
 

 

Why Retirees Cut Back on Spending: A Growing Pessimism, It Seems 
 

Study finds people lose confidence in markets and their own finances as they age. So they 

stay frugal. 

By Anne Tergesen 

Retirement experts have been puzzling over a phenomenon where Americans in their 60s and 70s start to spend 

less just as many can afford to start enjoying their life’s savings. 

A new study sheds light on one possible reason why: As people age, they become more pessimistic about the 

stock market, the economy and their own finances. This psychological change can lead retirees to cut spending 

and plow most of their money into safe but low-yielding bonds, whether or not such decisions make economic 

sense. 

When it comes to finances, “our ability to reliably anticipate the future weakens as we age,” says study author 

Matt Fellowes, former chief executive of HelloWallet, a Morningstar Inc. subsidiary that helps employees 

manage their paychecks and workplace benefits. 

For the many Americans who haven’t saved enough for retirement, this tendency toward frugality isn’t 

necessarily a bad thing. 

But for those who have saved diligently, “they are not enjoying retirement in the way they should,” says Mr. 

Fellowes, who plans to launch an online financial advisory service aimed at people 50 and over this summer. 

Published Monday, May 15th, the study examined responses to the University of Michigan surveys of 

consumers from 1978 to 2014. The study found that in 2014, in comparison to people under 35, adults over 64 

were 30% to 40% less optimistic about their future financial health and the U.S. economy and stock market. 

This “optimism gap” persisted when Mr. Fellowes controlled for income, education and gender. 

The study also found that people spend less as they age—about 2.5% less, on average, in each successive year 

between 60 and 70 and by a greater percentage in later years. 

Other studies have detected similar patterns. For example, in a 2011 study, Rand Corp. researchers found that 

married couples with college degrees spend 23% less in inflation-adjusted terms at 84 than at 62. 

Some retirement experts argue that people may derive less enjoyment from spending in their later years. But 

Mr. Fellowes believes rising pessimism plays a significant role in driving the reduction in spending. 

“There is not enough data to officially link pessimism and spending reductions, but I’d be hard-pressed to 

conclude there is no relationship,” he says. “There is too much data that show that spending and consumer 

sentiment are linked.” 

Pessimism about money, he says, is closely related to risk aversion, which also rises with age. 



“We have known for a long time that people become more risk-averse as they age and for very good reason: 

They are progressively less able to earn an income from a job to cover unexpected expenses, which creates 

anxiety,” Mr. Fellowes says. 

Still, he adds, there is evidence that retirees can be overly pessimistic. 

According to the University of Michigan surveys, on average, people over 64 gave the U.S. stock market a 

better than 50% chance of rising in only one of the 12 years between 2002 and 2014. In contrast, younger 

respondents gave the market a better than even chance of appreciating in 10 out of those 12 years. The S&P 500 

stock index rose in all but two of those years. 

Moreover, while people spend less as they age, the average retiree who died in his or her 60s, 70s and 80s left 

roughly the same amount—about $300,000. (Those who died in their 90s left about $240,000.) Mr. Fellowes’s 

conclusions are that declining optimism “is generally not warranted”—and many people spend less than they 

could. 

Meir Statman, a finance professor at Santa Clara University in California, says people who have more than they 

need often find it hard to break the frugal habits that made them successful savers. 

“I have always been very mindful and careful with money,” Prof. Statman says of his own acumen at saving. 

“But at some point, you look at your balance and say, ‘What am I doing? There is no way for me to spend this 

money.’ You require permission from yourself” to spend it or give it away. 

To feel more comfortable spending a greater portion of your liquid assets, Prof. Statman recommends mentally 

reserving home equity for long-term care. “Equity in the house is often money parents assume will go for the 

kids. But if worse comes to worse and you get sick and require care,” you can always use it for yourself, he 

says. 

Mr. Fellowes—who was chief innovation officer at Morningstar and a fellow at the Brookings Institution—says 

people should be cautious when assessing their tolerance for investment risk. 

When a person goes to a financial planner, he says, one of the first things many do is assess risk tolerance with a 

questionnaire. But because people become more pessimistic as they age, it’s important to “be aware of this 

cognitive bias” and take a more nuanced approach to deciding how much to invest in stocks and bonds. 

Rather than think of your portfolio as one big pot of money, he recommends segmenting it. The money 

someone needs “to keep a roof over your head and keep the lights on” should be invested more conservatively 

than the rest. 


