The data come from the 2000-2020 Health and Retire-
ment Study (HRS) and the accompanying 2001-2019
Consumption and Activities Mail Survey (CAMS).8

The HRS is a biennial panel survey of households,

in which the head is ages 51+, that collects informa-
tion on income, balance sheets, pensions, and health.
About a fifth of HRS households are also given the
CAMS, a consumption survey that can be linked to
the HRS.? Our sample consists of CAMS households
in which at least one spouse is 65+ and self-reports
being retired, defined for simplicity as claiming Social
Security benefits.10 The sample consists of 3,427
households and 15,804 household wave observations.

Methodology

The analysis begins by calculating how much house-
holds spend annually on various unexpected ex-
penses in retirement using three broad categories: 1)
“rainy day” expenses; 2) family-related events; and 3)
healthcare costs. See Table 1 for a description of what
falls in each category. Once we document the typical
expenses retirees face as a whole, we examine the
variation by different groups, with an emphasis on
measures of socioeconomic status. For information
on how we classify expenses as unexpected, see the
Box (on the next page).

TABLE 1. UNEXPECTED EXPENSE CATEGORIES

Rainy day

Car maintenance >$500
Home maintenance >$1,000

Durable spending (excluding car purchases)

Family-related events

Transfers to parents (e.g., in-laws, grandparents)
Transfers to children
Death of spouse

Divorce

Healthcare

Dental expense > $500

OOP prescription drugs > $500

Total out-of-pocket spending > $1,000
Home accommodations

Nursing home costs > $500

In-home care costs > $500

Source: Authors’ analysis.

Using the incidence and average cost of each
shock for households with various characteristics,
we can calculate: 1) the predicted cost of annual
unexpected expenses that different types of retir-
ees will face over their lifetime; 2) the size of these
expenses relative to their income; and 3) whether
they have enough liquidity to cover them. Together,
these measures can help retirees assess the risks of
expense shocks and determine if they have sufficient
emergency savings to weather these expenses without
having to liquidate investments or borrow.1!
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Box. Estimating Unexpected
Expenses

One limitation of expenditure data, including the
CAMS, is that it is not always easy to distinguish be-
tween anticipated maintenance and an unexpected
expenditure. For example, a car owner expects to
regularly spend money on oil changes but not on a
new exhaust system. However, both expenses would
be categorized as a car maintenance expense. Simi-
larly, most dental and prescription drug insurance
have co-pays, and costs such as regular dental clean-
ings or heart medication would not be unexpected.
To roughly distinguish between maintenance costs
versus an unexpected expense, we set dollar limits
on certain expense categories. For general car or
home maintenance, we categorize expenses that

are over $500 and $1,000 (in $2019), respectively,

as unexpected. Similarly, for medical spending, we
categorize dental expenses over $500, out-of-pocket
prescription drugs over $500, and total out-of-pocket
medical costs over $1,000 as unexpected. Long-term
care expenses are trickier because care needs may
come on suddenly or may just gradually increase
with age. In the latter case, it may not be “unex-
pected.” However, once again, for simplicity we also
consider nursing home or in-home care costs over
$500 as unexpected.

Results

This discussion begins with the prevalence of un-
expected expenses, followed by predicted annual unex-
pected expenses, and household preparedness.

Probability of Unexpected Expenses

In any given year, 83 percent of all households will
experience some unexpected expense. In terms of the
type of expense, 60 percent of all households will face
a rainy day shock; 29 percent will have an unexpected
family-related expense; and 58 percent will confront
an unexpected healthcare expense (see Figure 1).

The most striking differences by household type
are by socioeconomic status (SES), particularly in-
come. As income rises, the prevalence of each type of
shock also rises (see Figure 2). For example, roughly
45 percent of the lowest-income households (less
than $50,000) face a rainy day or healthcare shock in

FIGURE 1. PERCENTAGE OF HOUSEHOLDS EXPERIENCING
UNEXPECTED EXPENSES PER YEAR
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Sources: Authors’ calculations using University of Michigan
HRS CAMS (2001-2019); RAND longitudinal HRS 2020v2;
and University of Michigan HRS (2000-2020).

a given year compared to roughly 80 percent of the
highest earners ($100,000+). This finding highlights
the fact that households have some control over when
and how much they spend. As noted above, those
with higher incomes are more likely to incur unex-
pected expenses on, say, home or car maintenance
when these needs arise, and they have the resources
to buy higher-end options."

F1GURE 2. PERCENTAGE OF HOUSEHOLDS EXPERIENCING
UNEXPECTED EXPENSES PER YEAR, BY INCOME
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Other SES measures, such as race/ethnicity and
marital status, show a similar pattern as income. Spe-
cifically, White households and married households
—who tend to have higher incomes — are more likely
to experience unexpected expenses relative to non-
White, divorced, or widowed households."* Beyond
the SES measures, we also considered variation in
spending by age among the 65+ population. Interest-
ingly, this analysis did not find substantial variation in
the likelihood of experiencing shocks.

For those households that do experience an un-
expected expense, average annual costs for all shocks
for the typical household are $7,100 per year. Broken
down by expense type, rainy day costs are $3,300 a
year; family-related expenses are $5,700, and health-
related costs are $4,100. While these numbers provide
some indication of typical costs when shocks occur,
they are less helpful for planning purposes because
not all households experience these expenses every
year. To obtain this more comprehensive measure, we
calculate predicted expenses that households would
face over their full retirement.

Predicted Unexpected Expenses

Predicted unexpected expenses can be interpreted
as the average annual smoothed expense across all
years in retirement. The average for all households
is $6,000 (see Figure 3). Healthcare is the largest ex-
pense category for the average retired household, and
it also varies less by income, likely because house-
holds are least likely to defer these costs.'*

Although unexpected expenses tend to increase
with income, the share of these expenses relative
to income tends to decrease for those with higher
income. The typical retired household is predicted to
spend 10 percent of annual income on unexpected
expenses (see Figure 4). These results suggest that
retirees should set aside at least 10 percent of their
annual income as emergency savings.'> The median
older household would therefore need 2.5 years’
worth of retirement income to cover all the unex-
pected expenses over a 25-year retirement (.10 x 25 =
2.5), although the full amount would not need to be
in a liquid account. These estimates are for average
unexpected expenses; for an assessment of how often
households might face expense shocks that are larger
than average, see the full paper.'®

F1GURE 3. AVERAGE PREDICTED UNEXPECTED EXPENSES
(ANNUAL), BY INCOME
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FIGURE 4. MEDIAN PREDICTED UNEXPECTED EXPENSES
(ANNUAL) AS A PERCENTAGE OF INCOME, BY INCOME
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Can Households Cover Unexpected
Expenses?

The results so far clearly show that unexpected ex-
penses are a real risk for retired households. The key
question is whether they are prepared to handle these
expenses. We compare our predicted unexpected
expenses for a typical year with how much cash and
retirement assets older households have on hand. The
results are discouraging; only 58 percent of all older
households have enough cash to cover their unexpect-
ed expenses for just a single year (see Figure 5). An
additional 16 percent of households could cover their
expense shocks for a year if they also tapped their
401(k)/IRA assets. However, that leaves 27 percent of
households unable to cover just one year of unexpect-
ed expenses, even after spending all their cash and
retirement assets.

F1GURE 5. PERCENTAGE OF HOUSEHOLDS THAT CAN
CovER ONE YEAR OF UNEXPECTED EXPENSES, BY INCOME
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Predictably, the results are more dire for vulner-
able SES groups. Only about a third of the lowest-
income households have enough cash for unexpected
expenses in a given year. The share is similar among
Black and Hispanic households and only about half of
single female and widowed households have enough
cash to cover one year of expense shocks. These
households also have limited non-cash assets.

Finally, covering expenses in a single average year
is a very low bar for gauging the ability to weather
emergency expenses. As shown earlier, households
face some unexpected spending in every year. Since
retirees have a limited ability to replenish their savings
through additional years of working, having as much
of these resources as possible at the beginning of
retirement is important for their financial security.!”

Conclusion

This brief summarizes a comprehensive analysis of
emergency spending needs, risks, and preparedness
for retired households. The results show that the
prevalence of unexpected expenses is widespread

for retirees. In a given year, 83 percent of all house-
holds will face at least one type of spending shock.
And these costs are significant. In an average year,
total unexpected expenses equal about 10 percent of
annual income for a typical retired household. For
planning purposes, then, households should consider
having at least 10 percent of their annual income in

a relatively liquid emergency savings account. Cur-
rently, only 60 percent of households have enough
cash to cover this level of unexpected expenses in a
typical year, which means they might have to liqui-
date other assets when shocks occur. The share with
enough cash drops to about 33 percent for Black and
Hispanic households and 50 percent for single female
and widowed households.

Overall, these findings suggest that unexpected ex-
penses could present a significant source of financial
stress that many older households may be unprepared
to handle. Programs that help delay Social Security
claiming, offer access to affordable long-term care
insurance and financial advice on draw-down strate-
gies, and increase use of Health Savings Accounts are
some of the policies and programs that can help older
adults manage unexpected expenses while also ensur-
ing income sufficiency in retirement.
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Endnotes
1 Rao and Chen (2026 forthcoming).
2 See John, Iwry, and Gale (2023) for an overview.

3 Grinstein-Weiss and Bufe (2020); Scott (2017); and
The Pew Charitable Trusts (2017).

4 See De Nardi, French, and Jones (2010, 2016);
Fahle, McGarry, and Skinner (2016); and French,
Jones, and McGee (2023).

5 Rappaport (2016).
6 The Pew Charitable Trusts (2017).

7 The Pew Charitable Trusts (2017). See also Rappa-
port (2016) for findings by socioeconomic group.

8 While the CAMS was first administered in 2001,
consumption categories were not consistent until
2005.

9 Hurd and Rohwedder (2006) show that the con-
sumption levels are roughly comparable in the CAMS
and the U.S. Bureau of Labor Statistics” Consumer
Expenditure Survey.

10 While some workers continue working after
claiming Social Security, earnings typically decline
fairly rapidly after claiming.

11 For more details on the methodology, see Rao and
Chen (2026 forthcoming).

12 Another reason is that income or liquidity con-
strained households may not simply defer such
spending — they may delay or forgo purchases alto-
gether.

13 Married households are more likely to experience
various forms of expense shocks largely because they
have a larger household size. Another SES metric —
education, which is strongly correlated with income
— also shows similar patterns as the others.

14 The predicted expense for married households is
double that for other households simply because mar-
ried households have more people. By age, predicted
expenses are relatively stable, but healthcare spending
takes up a slightly larger share of total unexpected
expenses as households get older.

15 These results are consistent with Farrell, Grieg,
and Yi (2019).

16 Rao and Chen (2026 forthcoming).

17 For details on the more comprehensive analysis
of risk and preparedness, see Rao and Chen (2026
forthcoming).
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