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SAVINGS AND INVESTMENTS

Summary

By most indicators, the U.S. economy has been expanding at a healthy and solid pace, with
positive growth output and controlled inflation. The 2004-05 M acr oM onitor’ s report on
household savings and investments trends, however, reveal s the not-so-positive financial impact
that years of market volatility and industry misconduct have had on the average U.S. consumer.
Buffeted by sharp swingsin the financial markets—from the go-go markets of the 1990s to the
bursting of the market bubble in 2000, arecession in 2001, and now an uncertain so-so equity
market—U.S. households appear to be pulling back from owning various savings and investment
products.

Revelations of corporate malfeasance and the subsequent loss of trust in financia institutions
and professionals have led to signs of falling confidence and lowered risk tolerance in
consumer-investment behavior. (See aso the previously publishedINFORMATION AND
ADVICE section.) And despite questions about the sustainability of Social Security and worries
about running out of money at retirement, U.S. households have made no progress in their
retirement prospects. The overall incidence of owning retirement accounts among U.S.
households has remained flat in the past two years. Likewise, the median balance in households
retirement accounts has not improved during this period.

Key findings from the 2004-05 M acr oM onitor data about savings and investments include
the following:

» Savings products. Ownership of savings products experienced no growth, and incidences even
somewhat declined for CDs and money market accounts between 2002 and 2004. Education
savings plans (education savings accounts and 529 plans) likewise did not see increased
market penetration during this period.

— Incidence of owning money market accounts (money market deposit accounts and
money market mutual funds) fell 12% between 2002 and 2004 to less than one-quarter
of households (23%) in 2004.

— Ownership of CDs declined from 19% in 2002 to 16% in 2004.

— Withyields on savings products at an all-time low, savings-product owners have had no
incentive to increase the balances in their accounts. The median value of households
savingsin 2004 is $6,000—$1,000 lower than in 2002.

» Investment products. Incidences of owning various types of investment products outside of
retirement accounts have mostly declined from two years ago. The overall household
penetration of exposure to any type of security is down by 11% from 37% in 2002 to 33% in
2004. Reflecting the broad economic expansion and moderate returnsin the stock
market—after the brief recession in the early 2000s—the median market values of securities
owned by most household segments are higher now than they were two and four years ago.
The median for all U.S. households owning securities is $52,000, up by 30% from two years
ago. Nonetheless, consumers in 2004 have generally become less confident, less trusting, and
more risk averse.

— Ownership of mutual funds dropped to less than a quarter of U.S. households in 2004
(23%), from a high of 28% in 2002—a decline that may partly be attributable to the fund
share-trading scandal s that recently roiled the mutual fund industry.

— Incidences of exposure to different types of funds (index, value, global, balanced, and
asset allocation) are substantially higher now than two and four years ago. Ownership of
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bond mutual funds continues to increase as well, indicating a more diversified mutual
fund exposure among owners.

— Incidence of owning publicly traded stock fell dlightly, from 18% in 2002 to 15% in
2004, but the median value of public stock gained 39% during this period, to $25,000.
Not al household segments, however, shared in the overall gain, with beneficiaries
mostly concentrated among Y ounger Boomers and Generation X households—these
segments at least doubled the value of their holdings during this period.

— Overal household investment attitudes in 2004 indicate less willingness than in previous
years to take risk in the financial market. The percentage of households that view stocks
as agood long-term investment declined to 61% in 2004, from 67% in 2000. Four in ten
househol ds—compared to 45% four years ago—consider it wise to put some portion of
their savings in uninsured investments to gain a high yield. Just 27% are willing to take
substantial risksto realize substantial investment gainsin 2004. In 2000, 35% responded
similarly. In addition, almost half—compared to 43% in 2000—view the stock market as
too risky.

Figure 1
RISK ORIENTATION AMONG U.S. HOUSEHOLDS
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* Retirement products. The overall incidence of retirement accounts (excluding pension plans)
remained unchanged, at 58% of all U.S. households. No significant movements occurred
between 2002 and 2004 with regard to ownership of pension plans, IRAS/SEPs, and
salary-reduction plans (401(k), 403(b), or 457). Incidence of owning annuities, however, is
steadily increasing, albeit at arelatively low incidence: 10% of U.S. households own this
product in 2004, compared to 8% in 2002 and 6% in 2000. The median value of savingsin
retirement products in 2004 is down dlightly from in 2002—3$36,000, compared to
$38,000—but still higher than it was in 2000 ($31,000).
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Figure 2
INCIDENCES OF OWNING RETIREMENT PRODUCTS*
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— Retirement preparedness differs by household segments. Among the Age Cohorts, Older
Boomers maintain the highest median value in retirement savings in 2004: $76,000. The
gap in retirement savings among U.S. households is most evident by Socioeconomic
Level, with the median retirement savings of the most affluent households ($76,000 in
2004) more than seven times higher than those of households in the lowest income level
($10,000).

— Retirement attitudes have not significantly changed for U.S. households overall. The
level of concern that permeates households in 2004 is the same asin 2002. Almost seven
in ten households are concerned about having adequate income during retirement, about
six in ten households don’t know how much to save for retirement, and roughly half
expect to rely on Social Security for their retirement income.

* llliquid assets. The incidence of home ownership shows a steady increase, reaching almost
70% in 2004. Incidences of owning other real assets—such as businesses, other real estate,
vehicles, and tangible assets—show only minor changes from previous years.

— Although certain pockets of the country are experiencing double- or even triple-digit
growthsin the price of houses, the overall median market value of owned homes has
declined somewhat from $120,000 in 2002 to $110,000 in 2004. And with low interest
rates encouraging many homeowners to refinance or trade up to bigger houses, the
median value of equity now in primary residences has also decreased, from $65,000 to
$61,000 during this same period.

— Reflecting the booming market in the purchase of second homes or rentals, the median
value of other real estate has been rising—$85,000 in 2004, which is 31% higher than
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the median in 2000, $65,000. Y ounger and Older Boomers have been the most active
Age Cohort segments in the purchase of other real estate.

— Morethan 16 million households (13%) report owning a business or professional
practice in 2004, continuing an upward trend from 12 million in 2000 and 13.5 million
in 2002. The percentage of owner households having a business or professional practice
with a positive value has declined somewhat, to 82% in 2004 from 87% in 2002, but
remains higher than it wasin 2000 (69%).
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