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Introduction and summary

Americans want to be financially secure throughout their retirement years. While 
Social Security offers a basic income to almost everybody, most people need to 
save a lot of money on their own to be able to enjoy the retirement they envision. 

However, people often encounter substantial obstacles to saving more money, such 
as low income, lack of retirement benefits from their current employers, and limited 
help from existing savings incentives in the tax code. Hence, fewer and fewer work-
ing-age households can expect to maintain their standard of living in retirement. 
One widely cited 2013 estimate from the Center on Retirement Research showed 
that a little more than half—52 percent—of all working-age households were at risk 
of having to cut back their consumption in retirement, up from 31 percent in 1983.1 
As a result, a growing number of people are more likely to retire in poverty, to expe-
rience economic hardships such as not being able to afford necessary medication, 
and to have to rely on public assistance and family members for financial support.2 
This retirement crisis is real and is only getting worse. 

The U.S. tax code offers financial incentives—such as contributions to certain 
retirement plans not being subject to federal income taxes—to encourage people 
to save more money than they would otherwise. These savings incentives exist 
under different rules in a wide variety of retirement savings accounts, includ-
ing 401(k) plans and individual retirement accounts, or IRAs. The rules for 
these types of plans vary by how much people can contribute each year, the role 
employers play in offering these plans, and when people need to pay taxes. 

Current savings incentives, though, are inefficient. People who need the most 
help to save more for retirement often get little or no help. Better designed sav-
ings incentives that target lower-income workers—for instance, those who do 
not work for an employer that offers retirement benefits—would make a real 
difference in workers’ retirement preparedness. Economic research shows that 
low-income people do save for their futures when offered substantial financial 
incentives.3 An often-cited 2005 experiment that researchers conducted with 
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H&R Block in predominantly lower- and middle-income neighborhoods showed 
that offering a 50 percent match—people received 50 cents for each dollar they 
saved—increased the likelihood that people participated in an IRA from 3 percent 
without matches to 14 percent with a match, an increase of almost 400 percent.4 
And in the same experiment, the amount that people who participated in an IRA 
saved increased sevenfold when they were offered a 50 percent match.5 

These are examples of the potentially large benefits of well-targeted savings incen-
tives. It is worth remembering, however, that more efficient savings incentives 
and greater access to these incentives are not the only fixes necessary to address 
the looming retirement crisis for many low- and middle-income people. But they 
would be important steps in the right direction. 

What exactly are the problems with the existing incentives? The federal gov-
ernment and states forego revenue of more than $100 billion annually to help 
people save, but the effect on increasing savings is often small or negligible.6 A 
recent estimate suggests that each $100 in savings incentives offered under the 
current structure increases savings by only $1—a low payoff for a big invest-
ment.7 The reason for this small effect is that incentives are skewed toward 
high-income earners, frequently not reaching the Americans who need the most 
help with saving. And savings incentives are overly complex, possibly slowing 
savings for people who are unaware of these benefits or do not fully understand 
them. Moreover, how much people can possibly benefit from savings incen-
tives depends to a large degree on whether or not they work for an employer 
that offers retirement benefits; employers that do can make it easier for their 
employees to qualify for savings incentives. Put differently, people who do not 
get retirement benefits at work likely also receive fewer savings incentives. The 
result is a well-intentioned—but dysfunctional—tax benefit system that is in 
need of reform to change the way that people save for retirement. 

Because the current system only works for the lucky few, it does not offer much 
assistance to the vast majority of Americans who are trying to build a better future. 
Only households in the top fifth of the income distribution tend to have resources, 
receive substantial tax incentives, and have significant access to employer and 
nonemployer retirement plans to benefit from current savings incentives. It is, for 
example, only among households in the top fifth of the income distribution that a 
substantial majority of households have one or more tax-advantaged form of sav-
ings, while the majority of households in the rest of the income distribution—the 
bottom 80 percent—have no tax-advantaged savings.8
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Reforming the tax code to make it more efficient should prioritize refundable tax 
credits over new tax deductions; emphasize progressive savings matches that offer 
relatively higher benefits to lower-income households; create savings incentives 
that are simple to use; and establish new savings options, such that gaining access 
to savings incentives depends less on employers offering retirement plans. Federal 
and state policymakers should consider five important steps that could make 
savings incentives more attainable and efficient. The benefits of these steps would 
largely go to the Americans who need the most help saving more, including lower-
income workers and people who work for employers that do not offer retirement 
benefits. The five policy recommendations include: 

1.	 Make the Saver’s Credit fully available to lower-income households 
2.	 Establish and expand progressive savings matches 
3.	 Simplify retirement savings incentives by streamlining rules 
4.	 Limit the automatic increases of tax deductions 
5.	 Create simple, low-cost, and low-risk options for people to save for retirement 

outside of employer plans 

Policymakers should pursue these steps to ensure that more middle-class 
Americans enjoy greater benefits from existing retirement savings incentives. All 
five recommendations would benefit lower-income earners, especially those who 
work for employers that do not offer retirement benefits. 

Since a single report cannot possibly address all potential tax reforms, this report 
begins by highlighting a few basic reform principles that would make savings 
incentives more efficient to guide the subsequent recommendations. The report 
then summarizes the main problems that underlie the inefficiencies of current sav-
ings incentives,9 followed by recommendations to address these problems. 

A better network of targeted savings incentives and supporting policies would go a 
long way toward addressing the looming retirement crisis. 
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Goals and principles of reform

Savings incentives should be reformed to address the growing retirement crisis. 
Policy initiatives can best address the crisis by creating retirement savings for those 
who demonstrably need the most help to save. This includes low-income house-
holds and people who work for employers that do not offer retirement plans. These 
policy reforms will work best if they follow a few basic principles developed here 
to guide the subsequent reform discussion. Retirement savings incentives are large 
and complex; therefore, the recommendations that follow these principles are 
important specific examples, but they do not encompass all possible reform steps. 
These principles can help inform future discussions on savings incentives reforms, 
including those that are not specifically addressed in this report. 

Retirement savings incentives should come in the form  
of refundable tax credits rather than new tax deductions 

Existing savings incentives typically come in the form of tax deductions, but tax 
credits would better target assistance to those who need the most help to save more. 

Consider what typically happens when households contribute to a retirement 
savings account. Households deduct—or, in tax parlance, exclude—their 
retirement savings contributions from their current taxable income10 and, 
thus, reduce the amount of income subject to taxation. The federal tax code is 
progressive; in other words, higher-income earners pay higher marginal taxes—
the taxes due on their last dollar earned—than lower-income earners. Because 
higher-income earners face higher marginal income taxes than lower-income 
earners, they have a stronger incentive to use tax deductions to reduce their tax-
able income than lower-income earners do.11 

The highest tax bracket—for those making more than $406,750 individually or 
$457,600 jointly per year in 2014—is 39.6 percent.12 Earners in this tax bracket, 
for example, would lower what they owe on their federal income taxes in the 
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current year by 39.6 cents for each dollar that is contributed to an eligible 401(k) 
or IRA. Low-income earners, in comparison, may face a marginal tax rate of 10 
percent and thus save only 10 cents in current year income taxes for each dollar 
that they contribute to a retirement savings account. 

Now, compare deductions to tax credits, which work differently than tax deduc-
tions to incentivize savings. With tax credits, households’ behavior is directly 
rewarded, regardless of how much income they earn and thus what their marginal 
federal income tax rate is. With a tax credit for retirement savings, households may 
receive a fixed percentage of the amount they saved in a given year. A tax credit of 
20 percent means, for instance, that a household that saved $1,000 for retirement 
in a given year would receive $200 at tax time. All households would receive the 
same tax benefit from a tax credit as long as they save the same amount and the tax 
credit is refundable—not dependent on what people owe in federal income taxes. 
Tax credits consequently can offer larger benefits to lower-income households 
than tax deductions since low-income households may face low or zero marginal 
tax rates and thus no immediate tax incentives from tax deductions. 

Tax credits work best as savings incentives for low-income households if these tax 
credits are refundable.13 Refundable tax credits are independent of the amount in 
federal income taxes a household owes, while nonrefundable tax credits—such as 
the current Saver’s Credit14—are limited by the amount of federal income taxes a 
household owes. Households that do not owe any federal income taxes receive no 
money from a nonrefundable tax credit, even if they otherwise qualify for it. 

Progressive savings matches can offer lower-income  
households extra help in saving for retirement

Refundable tax credits alone are not enough to get lower-income households to 
save what they need for retirement. Policymakers can structure refundable tax 
credits to offer greater help in saving for retirement to lower-income households. 
The idea is to still reward savings but offer lower-income households more of a 
helping hand. 

Low-income households, for instance, could get a tax credit that is equal to 100 
percent of the amount they save, while middle-income households may get only 
50 percent and high-income households get 25 percent of each dollar they save, 
up to a predetermined maximum. 
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Savings incentives should be simple to use 

Complexity hurts all but the most sophisticated households because it requires 
people to make multiple choices on where, when, and how much to save for 
retirement. Each such choice is fraught with the possibility of making the wrong 
choice and inadvertently incurring excessive costs and risks. Many households 
eventually decide not to make a choice—that is, not to save—rather than face 
the possibility of making the wrong one. Creating a multitude of savings incen-
tives with separate yet interwoven rules impedes savings to some degree.15 That 
is, people do not save as much as a result of the tax incentives as they would if 
the savings incentives were simpler. 

The value of savings incentives should depend less on  
employers’ decision to offer retirement plans at work 

Working for an employer that offers retirement benefits is an important part 
of saving for retirement, but fewer and fewer employers offer such retirement 
plans and many employers have cut back on the amount they contribute to their 
employees’ retirement benefits.16 The goal is to give workers additional and easy-
to-use options to save for retirement beyond the retirement benefits offered by 
their employers rather than to replace employer-based benefits. 

Policy reforms that follow these principles would make a dent in the looming retire-
ment crisis. Creating refundable tax credits, simplified savings incentives, and new 
and easy-to-use savings vehicles outside of the employer-employee relationship 
would increase the number of people who save for retirement. Such reforms would 
also increase the amount that people already save for retirement. Again, lower-
income earners and workers whose employers offer no or few contributions to 
retirement plans would especially benefit from reforms that follow these principles. 
The winners of policy reforms that follow the above principles would be the house-
holds that benefit little from the existing system and experience the largest shortfalls 
in retirement preparedness, particularly lower-income households.17 
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Five possible ways to get to  
more efficient savings incentives

As explained above, existing savings incentives benefit higher-income earners sig-
nificantly more than low-income earners,18 and the unequal distribution of savings 
incentives follows in part from the fact that existing incentives typically come in 
the form of tax deductions. The following five recommendations would help make 
savings incentives more efficient.

1.	 Make the Saver’s Credit fully available  
to lower-income households

Higher-income earners benefit a lot more from existing savings incentives not just 
in absolute dollar terms, but also relative to their income. Figure 1 shows the esti-
mated amount of net pension contributions and earnings on retirement accounts 
as a share of after-tax income by income percentile in 2013. Households in the top 
fifth of the income distribution got tax incentives that are equal to 3.1 percent of 
their income, which is nearly double the 1.8 percent for households in the second-
highest fifth of the income distribution.19 At the same time, households in the 
lowest fifth of the income distribution barely benefited from the savings incentives 
and, on average, only received 0.4 percent of income.

Designing a tax credit that is refundable could help level savings incentives for 
low-income and middle-income households so that these households are more 
adequately prepared for retirement.

The U.S. tax code currently offers an important tax credit—the Retirement 
Savings Contributions Credit, or Saver’s Credit—that targets lower- and middle-
income households to save more for retirement.20 People can receive a match of 
50 percent, 20 percent, or 10 percent of their savings, depending on their income, 
such that lower-income earners receive a higher percent match than higher-
income earners. 
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But this tax credit does not work as well in helping low-income earners save for 
retirement as it could because it is nonrefundable.21 Many people who qualify for 
this credit are not aware of it,22 and many eligible low-income earners traditionally 
do not receive the Saver’s Credit.23 A detailed study comparing the effectiveness of 
the Saver’s Credit with an experimental match administered in 2005 through a tax 
preparer—H&R Block—found that the experimental measure was more effec-
tive in getting lower-income people to save. Each client preparing a tax return in 
participating H&R Block offices was randomly assigned to no match, a 20 percent 
match rate, or a 50 percent match rate—up to a maximum $1,000-dollar match 
from H&R Block—for their contributions. The contributions went into a retire-
ment savings product offered by H&R Block, called the X-IRA. Higher matches 
increased the number of people who saved and the amounts that they saved. The 
researchers concluded that the Saver’s Credit was not as effective as this easier-to-
use match in part because the Saver’s Credit’s nonrefundability made it difficult 
for people to know whether they would be eligible for the credit and thus whether 
they should save throughout the year.24 The bottom line is that the Saver’s Credit’s 
nonrefundability appears to pose an obstacle to its ability to get more low-income 
households to save more for retirement.

The solution is to make the Saver’s Credit refundable so that all low-income tax 
payers can better plan for this incentive and get extra help saving for retirement. 
The idea to make the Saver’s Credit refundable enjoys widespread25 and even 
bipartisan support.26 Doing so would offer substantial assistance in saving for 
retirement for low-income and many middle-income households. 

FIGURE 1

Net pension contributions and earnings as a share of after-tax income

By income percentile in 2013

Source: Congressional Budget O�ce, “The Distribution of Major Tax Expenditures in the Individual Tax System” (2013), table 2, available 
at http://www.cbo.gov/sites/default/�les/43768_DistributionTaxExpenditures.pdf. All �gures are in percent of income.
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2.	 Establish and expand progressive savings  
matches for retirement

Making existing credits refundable may not be enough to offset the growing short-
fall in American retirement savings. Lower-income earners may need additional 
incentives to save for retirement since they disproportionately struggle from weak 
and uncertain labor markets and a lack of employer-provided benefits.27 Such 
additional efforts are commonly known as progressive savings matches since they 
offer greater assistance to lower-income earners than to higher-income ones rela-
tive to each dollar saved. 

Several previous proposals have been aimed at creating progressive savings 
matches for retirement savings, as discussed in a Center for American Progress 
issue brief by Christian Weller and Joe Valenti in 2013.28 In the late 1990s, 
President Bill Clinton proposed Universal Savings Accounts, or USAs, to help 
people save outside of Social Security. Under this proposal, workers could 
contribute up to $1,500 annually to the USAs. This annual contribution would 
have included an automatic contribution of $400 per year for the lowest-income 
workers plus 100 percent matching contributions for the first $550 saved by work-
ers.29 To be clear, low-income workers would have had to contribute only $550 
of their own money under this proposal, with the federal government providing 
an additional $1,050 in different savings incentives so that they could have saved 
$1,500 in total each year. The savings incentives, however, would have declined 
relative to each dollar saved as people’s incomes went up. Moreover, workers with 
annual earnings of more than $50,000 could have only qualified for matches from 
the USAs if their employer did not offer a retirement plan at work.30 

President Barack Obama included a more modest proposal in his fiscal year 2011 
budget. His proposal would have expanded eligibility for the Saver’s Credit, which 
includes higher credits relative to each dollar saved for lower-income earners, to 
joint tax filers earning as much as $85,000—rather than the then-current limit of 
$57,500—in addition to making the credit refundable.31 

Additional proposals from members of Congress in recent years could similarly 
improve savings incentives for lower-income workers because the proposals focus 
on matches for savings and offer higher matches to lower-income earners than 
to higher-income ones. For instance, the Savings for American Families’ Future 
Act, or H.R. 837, sponsored by Rep. Richard Neal (D-MA) in 2013, would have 
expanded eligibility for the Saver’s Credit and directly deposited the credit into 
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taxpayers’ retirement accounts. And Rep. José Serrano (D-NY) introduced the 
Financial Security Credit Act, or H.R. 2917, in 2013, which included a 50 percent 
match on the first $1,000 saved by low- and moderate-income workers—defined 
as single filers earning less than $41,650 and joint filers earning less than $55,000. 
People could have deposited the match into a retirement account, education 
savings account, U.S. savings bond, certificate of deposit, or even some savings 
accounts, provided that families held onto the savings for at least eight months.32 

The bottom line is that Congress could expand refundable credits to millions of 
Americans who save very little for retirement—and, thus, do not benefit from 
existing savings incentives—by increasing income limits and the generosity of 
savings matches. The combination of higher income limits and more generous 
matches would offer low-income and many middle-income households desper-
ately needed help to save more for retirement. 

3.	 Simplify retirement savings incentives by streamlining rules 

Current retirement savings incentives apply to a wide variety of retirement savings 
options, such as 401(k) plans, IRAs, and Roth IRAs—each with a different set of 
tax rules. The combination of many different savings options with separate rules, 
especially tax treatments, makes savings incentives complex. Complexity especially 
hurts household savings since people generally have to make active decisions to 
save money on their own and have more possibilities to make decisions that can 
adversely affect their retirement savings. Before people decide where and how 
much to save, they first must work through the complicated process of figuring out 
which savings incentives are available to them. As the complex system hinders many 
households’ attempts to save, they do not fully take advantage of the existing tax 
incentives. Many people simply do not save or do not save as much as they would if 
savings were made simpler and easier. Simplification should be a key component of 
tax reform efforts led by Congress because simplifying savings incentives would lead 
more households to start saving and increase the amount of their savings. 

Making savings simpler has two separate aspects. First, simplification means 
combining retirement savings incentives into fewer tax-advantaged savings forms, 
streamlining the existing multitude of tax-advantaged retirement savings. A number 
of proposals have touched on this kind of simplification over time. For instance, 
Eugene Steuerle of the Urban Institute and Pamela Perun, then of the Aspen 
Institute, proposed streamlining 401(k)-type retirement plans by moving 403(b) 
plans, SIMPLE IRAs, and SIMPLE 401(k) plans, as well as all safe harbor plans—
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or retirement plans that give employers some regulatory relief if they make it easy 
for people to save—into their proposed Super Simple plans.33 Also, in 2005, the 
President’s Advisory Panel on Federal Tax Reform under President George W. Bush 
recommended moving all employer-based retirement plans, such as 401(k) plans 
and 403(b) plans, into a Save at Work plan and combining all other retirement plans 
into a Save for Retirement plan that would be available to all workers.34 And more 
recently, Christian Weller and Sam Ungar, then at the Center for American Progress, 
discussed the advantages and drawbacks of combining all federal savings incentives 
into one tax credit in 2014.35 Moreover, Brown University’s John Friedman pro-
posed combining the various retirement accounts into a single Universal Retirement 
Savings Account in 2015.36 The bottom line is that a number of possibilities exist to 
simplify retirement savings incentives, and such simplification would likely increase 
savings, especially among households with less income and savings.

Second, simplification also means making it easier for people to save for retire-
ment so that they can more readily take advantage of existing savings incentives. 
There has been a general trend toward so-called automatic savings features. The 
two features most relevant to this discussion are automatically enrolling people 
in a workplace retirement plan and automatically increasing participants’ savings 
rates. Employees can still opt not participate, but because of inertia, many will 
continue to participate in their employer’s 401(k) plan once they are enrolled. The 
Pension Protection Act of 2006 offered employers some regulatory relief—safe 
harbor rules—if they included these and a few other automatic features in their 
401(k) plans.37 Making savings automatic increases the number of people who 
save for retirement and the amount that they save, thus raising their access to 
federal savings incentives. The vast majority of American households would likely 
benefit from easier and simpler savings. 

One of the most prominent examples of simplifying savings by making decisions 
automatic is so-called automatic enrollment. With this retirement savings plan 
design, employees are automatically enrolled in their employer’s retirement plan 
as long as the employer offers such a plan. Employees can then opt out of the 
retirement plan, but many will decide to continue saving once they are enrolled 
due to inertia in making active decisions. Participating in an employer’s retirement 
savings plan, such as a 401(k) plan, then gives many more people access to their 
employer’s matching contributions, as well as the concomitant savings incentives, 
which help them build savings faster. In the past, retirement savings plans typically 
required employees to sign up for an employer’s plan or opt in, but many failed to 
do so—again, often because of inertia. 
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The Employee Benefit Research Institute, or EBRI, created a simulation model 
based on the overwhelming majority of 401(k) plans and people in them, which 
allows researchers to assess the long-term effects of switching from an opt-in to opt-
out approach through automatic enrollment.38 Figure 2 shows EBRI’s estimates for 
the median worker’s total retirement savings relative to final income at retirement 
for workers who were between the ages of 25 and 29 in 2010 with voluntary enroll-
ment—opt in—compared to automatic enrollment—opt out. These estimates, 
based on real life retirement plans and workers, show that automatic enrollment 
results in much higher retirement savings for workers at all income levels as long 
as workers continuously save. Typical retirement savings for workers in the lowest 
quarter of the earnings distribution could be as high as five times workers’ final earn-
ings when they retire with automatic enrollment, compared to only 8 percent with 
voluntary enrollment. This large improvement is greater than the improvements for 
higher-income earners in part because automatic enrollment has the biggest benefit 
among low-income earners in terms of getting more people to save, particularly 
those who often do not participate in a retirement plan at work.39 (see Figure 2) 
These best-case estimates show that automatic enrollment can have a substantial 
effect on retirement savings, especially for low- and middle-income workers. 

FIGURE 2

Simulated 401(k) accumulations at retirement as a share 
of final earnings for workers ages 25–29 in 2010

Earnings quartile

Note: All �gures show the median estimated value. It is also important to note two caveats. First, the results are based on data from the 
largest employers and thus cannot be readily extrapolated to smaller employers. Second, the estimates rest on the assumption that a 
young worker, once covered by a 401(k) plan, will continuously be covered by a 401(k) plan until retirement. These assumptions are 
likely leading to substantial overstatements of the e�ect of automatic enrollment on typical low-wage workers. These numbers show 
how well low-wage workers could do under almost ideal circumstances, working for a large employer with a 401(k) plan. 

Source: Jack VanDerhei, "The Impact of Automatic Enrollment in 401(k) Plans on Future Retirement Accumulations: A Simulation Study 
Based on Plan Design Modi�cations of Large Plan Sponsors" (Washington: Employee Bene�t Research Institute, 2010), available at 
http://www.ebri.org/pdf/briefspdf/EBRI_IB_04-2010_No341_Auto-Enroll1.pdf.
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4.	 Limit the automatic increases of tax deductions.

Today, greater benefits go to high-income earners, while fewer benefits are avail-
able to lower-income earners. Part of the disproportional benefit of savings incen-
tives to high-income earners stems from the fact that high-income earners are 
more likely than low-income people to benefit from the maximum contributions 
of employer-sponsored retirement plans, which are larger than for plans that are 
not employer based. High-income earners are more likely to have the money to 
contribute at the maximum, and they are more likely to work for an employer that 
offers a retirement plan.40 In the end, maximum contribution limits for 401(k) 
plans are more meaningful for high-income earners than for low-income ones. 

The maximum amount that people can contribute to their retirement savings 
accounts increases with inflation in at least $500 increments. The contribution 
limit for employee contributions to 401(k) plans in 2014 was $17,500, and it 
rose to $18,000 in 2015.41 Similar increases occur for the maximum amount that 
employers can contribute. These maximum contribution limits and their increases 
are meaningless for the vast majority of people. Most people do not contribute 
near the maximum, so an increase does not change anything for them.42 Put 
differently, the tax revenue lost from increasing the maximum contribution only 
benefits a small minority of people saving for retirement. 

Policymakers have tried over time to limit the amount of tax deductions that 
people can take, for instance, to pay for the expansion of the Saver’s Credit. 
President Obama proposed in his fiscal year 2016 budget limiting the total value 
of all itemized deductions, including retirement contributions, to 28 percent of 
income. This proposal would still allow for regular increases of the total tax deduc-
tions, as long as incomes go up, but it would lower the maximum amount of total 
tax deductions.43 Similarly, Rep. David Camp (R-MI) proposed, among a num-
ber of other tax changes, limiting the value of contributions as tax deductions to 
retirement accounts in his 2014 tax reform proposal by suspending the automatic 
increases in the maximum contribution limits for a decade.44 President Obama’s 
budget proposal also limited additional retirement contributions if the total value 
of retirement savings exceeded $3.4 million.45 

Importantly, policymakers of all stripes have been looking for ways to reduce the 
inefficiencies of the existing savings incentives by limiting the maximum retire-
ment savings incentives. Policymakers could accomplish this by lowering the 
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maximum retirement contribution amounts or by slowing the growth rate of these 
maximum amounts. This would free up government resources that are currently 
used inefficiently and could be paired with more targeted retirement savings to 
help low- and middle-income households save more for retirement. 

5.	 Create simple, low-cost, and low-risk options for people  
to save for retirement outside of employer plans

People are more likely to benefit from savings incentives if their employer offers 
a retirement plan. The sad fact is that many lower-income workers do not partici-
pate in a retirement plan at work, largely because their employers do not offer such 
retirement benefits. Figure 3 shows the share of private-sector wage and salary 
workers between the ages of 21 and 64, who participate in a retirement plan—
either a defined benefit, or DB, pension or defined contribution, or DC, retire-
ment savings account. In 2013, the last year for which these data are available, 
only 15.2 percent of those earning between $10,000 and $20,000 participated in 
a retirement plan, or less than one-fourth the share of people who earned $75,000 
or more. (see Figure 3) Still, even among the highest-income earners, only two-
thirds participated in an employer-provided retirement plan, leaving many upper-
middle-income earners to build their own retirement savings with less beneficial 
tax treatment than for employer-based plans. 

FIGURE 3

Share of private-sector wage and salary workers ages 21–64 who 
participated in an employer's retirement plan in 2013, by income

Annual earnings

Source: Craig Copeland, "Employment-Based Retirement Plan Participation: Geographic Di�erences and Trends, 2013" (Washington: 
Employee Bene�t Research Institute, 2014), available at http://www.ebri.org/pdf/briefspdf/EBRI_IB_405_Oct14.RetPart.pdf.
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Federal and state lawmakers should create more ways to save for retirement out-
side of employer-sponsored retirement plans, which could improve access to these 
tax benefits for households that, on average, are more likely to fall short with their 
retirement savings. Alternative pathways to retirement savings can help shrink 
savings gaps by income. Overall, saving for retirement would be easier because 
benefits would actually be accessible to people who otherwise would have little or 
no access to savings incentives. 

One important step for policymakers would be to create more low-cost, low-risk, 
and easily accessible savings options outside of the employer-employee relation-
ship.46 Having state—and federal—governments sponsor savings options for 
private-sector workers grows out of three realizations. First, households need help 
saving through low-cost and low-risk options since they otherwise incur too many 
costs, face too much risk exposure, and end up saving too little for retirement. 
Second, the current policy emphasis on getting employers to offer such retire-
ment benefits to their employees has substantial gaps, leaving many households 
without enough savings. And third, states have the resources and expertise to offer 
retirement savings options to private-sector workers because they already offer 
retirement savings to public-sector employees and often sponsor education sav-
ings to all households. Having states sponsor a retirement savings option may be a 
suitable way to offer households more low-cost, low-risk savings. 

The specific design of a state-sponsored retirement plan would vary depending 
on a few key choices that Congress and state legislatures would need to make. 
Lawmakers, for instance, would need to decide who could participate in such 
retirement plans, whether contributions would be voluntary or mandatory, and 
whether such new savings options would also include secure retirement payouts, 
such as annuities, that pay a lifetime stream of income.47 The federal government 
has created myRAs that are intended to make it easier for people to save for the 
future.48 This could be a first step in creating a federally sponsored retirement sav-
ings options. A number of state governments, including California, have started 
to look into offering retirement savings plans to private-sector employees who 
currently do not have retirement plans at work.49 Greater access to low-cost, low-
risk savings options should increase the number of people who save and possibly 
the amount that people save since they would theoretically enjoy lower costs and 
fewer risks than they currently do with IRAs. The increase in savings, and in the 
number of additional people who take advantage of savings incentives, would 
depend on the exact policy choices.
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Conclusion

The U.S. tax code offers a wide variety of incentives for people to save for retire-
ment. But these savings incentives are inefficient because they do not increase 
savings as much as alternative incentives would and are ineffective mechanisms 
to get people to save more. Federal and state policymakers can pursue a number 
of smaller reform efforts short of a massive overhaul of the entire tax code to 
improve retirement savings incentives. Better savings incentives would go a long 
way toward addressing the impending retirement crisis for America’s middle class 
and give families are realistic shot at a dignified retirement. 
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