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Summary

The paper pwides rough, ballpark
calculations of o seveal recent proposals
could affect prate and national gag The
proposals,aimed at improng etirement
security for middle- and wencome
households, include automatic 401(k)s,
automatic IRAan epanded and pmanent
Saver's Cedit, split efund capabilityand

asset testafoms.

With the cuant net national sang ate at
about 2.5 peent of GDfese proposals ha
the potential toaise net national giag ly

almost a quarter
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l. Introduction

The Retament Security Project (R®@¥ First,most of the proposed policievéaot
advanced an aay of proposals that aim toyet been enacted or adopted (and those that
male retirement seing moe accessible and have been @& just beginning to be
motke rewarding for middle- andweincome implemented). Theefor, with limited
householdslhe proposalsouid: exceptionssignificant eal-world eperience
with the specific proposals does nxiste
» promote the adoption of automatic festur which means that the estimatesear
in 401(k) plans.¢g enrollmentescalation, necessarily speculatiieor purposes of these

investment); estimates,we assume that elacpoliy is
enacted or otherwise put into effegt b
» establishAutomatic IRAS; Congess or theagulatorsand we then base
the estimated impacts on what we believe to
» expand and impve the Seer's Cedit; be plausible assumptions about rmiark

responses once the pylis fully phased in
 allow taxpagrs to split dact deposit of and the malt has adjusted to the pwlic
income taxeafunds into sevalr accounts; change Havever we ae keenly awre that
and reasonable and infoed obserers can
readily differ egading the magnitude and
 refom the asset eligibility tests for meanssometimes even the natwf the esponse to
tested geemment progams. ead poliy dhange

The goal of this paper is tovle rough, Secondthese estimates delilag¢ely disegad
ballpark estimates of the potential effects a@ftelactions among the policiédthough the
these proposals on mie and national interactions could W& first-oder effects
saving We calculate that the enactment andelative to the dict effectsthey ae also
implementation of the proposals coulldighly uncertain. Indeetdijs unclear even in
plausiblyover the long tem, raise net national whid diection the intactions wuld,on net,
saving ly 0.6 perent of GDPThese opeate Accodingly these roughpallpark
calculations & summarized ifable 1 and calculations wwid the compkity and
discussed belo uncertainty of attempting to estimate the
extent and net effect of the irteions.
Seveal important caeats apply to the estimates.
Thid,the estimates focus on thell effect on
saving but it is important to emphasize that the
proposals adesigned not only to iease the
level of swing but also to impre the
effectiveness of fedisaring incentives and the
distribution of sdng among diffent segments
of the populatiofthis paper does not attempt
to estimate the distributional effects.
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Il. Automatic 401(k) + Automatic escalation of contributions wil
raise contributions to 401(kygotime

A.Proposal
In traditional 401(K) plangorkers must mak
numerous lwices,ncluding whether to sign
up, hov mud to contributehown to allocate
investment fundepw often toebalance their
portfoliosyhat to do with thevailable funds Another component of the automatic 401(
upon job lsangeand when and in whatrior the use of default investment funds that wil
to withdaw the funds foretirrment income often be asset-allocated fundstswas life
These decisions can be difficattd many cycle or balanced funds or managed account
workers either mak poor bhoices or simply will not hae a first-ader effect on prae or
end up making ndaice at all (other than notnational seing The eason is that portfolio
to sign up). In this systeenworker who is shifts epresent aeshuffling oreallocation of
intimidated Y the compbdty lemains outside assets held in 401(k) plans and othe
of the 401(k) system and is thus deprived of thecountsnot a net addition to\sag
tax-adantagedeatirement seing opportunities
that 401(k)s pvide The warious components of the automati
401(k) could induceductions in other paie
In contast, with an automatic 401(k)— saving and/or ineases in borming The
sometimes called an opt-out plan—theffect omationabaving the sum of prate and
situation iseversedWorlers ae automatically public s&ing would be the effect on aie
enrolled in the plan unless they activelyaving plus anyhange in taxevenues eated
choose not to participate; theg assigned a by the dange in prate saing steams and
reasonable contribution levdhich rises wer  the tax teatment of those stams.
time; and agasonable investment allocation,
all of whib they cantwose toltangeThat is, 1. Effects of automatic emsliment on
ead stage of the 401(k)véag process is participation and contributions
automatically set at a provézg default. |n ewluating the impact of automatic
Worlers can koose towertun thisput the same - enrollmentye first consider those whoutd
forces ofinertia that lead them not to mak not have participa‘ted in a 401(k) under
decisions in #raditional 401(k) @wlso liely to  traditional enrollment. For purposes of thes
male them stay at the defaults in angjculations;it is assumed thaturently

e Automatic enrollment and escalation wil
tend to inarase empler mathing
contributions inesponse to the irease in
emplgee contribution levels.

automatic 401(k). about 75 peent of emplpees who &
offeled a 401(k) enroll in the plan and 2
B. Effects on Saing percent do not. If automatic enrollmentewer
Automatic 401(k)s can bepected to affect instituted in evgr401(k) planve assume that
privatesaving through sewa@rdhannels: 401(k) participationates vould eventually

rise to approximately 93 emt. (Thus far
» Automatic enrollment wilaise 401(k) automatic enrollment has been mos

participation and thus geater new 401(k) commonly applied only to newesiso it
contributions from those who otherwis@ould tak some gars befar emplgee
would not have participated in the 401(k).tumover tanslated the higher participation
On the other hamaljtomatic enrollmewill percentage among new dsr to a similar
create banges in contribution levels (Whic pecentage in@ase in participation among all
could be positive or negative) for paﬂiCipaF@nplqees_)This implies thafpr emplgees
whowould haeparticipated in thedditional who ae curently eligible for a 401(k) but do
401(k) even without automatic enrolimentnot participateautomatic enrollmentowld

eventually inease 401(k) participation B2

percent [(93-75)/(100-75)].
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Emplgees who ar eligible but do not participateTo detemine the effects onationalsaving
ean 12.8 parent of aggegate vages.This the effects on fedsrand stateavenues must
means that the new 401(k) participants whadso be included. Contributions to most 401(k)
would be added through automatic enrolimeplans ag geneally deductible (oxeludable)
in all isting 401(k) plansowid account for from taxes,and the accruing investment
9.2 pecent of aggegate vages (72 peent of income on the balance is alserapt from
12.8 perent). Automatic enrolimemmigvevey  taxes, but full income taxes eardue on
would be voluntgrfor fims,so not all plan amounts withdwn, and penalties apply to
sponsors wuld necessarily adopt it. If 7&pet  early withdawals. Most of the added
of all 401(k)-eligible enydes wee eventually participants under automatic enrollment will
associated with plans that used auto enrollmebt middle- and Weincome householdi&r
the wages of new 401(k) participantsuld the simplegason that their participati@tes
account for 6.5 paent of total ages. are far lover than participatioates for high-
income empiees in taditional 401(k)&Ve
We assume thevarmage contribution among therefore assume that for eacdollar
newly automatically enrolledners would contributed to a 401(ky Imiddle- and -
be 4 perent of vages.Thusthe added 401(k) income householdde net long-ten effect
contributions auld be 0.26 peent of on the combined feddand statdrasuy is
aggegate vages (4 peent of 6.5 peent). a loss of 10 cents. Under that assumption,
Aggegate vages ag assumed to be 40 pent  federml and stateevenues wuld fall i 0.01
of GDPso the additional empée 401(k) percent of GDP (10 pent of 0.10 peent).
contributions due to the effects of automatic
enrollment on participation and contributiorBased on these assumpti@sugh estimate
of workers who wuld not hee participated in of the eemll effect on national\dag due to
a 401(k) using aditional enrollmentonld emplgee contributiongsulting from automatic
come to 0.10 peent of GDP (40 pent of enroliment is 0.06 memt of GDEe sum of
0.26 perent). the effect on pie saing (0.07 peent of GDP)
and the effect on gemment saing (-0.01
Not all of the added contributiomayevey percent of GDP).
would necessarilyepresent net additions to
the pool of sang Some people migespond We net tun to the effects of automatic
to higher 401(k) contributiorysdoitting davn  enrollment on the contributions of those who
the amount of other\dag they a doingby would hae participated in a 401(k) under
purchasing mar items on theiredit cad,or by  traditional enrollmenivhen automatamrollment
making smaller @ payments on pinases s institutedyorkers who wuld hae participated
such as cars. Evidence suggests that thia the 401(k) usingattitional enroliment and
effect waries ly income levelwith lager would hae contributed diffent amounts will
offsets among highercome households. tend to cluster their contributions at the
Because middle- andMancome wrkers ae  default contribution levéle assume thagn
the ones who ould be most affectedy b avermge automatic enrollment (without
automatic enrolimeatplausible estimate is thatescalation) will v@ no measable net effect
one-thid of the added 401(k) contributionsn the contribution levels of these eyrpia
from automatic enrollment (or 0.0 @etr of
GDP) wuld end up coming from funds thaThe netesult from empjee contributions as
would otherwise Wa been szd or been a result of automatic enrollment as a whole is
used to pay aen cedit cad bills. Under that thus estimated to be an iease in national
assumptiorthe net effect of automatic 401(ksaving of 0.06 peent of GDP
enrollment on pate saing would be 0.07
percent of GDP (@hids of 0.10).
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2. Effects due to automatic escalation escalation can impre nondiscrimination
of contributions testing esults. If default escalation\pstons
Workers curently enrolled in 401(k)s accountncreased contributions orvesage ly 5
for 54.1 perent of aggegate wages.As percent of payand if 3 out of 5 participants
calculated abe those who wuld be induced accepted this while the others opted out
by automatic enroliment to participate in gscalation completelautomatic escalation
401(k) account for another 6.5cpet of Would eventually irease 401(k) contributions
aggegate \vmges.Thus,assuming automatic by 3 pecent of vages.
enrollmentworkers eaning 60.6 peent of
aggegate vages vuld be enrolled in a 401(k).In the secondrgup (emplees of empiers
that offer escalation without making it th
We assume that most emydos using default),if participants’ tadcup ate is
automatic escalation (jiecreasing contributions assumed to be 20 pentwith plans offering an
over timefor example I one perentage point average of 5 peentage points of escalation,
a year for emplgees who do not opt out of401(K) contributionsowld incease iy 1 pecent
such inceases) wuld not apply it across theOf wages.
boad to emplgee contributionegadless of
the level of those contributions. Instézey;, Thus, if automatic escalation eventually
would automatically escalate only froriicreased 401(k) contributiorysdpecent of
contribution levels thatearoughly eelage or Wages among emptes in the firstrgup and
belov average For @ample an emplger by 1 pecent of vages in the secondogip
using an initial default contribution of 4guer this would epesent a total of 1.05 pent of
might preide for escalation from 4 gemt to  aggegate wages—0.9 peent (3 parent of
8 or 10 parent mther than escalating half of 60.6 peent) plus 0.15 pesnt (1
emplgees who @ alead/ contributing at a Percent of one-fourth of 60.6 pemt) of
level offor examplel0 pecent. aggegate \vmges. Since agegate \ages a
assumed to be 40 pent of GD#e incease
We also assume thatwith respect to in 401(k) contributionsould be 0.42 peent
automatic escalatioemplgers will fall into 0of GDP (40 ment of 1.05 peent).
three goups: (i) about half willhoose to
implement automatic escalation; (i) about!b40 pecent of those contributioepesented
quarter will hoose to implement escalation oghifts in seing that wuld hae occurd
a non-automatic basise, escalation that anyvay the incease in prate saing vould
requies an affinative electionypoemplgees be 0.25 peent of GDP (60 pent of 0.42

(opt-in); and (iii) themaining quarter will not percent). If the effective taavenue loss is 15
use escalation. cents per dollar contributélde evenue loss

would be 0.06 peent of GDP (15 pent of

Of the empj@es in the firstrgup (emplees 0.42 pecent). The net effect on national
of emplgers that adopt automatic escalationgaving from automatic escalatioourd be
we assume that about 93qet will be plan 0.19 pecent of GDP (the diffiece between
participants and some of those will opt out 825 pecent of GDEhe net effect on pate
escalation engty while others might step off s&ving and 0.06 peent of GDRhe public
the escalator atavious levels. Meover the  revenue loss).

degee of automatic escalation widnw

among planssome ae likely to preide for

automatic escalation from 3qeit to 6 peent

(follaving the nondiscrimination safe harbor

under the Pension Protectidct of 2006),

while others may escalate from £eetto 8,

10,0r 12 perent of payespecially because
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3. Increased emplger matching If one-thid of those maling contributions
contributions repesented shifts in gmg that wuld hae
Roughly four out of five 401(k) plan sponsétécured anywy (as in the automatic
provide emplger mathing contributions. €nroliment xample)the incease in prate
Matding contributions and automatic enrollmefigving vwould be 0.12 peent of GDP (2/3 of
are both pactices that &ditionally hee been 0.17). If the effective tagvenue loss is 20
less common among small erygie than cents per mating dollar contributedhe
medium and lge emplgers. Thus,we revenue loss ould be 0.03 peent of GDP
believe it isgasonable to assume that roughlfhe net effect on nationalvissy from
9 out of 10 emplees who a automatically emplger matding contributionsesulting
enrolled willeceive an empler matt. The from automatic enrollment and escalation
typical 401(k) empfer matting contribution Would thus be 0.09 pent of GDP

is 50 cents on the dollar witbspect to

emplgee contributions of up to 6 gt of 4. Total effect of the Automatic 401(k)
pay While a few emplers mighteduce their Summing the components togethéie
matcing ate in esponse to automatic Automatic 401(kjowld aise 401(k) contributions
enrollment because of ieased costthe by about 0.7 peent of GDReduce other
nondiscrimination rules do notwalfoms to private saing ly 0.2 perent of GDP and
take sud actions only fori@rpaid vorkers  reduce geemment evenues 0.1 pesent of
and the authors tia not seen signs of suc GDP(These figes ae rounded to the nest
reductions on an across-the-libaasis. On 0.1 pecent of GDF he net effect on national
balance therefor, since most automatic saving wuld be an inease of about 0.3
contributions will be less than 6 gemt pericent of GDPTheAppendixwhich applies
(without taking into account escalatiriy ~ a diffeent estimation methodolpgsovides a
assumed that mdtmg contributions auld somewnhat leer set of estimates for the long-
be made withespect to 90 peent of the 0.1 tem impact of thAutomatic 401(k).

percent of GDP of contributions induced b

automatic enrollment (without taking into

account escalation); this implies that hiadc

would apply to new contributions amounting

to 0.09 parent of GDRt a mathing ate of

50 centsthe incease in empjer matting

contributions is an estimated 0.05¢x@rof GDP

It is assumed that about 60 gest of the
estimated inease from escalation (0.4
percent of GDP) or 0.25qmsnt of GDRould
also be matwed ly emplger mathing
contributionsThe empler matt typically
would not gtend to empjee contributions
above about 6 peent of payAt a 50 peent
matding ate the esult vould be additional
contributions of 0.12 pent of GDP

Total additional contributions from this
channel wuld thus be 0.17 pent of GDP
(0.05 plus 0.12).
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Box: An alternatie simulation appoach to the Automatic 401(k)

To pravide further insight into the effects ofAbeomatic 401(kle proide an alterative
estimation procedeifor the agggate effects of universal adoption of automatic 40fL(k)
had sub a polig been instituted at the start of 2004. In the simuéidriputionatesare
set at 3 paent to begin with and rise to 6cpat in 1-perentage-point-pgear incements.
Emplgers proide a 50 peent math. The simulation implies thgt 2014an additional §
million vorkers and etirees vould hold 401(k)s as esult of automatienrolimentiotal
401(k) balancesowld incease i $300 billion. Contributions in 20d@labe $29 billiorgr 0.2
percent of GDRigher as aasult of automatic enrolimekiter 20 gars automatic enrollmerjt
results in an additional 9.7 millicrkers and etirees haing positive 401(k) balancEse
increase in total balancesceeds $800 billion. Contributions in 202$28 billion highe
(again 0.2 peent of GDP) than they otherwiseld hae been. (All dollar figarae in 2004
dollars.) Details of the simulatiend@scribeéh theAppendix.

These figws differ somewhat from thesults in the mainxe Part of thesason is that the
estimation methodologgries; another part is that the time horizon diffaesinclusion tfie
altenative appro&cin theAppendix is intended both tovigl® insight into hothe effectof
automatic enrollment and thetomatic 401(k) could play orgrdimeand also simplio
provide an alterative estimation to the cethtestimates in the mainxte These eésultsare
consistent with the main conclusion from the peygar: though the quise estimateare
uncertainmaking seing moe automatic and ireasing the incentive toveawill genete
a meaningful rise in the nation's net nationatgate

[ll. Automatic IRA B. Effects on Saing
Workers not offexd a 401(k) plan cantly

A.Proposal account for 33 pegnt of aggegate vages.

Under the automatic IRA propesaplgees
not eligible for an emp&rsponsoed
retiement plan auld be entitled to wa their

Automatic IRAs owld be equied to be
offered to emplgees of empiers that do not
sponsor agtirement plarthat hae moe than

emplyer give them access to its payrolten emplgees, and that hee been in
system so that they could contribute a porti®isiness for at least awears. If they
of their vages to an IRA viaatit payroll were offeed to 60 peent of these
deposit. The default enrollment procedur workers (andomly across incom
presented to emplers would be automatic groups),then eligible arkers would
enroliment. Emplees or empj@rs could account for about 20 pent of aggegate
designate a pate sector IRA teaeive the wages. If about 35 pent of those
funds. Unless empies tose otherwise offeed an automatic IRA contribut
balances wuld be allocated to broad-basedrandomly acrossncome gups),the
investments o default. Empyers would use contributors wuld accounfor about 7
standad enrollment procedis on IRS fors, percent of aggegate vages. If new
would mak no contributionand vould hae  participants contributed amemge of 3
no esponsibilities beyonchanneling the percent of their ages initiallyand if 2/7
emplgee's payroll deduction to the accounef these new participants eventuahs
Workers could lsoose to opt out of the plan ofincreased their contributionsver time
change the contribution levels or investmefiom 3 to 6 peent, automatic

(11
Workers not offerd a

401(k) plan cuently
account for 33 peznt

1
of aggegate vages.

IRA

allocations. Sang ly the self-empied

contributions wuld total 0.3 peent of

would be facilitated through spéifunds and aggegate vages [(3 peent of 5 peent) plus
expanded ilability of automatic debits. (6 pecent of 2 peent)],or 0.11 perent of
GDP
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If one-thid of the contributions veeoffset g B. Effects on Saing
reductions in other @ag private saing The authors' prious calculationssing the
would rise $ 0.07 perent of GDM the tax Urban-Brookingax Polig Center Microsimulation
revenue loss wer 15 pecent per dollar Modelregading the potential impact of the
contributedpublic evenue wuld fall i 0.02  proposed impvements to the 8ar's Cedit
pecent of GDFhe net effect on nationalsuggested that about 12 get of the 94
saving would be 0.06 peent of GDP million tax units with income hel$50,000
(as indged in the fute) would contribute to
emplger plans or IRAs and claim theditr
IV. Expand & Impove the Saer's Credit  This would come to 11.3 million tax units.
Other evidence suggests that therdl IRA
A.Proposal take-up ate for a 50 peent math would be
The Seer's Cedit,enacted in 200provides a about 10.4 peent among taxpess with
govemment subsij in the fom of a incomes in the West two income quartiles.
nonefundable tax edit, for voluntay (This compas to the ta-up ate of 2.14
individual contributions tetirement saing percent for those eaing under $50,000 who
arrangements sicas 401(k) plans (as well agnade deductible IRA contributions in 2000.)
403(b)457,SIMPLE and SEP plans) and IRAstake-up assumption of 12 pent for
For households thatve income taxthe contributions to both 401(k)s and IRAs may
effective mate rate in the Sser's Cedit is thus be conseative especially as merthan
higher for those withvier incomgmaking it 80 pecent of the contributions that eer
the first and so far only major feder eligible for the Sar's Cedit in 2002 werto
legislation dactly tageted at promoting tax emplger plans as opposed to IRAs. Given that
qualified etiement saings for middle- and about 5.3 million tax filing units claimed the
low-income wrkers. Originally beduled to Saver's Cedit in 2004the impreements in
expire at the end of 20aBe credit \as made the Saer's Cedit might plausiblpcreasethe
pemanent and inated to inflation under the number of tax units contributing to eg@plo
Pension Protectidct of 2006. plans or IRAsyb11.3 million (the total
estimated to benefit) less 5.3 million (those
The cedit curently epesents an implicit curently benefitingdr 6 million tax unit§he
govemment mataing contribution for eligible average deductible contribution to an IRA for
retirement seing contributions. Weverthe those earing under $50,000 is $1,641; the
explicit credit mte is significantly éer than average contribution to a 401(k) for those
theimplicitmatding ate which may demss eaming under $50,000 is high&iven the
take-up Furthemoe, the non-efundability of dominance of 401(k) contributions in funds
the curent cedit damatically educes the eligible for the edit,we assume anvaiage
number of people eligible for it andjualifying contribution of $2,000. Funtbes,
complicates its psentation. Finallyhe the individuals contributing can kpested to
Saver's Cedit contains tlkee discete declines exceed the number of tax filing units because
in the cedit mte as income risesgsulting in  taxpagrs who a married and filing jointly
vely high effective mginal tax ates for can eah receive a sepate Saer's Cedit for
savers who use the amlit. Redesigning the saving This suggests that contributiorsiial
credit as anplicit ggemment mate (to be rise ty moe than $13 billiowr 0.10 perent
deposited déctly into tax-qualified accounts)of GDP
for individual contributions tetirement
saving arangements could irease the
progam's effectivenesgrovided the matc
remained higher for those wittvéo income
and gadually phased out as income rises.
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Because most of the contributions that aV. Split refunds
entitled to a Ser's Cedit hae been made to
emplyer plansather than IRAand because A.Proposal

roughly 80 peent of empler 401(k) plans |n any givenear mostAmerican households
have an empl@r matt, we estimate that receive an income taefund. Instead of
roughly 65 peent of the contributorsould  receiving theefund in the fon of a bed, a
receive an empfer matt of about 50 taxpagr may instruct the Inted Revenue
percent, or about 32 peent of the seyice to deposit thefund in a designated
contributions (or another 0.0cpet of GDP). account at a financial institutionwieleeythe
If one thid of the contributions veeoffset i direct deposit cuently can be made to only
reductions in other @ag private saing one accounthis all-onothing appro&cmay
would rise ¥ 0.09 perent of GDH the tax discouage tax filers from simg any of the
revenue loss wer 15 cents per dollar refundWhen some of thefund is needed for
contributedpublic evenue wuld fall y 0.01 immediate xpenses (as is often the case),
pecent of GDA'he net effect on nationaldepositing the engiramount in a sings
saving vwould be 0.08 peent of GDP account,sud as an IRAs not a feasible
option Allaving households to split theedir
The geemment spending involved in makingieposit of theirefunds between twor thee
the 50 perent mathing contribution (wiic accounts could matksaving simpler and thus
would be in addition to anyckision or moe likely The IRS will begin to pétr sud

deduction otherwise allable) vould be refund splitting in the 2007 tax filing season.
offset ly the rise in prate saings

attributable to household®ceipt of that B Effects on Saing

govenment matsing contribution. If ther |, 2004, individual income taxefunds
were no priate sectorgsponses beyond that, 3 mounted to 2.1 mant of GDMe assume
national seings would be unaffected: eytrapolating from data on etit deposit of
govenment swing vould fall while prte  refyunds, that roughly 6 peent of those
savings vould rise ¥ the same amourithis  efunds wes devoted to sing accountaVe
effect is based on theepmise that those zssume that an additional 10 cpetage
receiving the matcsave all of it ather than points of the efunds wuld be devoted to
consuming a portion. saving accounts if splgfunds wee aailable

_ ) _ (This could occdor exampleif 20 pecent of
If, instead,jt were assumeq that one mof refund ecipients (weightedybdollars) who
the matb would not in@ase S®iNgs hag not peviously contributed veeto diect
(because of additional consumption Qeposit half of theirefunds in seng
reduction in other gimg),then net national accounts.) Under this assumptioeresulting

saving attributable to xpansion and geposits wuld equal 0.21 mant of GDP
improzement of the Sar's Cedit would be

lower On the other hanthe matb should |t one-thid of the contributions to vilag
raise contributions significantly [séer jccounts wer offset B reductions in other
exampleDuflo et al (2006dnd for simplicity saving the net addition to pate saing would
we teat these tw items as offsetting in their yo g 14 peent of GDRANnd if geemment
effects on sdng revenue fellyp10 perent of the deposits (an
avelage of 20 peent for the assumed half of the
deposits that went into taxefared accounts and
an aelage of zero peent for the assumed
other half of deposits that went into taxabl
accounts)then geemment evenue wuld
fall by 0.02 parent of GDFhe net effect on
national saing would be 0.12 peent of GDP
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"...establishing automati
401(k)s and IRA®prasing
the Saer's Cedit,alloving
taxpagrs to split thei
refunds and efoming
the asset tests wil
disproportionatzehenefit
those wrking Americans
who curently lak sufficient
opportunities or incentivg
to save — and who alsoea
those whose contributio
are most likly to epesent

new saings."
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VI.Asset tests in means-tested jpgrams  asset testsaty across pragms and states.

Thid, the dange in asset test rulewd

A. Proposal affect geemment spendingand hence

Many modate- and la-income familiesety ~99/emment saing by making mer people
on public benefit pragns during times of eligible for the progms. (_3|ven these pr_obl_ems,
need.To be eligible for Supplemental Securitf/® @€ unable to prade a quantitative
Income food stampsJempoary Assistance estimate of the impact of asset tesbm on

for Neeg Families NF)Medicaidpr lov-  Private and national gag It is our belief that
income subsidies for the new Medaicarthe effect wuld be positiveln futue work,

geneally must meet an asset test as weffxploring the effects of the asset tests further

as an income test. Historicalthe )

purpose of the asset tests has been ¥ll.Conclusion

restrict means-tested benefits to thos&ough estimates of the potential impacts of
who hae little or noesouces to daw these proposals suggest eases of 0.6
upon. The tests implyhovever that a percent of GDP in net nationaVirsg An
modeate- or lw-income family that increase of 0.6 peent of GDP in net national
saved could disqualify itself for meanssa&ing would eise the nation's sing ate ty
tested benefitsince theesultant assets roughly a quarter comperto curent levels.
may eceed the asset limithe asset The potential impact on net nationainsa

tests thus effectively act as a steefrom these proposals is thus significant.
implicit tax on sang Families with Nonethelessye must emphasize again that

incomes v enough to qualify for athe calculations abe ae based on rough

means-tested pregm under the income assumptions and limited imh@tion. They
test—along with families whose income&lso ignae any inteactions between the
are curently abwe the theshold but who Proposed pragms.
are concemed that their incomes may fall
in the futue—may espond to this implicit Finally these swaings proposals should be
tax ly saing less.The implicit tax Viewed not only from the perspectivhoaf
imposed on sang ly the asset tests may mud but also from the perspective fof
thus educe seing and impaietirment Whom Raising the agegate seing level is
security among modee- and la- clearly a goal of these proposatsl efforts to
income households. quantify the effects erimportant. Keevey
estimating the magnitudes of the effects

To eliminate this tax oretirement saing should not obscerranother important pglic
Congess could alle retirement accounts that objective Indeed, establishing automatic
receive pefeential tax eatment (sut as 401(k)s and IRAs\praving the Seer's Cedit,

401(k) plans and IRAs) to beedamed for allaving taxpagrs to split theirefunds and

eligibility and benefit deteinations in fedar ~ refoming the asset tests will disproportionately
means-tested progms. benefit those Wklng Americans who

curently la& sufficient opportunities or

B. Effects on Saing incentives to se—and who also arthose
Estimating the effects of asset tegom on  Whose contributions ermost liely to
private and national smg is e&tremely 'E€PESeNt new sangs. By fos:usmg on these
comple and speculative for ¢ler easons. WOrkers, these proposals will both iease
First,the effects of the asset tests ongiev the effectiveness of fedetax ependitues
saving ae difficult to detemine Studies designed to induceetmement seings and
suggest that the asset testsluce seingbut ~ distribute the tax-foed balances mer
the estimates arquite aried. Secondhe €duitably
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Estimated Effects of Retirent Security Project Proposals oaterand National \‘ilags1

Table 1

(pecentage of GDP)

Efecton New| Efecton Net Hect Efecton Net Hect
Contributions Othe Priate on Priate Goernment | on Mitional
Savigs Savigs Revenue Savigs
1)+ (2= )+ @
(1) @ ( @)
(3) =(9

Toal Automatc
401(k) 0.69 -0.25 0.44 -0.10 0.34
(A+B+CD+E)
A.Efectof auo
enrollmehon
nonpaticipants| 0.10 -0.03 0.07 -0.01 0.06
in traditoral
401(Rs
B.Effect ohub
enrollmehon
participantsn | Assumed 0.0 Assumed 0|CAssumed 0.0| Asaimed0.0 UA3sd0.0
traditional
401(Rs
C.Effet of
automat 0.42 -0.17 0.25 -0.06 0.19
escalation
D.Effet¢ of
emplyer
mathing 0.17 -0.05 0.12 -0.03 0.09
contribuibrns
E. Effecof
automac Not esinaed | Not esimaed | Not esitnaed | Not esimaed | Not esimaed
investment
Autonatc RA| 0.11 -0.04 0.07 -0.02 0.06
Improved
Saves 0.13 -0.04 0.09 -0.01 0.08
Credit
Splt Réunds | 0.21 -0.07 0.14 -0.02 0.12
Refomed . . : : .
assettests Not esinaed | Not esmaed | Not estnaed | Not esmaed | Not esiaed
Toal
(without 1.14 -0.40 0.75 -0.15 0.60
interactions)

*Due to roundingows may not sunxactly
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Appendix: An Alternatig Estimation the data.Across cohortswe allov for 1
Procedue for Automatic 401(k)s pecent annual salpr gowth and hold
We simulate the agegate effects of universal contributions as a steeof salay constaniwe
adoption of automatic 401(Khsd sub a allw balances to eara eal etum of 5
poliy been instituted at the start of 2004. |ReICENt per gar

automatic 401(k)all workers ae automatically

enrolled unless thepaose not to participate Automatic enrollment ieases participation
their contributiorates ae set at 3 peent to rates and affects contributioates. (W
begin with and then rise to 6 gemt in assume it does not affect theaibility of
1-peccentage-point-pgrear incementsand 401(k) plans or the number of eligible
their balances arinvested in a well-diversifiedworkers.) For edccohort-garwe fix the total

market portfolio Emplgers praide a humber of 401(k) participants at 92qrerof
50 percent math. eligible verkers. Detanining contribution

levels for these avkers is mag complicated.
For eah cohort in the evkfoce as of 2004, We treat vorkers who wuld hae enrolled
we begin with an estimate of the popu|ati0n Hﬂder taditional enrollment the same under
2004 (from Census) and in fetyears both scenariosyhich implies that automatic
(adjusted for age-speciﬁc mortaﬁiyt not enrollment has no effect on contribution
immigation). To detemine the number of behaior among active participants in our
e||g|b|e vorkers in eab Cohort-gar we simulationThe additional partiCipantS galEIli
multiply the cohorterspecific populatioryb by the automatic enroliment poée assumed
(a) the sharof the popu|ati0n in therkfoce tO contribute at the mldpomt between the
and (b) the sharof vorkers who a 401(k)- traditional enroliment contributiaterand the
eligible For 2004these estimates artalen ~ default ate for the automatic 401(k) plan.
from the Swey of Consumer Finances (and
smoothed to account for small sample siz&)¢ use population projections from the
For futue yearswe shift eals cohort forard ~ Census Beau's 2004 population estimates
through the 2004 age profilee 2005 and death ates from the CDC's annual
emplyment ates and eligibilityates for the Mmortality eport.To project these mortaligtes
cohort that is 25 in 2004 rise to the levef@rward, we apply mortality imprement
obseved among 26egrolds in 2004We Projections from the inteediate scenario of
allov cohorts to deviate from this pattey  the 2004 Social Securitystees' eport. For
stipulating that, for eat cohort, the baseline pension beha; we use the 2004
emplyment ate and eligibilityate cannot Suvey of Consumer Financesich shovs
decease ver timeThis vas motiated ly the that 75.7 peent of the population aged 25 to
expectation that 401(k) eligibility at older agé$ is emplged, 34.7 pecent of whom ar
will rise among younger cohorts. eligible for 401(k) plansith 77 pesent of

eligibles participatinglean salgrincome is
Under tditional enrollmengparticipation $49,016 among the emyeld. The aemage
rates ae handled in the sameay as €mplyee contributionate is 6.6 peent of
emplyment and eligibilityates: the age- salay, with an aerage emplger contribution
participationates,given eligibilityare talen  rate of 4.6 peent.
from the 2004 SCF and stay consteet o
time Within a cohortparticipation ates e run the simulation for twengays giving
typically rise with age and we do notallothe number of participants and raggte
participationates conditional on eligibility tobalances at the beginning of 2014 ¢Edsy
fall until age 65A& allav average salar and and again at the beginning of 2014 ¢20sy.
avelage contributiorates among contributors Whether and hoto countetirees and their
to rise and then fall with agensistent with assets depends on the purpose of the
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calculation,so we use sevelr diffeent The figues belaw shav the estimated
approabes. To measwr the effect of evolution of 401(k) contributiomsth and
automatic enrollment on the number ofithout automatic enrollmeas a shar of
participantsye calculate both the number oflGDPalong with the estimated evolution of
active participants b&lcage 65 and the total 401(k) balances as a shaf GDP
of participants and stving etirees.

Likkwise we deal with the assets obrkers

65 and older in twways. Feezing account

balances at 65 gives a measof the total

increase in etirrment assets attributable to

the proposal; alldng ketirees to spend an

equal amount of their assetsteggar so that

they just run out of money after &&ry in

retirrment gives a sense of the amount of

retirrment wealth that is left in the system at

any point in timét the ten-gar time horizon,

there is not mue diffeence between these

approabes (about 3 peznt).

(11
With the cusnt net

national saing ate at

about 2.5 peent of GDP

After 10 gars (in 2014) an additional 7.93
million vorkers and etirees hold 401(k)s as a
result of automatic enrollmeiihe inczase

these proposals va the

among those who erstill vorking is 7.28 potential to aise net
million. Total 401(k) balances iease

$301.1 billion with awdavn in etiementor national seing ly almost
$303.6 billion if balanceseafrozen at the "

retirrment ageThis epresents a 5.5 pegnt a quarter

increase in 401(k) balances and an 18.9
peicent incease in participants (19.0 qaart
belav age 65). Contributions in 2013 (the tenth
year) ae $28.9 billiorgr 15.0 perent,higher

as a esult of automatic enrollmeihee is

no inflation in the modsg these figas ae

in 2004 dollars.

After 20 gars (in 20243automatic enroliment
adds 9.70 millionorkers and etirees to the
system. Because negparticipants arretired
at this longer time horizothe effect on
workers is 8.06 milliorThe incease in total
balances is $819.5 billion witlawdavn in
retirrment, or $860.8 billion if frozen at
retirrment.Total participants inease ly 18.0
peicent, active participantsybl18.9 perent,
balances atetiement ly 8.3 perent, and
balances in 2024/19.3 perent. Contributions
in 2023 a& $35.3 billion higheepresenting
an incease of 14.9 pesnt.
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401K) Conibutionsasa Slareof GDP

f— WithoutAutomatic Eroliment f— WithAubmdic Enrdimert
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NotePrgededvalies & GIP in2M04 dolarsare obtaned ly aplyng CBGprogctedgrowth rates for 2005-2016to theadud levelof
2004 GIP. Gowth in2017-2023isassumedtobe fat & 25 pecent, cansistentwith BCOS prgeded growth & the end dtheir forecast
Souces: BEA (200@P)CB?The Budet andEcommic Oulook An Lpdag,® Augug 2005(Aendk Rblel).

Rato d 401(R Balarcesto P wih ard without Auomaic Errollment

m— WithoutAuomatic Eroliment m— WithAubmaic Enrdimert

0.6

Balances/GDP
o
w

0.2

0.1

2004 2005 2006 2007 2008 200 20112012 D13 2014 203 2016 2017 2018 2012020 2021 2022 2023

Note We assume that retirees spend their balances in eqeatints @erthe 15 yarsfolloving retirement. Remaingretiree badnces e
included in the abovedtst. Projectedalues ofSDP in 2004 dollarg abtaned ly appyingCBO-mjectedyronth ratesfor 20052016 tathe
actual levieof 2004 GDPGrowthin 2172023isassumedto beflat at25 peacent, cansistentwith BO'spojeded growth atthe endof their forecast
Sources: BEA (2004 GDR);2TBe Budgedind Ecomaic QitlookAnUpdhte® Augist2006 (ApendixTalie 1).
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