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Overview 

�  Financial Literacy Regarding a Complex Problem 
¡  “How much will you need to spend on out-of-pocket costs for 

health care during your retirement years.” 

¡  “Out-of-pocket costs are any expenses that you pay yourself.   In addition to 

any direct payments, these costs include insurance premiums for 
government programs and other health insurance plans. Out-of-pocket costs 

also cover deductibles and co-pays. Out-of-pocket costs do not include 

payments made on your behalf or reimbursed by government programs or 
other insurance plans. In all cases, we are asking about your own personal 

health care costs in retirement. Do not include health care costs of other 
members of your household. Unless otherwise indicated, please do not 

include in your estimates the cost of long-term residential health-care 

services (such as extended stays in nursing homes) or premiums for long-
term health care insurance.  Some questions ask for estimates about costs in 

the future. Please do not attempt to adjust your estimates to reflect price 
increases from overall inflation. Just make your estimates using the value of 

money today. 



Estimating Retiree Health Care Costs  

�  Key Sources of Additional Uncertainty 
¡  Personal Health Experience and Medical Needs 

¡  Unanticipated Inflation in Medical Costs 

¡  Policy Changes with Respect to Medicare and other Programs 

Life Expectancy 

Monthly Costs 

Final Year(s) of Life 



Structure of Paper 

�  Literature Review of Expert Views 

�  Survey from American Life Panel 

¡  1700+ responses from Eight 5-year Age Cohorts: 40 to 80 

¡  Background Questions on Health, Financial Sophistication and 

Life Expectancies 

¡  Three Treatments 

÷ A.  Three Simple Questions on Health Care Costs 

÷ B.  + Segmented Questions on Expected Insurance Coverage, 
Expected Premiums. Costs  at 65, 75, and 85. 

÷ C  + Anchoring from Expert Views on Life Expectancies, 
Premiums, Ratios of Total Costs to Premiums 

�  Modules on Risk Assessments/[Long Term Care] 
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Estimates Are Similar Across Treatments 



Less Variation Across Age Groups 



Sensitivity to Cost Growth with Aging 
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Lump Sum Estimates by  Treatment  
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Actual Lump Sum Versus “Implied Lump Sum” 



Lump Sum Estimates by Age Cohort 
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Lump Sum by Gender: M > F ! 



Lump Sum by Income: Wealth > Poor 



Lump Sum by Health: Excellent > Poor 



Lump Sum by Financial Sophistication: +/- 



Self-Reported Financial Sophistication 



Summary of Findings 

�  Expectations About Insurance Coverage Vary 

�  Expectations on Premiums Affected by Treatments 
and Narrows with Age 

�  Expectations on Total Costs Less Affected by 
Treatments but Also Narrow with Age , Rise in time  

�  Similar Results for Lump Sum Estimates 

�  Lump Sum Estimates Not Hyperbolically Discounted 

�  Variation in Estimates Not Consistently Associated 
With Most Common Correlations 

�  Responses on Risk Assessments Mixed, Understated 



Ambiguous Results on Risk  

�  Summary Results on Module One: Willingness to Pay 



Module Two: Concern About Risks 



Module Two: Assessment of Severity 





Further Research and Extensions 

�  Considerably More Work Can be Done in this Dataset 
¡  Controlling for different characteristics 

¡  Analyzing Long Term Care Estimates 

¡  Assessing Interactions with Insurance Coverage Expectations 

�  Better Coordination with Medical Cost Researchers 

�  Additional Work on Accuracy of Estimates on an 
Individual Basis; Mapping to Actual Savings Behavior 

�  Policy Implications from Apparent Misperceptions 

¡  Gender Differences 

¡  Implicit Negative Discount Rates on Many Lump Sum 
Estimates 

¡  Educational Efforts with Respect to Health, Policy Risks 
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