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SECURING RETIREMENT COVERAGE FOR
FUTURE GENERATIONS

Thursday, November 8, 2007
U.S. House of Representatives
Subcommittee on Health, Employment, Labor and Pensions
Committee on Education and Labor
Washington, DC

The subcommittee met, pursuant to call, at 10:01 a.m., in room
2175, Rayburn House Office Building, Hon. Robert Andrews [chair-
man of the subcommittee] presiding.

Present: Representatives Andrews, McCarthy, Tierney, Wu, Holt,
Loebsack, Courtney, and Kline.

Staff present: Aaron Albright, Press Secretary; Tylease Alli,
Hearing Clerk; Carlos Fenwick, Policy Advisor for Subcommittee
on Health, Employment, Labor and Pensions; Jeffrey Hancuff, Staff
Assistant, Labor; Rachel Racusen, Deputy Communications Direc-
tor; Michele Varnhagen, Labor Policy Director; Robert Borden, Mi-
nority General Counsel; Cameron Coursen, Minority Assistant
Communications Director; Ed Gilroy, Minority Director of Work-
force Policy; Rob Gregg, Minority Legislative Assistant; Alexa
Marrero, Minority Communications Director; Jim Paretti, Minority
Workforce Policy Counsel; and Ken Serafin, Minority Professional
Staff Member.

1Chairman ANDREWS [presiding]. Good morning, ladies and gen-
tlemen.

We would like to thank the witnesses for their attendance and
thank the members of the public and the press for their attend-
ance, and we look forward to a very vigorous discussion this morn-
ing. I would like to thank my friend, the ranking member from
Minnesota, Mr. Kline, for his participation, also.

I have become, because of my daughter’s involvement as an ac-
tress—I have a 13-year-old daughter who is an actress—a fan of
musical theater, and my daughter spent a year on the national
tour of the Broadway show “Oliver,” and she is in it again playing
a role this fall, and there is a great scene in “Oliver.” Fagan is the
leader of a den of thieves. Some would say the House of Represent-
atives sometimes resembles that, but I disagree.

But Fagan is the leader of a den of thieves, of boys. They are
pickpockets. And Fagan is an abandoned sort of lonely old man,
and there is a great scene where he pulls out, when the boys are
sleeping, a treasure box that has in it a bunch of jewels, and these
are the main scores that Fagan’s been able to get in his life as a
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bandit and a thief, and he refers to the jewels as his pension. He
says that this is what is going to carry him through his old age
when he is abandoned in his old age.

And, of course, I will not spoil the end of the story, but some-
thing happens to the jewels at the end of the story.

Doing what I do for a living, when I watch this scene, I, of
course, think of ERISA, and I think about the fact that we have
moved somewhat beyond the Dickens era, where the way you pro-
vided for yourself in your old age was to horde something away and
hope you could hang on to it, hopefully toward a more progressive
era, where an intelligent social contract between employers and
employees yields a safe and secure and reliable source of income
in one’s retirement age.

I view the ERISA law as a success, not a perfect success, but as
a significant success since its enactment in 1974. Measured on the
scale of reliability and security of pension assets, it is an over-
whelming success. Failures of pension plans are so rare that they
are extremely newsworthy if and when they happen, and that is a
testament to the authors of that law and even more so a testament
to the integrity and skill of men and women across the country who
serve as trustees, as fiduciaries, as professionals and others who
work for plans. The law works.

Where I do think we have had a shortfall is the 69 million Amer-
icans who work for a living and have no pension at all. Now I do
not think that is the fault of the ERISA statute. I think it is be-
cause it is not an issue that was thoroughly contemplated in 1974
and since then. It is an issue that is long overdue in contemplation.

In 1999 when I was privileged to serve as the ranking member
of the subcommittee, then-Congressman Major Owens and I—he at
the time was the ranking member of the Labor Standards Sub-
committee—asked for a GAO report on the number of people with-
out a pension, and that number, as I said, came through at about
69 million people. There is reason to believe that that number has
grown since then because of various dynamics in the economy.

This is a problem, I think, on two levels.

The first, it is a problem, obviously, for the worker who has
worked for many, many years and does not have sufficient income
to carry himself or herself through retirement age.

This problem becomes especially acute when one thinks about
the glorious advent of longer life expectancy in our country. We can
reasonably expect that many of our younger workers will live well
into their 80s and perhaps their 90s, which is very, very good, but
it does raise the issue of needing more income to stretch oneself be-
yond one’s full-time working years.

So there is sort of a ticking time bomb where the baby boom gen-
eration in particular will begin to retire, as it has now, and many,
many members of that generation will have no retirement income
other than their Social Security check, and that is a very precar-
ious financial position in which to find oneself. There is, obviously,
that implication.

The second implication is more societal and systemic, and I make
this prediction with no criticism either of Republican or Democratic
Parties. I make it with an eye toward the way things work in poli-
tics. If we continue to have tens of millions of Americans with no
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private pension, I think the day is coming when they will retire,
they will notice that their Social Security check keeps them at or
below the poverty level, and they will be very unhappy about that.

And there will be a political movement to blame the government,
and the political movement will say that it is the government’s
fault that people do not have this nest egg or security that they
ought to have, and the remedy, of course, will be to increase Social
Security benefits, and my fear is that the two parties will get into
a bidding war as to see who can increase Social Security benefits
fastest for the highest number of people.

This would be precisely the wrong prescription for Social Secu-
rity, given its own fiscal standing. I think that we have a strong
societal interest in alleviating or at least reducing this problem by
expanding the number of working Americans who have a private
pension. So the pressure on their incomes is lessened by the exist-
ence of that private pension.

The purpose of today’s hearing, which I hope will be the first in
a series of serious inquiries into this question, is what good ideas
people have to dealing with the needs of the 69 million Americans
or more who do not have a private pension. I come to this hearing
with no bias, no preconceived notion of what the right answer is.
I am frankly not eager to rule anything out or to say that anything
must be included.

The only quasi-bias that I have is I do think that an employer-
based pension system has a lot to recommend it. I do not think an
employer-based system should be the sole means of retirement sav-
ing by any stretch of the imagination, but I do think history has
shown us, particularly since 1974, that a retirement system based
on the employer-employee relationship works. It is stable, it is
sound, it is well managed, and although, again, I would not rule
out other possibilities, my initial inclination is to try to build a sys-
tem for the 69 million people who have no pension that relies heav-
ily upon that employer-employee model.

So the ground rules for today are there are no ground rules. We
are interested in hearing what everyone thinks about this broad
question. The committee would like to follow up on this inquiry
with further inquiries which I hope will grow out of this. At this
time, I would like to turn to my friend from Minnesota for his
opening statement.

[The statement of Mr. Andrews follows:]

Prepared Statement of Hon. Robert E. Andrews, Chairman, Subcommittee
on Health, Employment, Labor, and Pensions

In 2000, under the leadership of the distinguished Minority Leader, Mr. Boehner,
this subcommittee held a hearing on improving pension coverage for American
workers. Unfortunately, almost seven years later, the number of working Americans
without a pension remains unchanged.

Today, over 75 million working Americans continue without a retirement plan.
Until recently, retirees with pension benefits received a defined benefit plan. Al-
though many public sector workers continue to enjoy the benefits of a defined ben-
efit plan, many private sector workers must rely on a defined contribution plan for
their retirement.

Moreover, Americans working for a small employer are less likely to have access
to any type of retirement plan. Understandably, many small businesses find it
unaffordable to implement and maintain such a plan.

I am gravely concerned with the potential crisis we may face in the next few dec-
ades with retirement savings. Retirement participation in employer-sponsored plans
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is on the decline and over 80 million baby boomers are quickly approaching retire-
ment with about half of them not adequately prepared for retirement. Coupled with
over 69 million working Americans without access to a pension plan, the need for
action is imperative.

The experts before us today will hopefully provide us with viable solutions to ad-
dress this concern. I look forward to examining each of their proposals today and
thank them for their testimony.

Mr. KLINE. Thank you, Mr. Chairman.

I want to thank the witnesses for being here. This is truly a dis-
tinguished panel of experts, and they have a lot more to offer, I am
certain, than my musings. So I will ask unanimous consent to sub-
mit my prepared statement for the record and just make a couple
of comments.

[The statement of Mr. Kline follows:]

Prepared Statement of Hon. John Kline, Ranking Republican Member,
Subcommittee on Health, Employment, Labor, and Pensions

Good morning, Mr. Chairman, and welcome to each of our witnesses.

Last year, this Committee took the lead in enacting the most comprehensive re-
form of our nation’s pension laws in more than three decades. The Pension Protec-
tion Act of 2006 embodied sweeping reform of these laws on every level. We
strengthened funding requirements for defined benefit pension plans to ensure that
plan sponsors were meeting their obligations to workers and retirees. We reformed
the multiemployer pension plan system to ensure that these plans remain stable
and viable for the millions of Americans who rely or will rely on them. We greatly
enhanced pension plan financial disclosure requirements to participants, and mod-
ernized our defined contribution pension plan system to foster greater retirement
savings. And we helped shield taxpayers from the possibility of a multi-billion dollar
bailout by the federal Pension Benefit Guaranty Corporation.

The Pension Protection Act fixed broken pension rules that no longer served the
workers who count on their retirement savings being there for them when they need
it, and represented a major victory for American workers, retirees, and taxpayers.
The fact that we were able to do it in a bipartisan way—with 76 Democrats sup-
porting the bill, and in an election year, no less—demonstrated the critical nature
of this issue.

Of particular relevance to today’s hearing were provisions we included in the Pen-
sion Protection Act to ensure that Americans have greater opportunities to save for
their retirement. These automatic enrollment provisions have encouraged employers
to automatically enroll workers in defined contribution pension plans, while pre-
serving for workers the choice to opt-out of them. These alone represent a giant leap
forward for increasing our nation’s savings rate and retirement security for workers.

The Pension Protection Act represented an enormous step toward moving our na-
tion’s pension system into the 21st Century. That said, there are few who would
argue that our nation’s retirement security is where it should be, or that more can-
not be done to preserve and build on our voluntary, employer-based retirement sys-
tem. I look forward to hearing suggestions this morning from the range of excellent
witnesses before us.

Before we get into the details of testimony, I would stress one point. As we will
hear today, our nation’s voluntary employer-based pension system is very much a
story of success. Is it perfect? Nothing is. Is there room for improvement? I'm sure
of it. But a fundamental principle must be that any further reforms we examine or
undertake must first “do no harm.” By that I mean to say that we would be doing
our nation’s workers a tremendous disservice if we adopt policies that “break” the
parts that are not broken.

Finally, I'd offer a historical note. The Pension Protection Act we passed last year
was the culmination of years of legislative preparation, hearings in our committee
and in others, and a steady evolution of proposals, ideas, and language. As reflected
in the overwhelming support this bipartisan bill enjoyed, the final product rep-
resented a careful balancing of the interest of various stakeholders and supporters,
and most important, the interests of participants, workers, and beneficiaries. I hope
that as we continue our examination of retirement security issues, and particularly
as we contemplate future changes, we adhere to that model of thoughtful delibera-
tion.
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With that in mind, I look forward to today’s hearing, and the testimony of our
witnesses as to their views on what next steps we can take to further retirement
security for all Americans. I welcome them and yield back my time.

Mr. KLINE. One, we worked very, very hard on a thing called the
Pension Protection Act. We brought stakeholders in. If we did not
bring them in, they came in anyway, and they worked together.
And we put together a pretty good package that addressed defined
benefit plans, multi-employer plans, defined contribution plans. We
looked to protect the PBGC and the taxpayer. This was a very big,
long collaborative effort.

And so, as we look to improve the situation, I would ask that we
be very, very careful here to do no harm, that we do not inadvert-
ently pull a thread on ERISA that leaves over half of Americans
who get their health insurance now under ERISA out in the cold,
that we be careful on pulling these threads as we look to make
things better and stronger.

I agree completely with my good friend and colleague, the chair-
man, that we do not want to move the wrong direction in Social
Security and put an ever-larger burden on that system which is al-
ready financially in some peril.

So the experts are here. I look forward to hearing what you have
to say.

And with that, I will yield back.

Chairman ANDREWS. Thank you, Mr. Kline.

I would like to proceed to the panel. We have received and read
your written statements. They will, without objection, be made a
part of the record. We would ask each of you to give us a 5-minute
synopsis of your testimony so we can get to questions from the
members.

I am going to also remind the witnesses about the way our light-
ing system works. Many of you have testified here before, so you
know. The green light means you are on, the yellow light means
you have 1 minute, and we would like you to wrap up your testi-
mony at that point, and the red light means we would ask you to
stop so we can move on to the next person.

Michael Calabrese is managing director of the Retirement Secu-
rity Project and vice president of the New America Foundation. He
has previously served as general counsel of the Congressional Joint
Economic Committee, as pension and benefits counsel at the na-
tional AFL-CIO, and as director of domestic policy programs at the
Center for National Policy. Mr. Calabrese is an attorney and grad-
uate of Stanford Business and Law Schools where he completed the
joint JD-MBA program in 1984. He received his bachelor’s in eco-
nomics and government from Harvard College in 1979.

Welcome, Mr. Calabrese.

Lynn Dudley is vice president for retirement policy for the Amer-
ican Benefits Council. Prior to joining the council, Lynn was a legal
consultant for Sungard Employee Benefits Systems in Birmingham,
Alabama. In addition, she was engaged in the private practice of
law for several years with the firm of Berkowitz, Lefkovitz, Isom
and Kushner of Birmingham. After earning her undergraduate de-
gree at Vanderbilt University, Lynn received an LLM in taxation
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from the University of Florida in 1983 and a law degree from Cum-
berland School of Law at Samford University in 1982.

Lynn, it is good to see you this morning.

Mark Iwry is principal of the Retirement Security Project, a non-
resident senior fellow at the Brookings Institution and a research
professor at Georgetown University. Mr. Iwry is a graduate of Har-
vard College and Harvard Law School, has a master’s degree from
Harvard’s Kennedy School of Government, and is a fellow of the
American College of Employee Benefits Council and is a member
of the bar of the United States Supreme Court.

Welcome. Glad to have you with us.

David John, welcome. Glad to have you here this morning.

He is a senior research fellow at the Heritage Foundation. Mr.
John serves as Heritage’s lead analyst on issues relating to pen-
sions, financial institutions, asset building and Social Security re-
form. Mr. John also serves as managing director of the Retirement
Security Project, a Pew Charitable Trust-funded joint effort at
Georgetown University and the Brookings Institution.

Welcome, Mr. John.

Dr. Pamela Perun is testifying on behalf of the Aspen Institute.
She is a lawyer, psychologist and expert on retirement income pol-
icy issues. I am sure being a lawyer and a psychologist are useful
tools in either profession. I said that on Mr. Kline’s proxy there.
She received a JD from the University of California at Berkeley,
a Ph.D. in human development from the University of Chicago and
a BA from Wellesley College. She has practiced employee benefits
law in Boston and in Washington and has held research positions
at Duke University, Wellesley College and the Harvard University
Medical School.

Doctor, welcome.

Michael Stapley is chair of the Task Force on a New Benefit
Platform and serves as a member of the Health Policy Committee,
the Medicare Task Force for the ERISA Industry Committee,
ERIC, and is a member of ERIC’s board of directors. He is presi-
dent and chief executive officer of the Deseret Mutual Insurance
Company and Deseret Mutual Benefits Administrators. He earned
a BA in political science in 1969 from Brigham Young University,
a master’s of public administration in 1972 from the Institute of
Public Management at Brigham Young University.

Welcome. Nice to have you with us.

And finally, last but not least, Professor Norman Stein received
his BA in 1973 from New College in Sarasota, Florida, and his JD
in 1978 from Duke University where he was elected to the Order
of the Coif, which is not a hairdressing society. It is actually the
legal honors society. I am a member. That is how I know this.

But Professor Stein is a member of the advisory panel of the
BNA Pension Reporter, has served as counsel to the American As-
sociation of Retired Persons in several pension cases, was a con-
sultant to the GAO, taught in the IRS general counsel’s continuing
education program, has testified before Congress on pension issues
and has been chair of the employee benefits section of the Amer-
ican Association of Law Schools and teaching employee benefits
subcommittee of the American Bar Association.
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As Mr. Kline said, truly a distinguished panel. We are very
happy to have you with us.
And, Mr. Calabrese, we would ask you to start.

STATEMENT OF MICHAEL CALABRESE, VICE PRESIDENT, NEW
AMERICA FOUNDATION

Mr. CALABRESE. Good morning, Mr. Chairman and members of
the committee. Thank you for inviting me to testify today.

I should also mention in addition to that flattering introduction
that I served also as co-chairman of the Conversation on Coverage
working group on individual and defined-contribution saving re-
form, which was a different working group than Norm co-chaired.

Today’s employer-sponsored pension system works very well for
workers who have consistent access to a plan and who choose to
save. Our 401(k) system facilitates savings as well as it does for
two key reasons.

First, 401(k)s provide powerful saving incentives, typically both
matching contributions by employers and federal tax breaks, which
are particularly valuable to higher income taxpayers.

A second reason is infrastructure. Employer-sponsored plans pro-
vide the convenience, discipline, and protection of automatic payroll
deduction and professional investment management at relatively
low cost. These two key features, matching contributions and infra-
structure for automatic saving, is what needs to be extended to all
Americans, to those 69 million—actually, probably closer to 75 mil-
lion—workers that the chairman mentioned.

Unfortunately, employer-sponsored plans cover fewer than half of
all workers. A steadily declining minority of American adults are
participating in any retirement plan. Since I first proposed a uni-
versal 401(k) system in testimony before this subcommittee 7 years
ago in September 2000, participation in private employer plans has
fallen by another four million the lowest level in more than 30
years. Only 43 percent of all private-sector workers participated in
an employer plan last year, a striking decline from the 50.3 percent
participation rate in 2000.

The solution, I believe, is a universal 401(k) plan that gives every
worker access to an automatic, professionally administered retire-
ment saving plan and to a portable individual career account. De-
signed well, a universal 401(k) plan will supplement and strength-
en the existing private pension system, not supplant it.

Some analysts say, “Well, why doesn’t that other 57 percent of
the workforce go out and open an IRA and make regular saving de-
posits on their own?” The answer, of course, rests in part on human
nature and in part on public policy choices. It is not primarily eligi-
bility for an individual savings account that spurs participation,
but rather what I call the three I’'s—incentives, infrastructure and
inertia.

A universal 401(k) would recast federal pension policy by adding
each of those three components.

First, incentives: Federal tax expenditures for retirement saving
exceed $135 billion each year, yet by relying on deductions instead
of credits, only a fragment of that spending goes to encourage mid-
dle-to lower-wage workers who find it most difficult to save.
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We need a tax incentive for saving that is more inclusive and po-
tent. This can be done by expanding the saver’s credit, making it
a refundable matching contribution that is directly deposited into
the worker’s account rather than rebated.

Second, we need infrastructure. We need an account-based infra-
structure that enables every worker to save by automatic payroll
deduction into a simple, low-cost, portable and professionally in-
vested account.

The third ingredient is inertia. We need to harness human na-
ture with default options that convert myopia into positive inertia.
We should simply require that the default options for retirement
saving be automatic enrollment, automatic escalation, automatic
payroll deduction, automatic asset allocation and automatic
annuitization.

A universal 401(k) system can extend the most proven, effective
features of employer-sponsored plans to all Americans. Eligibility
should be open to all workers not participating in their employer
plan, including recent hires and part-time employees. All workers
not participating in a qualified employer plan should be automati-
cally enrolled and contribute by payroll deduction, although an in-
dividual could opt out and choose not to save.

I would like to close by focusing on the first and most critical
building block for this vision, which is infrastructure.

Enrollment and access to payroll

Chairman ANDREWS. Mr. Calabrese, can we just ask you to very
briefly summarize here that first point, okay?

Mr. CALABRESE. Okay. Right. Okay.

And, essentially, it is that this infrastructure has two essential
pieces, easy access to automatic payroll withholding and a central
clearinghouse to receive the deposits and manage very low-cost in-
vestment accounts, and so, along those lines, I would commend to
you the Automatic IRA Act of 2007 introduced in the House by
Representatives Richard Neal and Phil English, although we be-
lieve the limits are too low. It is a critical next step.

[The statement of Mr. Calabrese follows:]

Prepared Statement of Michael Calabrese, Vice President and Co-Director,
Next Social Contract Initiative, New America Foundation

Thank you, Mr. Chairman and members of the Committee, for this opportunity
to testify today. I am Vice President of the New America Foundation, a nonpartisan
policy institute here in Washington. I co-direct New America’s Next Social Contract
Initiative, which focuses on updating the nation’s policy framework for promoting
the basic economic security of workers and their families, particularly with respect
to health insurance, retirement saving, income security and access to higher edu-
cation.

I also served as co-chairman—with John Kimpel, former deputy general counsel
at Fidelity Investments—of the Conversation on Coverage Working Group on indi-
vidual, defined-contribution saving reform. That diverse Working Group developed
a universal “Retirement Investment Account” proposal that is very similar to New
America’s Universal 401(k) plan that I describe in my testimony today.

With over $12 trillion in assets, traditional pension trusts and 401(k)-style saving
plans account for the vast majority of financial assets accumulated by households
in recent years. For those with access, America’s employer-based private pension
system provides powerful saving incentives—both tax breaks and employer contribu-
tions—as well as the convenience and discipline of automatic payroll deduction.

Unfortunately, employer-sponsored plans cover fewer than half of all workers.
America’s real retirement security crisis is not Social Security solvency, nor even the
many big companies freezing their traditional pension plans. The larger problem is
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that a steadily declining minority of American adults are participating in any retire-
ment plan—whether pension or 401(k) plans or Individual Retirement Accounts
(IRAs). Participation in employer plans peaked back in the late 1970s. Since I first
proposed this Universal 401(k) reform in testimony before the Subcommittee back
in September 2000, participation in private employer plans has fallen by 4 million
to what appears to be the lowest level in more than 30 years.

SHARES OF U.S. RETIREMENT INCOME BY SOURCE, POPULATION 65 AND OVER, 2004

TOP TWO INCOME QUINTILES (HIGHEST 40%) BOTTOM TWO INCOME QUINTILES (LOWEST 40%)
2.40% 5.25% 3.05%
Other (incl. Public Assistance) Pensions  Assets
13.10% 5752"’;",";‘"‘“ ;
Assets incl. Public Assistance;
- 27.90%

/_ 2.00%

Eamings

Earnings

P

23.45%
Pensions

3320 83.00%
Social Security Sacial Security

Only 43.2 percent of all private-sector workers participated in an employer-spon-
sored retirement plan in 2006, a striking decline from the 50.3 percent participation
rate in 2000, according to a recently updated Congressional Research Service (CRS).
Only 54 percent of older workers (aged 45 to 64) participate in a retirement plan.
The percentage of private sector workers whose employer even sponsors a plan
(whether or not they are eligible or participate) has fallen steadily to 57 percent in
2006.

One result is that fewer than 55 percent of today’s older workers, those aged 47
to 64, are on track to replace even half of their pre-retirement standard of living
during retirement, based on projections using the Federal Reserve’s Survey of Con-
sumer Finances. SCF data indicate that even among workers and families with a
defined contribution account (including 401(k)s, IRAs or Keoghs), the median bal-
ance is $25,000—and less than $10,000 for households with incomes below $50,000.

As a nation, we are saving too little and not doing enough to give lower-paid
workers the combination of opportunity and security they need to cope with accel-
erating economic and technological change. A projected 40 percent of today’s baby
boomers are likely to depend almost completely on Social Security’s poverty-level
benefit after age 70, just as today’s lower-income seniors do today (see chart above).
We need to facilitate pension portability while simultaneously shifting the burden
of subsidizing basic benefits from American business to society as a whole.

The solution is a Universal 401(k) plan that gives every worker access to an auto-
matic, professionally administered retirement saving plan—what I call an Indi-
vidual Career Account (ICA). The plan would supplement, not supplant, the existing
private pension system.

Individual Career Accounts: A Universal 401(k)

Today’s private pension system works well for those workers who have consistent
access to a plan and choose to save. One big reason retirement plans are effective
in generating saving is the powerful incentives provided by immediate tax deduc-
tions and employer matching contributions. Another reason is infrastructure: em-
ployer-sponsored plans create the positive inertia of automatic payroll deductions
while also managing the complexities of investment management at relatively low
cost. These two key attributes—incentives and an infrastructure for automatic sav-
ing—is what needs to be replicated for all Americans.

Every working American needs access to both a potent tax incentive to save and
automatic payroll deduction into a portable, professionally-managed account wheth-
er or not his current employer sponsors a retirement plan. The fact that so few
workers save regularly in IRAs reinforces what demonstration projects in asset-
building among low-income families have found: it is not primarily access to a sav-
ings account that spurs participation, but the three “I's” Incentives, Infrastructure,
and Inertia.

A Universal 401(k) would recast federal pension policy by adding:
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e A tax incentive for saving that is more inclusive—and potent—by expanding the
Savers Credit, making it refundable and directly deposited into an ICA.

e An account-based infrastructure that is citizen-based, rather than strictly em-
ployer-based, yet enables every worker to save by automatic payroll deduction.

e Default options that convert myopia into positive inertia, through automatic en-
rollment, automatic escalation, automatic payroll deduction, automatic asset alloca-
tion, and automatic annuitization.

Under a Universal 401(k) plan with these three key attributes, all workers not
participating in an employer plan, including recent hires and part-time employees,
would be automatically enrolled and contribute by payroll deduction, although an
individual could opt out and choose not to save. The government would match vol-
untary contributions by workers and their employers with refundable tax credits de-
posited directly into the worker’s account. Workers participating in their employer’s
plan would receive stronger tax incentives to save, but otherwise see no difference.
Contributions for workers not participating in an employer plan would be forwarded
to a federally-chartered clearinghouse, which would manage small accounts at low
cost and could even convert account balances into guaranteed income for life at re-
tirement. Individuals could maintain the account throughout their careers, since it
would remain open as they moved from job to job. This supplemental system would
make saving easier, automatic, and fair.

The Limitations of America’s Employer-Based Pension System

When the landmark Employee Retirement Security Act (ERISA) became law in
1974, its fiduciary, funding, vesting and other provisions were designed to perfect
what was then a system of employer-sponsored defined-benefit (DB) pensions. From
1945 to the late 1970s, the percentage of private-sector workers covered by pension
plans grew rapidly from 20 percent to just above 50 percent. Employers made all
the contributions and shouldered all the investment risk, managing pooled trusts
subject to government oversight at relatively low costs. Workers—at least those who
clocked more than 20 hours per week—were automatically covered and received, at
retirement, guaranteed monthly income for life.

This industrial-era system was based on assumptions of career-long job tenure,
stable corporate structures, pressure from strong unions, and large doses of em-
ployer paternalism—conditions that have been eroding as steadily over the past two
decades as the prevalence of DB plans. Since the first 401(k) plan emerged out of
an unintended tax loophole in 1981, the number of U.S. firms with DB plans has
plunged from 100,000 to fewer than 30,000 now. Today, we are a 401(k) nation.
More than 60 percent of private-sector workers lucky enough to have any pension
benefit work at firms that sponsor only a 401(k)-type contribution plan.

This shift makes perfect sense from the perspective of employers who face in-
creased health benefit costs, more intense competition, less pressure from unions,
more corporate volatility, shorter job tenures and a desire to appeal to younger
workers who don’t expect to remain until retirement. But although 401(k)s are less
expensive and risky to employers, there has been no great increase in plan sponsor-
ship among smaller firms—and a distinct decline in participation among workers at
every income level, particularly middle-to-low earners, compared to the automatic
inclusion that characterized traditional DB plans. Clearly the nation needs a new
approach to promoting retirement saving that can offer the best features of private
sector 401(k)s to all workers lacking coverage.

What Is Needed

A renewed and updated effort to facilitate saving and retirement security for all
Americans should be designed to address the following unmet needs:

Improve individual retirement security.

More than 75 million American workers do not participate in a tax-subsidized,
payroll deduction saving plan—and therefore they tend to save very little for retire-
ment. While participation is slightly higher among full-time workers (49 percent),
participation rates are also strikingly lower among workers who are low-income,
young, work part-time, or work at small firms. Approximately 85 percent of Ameri-
cans without a pension benefit at work shared one or more of these four characteris-
tics, according to a General Accounting Office study. Whereas 63 percent of full-time
workers at firms with more than 100 employees participate in retirement plans,
that rate sinks to 42.6 percent at firms with fewer than 100 employees, and it
p}unges to 23 percent at firms employing fewer than 25, according to a CRS analysis
0

Current Population Survey data. Rising numbers of part-time and contingent
workers are even less likely to be offered coverage. Only 23.3 of part-time workers
participated in private sector plans in 2006, according to CRS.
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A similarly striking disparity in pension participation occurs at different income
levels—and not primarily because low-income workers choose to save in 401(k) plans
at lower rates. In 2006, whereas 71 percent of full-time private sector workers in
the top quartile by earnings worked at a firm offering pension coverage, among
workers in the lowest-earning quartile, only 36.6 percent worked at a firm spon-
soring a retirement plan. Even in the second earnings quartile, only 56 percent
worked at a firm that sponsored a plan.

Too many individuals and families are headed toward retirement age with little
more than Social Security’s safety net. A great deal of the opposition to partial pri-
vatization of Social Security undoubtedly related to the average citizen’s keen
awareness of how many elderly desperately depend on the program’s meager but
guaranteed (and inflation-adjusted) monthly payment. More than a third of Ameri-
cans over age 65 rely on Social Security’s poverty-level benefit for 90 percent or
more of their income—a dependency ratio that is even higher for widows and un-
likely to improve for the baby boomer generation, according to government projec-
tions.

Boost national saving and investment. Despite the fact that baby boomers—the
largest segment of the adult population—are in their prime saving years, the per-
sonal saving rate actually turned negative during 2005 for the first time since 1933,
during the Great Depression, and has averaged less than one-half of one percent
(0.48 percent) over the past eight quarters. If we truly want to promote national
saving, reduce dependency on social insurance, and create an inclusive “ownership
society,” we will need new mechanisms that extend the advantages of private pen-
sions to everyone. After all, accounted for the vast majority of net new personal sav-
ing in recent years. Among households with an IRA or 401(k)-type plan, which are
more affluent on average, retirement account balances represented 62.5 percent of
their total financial assets, according to an EBRI analysis of the 2004 Survey of
Consumer Finances.

Personal Saving as a Percentage of Disposable Personal Income
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Not surprisingly, pension participation is lowest among workers whose savings
would truly add to net national saving: workers who earn less than the median
wage. While the affluent can respond to tax incentives for saving by shifting rather
than actually increasing their net saving effort, households that would not otherwise
save genenew national saving. Indeed, a majority of middle-to-low-income house-
holds are not responding to current incentives. Among the bottom 60 percent of all
workers by income—those earning less than $40,000—only about a third (36 per-
cent) participemployer plans, according to the Congressional Budget Office.
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Participaticn in Retirement Plans by Annual Earnings
(Private-sector wage and salary workers, ages 25 to 64, employed year-round, full-time)
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We might at least expect the workers lucky enough to participate in 401(k)-type
plans to be accumulating significant savings. Among the subset of high-tax-bracket
earners with steady access to a 401(k), this is the case. But participation rates in
the bottom two quintiles of the earning distribution are far lower, and the average
account balance ibelow $10,000 for this group. One reason for the low participation
rates and accumulations is that even if a worker has coverage today, he or she may
not to a plan next year in a new job. Even if the new employer sponsors a plan,
new hires are not eligible to participate for at least one year. The result is gaps in
coverage. What is needed is a seamless, lifelong saving system.

Stronger tax incentives for saving. Even when lower-wage workers have con-
sistent access to an employer plan, the tax incentives for saving are upside-down.
The tax break for retirement saving is one of Washington’s most expensive pro-
grams, costing a projected $134 billion in uncollected federal tax revenue in fiscal
2007 alone, according to Joint Tax Committee estimates. Yet at least 70 percent of
those tax subsidies for retirement saving goes to the most affluent 20 percent of tax-
payers—and virtually none (3 percent) goes to encourage saving by the lowest-earn-
ing 40 percent. The reason is simple but too often overlooked even by liberal policy-
makers: a program subsidized by tax deductions, as opposed to refundable tax cred-
its, is highly regressive.

Qualified retirement saving today reduces taxable income, a deduction that is
worth 35 cents on the dollar to high-bracket taxpayers who need little incentive to
save. In contrast, a tax deduction for saving is worth zero to the more than 40 mil-
lion low-earning taxpayers who have payroll tax liability, but who don’t have any
income tax liability to offset. Even median-income families in the 10 and 15 percent
income tax brackets receive a weak subsidy compared to the 35 percent subsidy rate
that applies to those earning over $200,000 a year. In contrast, the effect on higher-
income workers—who would likely save anyway—is primarily a shifting of assets
from taxable to tax-deferred accounts.
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Share of Current Law Tax Benefits for Contributions
to DC Pensions & IRAs in 2007
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As the chart just below indicates, the fact that the revenue loss from federal tax
deductions for retirement savings now actually exceeds net new personal saving
suggests that the current tax expenditure is highly inefficient and needs to be retar-
geted at low-to-middle-income earners who are not saving (and whose new saving
would therefore add to net national saving, as well as boost their retirement income
adequacy).

The most effective way to target a saving subsidy using the tax code is through
a credit, which directly reduces taxes due. In fact, the Saver’s Credit, made perma-
nent last year in the Pension Protection Act, creates this incentive and could be
used as the matching incentive for a Universal 401(k). Unfortunately, because the
current Savers Credit is limited to very low-income taxpayers with income tax liabil-
ities to offset, it fails to provide a meaningful saving incentive to most workers and
families who need it most. According to estimates by the Urban-Brookings Tax Pol-
icy Center, only one in seven tax filers with incomes low enough to qualify for the
50 percent credit receives any benefit—and less than one out of every 500 qualified
filers could receive the maximum credit of $1,000 per person. And while a larger
share of lower-income workers benefit from the Savers Credit in its 20 and 10 per-
cent phase out range (for single incomes between $15,500 and $26,000), the lower
benefit and uncertainty that surrounds receiving any subsidy in a given year under-
mines the effectiveness of the incentive.

Figure 1. Federal Retirement Savings Subsidies Vs. Persenal Savings,
1985-2006
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The most powerful way to ensure that low-income workers receive an incentive
at least as generous as an affluent worker is to make the Saver’s Credit refundable,
as the Earned Income Tax Credit (EITC) is, so that the low-wage worker receives
it even if she has only payroll tax and not income tax liability. Moreover, directly
depositing the Savers Credit into a worker’s personal account—rather than rebating
it, as current law provides—doubles the amount of saving actually accumulated (at
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the 50% credit level and assuming the worker would save the same amount). The
design of a Universal 401(k) match is discussed further below.

Increase benefit portability and workforce flexibility. In yesterday’s more stable,
goods-producing economy, traditional pensions were designed to reward seniority
and to retain older, long-tenured workers with firm-specific skills. Domestic firms
were more insulated from foreign competition, unions were stronger, job tenures
were longer, and a much higher share of the (predominantly male) workforce occu-
pied standard full-time jobs.

The 21st century workforce is very different. The service and information tech-
nology economy puts a premium on younger, more educated workers with transfer-
able skills. Competition, both foreign and domestic, creates enormous volatility for
companies and workers alike. Median job tenure has declined significantly over the
past two decades, especially for older workers. Even at firms with retirement plans,
an increasing number of workers cycle through jobs without earning employer-paid
benefits, since it typically takes one year to be eligible to participate and multiple
years to vest. A combination of two-income families and just-in-time labor strategies
by firms has increased the share of nonstandard work arrangements. Nearly 30 per-
cent of U.S. workers are working in part-time, temporary, or contract arrangements
that rarely include pension coverage. While this emerging “free agent” workforce
may be good for flexibility and productivity, it makes the current employer-based
pension system increasingly inadequate.

Lighten the social benefit burden on business. It’s clear that most small and start-
up companies either cannot or prefer not to shoulder the administrative burden and
financial risk of sponsoring a pension plan. Indeed, despite the “carrot” of tax sub-
sidies for pension plans, a majority of firms with fewer than 500 employees do not
offer one. In addition, even very large companies with a predominantly low-income
workforce—the Wal-Marts and McDonalds among employers—have little incentive
to sponsor a plan for workers who (a) receive little or no financial benefit from a
tax deduction, and (b) without a strong incentive would prefer a higher wage now
to an employer contribution for retirement. In contrast, large high-wage employ-
ers—the Microsofts and Intels—use retirement plans to steer tens of millions of dol-
lars in pension tax subsidies to their employees every year.

This creates the anomalous situation whereby the federal government provides
more than $100 billion in compensation subsidies to the employees of a minority of
companies—most of which are large firms with workers paid above-average wages.
Meanwhile, companies with a substantial percentage of low-wage workers that do
offer good benefits (employers like Starbucks) are paternalistically shouldering a
cost that should be borne by society as a whole—and which will need to be if we
want to achieve universal retirement security. If, instead, contributions by both
workers and firms were matched by a refundable federal tax credit, then—as with
the EITC—the after-tax value of benefits paid to low-wage workers would be less
expensive, rather than more so.

Basic Program Elements: Incentives, Infrastructure, Inertia

A Universal 401(k) system can accomplish the various national policy objectives
described above by combining the following basic elements:

1. Incentives: Matching, Refundable, and Deposited Credits for New Saving.

Just as most employers match contributions to 401(k) accounts, the government
could provide the strongest saving incentive by matching voluntary saving with a
refundable tax credit that would be deposited directly into the worker’s account.
This would create a far more powerful saving incentive for middle- and low-wage
workers than current law. As noted above, a tax deduction is neither an effective
nor an equitable means to encourage pension saving among lower-income and
younger workers, whether or not they participate in an employer plan. And al-
though the current Savers Credit provides (most commonly) a 10 percent tax credit
for retirement saving by low-income taxpayers, the lack of refundability means that
millions of working-poor families—who have payroll tax but no current income tax
liability to offset—receive no credit at all.

Instead, a refundable credit would operate just like an employer match in a com-
pany 401(k) plan. Studies show that workers are far more likely to save if given
generous matching credits—and once they develop the habit of saving by payroll de-
duction, most continue even when the match rate is reduced. A sliding-scale credit
could give a greater incentive to low-income workers who are least likely to save.
For example, using the existing limits that apply to the Savers Credit for 2007,
workers in families (joint filers) earning below $31,000 could receive a $1 per $1
(1:1) matching credit on their first $2,000 in savings; whereas workers in families
earning above that level (up to $52,000 if the Savers Credit phase out is main-
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tained) could receive a $0.50 per $1 (1:2) matching credit on their first $4,000 in
savings. This would give all workers the opportunity to receive as much as $2,000
each year in matching deposits to their accounts, but the higher-wage earners would
need to make twice the saving effort.

Like the current Saver’s Credit, the refundable credit should apply equally to con-
tributions to 401(k)s and other employer-sponsored plans. Eligibility for the credit
would be reconciled annually through the income tax return process, which would
also be used to encourage taxpayers to save all or a portion of their tax refunds.

It is important to note that a $1:1 matching credit that is deposited into the work-
ers’ personal account is equivalent to the 50 percent Savers Credit in terms of cost
to the Treasury for a given amount of saving. The $1:1 match appears to be more
generous because the credit adds directly to saving—just like an employer match
on a worker’s 401(k) contribution—and so the worker can achieve the same net sav-
ing with a far lower monthly deduction from pay. For example, if today a low-wage
worker eligible for the 50 percent Savers Credit contributes £1,000 to their company
401(k), at tax time the $500 credit reduces other taxes owed—and new net retire-
ment saving for that year is $1,000. In contrast, a worker who receives a $1:1 match
deposited into his account would only need to make a $500 contribution upfront to
end up with net new retirement savings of $1,000. If this worker contributes $1,000
over the course of the year, he ends up with $2,000 in new saving. While more re-
search is needed to compare the behavioral impact of these two approaches, it seems
likely that a dollar-for-dollar match will be perceived as a more generous incentive
and, since it also requires the worker to save less each pay period to achieve the
same outcome, yield more savings over time.

Matching credits should be available for both individual and employer contribu-
tions. This would give employers a greater incentive to make deposits on behalf of
their low-wage workers. Yet, by extending pension saving incentives to all workers
as individuals, employers would have the option to provide a pension benefit with-
out the need to administer a pension plan. Employers would have the flexibility to
decide from year to year whether to contribute to their workers’ accounts, in many
cases doing so as a type of year-end, profit-sharing bonus depending on cir-
cumstances. Employer contributions should also be deductible from income and pay-
roll tax liability, as they are with other qualified pension contributions. However,
employer contributions should be limited to a flat percentage of wage income, or a
flat dollar amount, and made on behalf of all payroll employees, including part-time
workers. Without such a requirement, ICAs could undermine ERISA antidiscrimina-
tion rules to ensure that employers are not using the tax subsidies to favor only
their higher-wage employees. In fact, the Conversation on Coverage Working Group
that developed the similar RIA plan was concerned enough about this risk that they
decided to initially limit contributions to workers.

2. Infrastructure: Automatic Payroll Deduction and Account Administration.

Equally important is replicating the retirement plan infrastructure that is key to
the success of employer-sponsored 401(k) plans. As with 401(k) plans, every worker
should have access to the convenience, discipline, and protections provided by auto-
matic payroll deduction and professional asset management. This will require two
essential pieces of infrastructure: access to automatic payroll withholding and a cen-
tral clearinghouse to receive the deposits and manage very low-cost investment ac-
counts. We are very encouraged to see legislation in both the House and Senate this
year that addresses both of these critical needs: the Automatic IRA Act of 2007
(H.R. 2167), introduced in the House by Reps. Richard Neal and Phil English.

Enrollment and access to payroll-deducted saving should be easy and automatic
for every employee whether or not their firm sponsors a retirement plan. When a
worker fills out the required IRS Form W-4 (used to calculate tax withholding), he
or she can simply specify a monthly saving deduction. That’s the only decision a
worker needs to make—a choice to save. In fact, as described in the next section,
it would be even better to combine this with automatic enrollment, so that the W-
4 actually indicates that 3 percent of pay (initially) will be deducted for saving un-
less the worker either opts out or chooses a different saving level.

The sole burden on employers would be to forward this automatic payroll deduc-
tion to the employer’s own retirement saving plan (if there is one and the employee
participates) or to a government clearinghouse. Since most employers today use
automated payroll processing services, there would be virtually no cost to forward
the deduction to a central clearinghouse. Even employers who do not automate pay-
roll must forward income and payroll tax withholding to the Treasury, so including
withholding amounts for saving would be a minor burden. It appears that small
business owners recognize that given today’s technology, payroll withholding is not
overly burdensome compared to the benefit. The Economic Opportunity Institute,
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based in Seattle, conducted focus groups with owners and managers of small firms
(between 5 and 25, and between 25 and 100 employees). Although two-thirds of the
firms participating provided no retirement saving program for their workers, 17 out
of 18 participants supported a proposed state-level program, called Washington Vol-
untary Accounts, even if employers were required to withhold and forward payroll
deductions for participating workers.

With respect to cost, the Conversation on Coverage Working Group investigated
the mechanics and cost of payroll deduction and account administration during a
day-long session in Boston with the defined-contribution experts at Fidelity Invest-
ments. They confirmed that for any firm using a payroll processing service or soft-
ware (which is typical for all but the smallest employers), multiple deductions and
electronic fund transfers have become so routine that it should not increase the cost
of payroll processing at all. This would particularly be the case if—like income tax
and FICA withholding—the saving deduction for each worker is sent to a common
clearinghouse. The Conversation on Coverage Group nevertheless observed that
Congress could initially exempt the very smallest employers (e.g., under 10 employ-
ees) and/or enact as part of the program a tax credit for small businesses to offset
the cost of implementation. The Automatic IRA Act of 2007 sensibly adopts both of
these approaches, allowing startups and employers with fewer than 10 employees
to opt out, while providing a tax credit of up to $250 during the first two years for
participating small employers.

The second critical piece of “plumbing” is a new entity—a clearinghouse akin to
the Federal Thrift Savings Plan (TSP), which manages very low-cost 401(k)-style
saving accounts for 3 million federal military and civilian personnel. The clearing-
house would receive all deposits and be the default administrator for small accounts.
Record keeping should be centralized—primarily because of the need to coordinate
with the IRS—but the investment management would be contracted out to private
investment firms, as TSP does today. The clearinghouse would strive to keep costs
and complexity to a minimum.

As the Auto IRA Act proposes, participants should have at most a choice among
a small number of very low-cost index funds, similar to the approach used by TSP.
Although payroll-deducted savings and matching tax credits would flow through the
clearinghouse, the assets should be fully portable and transferable at any time at
the worker’s request to another qualified financial institution, or to a future employ-
er’s pension plan. Indeed, because the primary function (in addition to record keep-
ing) is to manage relatively small accounts that would be unprofitable to a private
money manager, we would expect that as account accumulations grow over time,
most participants will eventually roll over to a more full-service IRA provider.

The Neal-English Automatic IRA Act of 2007—and its Senate companion, S. 1141,
introduced by Senators Jeff Bingaman and Gordon Smith—is an essential step to-
ward giving every American worker access to an easy, automatic and professionally-
administered saving system. We applaud the co-sponsors for their well-designed and
carefully balanced proposal.

Although the Auto IRA Act would be a very positive first step, the one design
issue where the bill falls short is in restricting contributions to today’s meager IRA
limits ($4,000 or $5,000 for workers over age 50). While this may be as much as
we can realistically expect very low-income workers to save in a year, most middle-
income workers—of whom there are tens of millions who lack access to a 401(k),
SIMPLE or other employer-sponsored plan—simply cannot hope to achieve retire-
ment adequacy with their saving restricted at this level. Moreover, while higher-in-
come earners can contribute $15,500 to a 401(k)—receiving $5,425 in tax breaks (at
the 35 percent bracket)—the bill would limit the majority of American workers lim-
ited to far less. We concur with the concern that an Auto IRA—or Universal
401(k)—not undermine the incentives for business owners to sponsor a SIMPLE or
401(k). However, as the Conversation on Coverage Working Group agreed, we be-
lieve the best way to balance these concerns is with a contribution limit that is be-
tween today’s IRA and SIMPLE limit (which is $10,500). An individual limit in the
neighborhood of $8,000 would still leave business owners with the incentive to
“graduate” up to the higher SIMPLE or 401(k) limits if they personally wish to save
more. The reality, however, is that for a variety of reasons, a very substantial num-
ber of new, small and even medium-sized employers will not sponsor a qualified
plan and may welcome the ability to facilitate an adequate level of saving by their
employees—and even to contribute to those accounts if it could be done at their dis-
cretion and with minimum regulation (as proposed in the section above).
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3. Inertia: Default Options for Enrollment, Escalation, Investment and
Annuitization.

The W-4 form required of every worker would provide a simple means of indi-
cating how much an individual wants withheld and saved each pay period. Even
better, the Universal 401(k) system could convert myopia into positive inertia by
making participation the default option for everyone. Studies have shown that auto-
matic enrollment has boosted 401(k) participation rates as high as 95 percent (when
there is also an employer match) and to 80 percent among low-income workers.

Although the Pension Protection Act clarified that plan sponsors can choose to im-
plement automatic enrollment, it is not required. It should be. The Economic Benefit
Research Institute estimated this year that if automatic enrollment was required for
all employer-sponsored plans, it would raise the median replacement rate for lowest-
earning 20 percent of workers from 23 to 37 percent (with a 3 percent default con-
tribution rate) or to 52 percent (with a 6 percent default).

Under a Universal 401(k) plan, unless the worker decided to opt out, the W-4
should give notice of the amount to be deducted and saved each pay period. The
initial default contribution could be modest—probably the 3 percent currently speci-
fied in the Pension Protection Act. This default contribution rate should escalate
automatically by 1 percent a year thereafter, as pay increases, until it reaches a
level likely to achieve an adequate accumulation over time (probably up to 6 or 8
percent of pay on a default basis).

Unless a worker opts out—or participates in his employer’s plan—the payroll de-
duction would flow automatically each pay period to the federal clearinghouse and
into his or her Individual Career Account. Although the worker should be able to
switch, periodically, between a very limited number of broad and low-cost index
funds, there would be a default asset allocation for workers who made no choice at
all—most likely a life-cycle fund, or other balanced fund, that would automatically
adjust the mix of stocks and bonds to match the worker’s age and years until retire-
ment age.

Finally, at retirement age, the default payout option should be in the form of an
annuity: monthly payments, rather than a lump-sum withdrawal, to ensure that re-
tirees do not outlive their benefits. Although individuals could choose to withdraw
(or roll over) all or part of their nest egg, there should be incentives to encourage
and facilitate annuitization, which is one of the great (and disappearing) advantages
of a defined-benefit plan. This annuity benefit could be contracted to one or several
private insurers, as DB plan sponsors do when they purchase a Guaranteed Invest-
ment Contract, or taken on by the Pension Benefit Guarantee Corporation, the fed-
eral pension insurer that currently manages guaranteed annuity payments each
month for millions of private-sector retirees who were participants in a defaulted
employer plan.

Although the Universal 401(k) system proposed here would be voluntary and rely
on the stronger incentives of a refundable matching tax credit, a similar system of
universal “add-on” accounts could be implemented on a non-voluntary basis. My col-
league Adam Carasso, and Jon Forman of the University of Oklahoma, have pro-
posed a universal pension system (“UPS ”) comprising a system of individual retire-
ment savings accounts financed by a compulsory 3 percent of payroll contribution
by individual workers. They propose to collect these individual savings account de-
posits automatically by piggybacking onto the existing Social Security withholding
system. The individual accounts would be taxed like 401(k)s and traditional IRAs
under their proposal. Carasso and Forman’s rationale for making a base contribu-
tion mandatory is the likelihood that even with retargeted tax incentives and em-
ployer matching contributions, many young and middle-to-low-income workers will
not save consistently for retirement on a voluntary basis. Mandatory savings pro-
posals are not new. In 1981, for example, the President’s Commission on Pension
Policy recommended adoption of a Mandatory Universal Pension System (MUPS).
That proposal would have required all employers to contribute at least 3 percent of
wages to private pensions for their workers.

While Americans clearly support retaining Social Security’s defined-benefit safety
net, neither Social Security nor the inadequate coverage of today’s private pension
system are providing enough income in retirement. Thus, the combination of a cit-
izen-based, portable, and automatic system—providing those who find it most dif-
ficult to save with both powerful right-side-up tax incentives and an infrastructure
for automatic saving—may be exactly the retirement revolution we need.

Chairman ANDREWS. I have looked at that bill. I think it is an
excellent starting point for discussion.
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As I say, your written testimony is a part of the record. We ap-
preciate very much your statement.
And, Ms. Dudley, we turn to you.

STATEMENT OF LYNN DUDLEY, VICE PRESIDENT FOR
RETIREMENT POLICY, AMERICAN BENEFITS COUNCIL

Ms. DUDLEY. Thank you, Mr. Chairman and members of the sub-
committee. I am here today on behalf of the American Benefits
Council whose members directly sponsor or service health and re-
tirement plans covering more than 100 million Americans.

My comments today are drawn from Safe and Sound, a 10-year
plan promoting personal financial security which was published by
our board of directors in 2004. The report contains nine measurable
goals that the retirement and health system can and should attain
within 10 years. Three and a half years into this 10-year plan, we
will be issuing in the coming months a more formal evaluation of
how far the country has come in meeting the goals of Safe and
Sound. The purpose of Safe and Sound is to help Americans
achieve personal financial security with regard to their health, re-
tirement and long-term care needs.

After much consideration, our board of directors concluded that
in the future, individuals, government, and employers will continue
to be the key stakeholders in employee benefits, but that their roles
would change. Indeed, we have already begun seeing individuals
take on more responsibility for ensuring their financial security.

This does not mean the government and employers have less of
a role. Demographic challenges lying ahead dictate that all stake-
holders will need to do more.

Employers and government are already being called upon to pro-
vide individuals with the tools they need to more successfully as-
sume a larger and more direct role.

I would like to focus the rest of my comments on five key points.

First, raising financial literacy is essential to achieving personal
financial security. Knowledge about the value of savings and the
importance of retirement coverage will empower future generations
to be more active in preparing for retirement. Proficiency in finan-
cial literacy should be made a high school and college graduation
requirement.

Second, given the tremendous evolution in plan design, there are
lots of new ideas for alternative retirement saving vehicles, many
of them represented here today. The council has actively partici-
pated in the Conversation on Coverage and applauds the conversa-
tions and others’ important contributions to the discussion on cov-
erage.

The council, however, believes that the current voluntary system
has many valuable plan designs as well, both personal and em-
ployer-sponsored, that hold promise for retirement plan coverage in
the future, and we urge policymakers to both look at new vehicles
and to continuously evaluate how government can make the rules
governing existing plans more administrable.

Third, debate as to which type of plan is preferable, defined ben-
efits or defined contributions, focuses on the wrong question. Both
types of plans serve a valuable purpose, and the more important
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question is how to make those plan designs more workable so em-
ployers will feel comfortable maintaining them.

We are gratified that many defined contribution proposals in-
cluded in Safe and Sound were incorporated in the Pension Protec-
tion Act, including automatic enrollment in 401(k) plans and the
delivery of investment advice in the workplace, as well as making
permanent the retirement provisions of the 2001 EGTTRA law.
This included the catch-up contribution you may be familiar with
for those people who are age 50 and older.

We believe these changes will foster greater retirement plan cov-
erage. However, Congress must be wary not to inadvertently dis-
courage defined contribution plans, such as 401(k) plans, either
through excessive new regulation or exposure to liability.

To the extent that the country does transition for greater use of
defined contribution plans, we encourage Congress to consider ac-
cess to, and incorporation of, defined benefit pension features that
promote retirement security. Of course, one area for which Con-
gress deserves much credit is the confirmation of the legitimacy of
cash balance in other hybrid plan designs. Congress made clear
that the future of the defined benefit plan system may well fall
within the hybrid plan model.

Unfortunately, Congress’s intent is being undermined by regu-
latory interpretations that discourage hybrid plan sponsorship, in-
cluding the fact that some of the most participant-favorable transi-
tion rules are being questioned on audits. Congress must send an-
oth(elr é:lear and unequivocal message that this is not the result in-
tended.

Fourth, health care coverage is an essential component of per-
sonal financial security, and health care costs are inextricably con-
nected to retirement security, since it does use up dollars that
would otherwise be used for retirement income purposes. Neither
employees, nor workers, nor Congress can consider health and re-
tirement as separate silos.

If you will bear with me, I have one last point.

Finally, policymakers should not allow federal tax revenue pro-
jections to dictate retirement policy. The tax preferences accorded
private retirement plans make possible a level of retirement income
that would be far more costly if provided through a vastly ex-
panded Social Security or other government-provided retirement
system. Our retirement system is a great bargain for all of us.

Thank you, and I would be happy to answer questions.

[The statement of Ms. Dudley follows:]

Prepared Statement of Lynn Dudley, Vice President, Retirement Policy,
American Benefits Council

Mr. Chairman, thank you for the opportunity to appear before this Subcommittee.
My name is Lynn Dudley, Vice President, Retirement Policy for the American Bene-
fits Council. The Council is a public policy organization representing principally
large companies and other organizations that assist employers of all sizes in pro-
viding benefits to employees. Our members either sponsor directly or provide serv-
ices to retirement and health plans covering more than 100 million Americans.

Mr. Chairman, I commend you and Ranking Member Kline for your leadership
in retirement policy. Your knowledge and commitment contribute enormously to a
successful voluntary employer-based retirement system that provides a secure re-
tirement for millions of workers and their families. I also commend you and the
other Members of the Committee for shining the spotlight on the need to improve
retirement coverage for future generations. The Council’s members offer some of the
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most generous health and retirement benefits programs available to workers, but
remain committed to addressing the continuing problem of coverage among employ-
ees of other organizations. Retirement plan coverage is integral to achieving per-
sonal financial security. Achieving personal financial security provides employees
and their families the ability to successfully meet both their retirement and health
care needs.

We urge you to continue to be active in fostering policies that encourage American
employers to offer retirement programs to their employees. The voluntary employer-
sponsored retirement system is a bright spot on the savings landscape. As of 2005
(the most recent year for which data is available), American families had accumu-
lated more than $14 trillion in retirement. This tremendous pool of capital is an es-
sential source of retirement income security for millions of Americans and a major
driver of the U.S. economy. The nation’s private sector defined benefit pension sys-
tem provides coverage to one-fifth of all working Americans, totaling nearly $2.3
trillion in assets, and remains a cornerstone retirement program for many. Mean-
while, the defined contribution plan system has expanded over the last 20 years,
now covering more than half of all working Americans, and represents a great
source of retirement income security. Financial assets in 401(k) and similar defined
contribution plans now total almost $3.3 trillion.

While individuals can save on their own without an employer-sponsored plan, sav-
ings rates are much higher when employees have the opportunity to save through
an employer plan. Though there are proposals for designs that would create new
universal retirement vehicles, the value of the role of the employer who has de-
signed a plan with a specific workforce in mind should not be underestimated. While
there is a certainly a role for personal non-workplace savings vehicles in achieving
personal financial security, we firmly believe more can and should be done to pro-
mote the voluntary establishment and maintenance of retirement plans by employ-
ers.

In 2004, the Council released a long-term public policy strategic plan, Safe and
Sound: A Ten-Year Plan for Promoting Personal Financial Security, which is at-
tached to this testimony. It assembles in one document a comprehensive analysis
of the dimensions of the health, retirement and demographic challenges facing our
nation. The report sets forth very specific measurable goals for the retirement (and
health benefits) system to be achieved by the year 2014. During the last Congress,
we saw the passage of the Pension Protection Act which contained a number of very
important changes to the rules governing retirement plans, many of which were ad-
vocated by the Council, including the permanence of EGTRRA dollar limits applica-
ble to retirement plans, the promotion of automatic enrollment and automatic in-
crease features and access to investment advice. Safe and Sound contains additional
important recommendations we believe will lead to greater coverage of workers in
employment-based retirement plans and increased savings by those that are cov-
ered.

Employment-Based Retirement Plans Increase Savings

The success of the employment-based retirement system at spurring employee
savings, even when not supplemented by employer contributions or other employer-
funded benefits, is largely attributable to the characteristics of the employment set-
ting. For example, savings are greatly enhanced by the opportunity for payroll de-
duction. If workers can elect to have a portion of their pay regularly set aside for
savings, rather than having to affirmatively make a decision to set aside funds, it
is clear that more is saved. Further, pooling money in employer-sponsored retire-
ment savings vehicles enables individual participants to benefit from economies of
scale and to lower their transaction costs, thereby increasing asset accumulation
and wealth.

That the system has been a success with respect to spurring savings is nearly in-
disputable. Of the $14 trillion in the U.S. retirement system in 2005, more than $5.5
trillion had been put aside through the use of private employer-sponsored retire-
ment plans, including defined benefit and defined contribution plans. An additional
$3.7 trillion had been collected through the use of federal, state and local govern-
ment plans and individuals had accumulated more than $3.5 trillion in IRAs—
amounts which are largely attributable to rollovers from employment-based plans.
While some of these funds undoubtedly would otherwise have been contributed to
other types of accounts, it seems apparent that much of the savings in the U.S. re-
tirement system is new savings.

Many of the new individual savings programs that have been proposed are mod-
eled on this idea and include payroll deduction and pooled money. Their proponents’
goals, like the Council’s, are to improve savings opportunities and coverage. Vir-
tually all Council members already sponsor retirement programs that provide very
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meaningful benefits across the income spectrum. Any new savings vehicles need to
complement the employer-based system. New ideas should not be structured so as
to undermine the maintenance of retirement plans by employers and participation
in employer-based plans by employees. Policymakers need to weigh the objectives
of new proposals with an eye towards (1) whether they create new savings or pull
savings away from existing retirement vehicles, (2) whether they create new admin-
istrative complexities, and (3) whether they replace savings features carefully de-
signed for a particular workforce with savings features based on bureaucratic deter-
minations far removed from the people they are intended to help.

American workers value their employer-sponsored retirement plans and so do
American businesses. A recent survey by Watson Wyatt concluded that an attractive
retirement plan plays a significant role both in attracting and retaining employees.
Employers of all sizes have an interest in attracting and retaining workers and vol-
untarily offer retirement plans to meet these challenges. Additionally, evidence indi-
cates that satisfaction with retirement plans increases worker productivity and im-
proves shareholder returns. These are powerful business incentives upon which em-
ployers—given a good regulatory and legal framework—are likely to act.

It has been suggested that the size of the employer and the income range of the
workers are often determinative of the employer’s commitment to maintaining a
plan. However, we believe employers of all sizes have reasons to attract and retain
talented workers. It is simply that there are unique issues that affect small employ-
ers’ decisions about retirement plans that have more to do with capital needs and
stability in their business. Once stable, there is every reason to believe that small
employers would be interested in maintaining a retirement plan for their workers.
In addition, we find that plan sponsors provide retirement plans even where signifi-
cant portions of their workforces have more modest incomes.

However, the voluntary retirement system involves a careful balancing of inter-
ests designed to encourage employers to maintain plans while ensuring that retire-
ment savings are accumulated for the benefit of workers at all income levels. Gen-
erally, this entails not overburdening the sponsors with costs, complexities or ad-
ministrative burdens and yet providing reasonably objective criteria for determining
whether plans are providing widespread coverage. Increasingly, concerns about un-
anticipated liability are playing an important role in the decision as to whether to
offer a retirement plan.

For many workers who are living from paycheck to paycheck, the savings created
by employer contributions and other employer-funded benefits are their only sav-
ings. For others, matching contributions offer an important incentive to save more.
Even for active savers, the convenience of payroll deduction encourages greater sav-
ings. In one recent study conducted on behalf of the National Bureau of Economic
Research (NBER), economists found that in addition to increasing retirement sav-
ings, employer-sponsored retirement plans significantly increase overall savings.
The study even suggests that having a retirement plan may “induce an increase in
the holding of other assets,” thereby resulting in a further increase in total savings.

In this regard, the employment-based retirement system serves two essential pub-
lic policy goals. It increases overall capital accumulation and wealth, and it en-
hances retirement security of American families. In both respects, the U.S. retire-
ment system has been an enormous success.

Recent Law Changes Encourage Coverage

We believe the recent passage of the Pension Protection Act (PPA), including the
permanence of EGTRRA contribution limits coupled with provisions promoting auto-
matic enrollment and automatic increase designs, will significantly improve cov-
erage amongst employees that have access to a retirement plan but do not take ad-
vantage of it and will increase the employees’ savings levels. According to a recent
survey conducted by Hewitt Associates, 36 percent of plan sponsors offered auto-
matic enrollment to new employees in 2007, with more than half of the remainder
very or somewhat likely to implement it within the year.

Expanding access to investment advice in the PPA was also an enormously impor-
tant step. It will improve participation amongst employees who have access to a re-
tirement plan and will contribute significantly to a culture of savings that helps em-
ployees remain committed to savings programs and increased savings levels. We ap-
plaud the leadership of Congress and this Committee in the efforts to expand access
to investment advice while ensuring appropriate protections for employees using the
advice. We also commend the sensitivity to the importance of limiting plan sponsors’
exposure to fiduciary liability in connection with the provision of such advice in the
workplace.

However, more can and should be done to expand the number of employers main-
taining retirement plans and to encourage employers to remain in the system. This
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is not limited to small employers where there is less likely a retirement plan al-
ready being sponsored. Small start-up companies often do have the fundamental
issues associated with worrying about sufficient capitalization and stability of their
business. However, all employers are struggling with the current health care sys-
tem. The health care issues are inextricably related to a successful employer-spon-
sored retirement system. Addressing the spiraling health care costs and quality
issues will free resources of both employers and employees currently being drained
to pay for health care. Finally, in addressing retirement plan coverage, the need for
integrated savings and benefit vehicles that address growing longevity and retiree
health needs cannot be ignored.

The nine aspirational goals contained in Safe and Sound to be achieved within
10 years, would greatly improve the benefit security of the American workforce, and
would strengthen overall personal financial security. They include goals relating
both to retirement income and goals relating to improving the ability of the indi-
vidual to meet health care needs as they arise. While all of the goals and rec-
ommendations included within the report are important elements of the Council’s
vision for the future, I would like to focus specifically on two of them in this testi-
mony.

Raise Financial Literacy

The first goal relates to enhancing financial literacy. Specifically, Safe and Sound
states the following goal:, “by 2014, virtually all households will have access to some
form of investment education and advice and 75 percent of households will have cal-
culated the amount of retirement savings needed to maintain their standard of liv-
ing throughout retirement, as well as the savings rate necessary to achieve this tar-
get.”
One of the most basic elements of savings is understanding the need to save. Yet
financial literacy is deficient across all generations and socio-economic levels. The
National Council for Economic Education Studies (NCEE) reports that nearly two
thirds of American adults and students do not understand basic economic principles
such as “inflation.”

One aspect of financial literacy is understanding how much one needs to save to
reach one’s retirement goals. The goal of 75 percent was chosen because it rep-
resented a significant increase from the peak level reported in the 2000 Retirement
Confidence Survey conducted by the Employee Benefit Research Institute (EBRI).
The 2007 Retirement Confidence Survey by the Employee Benefit Research Institute
(EBRI) underscores the continuing need to promote financial literacy, noting that
the majority of Americans—57 percent—have not calculated how much money they
will need to save in order to live comfortably in retirement. Of those individuals
that have considered retirement, data from the survey suggests that many of these
individuals may be underestimating how much savings they will need for a secure
retirement. The calculation regarding the amount needed to save was chosen as a
critical benchmark because it indicates that a worker has achieved enough financial
literacy to begin retirement planning and is prepared to take steps to act on what
has been learned.

Another aspect of financial literacy is managing the investment of retirement as-
sets. Many lack the knowledge necessary to make prudent investment decisions.
Even participants who are relatively knowledgeable may lack the time to make and
update investment decisions in a consistent and well-informed manner. While the
number of people who have access to investment advice is small, it is growing. Ac-
cording to a Hewitt Associates 2007 survey, 31 percent of the employers surveyed
offer investment education (education regarding asset class allocation) and 30 per-
cent offer third-party investment advice. However, of the employers who do not cur-
rently offer either “education” or “advice,” 59 percent and 52 percent, respectively,
indicated they were somewhat likely to begin offering it in 2007. We believe, how-
ever, that offering advice is a first step in a two step process. The participants have
to avail themselves of the advice and then act on it. As regulations are issued in
this area and more employers adopt investment advice, we look forward to con-
tinuing to work with policymakers to consider ways in which the government and
employers can partner to encourage use of these important programs.

It is clear that savings would be materially enhanced if Americans were more fi-
nancially literate. Listed below are initial policy recommendations drawn from Safe
and Sound for achieving the goal of raising financial literacy.

Policy Recommendations

e Support efforts to expand financial education. Provide public sector and private
foundation funding to develop educational tools that can be used by employers, the
government and other stakeholders in educating workers about saving, investment
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and income management principles. First and foremost, the value of participating
in employer-sponsored and individual savings programs needs to be emphasized.
Education efforts should also include information about the impact of debt and the
trade-offs of spending versus saving. Fundamental is the amount needed to be saved
and the level of replacement income likely to be needed. Education must include in-
formation about the longer life spans people are expected to have in the future, how
working longer in the same or another job can enhance savings and how workers
can financially prepare for longevity risk.

e Establish financial literacy educational requirements. Financial education
should be a high school and college graduation requirement. More states need to be
encouraged to adopt financial literacy requirements.

e Promote a focus on retirement planning. Include in the Social Security Adminis-
tration annual statement mailed to workers information on how to calculate a rough
estimate of the amount one needs to save that, when combined with one’s projected
Social Security benefit, will provide a replacement income of 70 percent of one’s pre-
retirement earnings (generally considered a benchmark goal of income replacement).

Increase the Share of Workers in Workplace Retirement Plans

Safe and Sound’s second goal is to increase employer-sponsored retirement plan
coverage and participation. Specifically the goal states that: “by 2014, 96 million (74
percent) of full-time and part-time private sector employees will participate in work-
place retirement plans.” According to the most recent federal data from a survey of
employers, about 74 million full-time and part-time private sector workers in 2006—
approximately 51 percent of 146 million workers—were covered by a workplace re-
tirement plan.

If participation is to increase, more employers will have to offer retirement plans.
This outcome, in turn, depends on devising innovative and flexible plans that are
attractive to employers, especially small- and mid-sized businesses.

Defined benefit plans remain a critical part of how many large and mid-sized em-
ployers provide retirement security to their workers. All types of defined benefit
plans, including hybrid plans, can play a role in increasing participation rates in
workplace retirement plans. To the extent that new, innovative hybrid designs can
attract more employers to offer defined benefit plans or plans with defined benefit
type features, it can help increase both coverage and participation rates. In this re-
gard, it is critical that workable regulations relating to defined benefit pension plans
and hybrid plans that implement the intent of Congress in the Pension Protection
Act be issued.

Enrolling more employees in defined benefit plans of various designs can provide
more workers a guaranteed income in retirement. We are supportive of simplified
designs that address employer concerns about volatility and administrative com-
plexity in addition to efforts to support existing arrangements already covering mil-
lions of workers.

For many employers, the defined contribution plan design provides flexibility and
allows for a more active role for employees in preparing for retirement. Recognizing
that even sponsorship of a defined contribution plan is a significant commitment
with respect to cost, administration and liability, the Council continues to be sup-
portive of improving simplified defined contribution plans, such as SIMPLE IRAs,
that ease employers into the voluntary system without overburdening them with ex-
cessive requirements. We believe improvements can be made to these programs to
facilitate their use among small employers.

In addition, we believe there is reason to support inclusion in our overall retire-
ment system of an additional savings mechanism that would ensure continuous cov-
erage for individuals, but we recognize it raises numerous administrative questions
and problems including the management of very small accounts and the identifica-
tion and location of missing participants.

Listed below are initial policy recommendations drawn from Safe and Sound for
achieving the goal of increasing the number of workers in employer-sponsored re-
tirement plans.

Policy Recommendations

e Provide a “clearinghouse” plan. Authorize the creation of a “clearinghouse”
model plan through federal legislation so workers who change jobs frequently can
contribute to one retirement plan. This plan would be modeled on a multi-employer
plan model that could provide individuals with one account that would stay with
them when they change jobs. Employer contributions to the plan would be voluntary
and no financial or administrative requirements would be imposed on employers
(other than transferring worker contributions to the plan). This model plan would
accept differing levels of employee contributions and employer contributions, and
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would be able to accommodate different investment vehicles. Any financial services
firm meeting certain qualification criteria would be able to offer the “clearinghouse”
model plan. Facilitate new models for retirement. The Pension Protection Act re-
duced the age at which employees can begin receiving retirement benefits and re-
main employed. More should be done, however, to encourage flexible working rela-
tionships and benefits arrangements through phased retirement programs.

Conclusion

The current voluntary employer-sponsored retirement system has been an enor-
mous success. While individuals can save on their own without an employer-spon-
sored plan, savings rates are much higher when employees have the opportunity to
save through an employer-provided plan. A broad array of demographic, workplace
and economic changes in the decade ahead will provide challenges to personal finan-
cial security and the employment-based retirement system. These challenges include
the aging of America, changes in the composition of the workforce, evolving changes
in social structure and families, and continuously rising health care costs.

Our nation’s employer-based retirement system will continue to be an engine for
increased retirement coverage and retirement security if policymakers remain com-
mitted to partnering with business to ensure a legal and regulatory framework that
both promotes establishment and maintenance of retirement plans by employers
and fosters education of Americans on the importance of personal financial security.

Chairman ANDREWS. Thank you, Ms. Dudley.

Now my understanding is that Mr. Iwry, who is from Brookings,
and Mr. John from Heritage are going to share 5 minutes. I think
that is remarkable in and of itself. [Laughter.]

I think that is great. So anything the two of you need to say
must be very profound and important, as I know your statements
were. So, please, proceed.

STATEMENT OF MARK IWRY, MANAGING DIRECTOR,
RETIREMENT SECURITY PROJECT

Mr. Iwry. Mr. Chairman, thank you. It is good to be with you
again. Mr. Kline, distinguished members.

And, Mr. Chairman, you are right. The medium is the message
here to a great extent. In addition to our Brookings and Heritage
affiliations respectively, David John and I are both principals of a
nonprofit Retirement Security Project, a Brookings-Georgetown
University partnership, which is supported by the Pew Charitable
Trust, and we are here to present a joint proposal, the automatic
IRA, which Mr. Calabrese has referred to, that is intended to cre-
ate common ground but transcends partisan or ideological dif-
ferences.

Mr. Neal, Mr. English, Mr. Emanuel and others have introduced
H.R. 2167, and a companion Senate bill has been introduced, the
Automatic IRA Act of 2007, that combines the basic building blocks
that we have seen work effectively in our current private pension
system.

One of those is saving through 401(k)-type payroll deposits, a
second is automatic enrollment which we have already started talk-
ing about today, and a third is IRAs. The IRAs are eminently port-
able, they make sense in a market-led proposal, such as this one,
and they have a $5,000 maximum contribution starting in 2008
which is high enough to serve the needs of most Americans.

The average 401(k) contribution for people who could contribute
up to $15,500, the average, is less than $3,000. So $5,000 is ample
for most folks. But it is low enough—and, Mr. Kline, this goes to
your do no harm point in your introductory remarks—to avoid com-
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peting with employer plans or encouraging any employers that
have a 401(k) or even a SIMPLE IRA plan to drop it in favor of
this sort of universal coverage vehicle. Employer plans allow em-
ployees and employers combined to contribute up to $45,000 a year,
compared to the IRA $5,000 starting next year.

We would give those 69 million people you referred to, Mr. Chair-
man, and, as you say, it has grown some. We think it is 75 million,
actually about 78 million by 2007, unfortunately. These people
have no employer-sponsored plan, the opportunity through auto-
matic enrollment to save and build wealth using their employer’s
payroll system to send their own pay to an IRA.

And to accomplish that, we would call upon employers, the ones
that are not able or willing to sponsor a plan for their employees
now, not in neither a 401(k), nor a DB, nor anything else, and that
have more than 10 employees and that have been in business for
at least a couple of years. We would call upon those employers to
act as a forwarding agent, a conduit, for their employees’ contribu-
tions to IRAs.

[The joint statement of Mr. Iwry and Mr. John follows:]

Prepared Statement of David C. John and J. Mark Iwry, Managing
Directors, the Retirement Security Project

Chairman Andrews and Ranking Member Kline, we appreciate the opportunity to
testify before you.! We are submitting our testimony as a single joint statement be-
cause we believe strongly in the need for a common strategy to expand retirement
savings in a manner that transcends ideological and partisan differences.

Our statement focuses on our joint proposal—introduced as H.R. 2167 and S.
1141—to expand retirement savings for small business workers—the Automatic
IRA.2 We are pleased by the positive reaction the proposal has received and are
grateful to our colleagues, including those in government and in various stakeholder
organizations, who have contributed to these ideas.?

With the looming retirement security crisis facing our country, policy-makers from
both parties are focused on ways to strengthen pensions and increase savings. Our
proposal for automatic IRAs would provide a relatively simple, cost-effective way to
increase retirement security for the 75 million Americans working for employers
(usually small businesses) that do not offer a retirement plan.* It would enable
these employees to save for retirement by allowing them to have their employers
regularly transfer amounts from their paycheck to an IRA.

These people—half of our workforce—have no effective way to save at work. This
fact, a national saving rate that has been declining steadily since the 1980s, and
the expectation that Social Security is unlikely to provide increased benefits, make
inadequate retirement saving a major national problem. Research and experience
both point to a simple and effective solution, which we call the “automatic IRA.”

We are by no means suggesting that the automatic IRA proposal is the only step
that should be taken to expand retirement savings for small business workers or
others. In fact, we have long believed in the primacy of employer-sponsored retire-
ment plans as vehicles for pension coverage.> Additionally, the Retirement Security
Project continues to advocate strongly for the expansion of pension coverage through
automatic features in 401(k) and similar retirement savings plans® and for several
other initiatives designed to expand retirement security, especially for the moderate-
and lower-income households that comprise a majority of the U.S. population.”

Making saving easier by making it automatic has been shown to be remarkably
effective at boosting participation in 401(k) plans, but roughly half of U.S. workers
are not offered a 401(k) or any other type of employer-sponsored plan. We would
extend the benefits of automatic saving to a far wider array of the population by
combining several key elements of our current system: payroll deposit saving, auto-
matic enrollment, low-cost, diversified default investments, and IRAs.

The automatic IRA approach we propose offers most employees not covered by an
employer-sponsored retirement plan the opportunity to save through the powerful
mechanism of regular payroll deposits that continue automatically. The employer’s
administrative functions are minimal and should involve no out of pocket cost. In
addition, the arrangement is market-oriented and realistic: it uses a well estab-
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lished and familiar vehicle, IRAs, provided by the same banks, mutual funds, insur-
ance carriers, brokerage firms, credit unions, and other private financial institutions
that currently provide them. As a fallback, if individuals or employers could not find
an acceptable IRA on the market, they would be able to use ready-made, low-cost
automatic IRA accounts provided by a consortium or pool of private-sector financial
institutions or another nonprofit or government-contracted entity that contracts out
asset management and other functions to the private sector.

The Basic Problem

In 2004 half of all households headed by adults aged 55 to 59 had $13,000 or less
in an employer-based 401(k)-type plan or tax-preferred saving plan account.® The
U.S. personal saving rate has declined steadily over the last two decades and has
been negative since 2005.9

Moreover, traditional corporate defined benefit pension plans are declining, and
few expect Social Security to provide increased benefits in the future. The house-
holds that tend to be in the best financial position to confront retirement are the
41 percent of the workforce that participate in an employer-sponsored retirement
plan.10

The most vulnerable employees are those lacking access to an employer-sponsored
plan. In a recent survey conducted by AARP with 700 private sector workers at com-
panies with 10-250 employees that do not offer a 401(k) or some other retirement
plan, fewer than half of these workers without access to an employer plan said they
had taken the following actions: Saved money in a non-retirement account (45%);
Saved money in a retirement account (35%); Read articles or other information
about retirement (35%); Talked with friends, relatives, and/or coworkers about re-
tirement (31%); Used a retirement calculator (14%).11

Generally, the rate of participation (those who contribute as a percentage of those
who are eligible) for 401(k) plans is on the order of 7 or 8 out of 10. An increasing
share of plans are including automatic features that make saving easier and raise
participation, often to levels exceeding 9 out of 10. While more can and should be
done to expand 401(k) and other employer plan coverage,!2 the fraction of the work-
force that is covered by employer plans has hovered around half for at least three
decades. The uncovered employees have no effective way to save at work. IRAs do
not cover enough people because many fail to exercise the initiative required to
make the decisions and take the actions necessary to save in an IRA. More broadly,
many people find it too difficult or lack the financial sophistication to plan for retire-
ment and defer consumption. As a result, only about 1 in 10 eligible individuals con-
tributes to an IRA.

The AARP-commissioned study also shows that workers at companies that would
be covered by the Auto IRA legislation favor the concept of automatic IRAs and are
likely to participate: Over seven in ten (71%) of those without access to an employer-
provided retirement savings plan agree that “employers who do not offer a 401(k)
or other retirement plan should be required by law to offer workers the option to
regularly save a part of their paycheck in an individual retirement account” and
nearly eight in ten (79%) of those without access say they would be likely to partici-
pate if their company offered them the option to regularly save a part of their pay-
check in an IRA through payroll deduction.

The Automatic IRA

The automatic IRA approach is intended to help households overcome the barriers
to saving by building on the successful use in 401(k) plans of automatic features
which encourage employees toward sensible decisions while allowing them to make
alternative choices. The automatic IRA would feature direct payroll deposits to a
low-cost, diversified IRA. Employers above a certain size (e.g., 10 employees) that
have been in business for at least two years but that still do not sponsor any plan
for their employees would be called upon to offer employees this payroll-deduction
saving option. The automatic IRA would apply many of the lessons learned from
401(k) plans so that more workers could enjoy automated saving to build assets—
without imposing any significant burden on employers. Employers that do not spon-
sor plans for their employees could facilitate saving—without sponsoring a plan,
without making employer matching contributions, and without complying with plan
qualification or fiduciary standards. They would simply offer to act as a conduit, re-
mitting a portion of employees’ pay to an IRA, preferably by direct deposit, at little
or no cost to the employer.

The automatic IRA is also designed to address the concern that financial pro-
viders have found it less profitable to serve groups of people with a small average
account size. The proposal would provide a backstop arrangement contracted to the
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private sector that would give an option to any employee groups that the financial
services industry is not currently interested in serving.

Little or No Cost to Employers

Direct deposit to IRAs is not new. In the late 1990s, Congress, the IRS, and the
Department of Labor all encouraged employers not ready or willing to sponsor a re-
tirement plan to at least offer their employees the opportunity to contribute to IRAs
through payroll deduction.!3 However, employers did not respond to this option.
Very few employers have ever adopted direct deposit or payroll-deduction IRAs—at
least in a way that actively encourages employees to take advantage of the arrange-
ment.

With this experience in mind, we propose a new strategy designed to induce em-
ployers to offer, and employees to take up, direct deposit or payroll deposit saving.
For many if not most employers, offering direct deposit or payroll deduction IRAs
would involve little or no cost. The employer would not be maintaining a retirement
plan, and employer contributions would be neither required nor permitted. Firms
would not be required to

(1) comply with plan qualification or ERISA 14 rules,

(2) establish or maintain a trust to hold assets,

(3) determine whether employees are actually eligible to contribute to an IRA or
are complying with the limits on contributions,

(4) select investments for employee contributions,

(5) select among IRA providers, or

(6) set up IRAs for employees.

Employers would be required simply to allow employees to make a payroll-deduc-
tion deposit to IRAs. This dovetails with what employers are already required to do
by way of withholding income (and payroll) tax from employees’ pay (based partly
on employee elections on IRS Form W-4) and remitting those amounts to the federal
tax deposit system.

Tax Credit for Employers that Serve as Conduit for Employee Contributions

Firms that do not provide employees a qualified retirement plan, such as a pen-
sion, profit-sharing, or 401(k) plan, would be given a temporary tax credit to estab-
lish automatic IRAs. The tax credit would be available to a firm for the first two
years in which it offered payroll deposit saving to an IRA and would be designed
to avoid competing with the tax credit available under current law to small busi-
nesses that adopt a new employer-sponsored retirement plan. Also, it would be
available both to those employers required to offer payroll deposit and to very small
or new firms that are not required to but do so voluntarily.

Tax Credit for Employers that Adopt a New Employer-Sponsored Retirement Plan

Under current law, an employer with 100 or fewer employees that starts a new
retirement plan for the first time can generally claim a tax credit for startup costs.
The credit equals 50 percent of the cost of establishing and administering the plan
(including educating employees about the plan) up to $500 per employer per year
for three years. To maintain employer incentives to adopt an employer plan, the
automatic IRA tax credit would be lower, e.g. $25 per employee enrolled, capped at
$250 in the aggregate per employer. Employers could not claim both the new plan
startup credit and the proposed automatic IRA credit.

Direct Deposit and Automatic Fund Transfers

The automatic IRA would capitalize on automated or electronic fund transfers.
Many employers retain an outside service provider to manage payroll, including
withholding, federal tax deposits, and direct deposit of paychecks to accounts des-
ignated by employees or contractors. For the numerous firms that already offer their
workers direct deposit, direct deposit to an IRA would entail no additional cost, even
in the short term. A large proportion of the employers that still process their payroll
by hand would be exempted under the exception for very small employers. As a re-
sult, our proposal focuses chiefly on those employers that already use electronic pay-
roll but have not used the same technology to provide employees a convenient retire-
ment saving opportunity. Employers that do not use electronic payroll would have
the option of “piggybacking” the payroll deposits to IRAs onto the federal tax depos-
its they currently make, whether online, by mail, or by delivery to the local bank.

Employees Covered

Employees eligible for the automatic IRA would include those who have worked
for the employer on a regular basis (including part-time) for a specified period of
time and whose employment there is expected to continue. Employers would not be
required to offer automatic IRAs to employees who are already covered by a retire-
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ment plan or are excludable from coverage (such as recently-hired employees, those
who work less than 1,000 hours a year, union-represented employees or nonresident
aliens without US source income) under the qualified plan rules. Accordingly, the
proposal is not intended to apply to employers that offer 401(k), SIMPLE, pension
or other qualified retirement plans to their employees.15

Portability of Savings Through Choice of Roth or Traditional IRA

Like a 401(k) contribution, the amount elected by the employee as a salary reduc-
tion contribution generally would be tax-favored. It either would be a contribution
to a Roth IRA, which receives tax-favored treatment upon distribution, or a “pre-
tax” contribution to a traditional, tax-deductible IRA. To spare households the need
to undertake the comparative analysis of Roth versus traditional IRA, one or the
other would be the default or presumptive choice. Of course, presented with an auto-
matic or standard option, many households will simply go along with it, while oth-
ers will consider whether to choose the other alternative. Accordingly, the automatic
approach strikes a balance between simplicity and individual choice. In either case,
the use of IRAs maximizes portability of savings. IRAs generally continue in exist-
ence without regard to changes in the owner’s employment status and, in general,
are freely transferable by rollover to other IRAs or qualified plans.

Expanding Saving through Automatic Features

Obstacles to Participation

Today, individuals who want to save in an IRA must make a variety of decisions
to open an account. In addition, they must overcome a natural tendency to delay
making important decisions until the last minute. At least five key questions are
involved:

e whether to participate at all;

e which financial institution to use to open an IRA (or, if they have an IRA al-
ready, whether to use it or open a new one);

e whether the IRA should be a traditional or Roth IRA;

e how much to contribute to the IRA; and

e how to invest the IRA.

These obstacles can be overcome by making participation easier and more auto-
matic.

Automatic Enrollment or an Explicit “Up or Down” Employee Election

Automatic enrollment (more often applied to newly hired employees but now in-
creasingly applied to both new hires and other employees) has produced dramatic
increases in 401(k) participation.l® In view of the basic similarities between em-
ployee payroll-deduction saving in a 401(k) and under a direct deposit IRA arrange-
ment, the law should, at a minimum, permit employers to automatically enroll em-
ployees in direct deposit IRAs.

However, simply allowing employers to use automatic enrollment with direct de-
posit IRAs may not be enough. Requiring employers to use automatic enrollment in
conjunction with the payroll deduction IRAs (with a tax credit and legal protections)
likely would increase participation dramatically while preserving employee choice.
However, a workforce that presumably has not shown sufficient demand for a retire-
ment plan to induce the employer to offer one might react unfavorably to being
automatically enrolled in direct deposit savings without a matching contribution. In
addition, some small business owners who work with all of their employees closely
each day might regard automatic enrollment as unnecessary.

Accordingly, automatic enrollment would be the presumptive or standard enroll-
ment method, but employers could opt out of it in favor of an alternative approach,
which is in effect a variation on automatic enrollment. The alternative requires all
eligible employees to submit an election that explicitly either accepts or declines
payroll deposit to an IRA. Requiring an “up or down” election picks up many who
would otherwise fail to participate because they do not complete and return the en-
rollment form due to procrastination, inertia, inability to decide on investments or
level of contribution, and the like.17” Any employee who fails to comply with the elec-
tion requirement is automatically enrolled. In either case, to maximize participation,
employers receive a standard enrollment module reflecting current best practices in
enrollment procedures.18

In addition, employees like automatic enrollment. Retirement Made Simpler—a
coalition of advocacy, regulatory and policy organizations, including AARP, the Fi-
nancial Industry Regulatory Authority (FINRA), and the Retirement Security
Project (RSP)—was launched to encourage employers to help their employees be bet-
ter prepared financially for retirement. Retirement Made Simpler recently released
a survey on employee satisfaction with automatic enrollment. The survey, a first of
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its kind, reached out to employees who work at firms that use automatic enrollment.
The results are striking. Of these employees, 97% agreed that they were satisfied
with automatic enrollment, and 74% of them were “very satisfied.” Agreement that
automatic 401(k) has helped them start saving for retirement earlier than planned
is 85%, with 62% at “Strongly agree”. And agreement that automatic enrollment has
made saving for retirement easy is 95%, with 71% at “Strongly agree.” Even among
those who opted out of their company’s 401(k) plan, a full 79% were glad their com-
pany offered automatic enrollment to employees.

Compliance

Whether using automatic enrollment or explicit “up or down” elections from em-
ployees, employers would be required to obtain a written (including electronic) elec-
tion from each nonparticipating employee. That way, no one would be left out by
reason of inertia. If the employer chose to use automatic enrollment, the notice
would also inform employees of that feature (including the automatic contribution
level and investment and the procedure for opting out), and the employer’s records
would need to show that employees who failed to submit an election were in fact
participating in the payroll deduction saving. Employers would be required to certify
annually to the IRS that they were in compliance with the payroll deposit saving
requirements.19

Making a Saving Vehicle Available To Everyone

Under the automatic IRA, individuals who wish to direct their contributions to a
specific IRA can do so. To make this happen, the employer has the option of either

o following employee directions as is ordinarily done when employers make direct
deposits of paychecks to accounts specified by employees, or

e remitting all employee contributions in the first instance to IRAs at a single pri-
vate financial institution (chosen by the employer), from which employees can trans-
fer the contributions, without cost, to their own IRA.

However, if an employer or employees could not find an IRA provider willing to
serve their market for an acceptably low fee, they could resort to a standard fallback
IRA account, as described below.

A Low-Cost Standard Automatic Account

The fallback arrangement, which might take the form of an industry consortium
or nonprofit organization, would make a standard IRA account automatically avail-
able to receive direct deposit contributions from employees. These accounts would
be maintained and operated by private financial institutions under contract with the
federal government. By contrast to the wide-open array of investment options pro-
vided in most current IRAs (which can be daunting for many savers) and the high
(and costlier) level of customer service provided in many 401(k) plans, the standard
account would provide only a few investment options (to maximize economies of
scale and reduce cost). It would permit individuals to change their investments only
once or twice a year, and would emphasize transparency of investment and other
fees and expenses. Like the investment options under the federal Thrift Savings
Plan for federal employees, it is contemplated that costs would be minimized
through the use of passive investments such as index funds provided and managed
by private financial institutions. This would not limit anyone’s choices: individuals
who preferred other IRA investments could simply continue contributing to an IRA
outside the context of these proposed new arrangements.

Automatic Investment Fund Choice

The IRAs selected by employees or employers from among those offered by private
financial institutions as well as the fallback standard IRAs would provide low-cost
professional asset management to millions of savers, with a view to improving their
aggregate investment results. To that end, these IRAs would offer an automatic or
default investment fund (generally similar, at least initially, to the kinds of invest-
ments described as “Qualified Default Investment Alternatives” in Department of
Labor regulations)2° for all deposits unless the individual chose otherwise. This
automatic investment choice could be a highly diversified “target asset allocation”
or “life-cycle” fund comprised of a mix of equities and fixed income or stable value
investments, and probably relying heavily on index funds. It could also make avail-
able some elements of guarantee against loss of principal, in exchange for a limited
reduction in the rate of return. Because it is desirable to maintain a degree of flexi-
bility in order to accommodate and reflect market creativity, best practices, and the
evolving consensus of expert financial advice over time, the proposed legislation
would not fully specify the automatic investment. General statutory guidelines
would be fleshed out at the administrative level after a process of extensive con-
sultation with private-sector investment experts. In addition, the IRAs employees or
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employers select from private financial institutions would also offer at least a few
investment alternatives, consistent with normal market practice, but would not be
limited to any prescribed array of investment options.

Employers Protected from any Risk of Fiduciary Liability

Employers making payroll deposits would be insulated from potential liability or
fiduciary responsibility with respect to the manner in which direct deposits are in-
vested in automatic IRAs, regardless of whether the IRA provider is selected by the
employer or the employee. Nor would employers be exposed to potential liability
with respect to any employee’s choice of IRA provider or type of IRA. This protection
of employers would be facilitated by regulatory designation of standard investment
types that reduces the need for continuous professional investment advice. In addi-
tion, employers could avoid responsibility even for the selection of an IRA provider
for their employees by allowing employees to designate their preferred IRA pro-
viders (or by specifying the government-contracted fallback automatic IRA).

The Importance of Protecting Employer Plans

The automatic IRA proposal is designed carefully to avoid competing with or
crowding out employer plans. Probably the most important protection for employer

lans is the use of IRAs, which have maximum permitted contribution levels of
§4,000 (for 2007; $5,000 beginning in 2008, with an additional $1,000 if the contrib-
utor is age 50 or older). This is sufficient to meet the demand for saving by millions
of households but not high enough to satisfy the appetite for tax-favored saving of
business owners or decision-makers, who can contribute up to $15,500 of their own
salary to a 401(k) (or $20,500 if age 50 or older) plus matching or nonmatching em-
ployer contributions that can bring the total annual 401(k) contributions on their
behalf to $45,000 a year ($46,000 in 2008).2! In addition, by design, the employer
tax credit for providing access to automatic IRAs is significantly less than the small
employer tax credit for sponsoring a new 401(k), SIMPLE or other retirement plan.

In fact, the automatic IRA is designed to actually promote more employer plans.
First, any employer that wants to match its employees’ contributions must adopt a
qualified plan or SIMPLE; to preserve that incentive, the automatic IRA does not
allow employer contributions. Second, the automatic IRA gives consultants, third-
party administrators, financial institutions, and other plan providers a new way to
penetrate the small business pension market with 401(k)s, SIMPLEs and other tax-
favored employer plans. Because these plans can now be purchased at very low cost,
it would seem natural for many small businesses—especially those whose owner
would like to save more or to match employees’ saving—to graduate from payroll
deduction saving and complete the journey to a qualified plan.

Encouraging Contributions by the Self-Employed and Independent Contractors

For the self-employed and others who have no employer, regular contributions to
IRAs would be facilitated in four principal ways:

e Expanding access to automatic debit arrangements, including through profes-
sional and trade associations that could help arrange for automatic debit and direct
deposit to IRAs. Automatic debit essentially replicates the power of payroll deduc-
tion insofar as it continues automatically once the individual has chosen to initiate
it.

e Extending the payroll deposit option to many independent contractors through
direct deposit with firms from which they receive regular payments (without affect-
ing the individual’s status as an independent contractor);

e Enabling taxpayers to direct the IRS to make direct deposit of a portion of their
income técllx refunds to an IRA (which became possible for the first time earlier this
year); an

e Allowing the self-employed to transmit IRA deposits with their quarterly esti-
mated income taxes.

Matching Deposits as a Financial Incentive

A powerful financial incentive for direct deposit saving by those who are not in
the higher tax brackets (and who therefore derive little benefit from a tax deduction
or exclusion) would be a matching deposit to their payroll deposit IRA. By increas-
ing assets under management, a match would also increase private financial institu-
tions’ interest in providing IRAs. One means of delivering such a matching deposit
would be via the financial institution that provides the payroll deposit IRA. For ex-
ample, the first $500 contributed to an IRA by an individual who is eligible to make
deductible contributions to an IRA might be matched by the private IRA provider
on a dollar-for-dollar basis, and the next $1,000 of contributions might be matched
at the rate of 50 cents on the dollar. The financial provider would be reimbursed
for its matching contributions through federal income tax credits.22



31

Evidence from a randomized experiment involving matched contributions to IRAs
suggests that a simple matching deposit to an IRA can make individuals signifi-
cantly more likely to contribute and more likely to contribute larger amounts.23
Matching contributions—similar to those provided by most 401(k) plan sponsors—
not only would help induce individuals to contribute directly from their own pay,
but also, if the match were automatically deposited in the IRA, would add to the
amount saved in the IRA. The use of matching deposits would require procedures
to prevent gaming—contributing to induce the matching deposit, then quickly with-
drawing those contributions to retain the use of those funds.24

Guaranteed Lifetime Income

The automatic IRA could also serve as a natural platform or proving ground for
best practices in retirement savings, possibly including, over time, an expanded use
of lifetime guaranteed income. There is reason to believe that many households with
savings but no lifetime income stream to supplement Social Security would be better
off if they converted a portion of their savings to (appropriately priced) guaranteed
income. Yet most are reluctant to do so. The same automatic strategy used to pro-
mote enrollment and sensible investment could encourage more workers to obtain
the security of an annuity or other guaranteed lifetime income, including perhaps
“longevity insurance” that provides a deferred annuity beginning at age 80 or 85,
for example. The uniform default investment and the backstop automatic IRA for
any employees who cannot find an appropriate IRA in the market may lend them-
selves to exploring means of encouraging greater use of low-cost guaranteed income
in TRAs generally as well as in 401(k) and other employer plans.25

As former Chair of the Council of Economic Advisers Laura Tyson pointed out in
a Wall Street Journal op-ed article last week endorsing the automatic IRA, “[jlust
as the Automatic 401(k) and Automatic IRA would help to ensure that employees
have enough retirement savings, automatic guaranteed lifetime income would help
to ensure that they do not outlive their savings”26 and have an income stream they
can count on.

Conclusion

American households have a compelling need to increase their personal saving,
especially for long-term needs such as retirement. This testimony summarizes a
strategy to make saving more automatic—hence easier, more convenient, and more
likely to occur. By adapting to the IRA universe practices and arrangements that
have proven successful in promoting 401(k) participation, the automatic IRA ap-
proach holds considerable promise of expanding retirement saving for millions of
workers.
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20“Default Investment Alternatives Under Participant Directed Individual Account Plans;
Final Rule,” Department of Labor Employee Benefits Security Administration, Federal Register
(Vol. 72, No. 205), October 24, 2007. See also letter from J. Mark Iwry, Principal, Retirement
Security Project, to Department of Labor Employee Benefits Security Administration, dated No-
vember 13, 2006 (available at wwuw.retirementsecurityproject.org), commenting on the Depart-
ment’s proposed regulations.

21These 401(k) limits apply to both 2007 and 2008. IRA and 401(k) contribution limits (as
well as the limits applicable to SIMPLE plans) are indexed for cost-of-living.

22This raises a number of issues. For further discussion, see discussion of proposed reforms
of the Saver’s Credit, e.g., William G. Gale, J. Mark Iwry, and Peter R. Orszag, “The Saver’s
Credit: Expanding Retirement Savings for Middle- and Lower-Income Americans” (Retirement
Security Project Publication No. 2005-02, March 2005).

23 Esther Duflo, William Gale, Jeffrey Liebman, Peter Orszag, and Emmanuel Saez, “Saving
Incentives for Low- and Middle-Income Families: Evidence from a Field Experiment with H&R
Block” (Retirement Security Project, May 2005).

24 Among the possible approaches would be to place matching deposits in a separate sub-ac-
count subject to tight withdrawal rules and to impose a financial penalty on early withdrawals
of matched contributions.

25 Accordingly, H.R. 2167 and S. 1141 require a joint study by the Labor and Treasury Depart-
ments of the feasibility and desirability of promoting the use of low-cost annuities, longevity in-
surance, or other guaranteed lifetime income arrangements in automatic IRAs, including consid-
eration of—(i) appropriate means of arranging for , or encouraging, individuals to receive at
least a portion of their distributions in some form of low-cost guaranteed lifetime income, and
(ii) issues presented by possible additional differences in, or uniformity of, provisions governing
different IRAs. Section 4(b)(1)(B). The bills also would provide for a joint study of the feasibility
and desirability of extending to automatic IRAs spousal consent requirements similar to, or
based on, those that apply under the Federal employees’ Thrift Savings Plan, including consider-
ation of whether modifications of such requirements are necessary to apply them to automatic
TRAs. Section 4(b)(1)(A).

26 Laura D’Andrea Tyson, “Some No-Brainer Savings Ideas,” Wall Street Journal, October 30,
2007, page A-18.

[Additional materials submitted by Mr. John follow:]

[Internet address to the Retirement Security Project policy brief,
“Pursuing Universal Retirement Security Through Automatic
IRAs,” follows:]

http:/ |www.retirementsecurityproject.org | pubs | File | RSPAutoIRALongpaperFINAL7.10.2007. pdf

[Executive summary of the Retirement Security Project policy
brief, “Pursuing Universal Retirement Security Through Automatic
IRAs,” follows:]
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introduction’

e

.{ his paper summarizes an ambitious yet practical set of initiatives to expand dramatically retirement saving in the
United States — especially for the 75 million Americans working for cmployers that do not offer a retirement plan.®
“T'hese people — half of our workforce — have no effective way to save at work. ‘T'his fact, a national saving rate that has
been declining steadily since the 1980s, and the expectation that Social Security is unlikely to provide increased benefits,
ing a major national problem. Rescarch and experience both point to a simple and

make inadequate retirement sa
effective solution, which we call the "automatic IRA."

Making saving easier by making it automatic has been shown to be remarkably effective at boosting participation in
401(k) plans, but roughly half of US. workers are not offered a 401(k) or any other type of employer-sponsored plan.
We would extend the benefits of automatic saving to a far wider array of the population by combining scveral key

elements of our current system: payroll deposit saving, automatic enrollment, low-cost, diversified default investments,
and TRAs.

‘I'he automatic IRA approach we propose offers most ecmployeces not covered by an employer-sponsored retirement
plan the opportunity to save through the powerful mechanism of regular payroll deposits that continue automatically.®
et cost. In addition, the

The employer's administrative functions are minimal and should involve no out of po
arrangement is market-oticnted: TRAs are provided by the same banks, mutual funds, insurance carricrs, brokerage
firms, credit unions, and other private financial institutions that currently provide them. As a fallback, individuals and
employers who cannot find an acceptable IRA on the markert can use ready-made, low-cost automatic IRA accounts
provided by an entity somewhat similar to the federal employees' Thrift Savings Plan with asset management contracted

out to the private sector.
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The Basic Problem

}n 2004 half of all houscholds headed by

adults aged 55 to 59 had $13,000 or less in an
cmployer-based 401(k)-type plan or tax-
preferred saving plan account.” T'he US.
personal saving rate has declined s
the last two decades and has been negative
since 2005, Moreover, tradifional corporate
defined benefit pension p
and few cxpect Social Security to provide
increased benefits in the future.

cadily over

are declining,

“I'he houscholds that tend to be in the best
financial pos
the 41 percent of the workforce that
participate in an employer-sponsored

tion to confront reticement are

retirement plan’ Generally, the rate of
participation (those who contribute as a
percentage of those who are eligible) for
401(8) plans is on the order of 7 or 8 out
of 10. An incr

sing share of plans are
including automaric features that make
saving easier and raise participation, often to
levels exceeding 9 out of 10. While more can
and should be done to expand 401(k)-type
plan coverage, the
workforce that is covered by employer
plans has hovered around half for at least
three decades. The uncovered employ
have no cffective way to save at work.

tion of the

TRAs do not cover cnough people
because many fail to exercise the
initiative required to make the

decisions and take the actions
necessary to save in an IRA. More
broadly, many people find it too
difficult or lack the financial
sophistication to plan for retirement
Asa

and defer consumptio

result, only about 1 in 10 cligible
individuals contributes to an TRA.

The Automatic IRA

i
E. he automatic IRA approach is intended
to help households overcome these barriers
by building on the
plans of automatic features

encourage employvees toward sensible
decisions while allowing them to make
alternative choices. The automatic IRA
would feature direct payroll deposits to a
low-cost, diversified TRA. Employers above a
certain size (e.g, 10 employ that have
been in business for at least two years but
that still do not sponsor any plan for their
employees would be called upon to offer
employees this payroll-deduction saving option.

The automatic IRA would apply many of the
lessons learned from 401(K) plans so that

more workers could enjoy automated saving
to build ass
significant burden on employers
that do not sponsor plans for ¢

without imposing any
Imployers
cnploy

could facilitate saving — without sponsoring
a plan, without making employer matching
contributions, and without complying with
plan qualification or fiduciary standards. They
would

mply offer to remit a portion of
'

cmploy 0 an TRA, preferably by dircet

deposit, at little or no cost to the employer.
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“I'ne automatic TRA i s and implement those deposits, Tmployers
the concern that financial providers have of course are already required to withhold
found it less profitable to serve groups of income and payroll tax from employees'
people with a small average account sivze. The  pay (based partly on employee elections on
proposal would provide a backstop RS Form W-4) and remit those amounts
arrangement contracted to the private to the federal tax deposit system.

sector that would give an option to those
employee groups that the financial s Tax Credit for Emplovers that
industry is not currently interested in serving.  Serve as Cosduit for Bmployes

IV

Contvibutions
Little or Mo Cost to Employers Tirms that do not provide employees a
Dircct deposit to TRAs is not new. In the qualificd retieement plan, such as a
late 1990s, Congress, the IRS, and the pension, profit-sharing, or 401(k) plan,
Department of Labor all encouraged would be given a temporary tax credit to
cmployers not ready or willing to sponsor a  establish automatic TRAs. The tax credit
retirement plan to at least offer their would be avatlable to a firm for the first
emplovees the opportunity to contribute to two years in which it offered payroll
IRAs through payroll deduction.? deposit saving to an JRA and would be
However, it appears that few employers designed to avoid competing with the tax
actually have dircct deposit or payroll- credit available under current law o small
deduction IRAs — at least in a way that businesses that adopt a new emplover

actively encourages employces to take sponsored retirement plan. Also, it would

advantage of the arrangement, be available both to those employers
required to offer payroll deposit and to
With this expericnce in mind, we proposca  very small or new firms that are not
new strategy designed to induce employers  required to but do so voluntarily.
to offer, and employees to take up, direct
deposit ot payroll deposit saving. For
many if not most employers, offering
direct deposit or payroll deduction TRAs
would involve little or no cost. The

employer would not be maintaining a
retirement plan, and employer
contributions would be neither required
nor permitted. Firms would not be
required to (1) comply with plan
qualification or TIRISA” rules, (2) cstablish

or maintain a trust to hold assets, (3) To maintain employer incentives to adopt
determine whether employees arc actually an employer plan, the automatic IRA tax
eligible to contribute to an TRA, (4) select credit would be lower, ¢.g $25 per
mvestments for employee contributions, (5)  employee enrolled, capped at $250 total.
select among IRA providers, or {6) set up tmployers could not claim both the new
IRAs for employees. Employers would be  plan startup credit and the proposed
required simply to allow employees to automatic IRA credit.

make a payroli-deduction deposit to IRAs
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Divect Depnsit and Automatic
Fund Transfers

The automatic TRA would capitalize on
automated or electrenic fund transfers. Many
employers retain an outside service provider
to manage payroll, including withholding,
federal tax deposits, and direct deposit of
paychecis to accounts designated by
cmployces or contractors. [¥

or the numerous
firms that already offer their workers direct
deposit, dircet deposit to an TRA would enail
no additional cost, even in the short term.

A large proportion of the employers that

still process their payroll by hand would be
exempted under the exception for very small
employers. As a result, our proposal focuses
chiefly on those employers thar already use

clectronic payroll but have not used the same
technology to provide employees a convenient
retirernent saving opportunity. Limployers that
do not usc clectronic payroll could "piggyback”
the payroll deposits to TRAs onto the federal
tax deposits they currently make, whether onling,
by mail, or by delivery to the local bank.

)

Emplovess Coverad

FEmployees eligible for the automatic IRA
would include those who have worked for the
employer on a regular basis (including part-
tme) for a specified period of time and whose
employment there is expected to continue.
Employers would not be required to offer
automatic IRAs © cmploy y
covered by a retirement plan or are excludable
from coverage under the qualified plan rules.
TTowever, an employer that limits retirement

who are

plan coverage to a portion of its workforce
generally would be required to offer payroll
deposit saving to the rest of the workforce.

Choice of Traditional Versus Roth
iRA

Like a 401{k) contribution, the amount
clected by the employec as a salary
reduction contributon generally would be
tax-favored. Tt cither would be a "pre-
contribution to a wraditional, tax-deductble
IRA or a contribution to a Roth IRA, which
instead receives tax-favared treatment upon

"
X

distribution. 16 spare households the need
of
Roth versus traditional TRA, one or the other
would be the defavlt or presumptive choice.
Of course, presented with an automatic or
standard option, many houscholds will
simply go along with it, while others will

to undertake the comparative anal;

der whether to choose the other
Accordingly, the automatic
approach strikes a balance between
simplicity

cons!

alternative

and individual choice.

Expanding Saving through
Automatic Features

Dhstacles to Participation

Today, individuals who want to save in an
IRA must make a variety of decisions to open
an account. In addition, they must overcome
a matural tendency to delay malking
important decisions until the last minute.
At least five key questions are involved:

at all;

+ whether to participa

+ which financial institution to use to o
an TRA (or, if they have an TRA alrcady,
whether to use it or open a new one);

« whether the TRA should be a traditional
or Roth IRA;

« how much to contribute to the IRA; and

« how to invest the IRA.

“Th

participation easier and more automatic.

sc obstacles can be overcome by making

futomatic Enroliment or an
Explicit “Up or Down™ Employae
Election

Automatic enrollment (more often applied to
newly hired employecs than to both n
and other employees) has produced dramatic

increast

ew hires

s in 40108 participation.” In view of the

basic similarities between employee payroll-

deduction saving in a 401(k) and under a
direct deposit IRA arrangement, the law should,
at 2 minimum, permit employers to

antomatically enroll employ
deposit TRAs.




owever, simply aliming employers 1o use

autornatic enrollment with direct deposit TRAs
may not be cnough.  Requiring employers to
use automatic enrollment in conjunction with
the payroll deduction TRAs (with a rax credit
and legal protections) likely would increasc

participation dramatically while preserving

cmplovee choice. However, a workforce that
presumably has not shown sufficient demand
for a retirement plan to induce the employer
to offer one might react unfavorably to being
automatically enrolled in direct deposit savings
without 2 matching contribution. In addition,
some small business owners who work with
all of their employees closcly each day might
regard automatic enrollment as unnecessary.

Accordingly, automatic enrollment would be
the presumptive or standard enrollment
method, but employers could opt out of it in
favor of an alternative approach. ‘The
cligible
submit an election that explicitly cither accepts
or declines payroll deposit to an TRA.
Requiring an "up or down" election picks up
many who would otherwise fail to participate

alternative requires cmployees to

because they do not complete and return the
enroilment form due to procrastination, inertia,
inability to decide on investments or level of
contribution, and the like."" Any employee who
fails to comply with the clection requirement

to

maximize participation, employers receive a
standard caroliment module reflecting cusrent
best practices in enrollment procedures.”

is autematically enrolied. In cither

Comphi and Enforcement
Whether using automatic carollment or explicit
"up or down" clections from employees,
employers would be required to obtain a
written (including electronic) election from
cach nonparticipating employee. That way, no
one would be left out by reason of inerta. If
the employer chose to use automatic entollment,
the notice would also mform employees of that
featus
level and investment and the proc
opting out), and the employer's records would
need to show that employees who failed to

> (including the automatic contribution

ure for

submit an clection were in fact participating

T B s
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in the payroll deduction saving. Emplovers
would be required to certify annually to the
TRS that they were in compliance with the

* Hailure 10

payroll deposit saving requiremen
offer payroll deposit saving would ultimatcly
be backed up by an excise tax similar to (but
lower than) that imposed for employer
violations of the COBRA health care
continuation coverage requirements.

Making a Saving Vehicle
Available

Tnder the automatic TRA, individuals who
h to direct their contributions to a specific
IRA can do so. To make this bappen, the

employer cither

« follows employee directions as is ordinarily
done when employers make direct deposits
of paychecks to accounts specified by
employees, or

» remits all employee contributions in the
first instance to 1RAs at a single private
financi

nstitution, from which employces
can transfer the contributions, without

cost, to their own TRA.

However, an employer or employees who

cannot find an IRA provider willing to serve
their matket for an acceptably low fee could
resort to a standard fallback TRA account that

would in some respects resemble the federal

employees' Thrift Savings Plan.

A Low-Cost Stendard Automatic
Heoount

‘I'he fallback arrangement, which might take
the form of an industry consortium or
nonprofit organization, would make a standard
TRA account automatically available to reccive
direct deposit contributions
"These accounts would be maintained and
operated by private financial institutions under
contract with the federal government. By
contrast to the wide-open investment options
provided in most ¢

from employee:

rrent IRAs and the high

(and costlict) level of customer service
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provided in many 401(k) plans, the standard
account would provide only a few in
options (to maximize cconomics of scale and
reduce cost), would permit individuals to

ment

change their investments only once or twice
a vear, and would emphasize transparency
of investment and other fees and expenses.

Automatic investment Fund Cholce
The IRAs selected by employees or employers
from among those offered by private financial
instimtions as well as the fallback standard

TRAs would provide low-cost professional
ith

asset management to millions of

ave

a view
nvestment results. To that end, all of these
TRAs would offer an automatic or default
investment fund (generally similar to the

to improving their aggregate

"Qualificd Default Investment Alternatives”
rtment of Labor

proposed in Dep:
regulations)™ for all deposits unless the

individual chose otherwise. This automatic

investment choice would at least initially be
a highly diversified "target asset allocation”
or "life-cycle” fund comprised of a mix of
equities and fixed income or stable value

investments, and probably relying heavily on
index funds. Because it is desirable to maintain

¢ of flexibility in order to reflect a
consensus of expert financial advice over time,
we would not fully specify the automatic
investment by

atute. General statutory
guidclines would be fleshed out at the

administrative le
CO! ctor investment
experts. In addition, the IRAs emplovees or
employers select from private financial

leation with privatc

institutions would also offer at least a few

investment alternatives, consistent with normal
market practice, but would not be limited to
any prescribed array of investment options.

Employers Protected from any
Risk of Fiduciary Liakility

Employers making payroll deposits would be
nsulated from potential liabtlity or fiduciary
responsibility with respect to the manner in
which dircet deposits are invested in automatic

IRAs, regardiess of whether the IRA provider
or investments are selected by the employer
or the employce. Nor would cmployers be

exposed to potential liability with respect to

any employ
type of IRA. This protection of employers
would be facilitated by regulatory designation
of standard investment types that reduces the
need for continuous professional investment

-¢'s choice of 1RA provider or

advice. In addition, cmployers could avoid
responsibility cven for the sclection of an
TRA provider for their employees by allowing
employecs to designate their preferred TRA
{or by spe

providers fying the government-

contracted fallback autornatic IRA).

The Importance of Protecting
Employer Plans

g

1 he automatic TRA proposal is d
carefully to a

ancd

sid competing with or crowding

out employer plans. Probably the most
important protection for employer plans is the
use of [RAs, which have maximum permitted
contribution levels of $4,000 (2007). “I'his
is sufficient to meet the demand for sa

ving
by millions of houscholds but not high cnough

to satisfy the appetite for tax-favored saving
of business owners or decision-makers, who

can contribute up to 515

500 o a 401(K) (or
500 if they are age 50 or older).” In
addition, by design, the employer tax credit
for providing access to automatic IRAs is
significantly less than the small employer
tax credif for sponsoring a new 401(k),

SIMPLE or other retirement plan.

In fact, the automatic IRA is designed to
actually promote more employer plans by
giving consultants, third-party ¢
financial ins
ancw way to penctrate the small busine:
pension market with 401(k}s, SIMPLE-IRAs
and other tax-favored employer plans. Because
these plans can now be purchased at very Jow
1l

whose owner

Iministrators,

itutions, and other plan providers

costy it would seem natural for many sn

busines: Ly tho:




would like to save more or to match

employee
payroll deduction saving and complete the
journey to a qualified plan.

wving — to graduate from

Encouraging Contributions by
the Seif-Employed and
independent Contractors

s
Ior the selfemployed and others who have
no employer, regular contributions fo TRA:
would be facilitated in four principal way

« Expanding access to automatic debit
arrangements, including through professional
and trade associations that could help arrange
for automatic debit and direct deposit to
IRA

Automatic debit essentially
replicates the power of payroll deduction
insofar as it continues automatically once
the individual has chosen to initiate it.

ol
many independent contractors through
direct deposit with firms from which they
receive regular payments;

* Enabling taxpayers to direct the IRS to
make dircct deposit of a portion of their

ixtending the payroll deposit option to

income tax refunds to an IRA; and
 Allowing the self-employed to transmit
IRA deposits with their quarterly estimated
income faxes.

Matching Deposits as a
Financial incentive

A powerful financial incentive for direct

deposit saving by those who are not in the

higher tax brackets (and who therefore derive
little benefit from a tax deduction or exclusion)
would be a matching deposit to their payroll
deposit TRA. One means of delivering such
a matching deposit would be via the financial
institution that provides the payroll deposit
TRA. For example, the first $500 contributed
to an IRA by an individual who is eligible to
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make deductible contributions to an IRA might
be matched by the private IRA provider on
a dollar-for-dollar basis, and the next $1,000
of contributions might be matched at the rate
of 50 cents on the dollar. I'he financial

provider would be reimbursed for its matching

contributions through federal income tax
%

credits,

Recent evidence from a randomized
experiment involving matched contributions
to TRAs suggests that a simple matching
deposit to an TRA can make individuals
significantly more likely to contribute and
contribute larger amounts.”
ibutions — similar to those
most 401(K) plan sponsor

provided by ~not
only would help induce individuals to contribute
directly from their own pay, but also, if the

match were automatically deposited in the TRA,

would add to the amount saved in the IRA.

"T'he use of matching deposits, however, would
require procedures to prevent gaming —

contributing to induce the matching deposit,
then quickly withdrawing those contributions

to retain the use of those funds.

Conclusion

,J\mencm houscholds have a compelling
need to increase their personal saving,
especially for long-term needs such as
retirement. 'Lhis brief summarizes a
strategy to make saving morc automatc —
hence easier, more convenient, and more
likely to occur. By adapting to the IRA
universe practices and arrangements that
have proven successtul in promoting 401(k)
participation, the automatic IRA approach
holds considerable promise of expanding
retirement saving for millions of workers.
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This executive summary is basad on a more detailed
proposal the authors have described in a research paper
{Retirement Security Project Publication No. 2007-2) and
Congressianal testimony (Testimony before the Long-Term
Growth and Debt Reduction Subcommittee of
Committee on Finance, United States Senate, June 29, 2006),
both available at wwwretirementsecurityprofect.org.

“Craig Copeland, “Employer-Based Retirement Flan
Participation: Geographic Differences and Trends:
Employee Benefit Research Institute Issue Brief No. 299,
December 2005 {referred to below as *Copeland, EBRI Issue
Brief No. 289"}, Figure 1, p. 7. An additional 16 million
workers cither are not aligible for their employer's plan or
are eligible but fail to participate.

“The automatic IRA proposal was introduced as the
" Automatic IRA Act of 2006" in the 109th Congress as 5.
2652 by Senators Jeff Bingaman (0-NM) and Gordon Smith
{R-OR) and cosponsored by Senator John Kerry (D-MA); as
sections 101-104 of 5. 3951 sponsorsd by Senators Smith
and Kent Conrad (D-ND) and cosponsored by Senator
Bingaman: and as H. 6210 sponsored by Rep. Phil English
{R-PA). Another bill that takes a similar approach has been
introduced by Senator Max Baucus (D-MT), S. 2431 {109th
Congress, second session).

“Even among those households that had savings in 401(K)s
and IRAs, the median account balance was only $69,000.
Authors® calculations using the 2004 Survey of Consumer
Finance.

*As measured in the National Income and Product Accounts.

“Copeland, EBRI Issue Brief No. 299, Figure 1, page 7.

TSee \Mlllam G. Gale, ). Mark Iwry, and Spencer Walters, The

Agenda. (Refiramant Security Project Publication No. 2007-
1. April 2007)

‘in the Conference Report to the Tax Reform Act of 1997,
Congress stated that *employers that choose not to
ponsor a etirement ian should be sncoursged to set up
2 payroll deduction [iRA] system to help employ:
o btirernent by making payralldeduction contrbutions
to their IRAs" and sncouraged the Secretary of the
Treasury to *continue his efforts to publicize the
availability of these payroll deduction iRAs” (H.R. Rep. No.
220, 105th Cong,, 1t Sess. 775 [1997]). IRS and Labor
guidance was given in Department of Labor Interpretive
Bulletin 99-1 (June 18, 1999), 20 C.ER. 2509.99-1(b); and IRS
Announcement 99-2.

*Employee Retirement Income Security Act of 1974, as
amendad

“Brigitte Madrian ard Dennis Shea, "The Power of
Suggestion: inertia in 407(k} Participation and Savings
Behavior,” Quarterly Journal of Economics 116, no. F
(November 2001): 1149-87; and James Choi and others,

" Defined Contribution Pensions: Fian Rules, Participant
Decisions, and the Path of Least Resistance,” in Tax Policy
and the Economy, vol. 16, edited by James Poterba
(Cambridge, Mass.: MIT Press, 2002), pp. 67-113. See also
Sarah Holden and Jack VanDerhel, "The Influence of
Automatic Enroliment, Catch-Up, and IRA Contributions on
401(K) Accumulations al Retirement,” Employee Benefit
Research Institute issue Brief Ne. 283 (July 2005).

“lames Choi, David Laibson, Brigitte Madrian, and Andrew
Metrick, “Optimal Defaults and Active Decisions” NBER
Working Paper No. 11074 January 2005).

A national website could provide firms these standard
enrollment and election forms, as well 25 provide an
opportunity to promote employee cducation and best
practices as they evolve, such as automatic enroflment and
potentiaily, annuitization.

This might be done in conjunction with the existing IRS
m W-3 that employers file annually to. transrit Forms
W-2 to the governmant.

" Default Investment Alternatives Under Participant Directed
Individual Accaunit Plans; Proposed Rule," Department of
Labor Employee Benefits Security Administration, Federal
Register (Vol. 71, Mo. 187), September 27, 2006. See aiso
fetter from J. Mark lwry, Principal, Retirement Secusity
Project, to Department of Labor Employee Benefits
Security Administration, dated November 13, 2006
(avallable at www.retirementsecuriiyproject.org),
commenting on the Department's proposed regulations

“These are the timits for 2007. IRA and 401(k) contribution
Timits {as wels s the limits applicable to SIMPLE plans) are
indexed for cost-of living,

“This raises a number of issues. For further discussion, see
discussion of proposed reforms of the Saver's Credit, e.g.,
Wiliiam G. Gale, 1. Mark twry, and Peter R. Orszag, "The
Saver's Credit: Expanding Retirement Savings for Middle-
and Lower-income Americans* (Retirement Security Project
Publication Ne. 2005-02, March 2005).

VEsther Duflo, William Gale, Jeffrey Liebman, Peter Orszag,
and Emmanuel Saez, *Saving Incentives for Low- and
Middle-income Families: Evidence from a Field Experiment
with H&R Block™ (Retirement Security Project, May 2005).

Among the possible approaches would be to place
matching deposits in a separate sub-account subject to
tight withdrawal rules and to impose a financial penalty
on early withdrawals of matched contributiors.

STATEMENT OF DAVID JOHN, MANAGING DIRECTOR,
RETIREMENT SECURITY PROJECT

Mr. JOHN. And although these employers would make no con-
tributions or other outlays, they would receive a small temporary
tax credit, as would smaller or newer employers that would be ex-
empt from this requirement but choose to offer this voluntarily to
their employers.

Employers would have three choices. They could tell their work-
ers to “go out and find your own IRA.” They could say, “All of these
automatic IRAs at my company will be with X Financial Company.”
Or last but not least, they could take advantage, if they cannot find
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any other cost-effective means for these accounts, through a na-
tional default investment platform.

This platform could be a consortium of private financial institu-
tions, it could be a risk pool, it could be a consortium of nonprofit
financial institutions, or, as is in the bill, it could be something
similar to the Federal Thrift Savings Plan that currently is avail-
able to federal employers.

Now the budgetary impact of this is relatively low. We estimate,
and we are still doing a lot of work on trying to get the exact num-
bers, that this will be somewhere in the neighborhood of $250 mil-
lion annually and could be significantly lower than that.

It would also encourage smaller employers and the self-em-
ployed—and I think here of my daughter, Meredith, who is about
to become a nurse when she graduates in February. She would be
able to also have a retirement account if she was working as a pri-
vate-duty nurse perhaps through a nursing association using direct
debit from her checking account or a variety of other methods.

The one major advantage that we believe we have got here is
that it is simple, it uses pieces that are already in existence, and
last but not least, we do have a cross-ideological and bipartisan
consensus.

This is not the solution to the problem, but it is a solution to the
problem, and we think it would make an advance.

Thank you.
hChairman ANDREWS. Thank you very, very much. We appreciate
that.

Dr. Perun, we look forward to your testimony.

STATEMENT OF PAMELA PERUN, POLICY DIRECTOR, THE
ASPEN INSTITUTE

Ms. PERUN. Thank you, Mr. Chairman.

The mission of IF'S is to promote increased savings in the United
States so that all Americans can save, invest, and own, from cradle
to grave. As part of that process, we have worked and continue to
work closely with the financial services sector. Our advisory board
consists of leaders of Bank of America, H&R Block, Goldman Sachs
and ING, among others.

Last May, after 3 years of work, Aspen IFS issued its report,
Savings for Life. Included in that report is the proposal about
which I will speak today: America’s IRA.

Mr. Chairman, I do not need to tell you, but it is worth reit-
erating: At any given moment, 59 percent of Americans who make
less than $50,000 a year do not have access to pension benefits on
the job. That is 62 million Americans.

Congress has tried to rectify this. As our recent report, “Towards
a Sensible System for Saving” documented, there are now no fewer
than eight different vehicles specifically designed for retirement
saving, and yet pension coverage rates have not budged for dec-
ades. In fact, a study we recently conducted with the Center for Re-
tirement Research at Boston College found that pension participa-
tion in 2004 was actually lower than it was in 1979.

It is time to accept the fact that a significant portion of employ-
ers cannot or will not sponsor a plan, no matter what the incen-
tives or mandates are. It is time to think differently and to find al-
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ternative ways to use employers to facilitate retirement savings.
That is what we have tried to do with our proposal, America’s IRA.

America’s IRA would be available to any worker without an em-
ployer-sponsored plan. It would work just like any other IRA, a pri-
vate-sector account opened at a private financial institution, with
the usual cap placed on the amount of annual contributions.

But here is the difference, and here is the important point:
America’s IRA would have additional features designed to encour-
age new savings by those who are saving very little today. Specifi-
cally, for individuals with incomes under $30,000, the government
would provide a starter contribution to encourage the opening of
accounts. Then, to replicate the employer contributions that suc-
cessfully encourage 401(k) savings, a government-matching con-
tribution placed directly into an individual’s IRA would be avail-
able to savers with incomes under $50,000.

We do not, unlike other proposals, impose any mandates on em-
ployers. A mandated product may expand coverage, but it does
nothing to ensure that there will be an adequate level of savings
at retirement. It does us very little good to say that more people
will have IRAs if there is almost no money in them. That is why
the start-up contributions and matching funds in our proposal are
so important.

While we do not support mandates, we do believe there is a role
for employers. They should be encouraged to voluntarily participate
in an employee’s pension savings. For example, federal law should
be changed to allow employers to make matching contributions to
employee IRAs without incurring the full legal burden of plan
sponsorship.

And just how well will America’s IRA work? Our financial models
show what would happen to a 35-year old worker who makes
$20,000 a year, if he or she contributes only 4 out of every 5 years,
and just 3 percent of his or her income, about $50 a month at the
start.

The result is that this worker will have over $133,000 at age 65.
That is a significant supplement to Social Security. If converted to
an annuity, it is nearly $500 more per month in today’s dollars.
And it would begin to make true retirement security a reality for
millions of Americans.

For low-to moderate-income workers, their America’s IRA sav-
ings, combined with Social Security benefits, would come close to
replacing 80 percent of pre-retirement earnings, the target for a
safe and secure financial retirement.

Mr. Chairman, building enough saving for a comfortable retire-
ment is an essential part of the American dream. For too many
Americans, however, that dream has been deferred. America’s IRA
would put it back within reach.

Thank you.

[The statement of Ms. Perun follows:]

Prepared Statement of Pamela Perun, Policy Director, Aspen Institute
Initiative on Financial Security

Thank you, Mr. Chairman.
My name is Pamela Perun, and I am the Policy Director of the Aspen Institute
Initiative on Financial Security—or IFS. It is an honor to be here today.
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The mission of Aspen IFS is to promote increased savings in the United States
so that all Americans can save, invest, and own—from cradle to grave.

As part of that process, we have worked, and continue to work, closely with the
financial services sector. Our Advisory Board consists of leaders of Bank of America,
H&R Block, Goldman Sachs, and ING, among others. We specifically reached out
to the private sector because we believe that rather than creating an entirely new
savings system at taxpayer expense, we should partner with existing companies
that have a long-term interest in sustained financial relationships with individuals.

Last May, after three years of work, Aspen IFS issued its report, Savings for Life.
Included in that report is the proposal about which I will speak today: America’s
IRA. And, I would ask that the America’s IRA chapter of that report be included
in the Record at the end of my statement.

Mr. Chairman, I do not need to tell you, but it is worth reiterating: at any given
moment, 59 percent of Americans who make less than $50,000 per year do not have
access to pension benefits on the job.

That is, 62 million Americans are working hard every day and making less than
$50,000 a year, but when they retire, the only protection they may have is Social
Security.

Social Security is a vital program that provides a solid foundation for retirement
security. But it is not—and never was—intended to be the only source of a person’s
retirement income.

For millions of Americans, a private pension and private IRAs help to supplement
Social Security. But, far too many Americans—hard-working Americans—have no
supplement at all. For fully one in every five Americans aged 65 and older, Social
Security is their sole source of income.

Congress has tried to rectify this. As our recent report—Towards a Sensible Sys-
tem for Saving—documented, there are now no fewer than eight different vehicles
specifically designed for retirement savings. And yet, pension coverage rates have
not budged for decades. In fact, a study we recently conducted with the Center for
Retirement Research at Boston College found that pension participation in 2004 was
actually lower than it was in 1979.

It is time to accept the fact that a significant portion of employers cannot or will
not sponsor a plan, no matter what the incentives or mandates. It is time to think
differently—it is time to find alternative ways to use employers to facilitate retire-
ment savings.

That is what we have tried to do with our proposal—known as America’s IRA.

America’s IRA would be available to any worker without an employer-provided
pension plan. It would work just like any other IRA—a private sector account
opened at a private financial institution, with a cap placed on the amount of per-
mitted annual contributions.

But, here’s the difference—and here’s the important point: America’s IRA would
have additional features designed to encourage new savings by those who are saving
very little today.

Specifically, for individuals with incomes under $30,000, the government would
provide a “starter” contribution to encourage the opening of the accounts.

Then, to replicate the employer contributions that successfully encourage 401(k)
savings, a government matching contribution—placed directly into an individual’s
IRA—would be available to savers with incomes under $50,000.

We do not, like other proposals, impose any mandates on employers.

A mandated product may expand coverage, but it does nothing to ensure that
there will be an adequate level of savings at retirement. Our America’s IRA proposal
is the only plan that seeks to ensure not just that more people have IRAs, but that
the balance in those IRAs at retirement will be big enough to make a difference.

It does us very little good to say that more people will have IRAs if there is al-
most no money in them. That is why the start-up contributions and matching funds
in our proposal are so important.

While we do not support mandates, we do believe there is a role for employers.
They should be encouraged to voluntarily participate in an employee’s pension sav-
ings. For example, federal law should be changed to allow employers to make
matching contributions to employee IRAs without incurring the legal burden of plan
sponsorship.

Our underlying goal is to make it easier for Americans to save. Mandates will not
work—but simplified voluntary cooperation will.

And just how well will this work? We used our financial models to see what would
happen to a 35-year old worker who makes $20,000 a year. We assumed he or she
would contribute to an America’s IRA only 4 out of every 5 years and would con-
tribute just 3 percent of his or her income—about $50 a month at the start. This
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modest individual contribution and the modest government match will result in that
worker having over $133,000 at age 65—over $60,000 in today’s dollars.

That is a significant supplement to Social Security. If converted to an annuity,
it is nearly $500 more per month in today’s dollars. And, it would begin to make
true retirement security a reality for millions of Americans.

For low- to moderate-income workers, their America’s IRA savings, combined with
Social Security benefits, would come close to replacing 80 percent of pre-retirement
earnings—the target for a safe and secure financial retirement.

Now I understand in this age of massive budget deficits, there is some concern
about the cost of our proposal. And we acknowledge there will be a cost. But we
believe this cost is necessary to achieve the ultimate objective.

Government contributions to encourage savings and to encourage people to save
their own money are the linchpins of a successful savings policy and the key to help-
ing low-income families attain adequate retirement savings. In fact, research dem-
onstrates that workers—even low- and moderate-income workers—can and will save
if given the right opportunities and incentives.

In exchange for a ten-year cost of $42.5 billion, the total asset accumulation in
America’s IRA at the end of that 10-year period will be more than $100 billion.

And let’s put this cost in context. According to the Joint Committee on Taxation,
over the next five years, the tax-preferred treatment of employer-provided pensions
plus existing Individual Retirement Accounts—which largely benefit middle and
upper-income Americans—will cost the federal government $701.4 billion. America’s
IRA would only cost the equivalent of about 3 percent of that total.

The bottom line is that the benefits—for individuals in terms of greater retire-
ment security, and for the economy as a whole in terms of increased national sav-
ings—far outweigh the costs.

Finally, Mr. Chairman, I realize that this is not within the jurisdiction of this
Subcommittee, but I want to just briefly mention the other retirement income pro-
posal included in our report, Savings for Life. It is a proposal we call, Security Plus.

I mention this because while it is important to find ways to increase the number
of Americans with retirement savings, it is also necessary to start thinking about
what happens with those savings once a person reaches retirement age.

Security Plus would make it easier for all Americans to turn their savings into
income that will last throughout their retirement, by allowing retirees to convert up
to $100,000 in savings into a lifetime annuity. The annuities would be underwritten
by the private sector, but the federal government would select annuity providers
through a competitive-bid process and would distribute the annuity payments each
month through Social Security checks.

Mr. Chairman, building enough savings for a comfortable retirement is an essen-
tial part of the American Dream. For too many Americans, however, that dream has
been deferred. America’s IRA would put it back within reach.

Thank you.

[Additional material submitted by Ms. Perun follows:]
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America’s IRA:
Building Retirement Security for Working Americans

Building enough savings for a comforrable retire-
ment is an essential part of the American Dream.
Congress has put considerable effort into crafting a
better national system for retirement saving. And
yet, despite decades of work, most working
Americans will not have saved enough to enjoy a
financially secure retirement. The problem will only
grow worse as 80 million baby boomers leave the
workforce, stretching limited public resources.

Americas IRA moves low- and moderate-income
Americans toward greater income adequacy in retire-
ment through good incentives for long-term saving.
Its simple plan design allows the private sector to
offer a profitable and simple savings vehicle chrough
existing platforms.

Basic Features

¢ The plan uses the existing IRA structure rather
than creating another savings plan. The same
financial services firms thac offer IRAs today could

easily offer America’s IRA.

* America’s IRA offers an annual dollar-for-dollar
maich, capped at $2,000 to savers carning under
$40,000 (a partial match is available up to
$50,000).

« The plan would also offer a “toaster:” a one-time
incentive of $1,000 to those earning below
$12,500, with a partial payment for incomes
between $12,500 and $30,000.

* Marching contributions are deposited directly to
accounts through the tax system.

To make savings simple, America’s 1RA offers only
two investment options: an age-based mutual fund,
and a risk-free principal preservation product.

Why America’s IRA is Different—
and Necessary

Recent studies from the Boston College Center for
Retirement Research project that 43 percent of
American households are at risk of an insecure retire-
ment.”! The basic American pension system—-Social
Security—by itself is insufficient, although it provides

AMERICA’S IRA
STRUCTURE

Eligible Fami
Claim Matching Contributions
at Tax Time

£ File taes
i Fie s

;gk‘- Receive match

% dirough tx system
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over 90 percent of the retirement income received by
low- and moderate-income workers.”  And in the
future, Social Security will provide even less income
as replacement for pre-retirement carnings over time,
requiring workers to find additional sources of
income when they leave the workforce.

The obvious solution is to “scale up” the private pension
system. But that system has two structural problems.

The first is coverage. Only about 50 percent of the
private-sector workforce has access to work-based
retirement plans ar any point in their working
lives—a percentage that has varied little for
decades.” This percentage is substantially lower for
low- and moderate-income workers who tend not to
have the kind of jobs, or the consistent work histo-
ries, that are rewarded with plan participation. For
CXJmPlC, lhc PCfCCnTSgC ()f l()VV" 1o mOdClﬂtC-inCl)!nC
workers with access to employer retirement plans
decreases dramarically below 50 percent as annual
income drops below $40,000 per year.™

The second flaw in the current system is income ade-
quacy. Over the last 20 years, the private pension sys-
tem has shifted from defined benefit plans to defined
contribution plans such as 401(k) plans. 401(k)
plans put the burden of saving for retirement square-
ly on the shoulders of workers; employers usually
only match worker contributions, if they contribure
at all. Workers assume the risk of deciding whether
10 save, choosing the right amount 1o save, investing
their funds in the right way, and spending down
their accounts so they last a liferime.

These are difficulr assignments with no clear right
answers that most workers are ill-equipped to han-
dle. Many deal with the uncertainties inherent in
401(k) plans by failing to save at all, or by saving to
little and by failing ro invest appropriately.”

IRAs were created more than 30 years ago for work-
ers without an employer-based plan.* However, few
Americans actually contribure ro IRAs. Most assers
currently held in IRAs represent rollovers of accounts
from employer-sponsored plans.

IRAs have failed to appeal because many potential
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savers lack a connection to the financial services mar-
ketplace. In turn, the financial services industry has-
n't aggressively marketed IRAs to savers with small
amounts to invest.

Low- and moderate-income savers have few incen-
tives to save in JRAs. Tax deductions are irrelevant,
and IRAs don't offer the matching contributions that
help raise participation in work-based plans. The
federal government does offer a Saver’s Credit, bur it
is not refundable, so low-income savers with no tax
liability do not benefit.

Why America’s IRA is the
Way Forward

America’s IRA is designed to tackle both the coverage
and retirement income adequacy problems.

First, America’s IRA would give low- and moderate-
income workers a well-designed setirement savings
vehicle that is the functional equivalent of an
employer-based plan using existing IRA products
and channels.

Second, America’s IRA will include a new govern-
ment matching structure to provide savings incen-
tives. The matching structure is designed to reward
those who consistently save at least three percent of
their income a year with substantial income on top
of Social Security in retirement.

Benefits and Costs

 America’s IRA gives the 62 million low- and mod-
erate-income Americans who may never have an
employer-based plan the ability to increase their
retirement income significanty by saving just three
percent of their income each year.

* The savings incentives in America’s IRA—the dol-
lar-for-dollar march and one-time grants—are esti-
mated to cost roughly $40 billion over ten years
with a 10 percent participation rate. By compari-
son, the Saver’s Credit, for which only a small per-

ncome WUr]\Cf5

centage of Jow- and moderas

qualify, delivers only about $1 billion in savings

incentives per year or $10 billion over ten years.”
¢ Low- and moderate-income workers can save more

25
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than two times their salary, which, if converted
into an annuity, could replace about an additional
20 percent of their pre-retirement income.

Questions and Answers about
America’s IRA

What is the purpose of America’s TRA?

Many low- and moderate-income workers are at risk
of financial insecurity in retirement because they are
excluded from empioyer-based plans.® This risk will
only increase in the future as Social Security provides
less replacement income ™

How is America’s IRA different from the tradition-
al TRA?

In many ways, it’s not. It’s the same IRA available to
everyone. But it has some extra features designed to
replicate the benefits (and avoid the deterrents) to
saving found in work-based plans:

» Matching contributions from the federal govern-
ment—a dollarfor-dollar match for those earning
$40,000 or less and a partial match for those earn-
ing between $40,000 and $50,000.

*» A simple design—just two basic investment choic-
es.

¢ Easy to administer—matching contributions are
delivered through the income tax system directly to
accounts.

What are the primary benefits of America’s IRA?

America’s IRA was designed with successful savings
outcomes in mind. Those who participate have the
opportunity to achieve an additional layer of retire-
ment income on top of Social Security:

* Low- and moderate-income workers can save more
than two times their salary, which, if annuitized,
corresponds to replacement income of about 20
percent.

e Added to Social Security benefits.
could enable fow- and moderate-income workers

to achieve approximately an 80 percent income
replacement rate.

Isn't America’s IRA just a gimmick, a giveaway of
tax dollars?

No. It just gives low- and moderate-income workers
without an employer plan roughly the same financial
incentives and savings support services enjoyed by
workers with an employer plan. And it does so with-
out creating a new government program.

Isn't there a way tw include these workers in
employer-based plans instead?

Congress has been trying since 1942 to require
employers to include more low- and moderate-
income workers in their plans. Pension coverage
rares, however, havent budged for decades. Having
a better employer-based pension system is, of course,
an important social goal but it is not one likely ro be
realized soon. In the meantime, workers without a
plan neced a more effective savings solution than
existing IRAs which have failed to generate much
new net saving since they were created over thirty
years ago.

Will America’s IRA jeopardize the emplayer-based
pension system?

Unlikely. Employers with significant numbers of
higher-income workers would not be tempted to ter-
minate their current plans in favor of America’s IRA
for two reasons. First, workers can contribute far less
to an IRA ($4,000} than to a 401(k)-type plan
($15,500) and, second, only low- and moderate-income
workers are eligible for a matching contribution.

America’s IRA will enhance the private pension sys-
tem where it needs it the most. It will provide an
efficient and effective savings vehicle for workers at
small employers who have historically been reluctant
to offer employer-based plans.

Wouldn't improving the Saver’s Credic fix the prob-
tem?

The Saver’s Credit currently provides a government
match for saving by some low- and moderate-income
workers. The match is modest and not available
unless a worker owes taxes, which many low- and
moderate-income workers do not.

SAVINGS FOR LIFE: A PATHWAY TO FINANGIAL SECURITY FOR ALL AMERICANS
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Reforming the Saver’s Credit to cover more workers
and increase the match is a desirable improvement in
the current system. ITtwill not, however, replicate the
synergies America’s TRA is capable of creating
berween low- and moderate-income workers and the
financial services industry.

Why is a private sector delivery system appropriate
for America’s [RA?

Americas IRA harnesses the energy of the private
sector to drive savings bebavior in the same way
401(k) plans do. America’s IRA is designed o grow
savings accounts quickly beyond the small balance
problem so that the private sector views low- and
moderate-income consumers as a valuable market.
This gives the private sector an incentive to extend
the marketing, educational, and administrative and
investment services it now provides to employer-
based plans to individual low- and moderate-income
savers. In turn, the industry will help persuade more

low- and moderate-income workers to become savers.

Alternative proposals call for an intermediary
between savers and the private sector. Some advocate
expanding the Thrift Savings Plan for federal
employees to include workers without an employer
plan. Others would require employers ro offer pay-
roll deduction services to IRAs for such workers.
The first approach requires building a new adminis-

trative system that will be costly to taxpayers. The
second imposes a new employer mandate that fails to
address the disconnect between low- and moderare-
income savers and the financial services industry.

America’s IRA is ultimately a more effective savings
approach through its use of a familiar savings prod-
uct, simpler investment options, existing privare sec-
tor services, and expanded government funding for
savings incentives to low- and moderate-income
savers.

How much might the maiching conwributions cost?

We estimate that in today’s labor force there are 62
million Americans who would be eligible for
America’s [IRA# If 10 percent decide to participate,
the cost would be about $40 billion for 10 years.*!

Why would a private-sector firm be interested in
the America’s IRA program?

Ata 15% take-up rate, America’s IRA is estimated 1o
generate $155 billion in new assets under manage-
ment in 10 years using existing financial products.
As accounts grow, America’s IRA should be as prof-
itable for most firms as traditional IRAs. The “toast-
er” plus government martch in the first year would
help build the account size of America’s IRA and
increase its profitability.

America’s IRA in the Real World

Jason is also born in Jefferson, lowa, on February 2, 2008. His parents open a Child Account for him, but never
contribute. As a result, he has no money for college or to start a business. He works in a small hardware store, and
his income is around $20,000 in most years. His employer does not offer a pension plan ar work.

When Jason turns 37, he decides thar he needs to begin saving. Social Security is his parents’ only income in retire-
ment, and he realizes that won't be enough for him. So he opens an America’s IRA and is able to save three per-
cent of his income for four out of every five years. He also receives a dollar-for-dollar matching contribution from
the government. At age 67, when he is eligible for full Social Securicy benefits, his account is worth about

$134,000 (about $63,000 in today’s dollars). *?
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Chairman ANDREWS. Doctor, thank you very much. You win the
prize for finishing before the red light comes on, too.

No, thanks very much for your testimony.

Mr. Stapley, welcome.

STATEMENT OF MICHAEL STAPLEY, PRESIDENT AND CEO,
DESERET MUTUAL

Mr. STAPLEY. Mr. Chairman and members of the committee,
thank you very much for this opportunity. We are here today to
present to you a new and forward-thinking idea about the way we
deliver life security benefits to Americans.
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The voluntary participation of employers in the American system
for providing medical, retirement and other similar life security
benefits has, over time, as you have mentioned, Mr. Chairman, im-
proved the health and financial well-being of hundreds of millions
of Americans.

However, there are significant challenges facing our current ben-
efit system that cannot be ignored.

First, the benefit system does not, even after three decades, serve
all Americans. Fewer than half of U.S. workers have a retirement
plan through their employer, and of those that do, many do not
save enough to achieve retirement security.

Second, employers that today provide retirement, medical, and
similar life security benefits are under stress. In addition to in-
creased national and global competition, U.S. employers face com-
plex, inflexible, and often contradictory rules, as well as exposure
to litigation that has increased over time.

In many cases, the administration of retirement, health, and
other benefits has itself become a major enterprise within compa-
nies that often diverts their focus from competitive business chal-
lenges.

Because the benefit security needs of all Americans is a troubling
issue of increasing importance to employers and to society as a
whole, we created a design that took the best of the current system
and developed an entirely new platform that would maximize the
opportunity for life security for all Americans.

The following is a brief description:

One, benefit administrators would manage benefit plans com-
peting for business and customers on the basis of product quality,
service and cost.

Number two, retirement short-term savings plans and medical
plans would be included. Retirement plans would include both de-
fined benefit and defined contribution plans. Other benefits, such
as life insurance and disability, could be added at a later date. We
strongly believe that integrating retirement savings and health
coverage is critical.

Three, a uniform national regulatory structure would be estab-
lished to ensure that there is effective and fair competition among
administrators and that there is total transparency for consumers.
The structure could be developed by the federal government or a
federally enabled nongovernmental entity.

Four, employers would have the option of continuing in the cur-
rent system, purchasing benefits for their employees from a re-
gional benefit administrator, or providing benefit funding to their
employees who could purchase benefits from the administrator of
their choice.

Five, individuals would be guaranteed the opportunity to pur-
chase benefits directly from benefit administrators on the same
basis as those accessing benefits through an employer.

Six, benefits would be portable among benefit administrators.

Seven, employers and individuals would share in funding, and
the tax treatment of qualified lifetime security benefits would be
uniform for all Americans.
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Eight, benefit administrators would provide financial planning
services through salaried financial planners to optimize the poten-
tial for retirement security.

Nine, all individuals would be required to establish a retirement
savings account apart from Social Security, and, eventually, we
would support a subsidy for low-income savers.

And, ten, we believe that many of the ideas of other stakeholders
could be incorporated into this proposal.

The new system combines a market-based structure with indi-
vidual choice and enhanced group risk sharing, ensuring the vol-
untary continuation and expansion of the employers’ role. It leaves
employers to do what they do best and administration to those that
do it best.

In summary, ERIC’s proposal significantly simplifies and
rationalizes the current retirement system by: expanding opportu-
nities for individuals and employers to participate in retirement
plans; enhancing competition by leveling the playing field and pro-
viding better tools and improved information to consumers; pro-
viding simple, clear and easy-to-understand choices for employers
and consumers; establishing equity and fairness in the tax struc-
ture that supports the benefits system.

We recognize that our proposal is controversial and exceeds the
breadth of proposals that would simply create additional burdens
or build upon components of the current system. ERIC’s proposal
is designed to spark new thinking about replacing such limiting
silos with more creative options. It permits us all to do what Amer-
icans do best: create and innovate.

This is an urgent debate. The life security of millions of Ameri-
cans and the vitality of many American businesses depends on the
outcome.

Thank you, Mr. Chairman and members of the Committee.

[The statement of Mr. Stapley follows:]

Prepared Statement of Michael Stapley, President and CEO, Deseret Mu-
tual Chairman, ERIC* Task Force on New Benefit Platform for Life Secu-
rity

Thank you, Mr. Chairman and members of the committee.

We are here today to present to you a new and forward thinking idea about the
way we deliver life security benefits to Americans.

The voluntary participation of employers in the American system for providing
medical, retirement and other similar “life security” benefits has, over time, im-
proved the health and financial well being of hundreds of millions of Americans.

However, there are significant challenges facing our current benefit system that
cannot be ignored.

First, the benefit system does not, even after three decades, serve all Americans.
Fewer than half of U.S. workers have a retirement plan through their employer and
of those that do, many do not save enough to achieve retirement security.

Second, employers that today provide retirement, medical and similar life security
benefits are under stress. In addition to increased national and global competition,
U.S. employers face complex, inflexible, and often contradictory rules as well expo-
sure to litigation that has increased over time. In many cases, the administration

*The ERISA Industry Committee (ERIC) is a non-profit association committed to the advance-
ment of employee retirement, health, and welfare benefit plans of America’s largest employers.
ERIC’s members provide comprehensive benchmark retirement, health care coverage, compensa-
tion, and other life security benefits directly to tens of millions of active and retired workers
and their families. The association has a strong interest in proposals affecting its members’ abil-
ity to deliver those benefits, their cost and their effectiveness, as well as the role of those bene-
fits in the American economy.
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of retirement, health, and other benefits has itself become a major enterprise within
companies that often diverts their focus from competitive business challenges.

Because the benefit security needs of all Americans is a troubling issue of increas-
ing importance to employers and to society as a whole, we created a design that took
the best of the current system and developed an entirely new platform that would
maximize the opportunity for life security for all Americans.

The following is a brief description:

1. Benefits Administrators would manage benefit plans, competing for business
and customers on the basis of product quality, service, and cost.

2. Retirement, short-terms savings plans and medical plans would be included.
Other benefits such as life insurance and disability could be added at a later date.
We believe that integrating retirement, savings, and health coverage is critical.

3. A uniform national regulatory structure would be established to ensure that
there is effective and fair competition among administrators and that there is total
transparency for consumers. The structure could be developed by the Federal gov-
ernment or a federally enabled non-governmental entity.

4. Employers would have the option of continuing in the current system, pur-
chasing benefits for their employees from a regional Benefit Administrator, or pro-
viding “benefit funding” to their employees who could purchase benefits from the
Administrator of their choice.

5. Individuals would be guaranteed the opportunity to purchase benefits directly
from Benefit Administrators on the same basis as those accessing benefits through
employers.

6. Benefits would be portable among Benefit Administrators.

7. Employers and individuals would share in funding; the tax treatment of quali-
fied lifetime security benefits would be uniform for all Americans.

8. Benefit Administrators would provide financial planning services through sala-
ried financial planners to optimize the potential for retirement security.

9. All individuals would be required to establish a retirement savings account
apart from Social Security. We would support a subsidy for low-income savers.

10.Many of the ideas of other stakeholders could be incorporated in a New Benefit
Platform.

Thus, the new system combines a market-based structure with individual choice
and enhanced group risk sharing, ensuring the voluntary continuation and expan-
sion of the employers’ role. It leaves employers to do what they do best and adminis-
tration to those that do it best.

In summary, ERIC’s proposal significantly simplifies and rationalizes the current
retirement system by:

e Expanding opportunities for individuals and consumers to participate in retire-
ment plans;

e Enhancing competition by leveling the playing field and providing better tools
and improved information to consumers;

e Providing simple, clear, and easy—to-understand choices for employers and con-
sumers;

o Establishing equity and fairness in the tax structure that supports the benefits
system.

We recognize that our proposal is controversial and exceeds the breadth of pro-
posals that would simply create additional burdens or build upon components of the
current system. ERIC’s proposal is designed to spark new thinking about replacing
such limiting silos with more creative options. It permits us all to do what Ameri-
cans do best: create and innovate.

This is an urgent debate. The life security of millions of Americans and the vital-
ity of many American businesses depends on the outcome.

Thank you, Mr. Chairman and members of the Committee.

Chairman ANDREWS. Mr. Stapley, thank you very much for your
very succinct and comprehensive statement. Thank you.

Mr. Stein, welcome back. Good to have you with us.

Mr. STEIN. Well, thank you.

I am owed 12 seconds from 2 weeks ago when I testified before
the House Ways & Means Committee. So

Chairman ANDREWS. You just used them. [Laughter.]
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STATEMENT OF NORMAN STEIN, PROFESSOR, UNIVERSITY OF
ALABAMA SCHOOL OF LAW

Mr. STEIN. Mr. Andrews, Mr. Kline, members of the sub-
committee, I am Norman Stein, a law professor at the University
of Alabama. I am testifying today about and on behalf of the Con-
versation on Coverage, an unprecedented public policy initiative to
increase pension coverage rates for American workers, particularly
those with low and moderate incomes.

Convened by the Pension Rights Center, the Conversation on
Coverage brought to the table experts from widely varying perspec-
tives who shared a common goal: to push pension coverage rates
upward from the roughly 50 percent level at which they have been
stalled for the past 40 years.

The Conversation’s viewpoint diversity is illustrated by its gen-
erous financial backers: the Ford Foundation, the Annie Casey
Foundation, Atlantic Philanthropies, AARP, MetLife, Nationwide,
Motorola, Fidelity Investments, ASPA, the Chamber of Commerce,
the AFL-CIO, Prudential, EBRI, the International Association of
Machinists, CWA, TIAA-CREF, the National Committee to Pre-
serve Social Security, SCI, Vanguard, the Retirement Security
Project, the American Academy of Actuaries, the American Benefits
Council and the American Council of Life Insurers.

That probably took 30 seconds of my time.

The Conversation had three working groups, and, today, I will
briefly discuss their proposals, whose richness of detail is more
fully described in our report, Covering the Uncovered. The pro-
posals were each designed to work in complementary fashion rath-
er than in competition with the existing voluntary system. Let me
describe the proposals.

Working Group I developed two new types of plans with defined
benefit-type features designed for small-and medium-size firms.

The first plan is the Plain Old Pension Plan, or POPP The POPP
is a bare-bones version of the traditional employer-sponsored pen-
sion plan. The POPP is easy for employers to adopt, fund and ad-
minister. The POPP’s basic features include: first, a basic benefit
for all employees equal to at least 1 percent of career average pay
multiplied by years of service; second, the possibility of bonus bene-
fits which an employer could fund in good financial years; and,
third, annual contributions that the employer calculates by ref-
erencing standardized conservative funding tables published by the
Department of Treasury which show the year’s contribution for
each employee based on the employee’s age in that year and the
benefit accrued for that year.

The second plan is the Guaranteed Account Plan, or the GAP.
The GAP is a hybrid plan combining features of defined benefit and
individual account plans. The GAP’s key features include: first, an
account for each employee, which is annually credited with a pay-
based contribution and a guaranteed rate of return; second, a sim-
ple funding method with contributions based on standardized con-
servative funding assumptions; and, third, an innovative sidecar
trust which an employee can use to increase funding flexibility and
benefit security.
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Working Group II’s mission was to encourage individuals without
access to traditional employer plans to save for retirement, and this
is similar to the proposals that Mike and Mark proposed.

To do this, the Working Group developed the Retirement Invest-
ment Account plan, or RIA. RIA’s key features are: first, the oppor-
tunity for employees not covered by a traditional employer plan to
contribute to a RIA account through automatic payroll deduction;
and, second, the investment of contributions through a central
clearinghouse which would offer private-sector investment finds
similar to the Federal Thrift Savings Plan.

Working Group III designed the Model T plan. The Model T is
a multiple-employer arrangement that is designed to be a basic, no-
frills, low-cost savings plan, much like Henry Ford’s famous car
was designed to be a basic, no-frills, low-cost automobile.

The key features of the Model T are: first, it is a basic individual
account plan with standardized features that would make it attrac-
tive for financial institutions to market to small employers; second,
the financial institution would relieve employers from most of the
administrative responsibility for the plan; and, fourth, employers
would be encouraged to contribute by providing a higher overall
contribution limit for plans where the employer makes contribu-
tions.

At the moment, the Conversation is in the process of creating
task forces to help implement the proposals, perhaps initially as re-
gional demonstration projects. We are working with an economist
at the Employee Benefits Research Institute to survey employers to
estimate the probable take-up rate for GAP and POPP.

We truly believe that these proposals have substantial potential
to expand retirement plan coverage and, thereby, help more Ameri-
cans create the financial security to which a lifetime of hard work
and productive labor should entitle us all.

We look forward to working with the subcommittee and others
to move these proposals from the drafting table to the brick and
mortar of the real world.

Thank you. I look forward to your questions.

[The statement of Mr. Stein follows:]

Prepared Statement of Norman P. Stein, on Behalf of the Conversation on
Coverage

Mr. Chairman, Members of the Subcommittee, thank you for giving me the oppor-
tunity to testify. I am Norman Stein, a professor at the University of Alabama
School of Law, where I am privileged to hold the Douglas Arant Professorship. This
semester, I am a visiting professor at Catholic University’s Columbus School of Law
here in Washington, D.C. Today I am testifying on behalf of and about the Con-
versation on Coverage, an unprecedented six-year national public policy initiative to
develop innovative and detailed proposals to increase pensions and retirement sav-
ings—particularly among low- and moderate-income wage-earners.

The Conversation is unlike any other initiative in the retirement arena in its com-
position, duration, focus and accomplishments. The Conversation on Coverage, con-
vened by the Pension Rights Center, brought together experts from widely varying
perspectives—from businesses and from organized labor, from financial institutions
and from consumer organizations, from consulting firms and from retiree groups,
from academics and from think tanks, from women’s organizations and trade
groups. These experts came together with a common goal and a common cause: to
push pension rates upward from the 50% rate at which they have been stalled for
the past quarter-century. The animating focus was to put our creative elbows to the
wheel and create common ground solutions for the common good.
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The supporters of the Conversation on Coverage have included the Ford Founda-
tion, the Annie E. Casey Foundation, the Atlantic Philanthropies, AARP, MetLife,
Nationwide, Fidelity Investments, the U.S. Chamber of Commerce, the AFL-CIO,
the Communication Workers of America, and many other organizations that are list-
ed in the Conversation on Coverage’s final report, Covering the Uncovered—which
I respectfully request be submitted into the record of this hearing.

Today I will discuss the four detailed and innovative recommendations that were
developed by the Conversation’s three Working Groups whose approximately 50
spent collectively hundreds of hours in intensive discussions and whose final rec-
ommendations are detailed in Covering the Uncovered. The proposals include two
new types of guaranteed pension plans; a proposal for a new clearinghouse structure
to administer individual accounts; and a new proposal aimed at increasing coverage
in the small business sector. Each Working Group worked to develop achievable
short-term solutions that are consistent with and complementary to the voluntary
pension system, ensuring that the plans would not directly compete with already-
existing pension plans.

Now, let me describe the four recommendations of the Conversation on Coverage.

Working Group 1

Working Group I, which I co-chaired with Melissa Kahn, Vice President of Gov-
ernment and Industry Relations for MetLife, developed new approaches to encour-
age small and medium-sized businesses to adopt plans that have features of defined
benefit plans—that is, plans that are employer funded and professionally invested,
and which provide a guaranteed stream of benefits to employees and their spouses.
The results of our collaboration were two model plans: the Plain Old Pension Plan
(POPP) and the Guaranteed Account Plan (GAP)..

In a nutshell, POPP, or Plain Old Pension Plan, is a simplified version of a tradi-
tional employer-sponsored defined benefit pension plan that is easy for companies
to create, fund and administer, and which should shield employers from cash flow
issues that reflect the volatility of the Internal Revenue Code’s minimum funding
standards..

e Employers who set up a POPP can pay employees and themselves a pension
based on a percentage of their career average salaries, which can be as low as one
percent multiplied by years of service.

o Employer contributions will be easy for employers to determine and budget for
because they would be based on conservative tables published by the government
and would allow a seven-year period to fund any shortfalls that did occur.

e POPP allows for a special “bonus benefit” meaning that employers can increase
benefits in years when they have good financial performance and then go back to
providing the plan’s basic benefit in other years, without having to formally amend
the plan and without the risk that the IRS would make the amendment permanent.

e Employers can provide generous past service credit, which will make the plan
attractive to many small firms.

o All benefits are paid as an annuity for employees and their spouses, except for
very small benefits GAP is a hybrid pension plan that combines some of the features
of traditional pension and 401(k) plans. The GAP can be looked at as a cash balance
plan in reverse. Rather than start with a defined benefit plan that has notional ac-
counts, the GAP adds employer guarantees to the regulatory framework of an indi-
vidual account money purchase pension. Some of the GAP’s key features include:

e Each participant’s guaranteed account is credited with an annual contribution
that is based on a percentage of pay.

e The GAP credits each employee’s account with a guaranteed annual rate of re-
turn, which can be a fixed interest rate or a variable rate of return.

e Employers who sponsor a GAP will employ professional asset managers to in-
vest plan assets.

e Employer contributions will be based on standardized conservative funding as-
sumptions.

e The GAP can be designed to allow employees to invest additional pre-tax con-
tributions in either the GAP or a traditional individual account plan.

e The normal form of benefit in a GAP is a joint and survivor annuity.

e The GAP permits employers to establish a unique side-car trust to increase
funding flexibility and ensure security for the promised benefit.

e The GAP permits employers to use flexible non-discrimination testing methods
in exchange for a gateway contribution of 6.5% for all employees.

e The GAP will be subject to a lower PBGC premium than other defined benefit
plans because of the requirement that the employer fund the GAP on the basis of
mandated conservative assumptions.
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Both the GAP and POPP incorporate conservative funding rules that should sub-
stantially reduce the year-to-year fluctuation in the employer’s annual contribution.
From a marketing perspective, this should make both plans more attractive than
those that are currently available.

Working Group 11

Working Group II’s mission was to encourage more individuals to save. To accom-
plish this goal, the Working Group developed a proposal for an all-new portable Re-
tirement Investment Account plan (RIA), which would be administered by a new na-
tional government-authorized clearinghouse.

The key features of the RIA plan are:

e A Central Clearinghouse that would contract out the investment of funds to the
ptl‘ivate sector. This is similar to the approach used by the Federal Thrift Savings
Plan.

o All workers—whether full-time, part-time or self-employed—could contribute to
their accounts through payroll deduction.

o Employers are required to provide access to the RIA to all employees who are
not covered by an employer-sponsored savings plan.

e Individuals who don’t have access to payroll deduction from their employer can
contribute directly to the plan when they file their quarterly income taxes.

e Individuals can contribute more than they could in an Individual Retirement
Account—with the annual contribution limit set somewhere between $6,000 and
$10,000 annually.

e Contributions would be automatically placed in an appropriate default invest-
ment unless employees choose another of three investments. These investments in-
clude a bond index fund, Treasury Inflation-Protected Securities, and at least one
investment choice that is low risk and preserves the principal.

e The broad contours of a tax credit were designed by the Group and could be
added to the RIA to provide incentives for low- and moderate-income wage earners.

Working Group II1

Working Group III designed the Model T—named after Henry Ford’s basic, yet
functional, car, which was designed for a mass audience. The Model T is a low-cost,
simplified multiple employer plan that would be sold by financial institutions to
small employers. Because it was designed as a multiple employer plan, it would be
an efficient way of reaching numerous businesses at once.

Our hope is that if the Model T were effectively marketed, potentially in a dem-
onstration project in a particular region of the country, it could help to significantly
increase coverage among small businesses and their employees.

Key features of the Model T include:

e The Model T is a simplified plan that would be marketed by financial institu-
tions to small employers.

e The Model T is a souped-up SIMPLE IRA with a few additional elements from
the 401(k) world.

e The administrative features of the plan are simple and handled mostly by fi-
nancial institutions.

e All employees—full-time and part-time—can participate. Self-employed individ-
uals will also be able to contribute.

e Employee contributions are made through payroll deduction.

e While employer contributions are voluntary, the Group designed a unique two-
tilered contribution scheme that encourages employers to contribute on behalf of em-
ployees.

e Funds are placed in simplified investment options that are consistent with the
U.S. Department of Labor’s default investment regulations.

o The Model T features a recommended “Standardized Performance Report,” that
will be produced by the financial institutions offering the plan. This report will help
employers compare fees, services and investment performance of the plan on an ap-
ples-to-apples basis.

Conclusion

The Conversation on Coverage has created innovative and workable proposals.
However, these recommendations should be viewed as “living proposals,” an array
of well-developed detailed proposals that hold the promise of truly increasing cov-
erage but that still have room to grow in the public policy process. The proposals
are substantive and well-conceived, and, by virtue of the fact they were created in
a compromise process, they are good approaches—not necessarily perfect products.
In addition, the Conversation on Coverage proposals were developed separately by
each Working Group and are meant to significantly increase coverage, but not
achieve universal coverage. However, because these proposals were created in a
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common ground process, they already have the input and stamp of approval of more
than 45 individuals from all sides of the issue.

The Conversation on Coverage is now forming Implementation Task Forces that
we hope will be able to move all the proposals forward. For example, we are pre-
paring surveys of pension plan advisors on the potential appeal of both the GAP and
POPP. The survey is being conducted by the Employee Benefit Research Institute
and will be sent to the membership of the American Society of Pension Professionals
and Actuaries. The results of this survey will help determine whether employers
have an interest in the GAP and POPP and what the likely impact on both coverage
and eventual retirement income would be if these plans were introduced in the mar-
ketplace. We look forward to sharing the results of this survey with this Sub-
committee.

As the surveys are completed, the Conversation on Coverage and Working Group
members will seek to promote GAP and POPP, which have features that are not
available under current law. In addition the Conversation on Coverage will continue
to promote the Retirement Investment Account framework. We are closely moni-
toring how RIA-type plans are being adopted by states. These states can serve as
1ab0§atories to test how clearinghouse approaches for individual accounts might
work.

With the Model T plan, our hope is to partner with a financial institution to
launch a demonstration project, marketing the plan to employers in a specific re-
gional market.

We look forward to working with the Subcommittee in further developing these
proposals, in whole or in part. And we are hoping to explore ways of potentially ena-
bling the Conversation on Coverage to test some of its ideas by establishing perma-
nent demonstration projects—possibly for POPP, the GAP and the Model T—which
would allow us to evaluate how these proposals might expand coverage for employ-
ers and their employees.

Thank you. I look forward to your comments and questions.

Chairman ANDREWS. Thank you very much.

Certainly, our optimism about the quality of the panel was thor-
oughly validated, both by the written statements and by the oral
ones. Thank each of you very, very much.

There is good news and bad news about the schedule. The bad
news is a vote on the floor is imminent, but the good news is it
is only one vote. So, when the buzzer rings, we will very briefly ad-
journ, I will come back immediately, and the members are welcome
to do so as well so we can get to questions.

It appears to me that the issues that the panel raises fall into
two categories, and the first is: Should we consider options in the
more traditional defined benefit world to help the individuals that
I talked about at the beginning of the hearing?

And Mr. Stein talked about two of the proposals from his organi-
zation, and Ms. Dudley had some comments about hybrid plans,
and I think we need to keep both of those comments under consid-
eration.

I did want to focus on the second set of issues, though, which is
how we might construct a defined contribution model that would
reach as many of the people we are trying to reach as possible, and
it strikes me, within that discussion, we have heard three different
main issues.

The first is: What should the infrastructure be? And I think
there is a pretty broad consensus that there should be a shared in-
frastructure. Whether it is, you know, a contracted for-profit orga-
nization, a nonprofit, a government entity, there is some dispute
about that, but there should be a shared infrastructure that the
employers and employees operate under.

The second issue is: To what extent participation should be vol-
untary or involuntary? And I think the Heritage-Brookings re-
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quires the employer to at least offer participation. It does not re-
quire the employer to pay for anything in terms of a contribution,
as I understand it.

And I think, Mr. Stapley, the proposal you talked about required
employer participation, although, again, it is more in the offering
nature, not in a mandatory contribution. I think I heard you say
that. Was that right?

Mr. STAPLEY. It requires employee participation.

Chairman ANDREWS. Employee. So it is an individual mandate
rather than an employer mandate.

The others appear to be saying it is a voluntary participation by
ellflployers. Did I hear that correctly? Did everybody else say that
there

Mr. STEIN. We have two proposals that deal with that kind of
structure, and one required employers to use automatic payroll de-
duction.

Chairman ANDREWS. That is the RIA proposal?

Mr. STEIN. Yes.

Chairman ANDREWS. Okay. So you would be required——

Mr. STEIN. Close to——

Chairman ANDREWS. Okay. More like the Heritage-Brookings ap-
proach on this.

Mr. STEIN. Yes, yes.

Mr. CALABRESE. And that is also what I said as well.

Chairman ANDREWS. Gotcha. Okay.

Mr. STAPLEY. And that could be incorporated into our proposal
very easily.

Cl}llairman ANDREWS. Okay. So there is some real common ground
on that.

I think where there is the broadest departure is on the question
of whether there should be subsidies or not from the public treas-
ury, and I have heard sort of three positions on that. One is maybe
or no. The second is a significant public subsidy. Dr. Perun’s posi-
tion, I think, costs out to $42 million over 10 years, according to
her testimony.

And I would tell you, Dr. Perun, I share your sense that an IRA
with no money in it is not a great value, and I also share your im-
plicit assumption that without significant subsidies, there will not
be a whole lot of money in people’s IRAs.

And then I was curios

Ms. PERUN. Mr. Chairman?

Chairman ANDREWS. Yes?

Ms. PERUN. I would just like to say that Aspen IFS does not sup-
port the shared infrastructure idea——

Chairman ANDREWS. Okay.

Ms. PERUN [continuing]. That we are purely a private-sector indi-
vidual connection

Chairman ANDREWS. Gotcha.

Ms. PERUN [continuing]. And we would rather see government
dollars going into accounts and to building a separate program.

Chairman ANDREWS. So you prefer a thoroughly private infra-
structure that is in part contributed to by public subsidy dollars?

Ms. PERUN. Yes.

Chairman ANDREWS. Okay. I misstated that.
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Now in the Heritage-Brookings proposal—I want to ask either
Mr. Iwry or Mr. John this question—you use the number $250 mil-
lion a year. How many people do you think that would induce to
enroll, and what is that cost based on? What are we buying for that
$250 million?

Mr. JOHN. We estimate that our proposal, out of the 60-plus mil-
lion workers, would affect somewhere in the neighborhood of the
high 30 million.

Chairman ANDREWS. Well, that is a lot of people.

Mr. JOHN. So it depends, of course, on what proportion actually
participate in that. The assumption that we are making is $250
million roughly a year, and it could be less. They are scoring peo-
ple. The Urban-Brookings Tax Policy Center is actually still work-
ing on that.

Chairman ANDREWS. But is that exclusive of any public subsidy
contribution in that?

Mr. JOHN. Yes, it is exclusive of any public subsidy.

Chairman ANDREWS. Okay. That is simply the cost of setting up
the infrastructure to get this done.

Mr. JOHN. Actually, it is more in the form of forgone taxes on——

Chairman ANDREWS. Okay. So your assumption would be vol-
untary contributions that are, therefore, sheltered from taxes de-
prive the Treasury of revenue. That is what the $250 million is
based on?

Mr. JOHN. Yes, that is where we are.

Chairman ANDREWS. But that does not assume any public
match?

Mr. JOHN. It does not at this point.

Mr. Iwry. The Retirement Security Project, Mr. Chairman, has
separate initiatives, and there is separate proposed legislation too
and the saver’s credit. You and I have talked about this in past
years.

Chairman ANDREWS. We have.

Mr. IWRY. And, in essence, that does bring this very much in the
same zone in terms of ideas, as a number of the other proposals,
that these IRAs with even the current law saver’s credit would
have some public subsidy for people earning up to a certain
amount, but we have advocated that the saver’s credit be refund-
able, be a 50 percent credit across the board, extend more into the
middle-class, et cetera. So a substantial tax credit for all the sav-
ings.

Chairman ANDREWS. Gotcha. I want to make sure there is time
for my friend if he wants to ask questions before the vote. I will
leave it up to him.

Mr. KLINE. Either way. What do you think will be smoothest?

Chairman ANDREWS. I think it is smoothest if we came back, to
be honest with you, so as to not rush the people’s answers.

I would just ask Mr. Iwry and Mr. John to supplement my ques-
tions with one. If the annual tax avoidance cost is $250 million, the
deprived revenue, I would assume that that would assume roughly
that about $1.25 billion would be contributed to these accounts be-
cause people in this bracket are round the 15 percent, 20 percent
bracket. So you would multiply that number by five or six?
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Mr. IWRY. Mr. Chairman, there are a number of other factors.
You are going down, I think, the right road, but the tax brackets
are, in many cases, lower. We are dealing with the uncovered popu-
lation. So many of them have a 0 percent bracket.

Chairman ANDREWS. Okay. All right. Because of the EITC and
others.

Mr. IwWRry. Exactly.

Chairman ANDREWS. I just want to try to reconcile, if you could
for me in writing, the amount of money you think people would vol-
untarily put into these accounts and the tax revenue avoidance
number. Because it seems to me that that number is so low—$250
million a year is almost nothing here because it would not, you
know, it is not given the scope of things.

Mr. Iwry. It is a low number, yes.

Chairman ANDREWS. Yes. Okay. I hope it is right, but I——

Mr. IWRY. In many cases——

Chairman ANDREWS. I guess what I would like to see is a sepa-
rateuwritten analysis of where that $250 million comes from. That
is all.

Mr. Iwry. We would be happy to do that, and the Roth IRA
versus the deductible IRA accounts for a huge difference in the
numbers.

Chairman ANDREWS. Okay.

Mr. IWRY. We are assuming that most people would end up going
with the Roth, not all of them, and that shows a much smaller rev-
enue cost.

Chairman ANDREWS. All right.

We are going to go vote, and I am going to come right back, and
members that would like to come back and ask their questions,
thank you. I assume it will be about 10 minutes.

Thank you.

[Recess.]

Chairman ANDREWS. Ladies and gentlemen, we will reconvene.
We thank you for your patience.

And at this time, I will yield for questions to the ranking mem-
ber, Mr. Kline.

Mr. KLINE. Thank you, Mr. Chairman.

I want to say again what the chairman has said and what I indi-
cated at the beginning of the hearing. This truly is a panel of ex-
perts. Taking nothing away from other panels we have had in other
hearings and perhaps other committees, sometimes we do not get
1s:luch a distinguished group, and so it is a real pleasure to have you

ere.

I am also limited by the clock. So let me sort of cut to the chase
on a couple of things.

Mr. Stapley, your proposal differs significantly from some of the
others, and it is a change from the status quo, which is what we
are looklng for. So I can better understand who this would apply
to, can you give me some idea of what sorts of employers or em-
ployees would find this new benefit platform more palatable, better
than the existing? What are we talking about here? Who would this
apply to?

Mr. STAPLEY. I will get this right. I think it potentially applies
to any employer. I mean, I have talked to large employers. When
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you look at the issues associated with the sponsorship of employ-
ment benefits, they are looking for a way out, and the foundation
for that is—it is like I said in my testimony—I have to have more
expertise in the administration of sponsorship of benefits than I
have in my core industry.

So I think you have seen a change over the last several years
where employers are saying, you know, you really need to have en-
tities, like these benefit administrators, that their core expertise is
the administration of benefits.

If you look at small employers, I talked just the other day to a
small employer that has got about 300 employees. I had him read
this, and I just asked him, “From your standpoint as this small em-
ployer, how does this sound to you?” and he said, “If this were
available, I would take it tomorrow.”

Mr. KLINE. If T could interrupt for just a second, thinking of
smaller employers—and 300 is not a mom-and-pop operation, but
it is a smaller operation than say 3M or something from Min-
nesota—are you focusing this on the smaller employer, or are you
considering the very large employers as preferring this as well?

Mr. STAPLEY. My sense is this has potential application for em-
ployers of any size the way that it is structured. Now some employ-
ers, large employers, may want to continue the sponsorship and ad-
ministration of their own benefits, but it certainly has the potential
to apply to their circumstances as well.

Mr. KLINE. Okay. Thank you.

I wanted to pursue some safeguards issues, but perhaps someone
else will bring those up.

I want to now follow up on what the chairman was getting at
when he was sort of trying to compare the different proposals.

It looks like, Mr. Calabrese, that your proposal and the one
brought forward by Mr. Iwry and Mr. John are very similar. We
will start. We will see if we have time to go both ways. There is
a potential difference in matching funds, but, other than that, can
you point out the distinct difference between your proposal and the
Brookings-Heritage proposal?

Mr. CALABRESE. Well, it is very compatible. I am looking at what
would be the entire system, and so looking at both, you know, pro-
posing the matching tax credits, requiring, you know, automatic de-
faults, and then, you know, the payroll deduction and clearing-
house as the infrastructure. And so really what I think Brookings
and Heritage have done here is they have focused in on the auto-
matic payroll deduction, you know, and a basic account clearing-
house. So that is one component.

But on that component, on that infrastructure piece, I think that
is the critical first step we need to take and, you know, I am in
almost complete agreement with what they have proposed. I think
the only major difference that I point out in my testimony is, par-
ticularly, you know, with the bill that has been introduced by Con-
gressmen Neal and English, that I would set the limits higher.

The Conversation on Coverage also had a consensus that the
limit should not be as low as today’s IRA because most middle-in-
come people cannot achieve an adequate replacement rate for re-
tirement by saving, you know, $4,000 or only $5,000 a year, par-
ticularly in the second half of their career, and I think if we put
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that limit somewhere between today’s IRA and a SIMPLE, which
is $10,500, around, say, $8,000, that that would not threaten em-
ployers, for example, dropping their 401(k)s for this.

Mr. KLINE. But it would presumably cost more when you look at
the avoidance tax deferral piece of it. It would cost more to the
Treasury.

Even if I were to steal Mr. Stein’s 12 seconds, I see that I am
out of time. So I will yield back, Mr. Chairman. Thank you.

Chairman ANDREWS. Thank you very much, Mr. Kline.

Mrs. McCarthy is recognized for 5 minutes.

Mrs. MCCARTHY. Thank you, Mr. Chairman. Thank you for hold-
ing this hearing.

You know, listening to all the proposals. I also happen to sit on
Financial Services, and one of the things that we have been notic-
ing—I remember your testimony going back to the year 2000. I did
not remember the year, but I knew that you were in front of us
once before.

What I find interesting is that I have been trying to push those
interested parties from the Financial Services people that we need
to do more financial literacy, and they say they are. Now I am
watching everything. I am in schools. I am asking if they have pro-
grams in the schools for financial literacy. I am asking just about
anybody. If we do not educate our young people—and, yes, when
I say young, I am talking from 18-to the 30-year-old group—to get
them to start saving, we are going to be in big trouble when they
start reaching towards 65.

Those that are baby boomers that are retiring today did save,
and they prepared, and they happen to be in a very good economy,
so most of them have done all right.

But, Dr. Perun, when you were talking about someone saving
$50 a month and, at the age of 65, they would have $165,000 in
their IRA, most likely, they will probably still be working after 65.
Actually, Social Security will probably be 67, 69 possibly. So he
would probably still live to 85, 90 most likely. That is not counting
any health care costs. No one can survive on that. I mean, they are
not going to be able to survive on that.

So what I am looking for is—you know, we talk about how much
you should save, but I go back to the financial literacy. How are
we going to say, “By the time you are, say, 67, this is the amount
of money you are going to need to live on or need to have. Some
costs in your life will go down, but this is how much you are going
to need,” without scaring them, saying, “Well, I am not going to be
able to do that so I am not going to save for it.”

Do you have an answer to that?

Ms. DuDLEY. Well, I have a couple of thoughts. The first is I
agree with you wholeheartedly. As part of Safe and Sound, a cor-
nerstone of our proposal is to advance the number of people who
actually understand the amount that they need to save. We think
that is the fundamental first step in financial literacy, teaching
people how much they are going to need in retirement, and, there-
fore, how much they need to save in order to meet that goal, and
I think in doing that, I think there are a couple of different ways
that you can approach it.
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The typical way that it is looked at is to look at how much re-
placement income you will need, and one of a newer kind of concept
is to look at how much you will spend in retirement and to work
from those ultimate goals back to how much you need to save.

But the problem with that is a lot of times people do not really
have an appreciation for that until they are much older in their ca-
reers, and so you really have to go all the way back to even elemen-
tary school and high school to teach them about the concept of
compounding interest, about the concept of debt. One of the big
problems is understanding debt versus investment and how to bal-
ance the two as you go through your life.

Mrs. McCARTHY. I know the banks are basically doing a better
job today. When I was young, we saved every week. People had a
couple of pennies, and you put it. But when the banks started
charging an account that might have $5 in it, they actually ended
up charging more than what was in the account, so they all pulled
away. They are turning that around now, thank goodness.

But, again, what I will say—you know, we have thrift savings
here, and I have a couple of young people that started with me
when I started here 11 years ago. They were in their very early
20s, and I sat down with them and I said, you know, “You need
to do this.” The excuse was they did not have the money. I said,
“What does a hamburger and a beer cost you 1 day a week?”

And, anyway, they all joined, and that is why I am one of those
that you can opt out, but as soon as you start a job, a certain per-
centage should be taken out because if you do not see in the begin-
ning, you are going to—and, by the way, all those young people
today are very, very happy that they got into the program. Some
have been able to buy a house or at least put down a down pay-
ment anyhow.

So we have a long way to go.

Ms. DUDLEY. We do actually think that automatic enrollment
and the automatic increase that you all thoughtfully included in
the Pension Protection Act are ways that help employees, when
they first get into a job, to start saving and to start being part of
the program and to gradually increase the amount that they save,
and as they get into the plan, we find that very few people pull
back out.

Mrs. McCARTHY. Oh, no. It is like volunteerism. Once you start
it, you get used to it and will continue. That is the challenge that
I think we all face.

With that, I yield back.

Chairman ANDREWS. Thank you very much, Mrs. McCarthy.

Mr. Courtney is recognized for 5 minutes.

Mr. COURTNEY. Thank you, Mr. Chairman.

I want to thank the witnesses also, and I also want to thank Mr.
Kline and Mr. Andrews for helping.

When I got this testimony last night, I was reading through it.
It reminded me going to IHOP and getting one of these menus
where you are trying to figure out, you know, which combination
is the right one, and then sorting through, as Mr. Andrews did, in
terms of the common elements and the separating ones is some-
thing I needed certainly in the testimony.
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And, Mr. Stein, in your written testimony, you indicated that the
Conversation will seek to promote GAP and POPP which have fea-
tures not available under current law and will continue to promote
retirement investment account framework. I mean, it sounds like
you are sort of taking the agnostic approach as much as possible—
or the group is—in terms of trying to get a wide array out there
for employers. I mean, is that an accurate statement?

Mr. STEIN. Well, there were three working groups, and they each
had sort of different missions, and one of the working groups, the
one that developed POPP and GAP, had a mission of trying to en-
courage new coverage through defined benefit plans, and that
group sort of had a split focus because, on the one hand, they want-
ed to increase coverage, on the other hand, they thought defined
benefit framework offers certain advantages to employees that indi-
vidual saving account approaches do not.

The other two groups were focused more on defined contribution
plans, and one of the things that I want to note—one reason our
Group II proposal sounds so similar to the Heritage-Brookings pro-
posal and Mike Calabrese’s proposal is because they were on that
work group and, in fact, I think 71.4 percent of this panel were
participants in the Conversation on Coverage.

I mean, I think our idea was, you know, almost shotgun, if we
had lots of different ideas and, you know, each of them hit a dif-
ferent kind of segment of the workforce, that would yield better
dividends than just focusing on one type of proposal.

But the RIA proposal, I think, is very promising, and it is very,
very, very similar to what you have heard from Brookings and Her-
itage and from Mike.

Mr. COURTNEY. Right. I mean, I am new. A year ago, I was a
small employer with a 401(k) plan, administering it. And, you
know, one of the things is we would have our annual get together
to go through the portfolio with all the staff, but you really as a—
and I think this is true of small business, which is, at some point,
you just want to practice law or medicine or run your machine
shop, and you really do not want to get into the business of run-
ning, you know, benefits as a big chunk of your day, and that is
the only concern I have about sort of just throwing too much out
there in terms of businesses because at some point

Mr. STEIN. Well, the Model T plan, which is more like existing
pension plans, except that the ideas to let the employer say, “I
want to sponsor this” and try and relieve the employer of a lot of
the administrative burdens and a lot of the fiduciary responsibility
and to shift that to a financial institution which would market
these plans to small employers.

Mr. COURTNEY. Right. And I guess the Brookings-Heritage group,
I mean, what is your reaction to the POPP and GAP proposals?

Mr. Iwry. Mr. Courtney, as Professor Stein said, I was a member
of that Conversation on Coverage effort and shared the pride that
many of us have, I think, that overall the effort has been just ter-
rific and unique. I think there is a lot to be said for those pro-
posals, as well as for the one that is almost identical to the auto-
matic IRA that we have been talking about and similar to the New
America one.
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I think it is striking, and I hope you are encouraged, to see the
convergence of themes here. Automatic enrollment, the power of
enlisting inertia in the cause of saving is, obviously, one of those
common ground themes. The power of a progressive matching con-
tribution, some kind of deposit saver’s credit expansion is the way
most people have put it. We have got right now a tax credit for
folks that helps people in the lower brackets, not just people in the
top bracket, and expanding that in some fashion is, I think, some-
thing a lot of us have been talking about as well.

Mr. Chairman, apropos to Mr. Courtney’s question, the cost issue
really ties into those themes, and I think for all of us perhaps the
cost 1s not as great as one might think in the case of the infrastruc-
ture and the revenue cost of increased saving. The greater cost
comes if you add a matching deposit and expanded saver’s credit,
but I bet that everyone on the panel would agree, and I invite them
to disagree if they do, that it is well worth it.

But even if there are many billions of dollars of cost associated
with a separate matching deposit, a tax credit that induces people
to save and puts more in the accounts, it is well worth it, that the
benefits to the nation to prepare for retirement and to the economy
to increase our abysmally low national saving rate, and thereby in-
crease national productivity and the gross domestic product, make
it a good investment.

Chairman ANDREWS. Thank you, Mr. Courtney.

With the consent of the ranking member, he and I may ask an-
other question or two. I will ask one.

I do want to go to Mr. Iwry’s point about cost because I do think
there is significant conversion—convergence on other issues—
maybe some conversion, too—but there are some questions about
cost. I want to understand this. I hear three elements of cost that
we would be talking about here.

One is the administrative cost of administering the common plat-
form, whether it is in the private sector, the nonprofit sector, the
public sector. Someone has to bear the cost.

The second is the lost revenue to the Treasury because more peo-
ple would be making tax-deductible contributions.

And then the third would be the cost of any credits that would
be extended to employers, employees or both.

So I have that framework correct? Are there any other costs that
we failed to identify?

Mr. IwrY. No, the credits are potentially the hugest part, if there
are matching credits to individuals.

Chairman ANDREWS. And really in response, again, to Dr.
Perun’s earlier testimony, I think that a $42 billion outlay over 10
years is a small fraction of the benefit that we would get over time
because of less political pressure on Social Security, more consumer
spending, healthier people. I think it is a very, very good invest-
ment. I agree with that.

I want to ask a slightly different question to Mr. Iwry and Mr.
John about the crowding-out problem.

You know, I think there would be a consensus on both sides of
the podium up here that there is sympathy for public expenditures,
whether it be for tax avoidance or subsidiaries, that would provide
pensions for those who would not otherwise have it, but we would
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want to avoid the unwelcome outcome of simply shifting people
who are getting pensions now with a modest public subsidy to one
that would get pensions with a great public subsidy.

Your claim is that your proposal avoids that crowding-out prob-
lem. How does it do it?

Mr. IWRY. Very simply, Mr. Chairman. We have two goals. One
is to promote universal coverage, cover the people who are not cov-
ered, that 69 million, 75 million, 78 million. The other goal is to
promote more qualified employer plans.

We actually believe that by keeping the limits low on the new
vehicle—and the new vehicle in our case is the old vehicle, the ex-
isting familiar IRA—whose limits, $5,000 starting next year, are
nowhere near even the limits of the SIMPLE plan, much less the
401(k) and other qualified plans. So the employer does not have an
incentive. It is not only the employee contribution limits, but the
employer contribution. We would not allow the employer to match
in the IRA because we want them to graduate to a 401(k).

Chairman ANDREWS. So your argument essentially is that an em-
ployer who is already providing this benefit would be disadvan-
taged in the labor marketplace because he or she would be stepping
backward to such a great extent, it would be such a cut in em-
ployee benefits, they would not do it because they would not want
to lose valued employees?

Mr. IWRY. Absolutely.

Chairman ANDREWS. Okay.

And let me ask the other side of the coin then. Are the benefits
generous enough that they would be meaningful to help the people
who would be newly having a pension? I mean, the contribution
limits are so low, would they be so low that they would not produce
a significant benefit to the employee?

Mr. IWRY. Our rough estimate is that about $15 billion of addi-
tional deposits, contributions to IRAs, would likely be generated by
this kind of proposal. It could well be a lot more.

Chairman ANDREWS. Per year? Per year?

Mr. IWRY. Per year. Per year. And so over a 10-year period, we
are looking at something like $150 billion or maybe $100 billion as
it ramps up.

Chairman ANDREWS. Okay.

Mr. Iwry. That could easily be a lower bound. We are trying not
to be unrealistic.

Chairman ANDREWS. That sort of goes to the question I know you
are going to answer for us in the supplemented, the record, which
is that you must be implicitly assuming that a huge percentage of
those contributors are people that pay no federal income tax or get
the EITC, right?

Mr. Iwry. We think that something like approaching two-
thirds——

Chairman ANDREWS. See, that would be good. I mean, that is

Mr. IWRY [continuing]. Have 0 percent federal income tax liabil-
ity, are in the 0 bracket, and so that the average bracket, when you
take into account the 10 percent bracket and 15 percent bracket
people who comprise most of the rest of that group, is going to be
probably in single digits.
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Chairman ANDREWS. Well, if you take into the account the EITC,
it may be a negative rate of taxation.

Mr. Iwry. That is right. There is interaction there.

Chairman ANDREWS. In fact, it is a good thing because that is
the target population which we are trying to help.

Mr. Iwry. Exactly. And when you add in the automatic enroll-
ment as an incentive or as a vehicle, it gets people actually saving.

Chairman ANDREWS. Could I just pose one quick question? Is
there anyone here who opposes automatic enrollment as the default
position? Is there anyone who thinks that is a bad idea? Okay.

Mr. Kline?

Mr. KLINE. Thank you, Mr. Chairman.

I think there is universal agreement even up here on the dais
that that is a good idea.

I just want to ask one question continuing on our sort of sorting
out the differences. We see that there is a great deal of com-
monality, automatic enrollment certainly being one of them. In one
or two sentences, because we are going to quickly run out of time,
I would like to ask each of you what is the single most important
feature of your proposal that you would like us to keep in mind as
we are looking at this. What is really the defining or the most im-
portant or the distinguishing feature of your proposal that you
would like us to take away?

And we will just work right down the line if we could. I know
that is hard, but——

Mr. CALABRESE. Yes, it is. It is hard because I think they need
to work in combination, but I would say, again, the most important
first step, you know, the fulcrum for this, is to give every worker
automatic payroll deduction to a clearinghouse, you know, to a
platform where they can at least have a low-cost default account
that is managed for them.

Mr. KLINE. Okay. Thank you.

Ms. Dudley?

Ms. DUDLEY. I think the one takeaway for the American Benefits
Council is the importance of educating the public and employers
about personal financial security and the importance of saving and
participating in some sort of retirement plan coverage.

Mr. KLINE. Thank you.

Mr. JOHN. Yes. For the Retirement Security Project, we would
say it is simple, it is very low cost and, therefore, it is something
that can be enacted quickly and easily, and it can make a dif-
ference very quickly.

Mr. KLINE. Yes. Thank you.

Dr. Perun?

Ms. PERUN. Yes. Our goal is to have all Americans included in
a first-class saving system in the private sector, and we view Amer-
ica’s IRA as a way of connecting millions of Americans to the finan-
cial mainstream who currently have no attachment to it.

Mr. KLINE. Okay. Thank you.

Mr. Stapley?

Mr. STAPLEY. I think from our perspective, it would be to extend
the significant advantages of the employment-based system into a
structure where every single American and every single employer
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could access the same thing that larger employers get in today’s
market.

Just very quickly for example, we provide to our plan partici-
pants an S&P 500 index fund at 3 basis points. If you go to the
marketplace, a financial planner, and you get yourself an IRA, you
are probably going to pay around 50 basis points, and there are
some financial planners that are selling them for 500 basis points.

I would simply ask the question: Why do we have this disparity?
Why does it make sense? Why shouldn’t every individual American
have the capacity to purchase an IRA on the same basis?

Chairman ANDREWS. If the gentleman would just yield for a sec-
ond.

Mr. KLINE. Happy to yield.

Chairman ANDREWS. You would be happy?

I think the committee’s looking very closely at exactly those
questions. There are some discussions of the ways we should regu-
late disclosure for 401(k) fees, and the committee is very actively
looking at those questions.

Mr. KLINE. Mr. Stein?

Mr. STEIN. We have three proposals, so I will need three to six
sentences.

Mr. KLINE. You get your 12 seconds back.

Mr. STEIN. Working Group I was, I think, most concerned with
increasing coverage but providing employees with the features of a
guaranteed pension. Group II, I think, very similar to a number of
the other proposals, looked to create a framework that people who
do not have access to employee plans could use to save. And Group
III, I think, was interested in creating a very simple version of an
employer plan that financial institutions would then have an incen-
tive to market to employers that do not now have plans.

Mr. KLINE. Okay. Thank you very much.

I yield back, Mr. Chairman.

Chairman ANDREWS. Thank you, Mr. Kline.

I do notice that two of our colleagues have joined us, and I would
first recognize Mr. Wu for 5 minutes for questioning.

Welcome.

Mr. Wu. Thank you very much, Mr. Chairman, and I apologize
for—well, we just have multiple things going on, and that is not
unique to us, and, you know, you all do, too, and thank you very
much for being here.

I think that this automatic opt-in proposal is something, I mean,
that is just commons sense, and I fully, fully support it.

But I am concerned about one other matter—and if it has been
covered earlier, you know, just let me know how you covered it—
and that is with the mobility of our workforce, I am deeply con-
cerned about vesting periods. And we had to make this decision for
our own law firm before I came to Congress, and, you know, this
is not the first time that I have admitted it in public, so I am
happy to say it again.

I thought that we should have a vesting period of a year or 2,
and it was my Republican law partner who actually said, having
an employee hang around to vest is the worst thing in the world.
We want someone who wants to be here and who wants to work
hard and who is enthusiastic about it, so, you know, any benefit
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plans or employer match ought to vest immediately, and, you
know, people stay because they want to stay, not because they
want to vest.

I would like any of you all who want to comment on that to com-
ment.

Mr. Iwry. Mr. Wu, I very much agree with you, and when I was
at the Treasury Department overseeing the regulation of the na-
tion’s private pension system and policy in this area, we initiated
the movement of vesting from a 5-year to a 3-year period in our
nation’s 401(k) and defined contribution plans. We have also sug-
gested that defined benefit plans perhaps move to a faster vesting,
but we need to be cautious about discouraging defined benefit
plans, of which we have done too much already, and so I very much
agree with you. We did not propose 3 because we thought that was
necessarily the ultimate long-term answer, but because we wanted
to do something that would be politically realistic and enactable as
it was.

Mr. Wu. Well, the then-chairman and now minority leader, I
think, proposed 3-year vesting when this committee considered it
in the last Congress. I believe I then tried to push him to 1 year,
not because I believed in 1 year but because it was pushing the en-
velope far enough, but I would like to see the fastest vesting——

Mr. Iwry. Well, if I could just add, Mr. Wu, that our proposal
here today, the automatic IRA, has faster vesting than what you
are aspiring to. There is 100 percent immediate vesting. That is
also true of a number of the other proposals.

Chairman ANDREWS. Yeah, I want to be clear on that, that the
proposal is that the minute you put a dollar in that account, it is
yours.

Mr. Iwry. Correct.

Chairman ANDREWS. Period.

Mr. STEIN. That is the rule today for 401(k) plans with your
money.

Chairman ANDREWS. Yes.

Mr. STEIN. And the other thing that I think is interesting in re-
sponse to this point is when ERISA was enacted there a number
of people who testified that we should have immediate vesting.
Even back in 1974, there were people advocating for that.

Ms. DUDLEY. If I could just add one thought, that you have to
be very sensitive to the cost for small employers. In fact, if you
make the vesting requirement too low, you can actually result in
fewer matching contributions. Some small employers in particular
may not even be able to afford it, so they just will not add a match-
ing contribution whereas if the vesting schedule is something more
like 3 years or 2 years or 5 years, they are much more likely to
have a matching contribution, and where employees do typically
stay that length of time, then people will end up with more money.

Chairman ANDREWS. The gentleman’s time has expired.

I want to make sure we get to Mr. Tierney for his questions, and
then we will adjourn the hearing.

But Mr. Tierney is recognized for 5 minutes.

Mr. TIERNEY. Good morning.

Chairman ANDREWS. Is that your knee, John? [Laughter.]

Mr. TIERNEY. Pretty much at this age.
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Thank you, Mr. Chairman, for having the hearing. As well, I
really do not want to take too long.

Did any of you in these plans, which I have not had a great deal
of time to go over yet, deal with any type of universal thrift savings
plan, anything comparable to what we had? All of them did some-
thing on that basis? Does somebody just want to address the
thought on that, and then I will call it a day on that?

Mr. John, did you want to address it?

Mr. JOHN. Well, our proposal does include something like a TSP2
to make sure that we have a universal platform that is available
for everyone, and that would especially be true of people who live
in a central city location without major financial services presence
or in some of the rural areas where they do not have quite the
same availability of products.

Likewise, however, it could also be handled by a nonprofit con-
sortium somewhat similar to a corporate central credit union or
something along that line. It could be handled by a for-profit con-
sortium or any variation in there, but the key to us is to make sure
that it is set up so that every worker who wants to have an account
does have the account and at a price that makes it reasonable to
have.

Mr. CALABRESE. The universal 401(k) plan, you know, that I de-
scribed also relies on a clearinghouse, and one reason I just want
to add is that, you know, we see that also as a way of reducing the
burden on employers because if you are going to ask every em-
ployer to forward, you know, the payroll-deducted saving of the
workers who are not, you know, otherwise in retirement plans, it
is much easier, you know, if it is all going to the same place and
out from there, you know, and there could be behind that clearing-
house a number of different platforms, whether they are, you know,
like TSP, a contracted investment management. You know, that
administration could be contracted or there could be several dif-
ferent options, but we would like to make the burden on the em-
ployer as simple and straightforward for the employer as possible.

Mr. TIERNEY. Okay. Well, thank you all very much.

Thank you, Mr. Chairman.

I appreciate that, and we appreciate your materials as well
which we will read.

Chairman ANDREWS. I thank my colleagues.

I thank the panel for very thoughtful, very comprehensive testi-
mony.

My intention from here is to take the good work that you have
done, probably ask more questions about it. I think it is very en-
couraging that we have the convergence of views that we do. Obvi-
ously, some of the issues that arise are outside the committee’s ju-
risdiction, within that of the Ways & Means Committee, but the
fact that Mr. Neal and Mr. English are already thinking along
these lines is very encouraging.

You know, the best pension policy in this country has been made
with very broad bipartisan support. The Portman-Cardin efforts of
the last 10 years, the Retirement Act of 2006 were very broadly
supported. That is the template that I would like to try to follow
here, that we could build a very broad consensus between the two
parties, between the House and the Senate, and try to get some-
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thing done that would address the needs of the people we have
talked about here this morning.

Your contribution has been very, very important, and we appre-
ciate it very much.

Mr. Kline, did you have any closing comments?

Mr. KLINE. Thank you.

Chairman ANDREWS. We thank the witnesses.

I do have to read. As previously ordered, members will have 14
days to submit additional materials for the hearing record. Any
member who wishes to submit follow-up questions in writing to
witnesses should coordinate with the majority staff within 7 days.

Without objection, the hearing is adjourned. Thank you.

[Statement of the U.S. Chamber of Commerce submitted by Mr.
Andrews follows:]
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Chairman Andrews, Ranking Member Kline, and Members of the Subcommittee,
the U.S. Chamber of Commerce thanks you for holding this hearing on “Securing
Retirement Coverage for Future Generations™ and for providing us the opportunity to
comment on this important issue. We ask that this statement be included in the record of
the hearing.

The Chamber is the world’s largest business federation, representing more than
three million businesses and organizations of every size, sector, and region. More than
96 percent of the Chamber’s members are small businesses with 100 or fewer employees,
70 percent of which have 10 or fewer employees. Yet, virtually all of the nation’s largest
companies are also active members. We are particularly cognizant of the problems of
smaller businesses, as well as issues facing the business community at large. Besides
representing a cross-section of the American business community in terms of number of
employees, the Chamber represents a wide management spectrum by type of business
and location. Each major classification of American business — manufacturing, retailing,
services, construction, wholesaling, and finance — is represented. Also, the Chamber has
substantial membership in all 50 states. Positions on national issues are developed by a
cross-section of Chamber members serving on committees, subcommittees, and task
forces. More than 1,000 business people participate in this process.

Introduction

In order to secure retirement coverage for the future, it is necessary to remember
that there are several components to the retirement “stool.” While this has often been
referred to as a 3-legged stool consisting of Social Security, individual savings, and
employer-provided pensions, we believe that there may be a potential fourth leg — phased
retirement. For a variety of reasons, many Americans are remaining in the workforce
beyond what was traditionally thought of as retirement age. Thus, phased retirement
should also be considered when discussing retirement security. The Chamber believes
that all of these legs must be secure and available. Our comments below address each of
these legs, and the issues that we believe must be addressed to ensure retirement security
for future generations.

Phased Retirement

The Chamber is concerned not just about current retirement systems, but also
ensuring that these systems continue to be valuable retirement tools in the future.
Encouraging the implementation of phased retirement programs is vital to this goal.
Laws that were put into place 30 years ago may not be adequate to address changes in the
current economy. There are a number of demographic and economic factors that are
changing the way that Americans think of retirement. Increased life expectancy,
changing lifestyles, workforce needs, and the desire to increase income in retirement all
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contribute to a need for phased retirement programs. Workers are looking to stay
employed beyond traditional retirement ages from a desire to remain engaged in society,
to continue earning income, or for other reasons. At the same time, employers who are
looking at an impending labor shortage and possible “brain drain” want to keep their
experienced and skilled workers in order to remain competitive.

The barriers to phased retirement are many and include legal, fiscal, policy, and
practical issues. There are legal restrictions on when benefits can be paid out, there are
fiscal concerns surrounding the costs associated with employing older workers, such as
increased pension payments and higher health care coverage, and there are policy and
practical concerns about how accruals should be calculated during phased retirement or
how to apportion the payout. A primary issue for the Chamber, however, is exclusivity
because employers want to maintain discretion over the employees that are able to
participate in phased retirement programs. In order to maximize skills and expertise,
many employers feel that not all employees should be eligible for phased retirement just
by reason of having met an age or service requirement.

Phased retirement programs could be advantageous to employers, workers, and the
overall economy. It would be injudicious for statutory and regulatory burdens to
restrict what could otherwise be a beneficial situation for all parties. Rather, statutes and
regulations should encourage employers to implement phased retirement programs that
provide attractive benefits and incentives for workers to stay with their employer.

Emplover-Provided Pension System

The employer-provided pension system is a critical piece of retirement security
for many Americans. Defined benefit retirement plans cover 44.1 million workers and
defined contribution plans cover 64 million workers.! In addition, employers spend over
one billion dollars annually on employee benefits.> The Chamber believes that the key
element to the private retirement system is the voluntary nature of the system. For
employers that choose to implement retirement programs, flexibility and choice are key
considerations. The mix of types of benefit plans in the future will be diverse — defined
benefit, defined contribution, multiemployer plans, cash balance plans, and hybrid plans.
In addition, demographic and competitive needs will spur the creation of plan designs
that we have not even begun to contemplate. Consequently, it is increasingly important
to ensure that there are no statutory, practical, or political barriers to innovation that
would discourage participation in the private retirement system.

In addition to the general principles stated above, there are several particular areas
in the private system where attention is required to ensure the continuation and growth of
the employer-provided system.

L BLS Abstract of 2004 form 5300 published in March 2007.
2 EBRI Databook on Employee Benefits.
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ERISA Preemption. Employee Retirement Income Security Act preemption is
an important public policy. ERISA allows employers to achieve greater
bargaining power, economyjes of scale, and administrative efficiencies when
designing retirement and health benefits plans for their employees who reside and
work in multiple states. Weakening the preemption provisions will weaken the
ability of employers to provide both retirement and health care benefits.
Employers depend on ERISA preemption to ensure that coverage can be offered
uniformly across the country and administered relatively efficiently. ERISA
preemption also gives each employer the flexibility to design the terms of
retirement and health plans to meet the changing needs of their unique workforce.
The Chamber sincerely hopes that Congress will continue to recognize the vital
role ERISA plays in the employer-provided benefits system and protect any
attempts to diminish the national framework it provides.

Cash Balance and Hybrid Plans. In order to secure future retirement security,
plan sponsors must be encouraged to maintain plans that fit the needs of their
workers. Unfortunately, sponsors of cash balance and hybrid plans have not
received such encouragement and some cash balance plans continue to deal with
unexpected and onerous hurdles. With the passage of the Pension Protection Act
of 2006 (“PPA”), the Chamber believes that Congress has signaled its intent to
confirm the legality of hybrid plans — including hybrid plans converted from a
traditional benefit plan. However, certain cash balance plans continue to be
plagued with legal difficulties.

Officials in the Internal Revenue Service (“IRS”) have indicated that certain
hybrid plan conversions are possibly at risk of violating the tax qualification rules.
In particular, these officials maintain that hybrid plans that provided plan
participants with the greater of the benefits under the old (traditional) pension
plan or the benefit under the new hybrid plan violate the anti-backloading rules in
ERISA. Inresponse to pressure from Congress, the business community and
other interested parties such as AARP,* the Treasury Department and the IRS
have agreed to provide further guidance on this issue and have also agreed not to
issue any negative guidance before the end of the year. We hope that Congress
remains engaged in this issue and, depending on the outcome of the guidance, will
work to ensure that the intent and spirit of the PPA is maintained and that plan
sponsors are finally able to sponsor cash balance plans without fear of future
unforeseen liabilities.

Small Business. According to the U.S. Small Business Administration, small
businesses (less than 500 employees) represent 99.9% of the total firms and over

® On May 22 of this year, this subcommittee held a hearing entitled, "Health Care Reform:
Recommendatjons to Improve Coordination of Federal and State Initiatives.” The Chamber submitted
detailed comments for the record on ERISA preemption. The remarks here are a summary of those
comments.

4 Copies of letters sent to Treasury and IRS by various industry groups can be found at

http:/benefitslink.convindex.html.
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half of the workforce in the United States.® Clearly, ensuring adequate retirement
security for all Americans means encouraging small businesses to participate in
the private retirement system. Small businesses, in general, face significant
huzdles and may view retirement plans as yet another potential obstacle and
therefore, choose not to establish them. Thus, there have been tremendous efforts
to provide incentives and encourage small business owners to establish and
maintain retirement plans.’ As a result, small businessés with less than 100
employees cover more than 19 million American workers.” In order to maintain
and expand this success, it is necessary that Congress remain sensitive to small
business plan issues and minimize the administrative and financial hurdles that
they face.

Investment Advice. Defined contribution plans, which largely did not exist
when ERISA was enacted in 1974, require greater employee participation than
traditional defined benefit plans, in which the employer pays for the entire benefit
and takes on investment risk. Clearly, the need for education and advice on how
to invest that money is an important complement to the defined contribution
retirement model. While the PPA took a step in the right direction, we believe that
there is additional work that can be done. The Chamber supports changes to
current law that would allow employers to provide employees access to
investment advice from regulated professionals as long as there are adequate
disclosures concerning fees and any potential conflicts of interest.

FASB Accounting Rules. Last year, the Financial Accounting Standards Board
(“FASB") undertook a project to reconsider the method by which pensions and
other benefits are reported in financial statements. On Sept. 29, 2006, FASB
completed Phase I of this project.® In Phase IT, FASB will evaluate and propose
changes to the accounting standards for measuring pension costs, obligations and
assets. Indications are that FASB intends to remove smoothing periods from the
measure of liabilities. As you are aware from debates during the PPA, smoothing
techniques are extremely important to the defined benefit system because they
provide predictability and consistency. Consequently, we expect that Phase 11

*U.S. Small Business Administration Office of Advocacy estimates based on data from the U.S. Dept. of
Commerce, Bureau of the Census, and U.S. Dept. of Labor, Employ and Training Administrati
© Under the Economic Growth and Tax Relief Reconciliation Act of 2001 (“EGTRRA”) that was made
permanent by the Pension Protection Act of 2006 small businesses may claim a tax credit for establishing a
retirement plan equal to 50% of qualifying costs up to $500 per year for the first three years. In addition,
the PPA instituted a number of additional positive reforms including the creation of the Roth 401(k),
simplification of a number of complex administrative requirements, and the creation of the DB(k) for small
businesses.
"Patrick J. Purcell, Congressional Research Service (CRS) Report for Congress, Social Security Individual
Accounts and Employer-Sponsored Pensions, February 3, 2005, Table 2. Employee Characteristics by
ploy i Plan Sp ip, 2003 at CRS-5.
8 of Fi A i dards No. 158, “Emy s ing for Defined Benefit
Pension and Other Postretirement Plans™ (FAS 158). This statement requires companies to report the net
financial status of pension and other benefits on the company’s balance sheet rather than in the footnotes.
In addition, plan assets and benefit obligations must be measured as of the date of the employer’s fiscal
year end and employers must use the proj benefit obligation measure of liabilities
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will have significant negative consequences for employers with defined benefit
pension plans. We urge Congress to weigh in to express concern about any such
accounting rules and their potential to discourage the maintenance and expansion
of the defined benefit system.

In ual Savi

No one financial product is best suited to address all of the financial risks that
individuals can potentially face in retirement. Thus, any tax incentive or other policy
initiative designed to encourage prudent distribution of retirement assets should be broad-
based, take into account the wide array of challenges that arise during one’s retirement
years, and provide incentives that encourage individuals to make appropriate retirement
decisions based on their particular financial circumstances and individual needs.

The Chamber has been particularly supportive of legislation that would encourage
taxpayers to convert individual savings into lifetime income annuities.” These products
provide steady payments for the remainder of the purchaser’s life and help reduce the risk
of losing one’s investments in a market downtum or outliving one’s nest egg. With more
U.S. workers participating in defined contribution programs, this legislation would
provide retirees with a guaranteed source of monthly income that could not be outlived.
As Americans of the baby-boom generation near retirement, it is critical that public
policy encourage retirees to manage and draw upon their retirement savings in a manner
that appropriately addresses their individual needs and circumstances.

Also impacting individual savings are several gmposals that attempt to expand
retirement coverage through the use of payroll IRAs." The Chamber has not taken a
position on these proposals because we would like further details concerning the
administration and investment of such accounts. However, we very much applaud the
intent of these proposals to increase retirement savings coverage. To this end, we have
supported automatic enrollment provisions and the permanent expansion of the qualified
savings limits. We are, however, concerned about the mandatory nature of these
proposals, Mandatory choice or any other mandatory benefit imposition is inconsistent
with the voluntary nature of ERISA and employer-provided retirement programs.
Therefore, we urge extreme caution in the consideration of legislation that would impose
a mandate upon employers.

9 5. 1010, the “Retirement Security for Life Act of 2007”would provide a 50 percent deduction on up to
$20,000 of taxable income from a lifetime income annuity.

1 5.1141, Automatic IRA Act of 2007; HR.2167, Automatic IRA Act of 2007; S.1288, Women’s
Retirement Security Act of 2007; J. Mark Iwry and David C. John, uing Universal Retirement Securii
Through Automatic IRAs (Draft), White Paper #02122006 (February 12, 2006)

bttp:i/www heritage.org/Research/SocialSecurity/wp20060212 cfin.
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Social Security

An important component of retirement for many Americans is Social Security and
the Chamber has been involved in much of the reform effort. The chief objective of
Social Security should be to provide a basic floor of economic protection upon retirement
which the individual can enhance through private retirement programs and personal
savings. The only permanent way to strengthen Social Security is to transform the
system.

‘We understand that such transformation will require extensive study, debate, and
working through of details. The Chamber has several principles that we believe are
necessary to strengthen our current system. Reform should not unduly burden future
generations to pay for current benefits. Workers of current and future generations must
receive a fair market return on what they pay into the system. In addition, we must
consider advance funding, at least partially, of future promised benefits through private
capital markets. This should include, for example, allowing younger workers to invest a
portion of their tax contributions in individually managed accounts. And, finally, as
economic and social conditions change, there will be a continuing need for Congress to
review periodically all aspects of Social Security including objectives, financing, benefits
and eligibility.

Conclusion
Individuals, employers, and the government all have a shared role in ensuring
retirement income security for current and future generations. Therefore, Congress
should work toward encouraging savings and retirement planning among all of these

avenues and, at the very least, should not establish barriers and roadblocks.

‘We appreciate the opportunity to share our thoughts and concerns with you and
look forward to future discussion on this issue.

[Whereupon, at 11:44 a.m., the subcommittee was adjourned.]

O
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