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A T A G L A N C E 

Self-Insured Health Plans: State Variation and Recent Trends by Firm Size, 1996–
2013, by Paul Fronstin, Ph.D., EBRI 

 Federal law provides the legal framework for the uniform provision of benefits by multistate employers to 
self-insure (or directly fund health care expenses of workers) in order to offer consistent health benefits 
across states, which results in ease of administration and lower expenses. Self-insured plan sponsors are also 
not required to cover health care services for state-mandated benefits. In contrast, fully insured plans—plans 
offered by employers where a premium is paid to an insurance company—are required to cover state-
mandated benefits. 

 This analysis finds that the percentage of workers in self-insured plans has been increasing. In 2013,        
58.2 percent of workers with health coverage were in self-insured plans, up from 40.9 percent in 1998. Large 
employers (with 1,000 or more workers) have driven the upward trend in overall self-insurance.  

 There is concern that passage of PPACA will result in an increasing number of smaller employers offering 
self-insured plans. However, as of 2013, there is no evidence that smaller firms were increasingly self-
insuring their health plans.  

Auto-IRAs: How Much Would They Increase the Probability of “Successful” 
Retirements and Decrease Retirement Deficits? Preliminary Evidence from EBRI’s 
Retirement Security Projection Model,® by Jack VanDerhei, Ph.D., EBRI 

 This study analyzes the potential of a generic auto-IRA proposal to increase the probability of a “successful” 

retirement and decrease retirement deficits. 

 Assuming no opt outs, this analysis finds that the introduction of an auto-IRA for households currently ages 

35‒39 working for small employers, would increase the probability of a “successful” retirement (as measured 

by the Retirement Readiness Ratings, or RRR) by 8.4 percent, declining as employer size increases. Even in 

the worst-case scenario (75 percent opt out) there was an increase in RRR, albeit only 2.2 percent for those 

working for small employers and 1.1 percent for those with large employers. 

 Among all families where the head is ages 35–64, the aggregate national retirement deficit (in 2014 dollars) 

decreases from $4.13 trillion without auto-IRAs to $3.86 trillion (or a 6.5 percent decrease) with auto-IRAs 

and no opt outs. As opt-out rates rise, there is progressively less reduction in the aggregate deficits; at a      

75 percent opt-out rate, the aggregate deficit is $4.06 trillion (only a 1.7 percent decrease).  
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Self-Insured Health Plans: State Variation and Recent 
Trends by Firm Size, 1996–2013 
By Paul Fronstin, Ph.D., Employee Benefit Research Institute 

Introduction 
The federal Employee Retirement Income Security Act of 1974 (ERISA) provides the legal framework for the uniform 
provision of benefits by employers doing business anywhere in the country. ERISA allows multistate employers to self-
insure (or directly fund health care expenses of workers) in order to offer consistent health benefits across states, 
which results in ease of administration and lower expenses. Employers that offer a self-insured plan are also not 
required to cover health care services for state-mandated benefits. In contrast, fully insured plans—plans offered by 
employers where a premium is paid to an insurance company—are required to cover state-mandated benefits. 

Offering a self-insured plan means the employer assumes the risk related to offering health insurance (as opposed to 
a fully insured plan, where the insurance company assumes the risk). Large employers are much more likely to offer 
health benefits on a self-insured basis than small employers.  

However, there is speculation that passage of the Patient Protection and Affordable Care Act of 2010 (PPACA) will 
result in an increasing number of smaller employers offering self-insured plans. Employers think that components of 
PPACA, such as the strict grandfathering requirements; the minimum-creditable-coverage requirement; the breadth of 
essential-health benefits; the taxes on insurers, medical-device manufacturers, and pharmaceutical companies; the 
affordability requirements; and the reinsurance fees will all drive up the cost of health coverage. To the degree small 
employers are concerned about the rising cost of providing health coverage, self-insurance may become a more 
attractive means to mitigate any expected regulatory cost increases.  

This analysis examines recent trends in self-insurance. Data come from the Medical Expenditure Panel Survey (MEPS) 
and are presented by establishment size among only private-sector employers. State-level data are also presented. 

Trends in Offer Rates 
The percentage of private-sector establishments that self-insure at least one plan option has been increasing for 
about one-and-a-half decades, certainly well before enactment of PPACA. In 2013, 37.6 percent of private-sector 
establishments self-insured at least one of their health plans, up from 26.5 percent in 1999 (Figure 1). 

Understanding the trend in self-insurance for employers with 50 or more workers and those with fewer than 50 
workers is important because the employer mandate in PPACA affects only employers with at least 50 workers. Larger 
firms are much more likely than smaller firms to self-insure. In 2013, 64.6 percent of firms with 50 or more 
employees offered at least one self-insured plan, compared with 13.2 percent among firms with fewer than 50 
employees (Figure 2).  

However, other aspects of the law that are expected to drive up health insurance costs (as mentioned above) will 
affect employers of all sizes. All of the growth in self-insurance in recent years has been confined to larger firms. In 
2013, 83.9 percent of employers with 500 or more employees self-insured at least one health plan, up from 66.2 per-
cent in 1999 (Figure 3).  

As of 2013, there is no evidence that smaller firms were increasingly self-insuring their health plans. The percentage 
of employers offering a self-insured health plan with fewer than 100 employees has bounced around between       
10.7 percent and 14.7 percent between 1996 and 2013. Furthermore, the percentage of employers offering a self-
insured health plan with 100–499 employees fell from 35.3 percent in 1996 to 25 percent in 2006, and has been 
between 25.2 percent and 29.2 percent since.  
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Figure 1
Percentage of Private-Sector Establishments Offering Health 

Insurance That Self-Insure at Least One Plan, 1996–2013

Source: Agency for Healthcare Research and Quality, Center for Financing, Access and Cost Trends. 2013 Medical Expenditure Panel Survey-Insurance 
Component, http://meps.ahrq.gov/mepsweb/data_stats/summ_tables/insr/state/series_2/2013/tiib2b1.pdf
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Figure 2
Percentage of Private-Sector Establishments Offering Health 

Insurance That Self-Insure at Least One Plan, by Firm Size, 1996–2013

Fewer Than 50 Employees

50 or More Employees

Source: Agency for Healthcare Research and Quality, Center for Financing, Access and Cost Trends. 2013 Medical Expenditure Panel Survey-Insurance 
Component, http://meps.ahrq.gov/mepsweb/data_stats/summ_tables/insr/state/series_2/2013/tiib2b1.pdf
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Figure 3
Percentage of Private-Sector Establishments Offering Health 

Insurance That Self-Insure at Least One Plan, by Firm Size, 1996–2013

Less Than 100 Employees

100–499 Employees

500 or More Employees

Source: Agency for Healthcare Research and Quality, Center for Financing, Access and Cost Trends. 2013 Medical Expenditure Panel Survey-Insurance 
Component, http://meps.ahrq.gov/mepsweb/data_stats/summ_tables/insr/state/series_2/2013/tiib2b1.pdf
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Figure 4
Percentage of Private-Sector Establishments Offering Health 

Insurance That Self-Insure at Least One Plan, by Industry, 2013

Source: Agency for Healthcare Research and Quality, Center for Financing, Access and Cost Trends. 2013 Medical Expenditure Panel Survey-Insurance 
Component, http://meps.ahrq.gov/mepsweb/data_stats/summ_tables/insr/state/series_2/2013/tiib2b1.pdf
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Employers in the retail trade, financial services, real estate, utilities and transportation are more likely to offer a self-
insured health plan than employers in other industries (Figure 4). The use of self-insurance has been trending up in 
the agriculture, fishing and  forestry; construction; professional services; wholesale; and retail trade industries since 
2000 (Figure 5). 

 

Workers in Self-Insured Plans 
The percentage of workers in self-insured plans has been increasing. In 2013, 58.2 percent of workers with health 
coverage were in self-insured plans, up from 40.9 percent in 1998 (Figure 6). For the most part, the percentage of 
workers in self-insured plans increased consistently between 1998 and 2012, but fell between 2012 and 2013.  

As mentioned earlier, larger employers are more likely to offer self-insured health plans than smaller employers. As a 
result, the percentage of workers who are employed by larger firms and covered by self-insured health plans is higher 
than the percentage of workers who are covered by self-insured plans and employed by smaller employers. In 2013, 
67.7 percent of workers in firms with 50 or more employees were in self-insured plans, whereas only 11.5 percent of 
workers in firms with fewer than 50 employees were in self-insured plans (Figure 7). Large employers have driven the 
upward trend in overall self-insurance. The percentage of workers in self-insured plans in firms with 50 or more 
employees has increased from 48.4 percent in 1998 to 67.7 percent in 2013. In contrast, the percentage of workers 
in self-insured plans in firms with fewer than 50 employees has been close to 12 percent in most years of the survey, 
peaking at 18.1 percent in 1997 and reaching a low of 10.8 percent in 2011. 

The percentage of workers in firms with either fewer than 10 workers, 10–24 workers, or 25–99 workers that were in 
self-insured plans was roughly between 10 percent and 20 percent during the entire 1996–2013 period and showed 
no clear trend upward or downward (Figures 8 and 9). 

Total

Agriculture, 
Fishing, and 

Forestry
Mining and 

Manufacturing Construction
Professional 

Services
Utilities and 

Transportation
Wholesale 

Trade
Retail 
Trade

Financial 
Services and 
Real Estate

Other 
Services

2000 29.7% 10.0% 25.7% 14.9% 19.8% 39.1% 25.0% 39.8% 46.5% 30.1%

2001 30.7 12.8 26.9 19.1 22.0 38.3 30.4 40.2 45.2 29.8

2002 32.1 14.3 26.6 15.3 23.1 41.1 30.4 43.3 44.8 32.9

2003 32.4 14.8 28.5 16.6 24.1 43.0 30.9 49.9 44.2 27.6

2004 35.0 20.4 26.0 19.0 27.3 42.9 27.0 51.5 48.5 32.3

2005 32.7 17.8 27.3 18.2 24.7 45.0 29.8 46.6 47.2 28.4

2006 34.4 18.5 27.0 16.8 28.1 42.9 31.5 49.2 47.8 31.7

2007

2008 34.2 15.1 25.5 17.5 26.3 41.5 28.8 53.7 46.5 31.4

2009 35.1 13.6 27.2 20.1 26.3 47.3 31.0 53.4 46.6 32.4

2010 35.8 17.7 29.2 16.5 26.8 50.3 32.2 51.6 47.7 34.8

2011 36.9 21.3 28.4 16.7 28.8 48.5 30.6 54.0 51.5 32.7

2012 37.2 20.6 29.2 18.9 28.2 44.5 33.9 55.1 48.3 35.1

2013 37.6 20.5 27.9 20.1 29.9 45.8 32.4 55.6 46.8 34.3

Figure 5

Percentage of Private-Sector Establishments Offering Health Insurance                         
That Self-Insure at Least One Plan, by Industry, 2000–2013

Source: Agency for Healthcare Research and Quality, Center for Financing, Access and Cost Trends. 2013 M edical Expenditure Panel Survey-Insurance 
Component, http://meps.ahrq.gov/mepsweb/data_stats/summ_tables/insr/state/series_2/2013/tiib2b1.pdf
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State Variation in Self-Insurance 
Overall, 58.2 percent of workers were in self-insured plans in 2013, but the percentage ranged by state/federal 
district from a low of 35.5 percent to a high of 73.5 percent (Figure 10). Hawaii (at 35.5 percent) was the only state 
with fewer than 40 percent of workers with health insurance in self-insured plans. In four states and the District of 
Columbia (California, New York, Rhode Island, D.C., and Massachusetts), between 40 percent and 50 percent of 
workers with health insurance were in self-insured plans. Only two states (Indiana and Nebraska) had more than 70 
percent of workers with health insurance in self-insured plans. 

Estimates by state/federal district for the percentage of employers with fewer than 50 workers offering self-insured 
plans varied from a low of 2.4 percent to 24.5 percent, but most of these estimates did not meet standards for 
reliability or precision and are marked as such in Figure 10. The states with the largest amount of self-insurance in 
firms with fewer than 50 employees that met standards for reliability and precision were Wisconsin (18.4 percent), 
Wyoming (20.4 percent), Hawaii (21.3 percent), and Alaska (24.5 percent). 

Conclusion 
This analysis examined data on recent trends in self-insurance and found that the percentage of workers in self-
insured plans has been increasing. In 2013, 58.2 percent of workers with health coverage were in self-insured plans, 
up from 40.9 percent in 1998. Large employers (with 1,000 or more workers) have driven the upward trend in overall 
self-insurance. There is concern that passage of PPACA will result in an increasing number of smaller employers 
offering self-insured plans. However, as of 2013, there is no evidence that smaller firms were increasingly self-
insuring their health plans. The percentage of workers in self-insured plans in firms with fewer than 50 employees has 
been close to 12 percent in most years examined in this analysis. The estimates in this analysis should serve as a 
baseline to gauge the potential impact of rising health insurance costs on self-insurance in the future.  
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Figure 6
Percentage of Private-Sector Enrollees 

in Self-Insured Plans, 1996–2013

Source: Agency for Healthcare Research and Quality, Center for Financing, Access and Cost Trends. 2013 Medical Expenditure Panel Survey-Insurance 
Component, http://meps.ahrq.gov/mepsweb/data_stats/summ_tables/insr/state/series_2/2013/tiib2b1.pdf
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Figure 7
Percentage of Private-Sector Enrollees in

Self-Insured Plans, by Firm Size, 1996–2013

Fewer Than 50 Employees

50 or More Employees

Source: Agency for Healthcare Research and Quality, Center for Financing, Access and Cost Trends. 2013 Medical Expenditure Panel Survey-Insurance 
Component, http://meps.ahrq.gov/mepsweb/data_stats/summ_tables/insr/state/series_2/2013/tiib2b1.pdf
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Figure 8
Percentage of Private-Sector Enrollees in 

Self-Insured Plans, by Firm Size, 1996–2013

Fewer Than 10 Employees

10–24 Employees

25–99 Employees

100–999 Employees

1,000 or More Employees

Source: Agency for Healthcare Research and Quality, Center for Financing, Access and Cost Trends. 2013 Medical Expenditure Panel Survey-Insurance 
Component, http://meps.ahrq.gov/mepsweb/data_stats/summ_tables/insr/state/series_2/2013/tiib2b1.pdf

Fewer Than 10 
Employees

10–24 
Employees

25–99 
Employees

100–999 
Employees

1,000 or More 
Employees

1996 12.6% 11.8% 19.4% 39.3% 66.9%
1997 20.9 14.1 20.5 42.3 62.7
1998 14.9 12.7 19.8 37.8 55.4
1999 13.1 9.9 18.2 39.4 57.0
2000 14.0 10.6 15.4 39.3 69.3
2001 12.3 11.3 16.8 39.5 68.6
2002 11.8 10.0 17.9 38.7 71.8
2003 11.8 11.6 14.8 36.1 75.8
2004 18.8 13.2 16.3 35.8 77.7
2005 11.0 10.6 13.0 35.8 79.3
2006 12.8 11.4 14.7 32.6 78.8
2007
2008 12.5 10.7 13.1 36.6 81.6
2009 13.0 9.9 16.0 32.5 82.9
2010 12.6 11.6 17.3 37.6 83.6
2011 11.9 9.5 13.2 35.0 86.3
2012 11.7 11.0 15.4 37.2 87.2
2013 13.1 9.7 13.2 33.6 85.6

Figure 9
Percentage of Private-Sector Enrollees in                         

Self-Insured Plans, by Firm Size, 1996–2013

Source: Agency for Healthcare Research and Quality, Center for Financing, Access and Cost Trends. 2013 Medical Expenditure 
Panel Survey-Insurance Component, http://meps.ahrq.gov/mepsweb/data_stats/summ_tables/insr/state/series_2/2013/tiib2b1.pdf
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Division and State Total
Fewer Than 50 

Employees

50 or More 
Employees

100–999 
Employees

1,000 or More 
Employees

United States 58.2% 11.5% 67.7% 33.6% 85.6%
New England:

Connecticut 57.4 91.9* 69.8 21.7* 90.2
Maine 57.2 11.9 69.1 38.8 94.5
Massachusetts 49.8 11.7 57.9 11.8* 81.8
New Hampshire 52.9 6* 64.6 31.5 81
Rhode Island 46.9 13.6* 57.7 22.1* 79.5
Vermont 53.8 7.7* 68.5 48 90.9

Middle Atlantic:
New Jersey 55.8 8.5 68.2 29.1 84.7
New York 46.8 13.1 55.5 15.2 79.1
Pennsylvania 63.7 14.4 72.7 31.8 90.6

East North Central:
Illinois 59.5 13.1* 68.7 26.1 92.1
Indiana 71.4 19* 80 69 91
Michigan 58.5 9.1 68.9 48.1 83
Ohio 64.8 13.4* 74.7 47.2 88
Wisconsin 53.5 18.4 60.3 43.1 71.9

West North Central:
Iowa 65.6 15.5* 74.4 48.2 94
Kansas 58.3 14.3* 68.9 35.2 90.3
Minnesota 69.7 14 79.9 54.7 92.6
Missouri 60.2 11.4 69.3 38.4 86.4
Nebraska 73.5 12.5* 82.4 57.4 95
North Dakota 57.1 15.3* 70.4 53.1 93.8
South Dakota 58 12.9 67.5 42.7 87.8

South Atlantic:    
Delaware 63.4 7.1* 73.4 36.2 88.4
District of Columbia 49.2 13.7* 57.6 27.2 80.1
Florida 58.2 7.9* 67.1 28.5 81.9
Georgia 69.9 8.8* 78.4 44.7 91.4
Maryland 54.8 9.6* 66.3 38.6 86.9
North Carolina 66.7 10.9* 76.1 44.4 90.7
South Carolina 64.7 N/A 73.3 35.3 91.1
Virginia 56.2 13.4 65 31.9 81.4
West Virginia 69.1 5.4* 80.3 56.6 94.1

Figure 10

Percentage of Private-Sector Enrollees in Self-Insured Plans at                
Establishments Offering Health Insurance, by Firm Size and State, 2013

((cont'd.))
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Division and State Total
Fewer Than 50 

Employees

50 or More 
Employees

100–999 
Employees

1,000 or More 
Employees

East South Central:
Alabama 68.9 18.5* 76.9 50.5 92.1
Kentucky 65.5 12.3* 75.6 54.9 88
Mississippi 59.6 7.7* 69.6 38.8 87.3
Tennessee 66.9 8.3* 74.8 43.7 91

West South Central:
Arkansas 64.8 6* 74.2 30.5 91.1
Louisiana 57.5 11.1 66.7 20.9 91.4
Oklahoma 53.8 9.6* 63.3 36.9 82.4
Texas 63.3 9.3 71.4 34.7 89

Mountain:
Arizona 59 15* 64.9 32.3 80.2
Colorado 56.8 11.2* 66.3 29.7* 84
Idaho 57.5 2.4* 71.8 38.2 87
Montana 55.7 14.3* 72.7 49.3 96.9
Nevada 53.4 13.7* 60.9 18.6* 79
New Mexico 59.1 12.3 70.1 39.7 85.4
Utah 61.8 7.7* 72.6 34.3 86.4
Wyoming 68.6 20.4 83.1 84.6 90.3

Pacific:
Alaska 64.5 24.5 71.5 58.9 86.3
California 46.7 10.5 55.8 15.3 76.7
Hawaii 35.5 21.3 40.4 11.3* 66.7
Oregon 50.3 8.8* 61.5 46.2 80.1
Washington 56.9 12.9* 68.3 37.7 86.7

* Figure does not meet standard of reliability or precision.

Source: Agency for Healthcare Research and Quality, Center for Financing, Access and Cost Trends. 2013 Medical 
Expenditure Panel Survey-Insurance Component, 
http://meps.ahrq.gov/mepsweb/data_stats/summ_tables/insr/state/series_2/2013/tiib2b1.pdf

((Fig. 10, cont'd.))
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Auto-IRAs: How Much Would They Increase the Probability 
of “Successful” Retirements and Decrease Retirement 
Deficits? Preliminary Evidence from EBRI’s Retirement 
Security Projection Model®  
By Jack VanDerhei, Ph.D., Employee Benefit Research Institute 

 

 

Introduction 
The positive impact on retirement financial security of working for an employer that sponsors a tax-qualified 
retirement plan has been extensively documented.1 However, the probability that an employee works for an employer 
that sponsors a plan varies by a wide range of overlapping factors, including age, gender, race/ethnicity, education, 
marital status, full- vs. part-time status, annual earnings, occupation, sector/industry, and the number of individuals 
employed by the employer.2 For example, among full-time, full-year wage and salary workers ages 21–64, the 
sponsorship rate3 is only 19.5 percent of those working for employers with fewer than 10 employees but increases to 
76.6 percent for those working for employers with 1,000 or more employees. 

Individual retirement accounts (IRAs) were created by the Employee Retirement Income Security Act of 1974 (ERISA) 
as a way to provide workers who do not have employment-based pensions an opportunity to save for retirement on a 
tax-deferred basis. Although the contribution limits for IRAs are lower than those available through employer-
sponsored defined contribution plans,4 previous research5 shows that when individuals who are not offered access to 
401(k) plans take advantage of IRAs, projected replacement rates at age 65 increase significantly across all income 
groups.  

Unfortunately, the vast majority of individuals who are not eligible to participate in a qualified plan do not take 
advantage of the IRA savings opportunity. In response to this dynamic, in recent years a proposal to capitalize on the 
automatic enrollment features that have been used to increase participation rates in 401(k) plans6 has been touted 
for IRAs. This concept, conceived by Mark Iwry and David John,7 requires certain employers without retirement plans 
to automatically contribute a designated amount of each employee’s compensation to an IRA established for this 
purpose, unless the employee affirmatively opts out of the arrangement.8 Employer contributions are not generally 
required in these arrangements. 

This type of arrangement has been included in the most recent version of the Obama administration’s budget, 
proposing that employers with more than 10 employees that do not currently offer an employment-based retirement 
plan would be required to automatically enroll their workers in an IRA.9 A similar program has been introduced by 
Sen. Sheldon Whitehouse (D-RI), and Rep. Richard Neal (D-MA) in their proposed Automatic IRA Act earlier this year 
(H.R. 506 in the House, S. 245 in the Senate).10  

Not content to wait for a potential federal solution to this coverage challenge, a number of states have launched their 
own initiatives. Earlier this year, Illinois adopted the Illinois Secure Choice Savings Plan11 that is designed to provide 
an auto-Roth IRA for some employees who do not have an employer-sponsored retirement savings plan. If 
implemented, the program will require employers in operation for at least two years with 25 or more employees to 
establish a payroll-deduction program beginning in June 2017. The designated employee-contribution default will be  
3 percent of salary, but the employee will be able to opt out, decrease, or increase the deferral amount up to the 

The author wishes to thank Nevin Adams, Craig Copeland, Judy Miller and Dallas Salisbury for useful 
comments on an earlier draft of this paper. 
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legal limitations for IRAs. There will be no company matching with this program and the default investment option will 
be a target-date fund (TDF), although other options will be available.  

Previous Research on Automatic IRAs  
In recent years, three studies have been undertaken to analyze the potential long-term impact of auto-IRAs on 
retirement income.12 Butrica and Johnson (2011) used Urban Institute’s Dynamic Simulation of Income Model 
(DYNASIM3) to analyze workers born between 1987 and 1996 and found a 3 to 5 percent increase in family income at 
age 70 after a lifetime of experience in the auto-IRA scenario. The range of outcomes resulted from the uncertainty 
involved in enrollment assumptions inherent in any type of research for a program that does not currently exist. To 
address this uncertainty, the authors chose a wide range of enrollment assumptions: a low enrollment assumption of 
36 percent13 and a high enrollment assumption of 70 percent. 

Holmer (2012) used PENSIM14 to replicate the results from Butrica and Johnson (2011) and then conducted a series 
of sensitivity analyses. He found that relaxing the assumption that the auto-IRA reform would be accompanied by an 
expanded and refundable saver’s-tax credit resulted in a 24.3 percent reduction in the reform-induced gain in family 
income. 

In 2013, the Government Accountability Office (GAO) used PENSIM to project median changes in household annuity 
income under automatic IRAs for those born in 1995. Specifically, it assessed the distributional effects of HR 506 
which would have established auto-IRAs such that 3 percent of the employee’s salary would be automatically 
contributed to an IRA through payroll deduction unless the employee elected to terminate his or her participation.15  

The GAO study assumed an aggregate-participation rate centered around a target-participation rate of 69 percent in 
the year 2035 when the cohort was age 40. A default contribution rate of 3 percent was made to traditional IRAs and 
TDFs were used as the default investment, with a nonstochastic, nominal rate of return of 9.2 percent for stocks and 
5.7 percent for government bonds used. At retirement, workers were assumed to use their entire defined contribution 
and auto-IRA account balance to purchase a single-life, non-inflation-adjusted annuity. Workers were assumed to 
either roll over their account balances or cash them out as a function of the relative size of their account balances at 
job change.  

Looking only at households that benefited from auto-IRAs, GAO found a median dollar change in annual household 
retirement annuity of $1,046, a 13-percent increase in median annual household-retirement annuity (not counting 
Social Security). When they conducted sensitivity analysis using an aggregate auto-IRA-participation rate of 48 per-
cent, the value was reduced to $1,019. 

GAO’s analysis includes the caveat that they do not model behavioral responses that the introduction of auto-IRAs 
may produce. For example, some individuals may choose to contribute more to their pension plans or may choose to 
start saving in a pension plan or auto-IRA. Also, individuals enrolled in auto-IRAs may decide to increase their 
contributions in the future. 

While these studies provide valuable insights into the likely values that would be accumulated at retirement age as a 
result of the introduction of auto-IRAs, they stop short of analyzing the impact on retirement security in that they 
assume that these values will be annuitized at retirement age. While this may happen for some of the individuals, the 
actual annuitization rates of defined contribution and/or IRA account balances are quite low.16 This Notes article 
analyzes the likely impact of auto-IRAs on retirement security by using EBRI’s Retirement Security Projection Model.® 
This model (explained in more detail below) does not assume that defined contribution and IRA balances are 
annuitized at retirement age but, consistent with commonly observed, current-participant behaviors, assumes that 
these amounts are invested until they are needed during retirement. 
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The next section of the Notes article provides a brief description of the simulation model used in this analysis and 
then explains the generic auto-IRA model that was analyzed. Results are then presented for the impact of auto-IRAs 
on the probability of a “successful” retirement as a function of various opt-out assumptions. This is followed by a 
similar analysis of the reduction in retirement deficits that would likely result from auto-IRAs and their overall impact 
on aggregate deficit figures for households ages 35–64. The final section provides avenues for additional research on 
this topic. 

EBRI’s Retirement Security Projection Model®  
EBRI launched a major project to provide retirement income adequacy measurement in the late 1990s for several 
states concerned whether their residents would have sufficient income when they reached retirement age. After 
conducting studies for Oregon, Kansas, and Massachusetts, EBRI developed a national model in 2003—EBRI’s 
Retirement Security Projection Model® (RSPM)—and in 2010 it was updated to incorporate several significant 
changes, including the impacts of defined benefit (DB) plan freezes, automatic enrollment provisions for 401(k) plans, 
and the crises in the financial and housing markets.17 EBRI has updated RSPM on an annual basis since then for 
changes in financial and real estate market conditions as well as for underlying demographic changes and changes in 
401(k) participant behavior (based on a database of the actual account activity of some 24 million 401(k) 
participants).  

One of the basic objectives of RSPM is to simulate the percentage of the population at risk of not having retirement 
income adequate to cover average expenses and uninsured health care costs (including long-term-care costs) at age 
65 or older throughout retirement in specific income and age groupings. RSPM also provides information on the 
distribution of the likely number of years before those at risk run short of money, as well as the percentage of 
preretirement compensation they would need in terms of additional savings in order to have a 50, 70, or 90 percent 
probability of retirement income adequacy. 

VanDerhei and Copeland (2010) describe how households are tracked through retirement age and how their 
retirement income/wealth is simulated for the following components: 

 Social Security.  

 Defined contribution (DC) balances.  

 Individual retirement account balances. 

 Defined benefit annuities and/or lump-sum distributions. 

 Net housing equity. 

A household is considered to run short of money in this model if aggregate resources in retirement are not sufficient 
to meet average retirement expenditures, defined as a combination of deterministic expenses from the Consumer 
Expenditure Survey (as a function of age and income) and some health insurance and out-of-pocket, health-related 
expenses, plus stochastic expenses from nursing-home and home-health care (at least until the point such expenses 
are covered by Medicaid). This version of the model is constructed to simulate retirement income adequacy, as noted 
above. Alternative versions of the model allow similar analysis for replacement rates, standard-of-living calculations, 
and other ad hoc thresholds. 

The baseline version of the model that has been used for this analysis assumes all workers retire at age 65, that they 
immediately begin drawing benefits from Social Security and defined benefit plans (if any), and, to the extent that the 
sum of their expenses and uninsured medical expenses exceed the projected, after-tax annual income from those 
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sources, immediately begin to withdraw money from their individual accounts (defined contribution and cash balance 
plans, as well as IRAs). If there is sufficient money to pay expenses without tapping into the tax-qualified individual 
accounts, those balances are assumed to be invested in a non-tax-advantaged account where the investment income 
is taxed as ordinary income. Individual accounts are tracked until the point at which they are depleted. At that point, 
any net-housing equity is assumed to be added to retirement savings in the form of a lump-sum distribution (not a 
reverse annuity mortgage (RAM)). If all the retirement savings are exhausted and if the Social Security and defined-
benefit payments are not sufficient to pay expenses, the individual is designated as having run short of money at that 
point. 

One of the primary outputs of RSPM is the production of Retirement Readiness Ratings (RRRs) for various subgroups 
of the population. The RRR is defined as the percentage of simulated life-paths that do not run short of money in 
retirement.  

Specifics of the Auto-IRA Scenario Modeled 
This analysis modeled a generic version of the auto-IRA proposals mentioned above. Specifically it assumed: 

 These arrangements would be subject to statutory IRA contribution limits.  

 Contributions of 3 percent of compensation would be made as though they were traditional IRAs (not Roth 
IRAs); however one of the sensitivity analyses later shows the impact of increasing this to 6 percent of 
compensation.18 

 Opt-out decisions would be made at the time of enrollment in the program. 

 Contribution behavior would not be modified during the time the employee was in the auto-IRA arrangement; 
however, as part of the sensitivity analysis later in this analysis, the fact that an individual had an auto-IRA 
account would increase the probability that they chose to participate in a 401(k) plan with a subsequent 
employer. 

 All employers not offering a retirement plan would be required to offer the auto-IRA (regardless of the number 
of employees and/or the amount of time they were in existence). 

 All employees between the ages of 35–64 would be eligible regardless of length of service.19 

Retirement Readiness Ratings Results 
Figure 1 provides the baseline 2014 Retirement Readiness Ratings for households ages 35–64 with and without long-
term care costs included. When long-term care costs are included, the RRR values remain in a very tight band across 
the age cohorts with a minimum value of 56.5 percent (meaning the percentage who will not run short of funds in 
retirement) and a maximum value of 58.9 percent. When long-term care costs are excluded from the simulation, the 
probability of “success” increases substantially (ranging from a 15.6 percentage-point increase for the oldest cohort to 
22.9 percentage points for the youngest cohort). 

Figure 2 provides the percentage improvement in RRR (with long-term care costs included) by age and employer size 
from introducing automatic IRAs with a contribution of 3 percent of employee compensation and no size exemption 
under a variety of assumptions with respect to opt-out behavior.20 As expected, the RRR improvement is a function of 
age, as the youngest cohorts will have a longer exposure to the auto-IRAs and hence a greater likelihood to provide 
meaningful supplementation to their regular retirement savings than someone on the verge of retirement. For most of 
the age cohorts, the RRR improvement is also a function of the size of the current employer,21 with the largest 
improvement projected among those who work for small employers (defined as employers with fewer than 100 
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employees), and who thus have a larger probability of not being covered by an employer-sponsored plan than the 
medium-sized employers (defined as employers with between 100–499 employees) or large employers (defined as 
those with at least 500 employees) and thus more likely to benefit from the auto-IRA arrangement.  

 
 

Under the most optimistic set of assumptions (when no opt-out behavior is assumed), the youngest employees 
modeled (ages 35–39) who currently work for small employers are simulated to have an 8.4 percent improvement in 
RRR, compared with 5.7 percent for employees in this age cohort who work for medium-size employers and 4.6 per-
cent for those working for large employers. Given that some employees eligible for participation in 401(k) plans with 
automatic enrollment provisions opt out (in many cases from plans with an employer match—an incentive that is not 
part of the auto-IRA proposal), it is quite likely that auto-IRAs would have an opt-out rate at least as high as those 
experienced by 401(k) plans.22 However, until more detailed information is available, 23 sensitivity analysis can be 
provided to show the impact of various opt-out rates on the percentage improvement in RRR values.24  

If one assumes an opt-out rate of 10 percent, the improvement in RRR values for the youngest cohort drops to      
7.7 percent for employees working for small employers, 4.8 percent for those working for medium-size employers, 
and 4.2 percent for those working for large employers. If one assumes an opt-out rate of 25 percent, the 
improvement in RRR values for the youngest cohort drops to 6.5 percent for employees working for small employers, 
3.8 percent for those working for medium-size employers, and 3.4 percent for those working for large employers. 
Assuming a 50 percent opt-out rate reduces these values further, to 4.3 percent (small), 2.6 percent (medium), and 
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2.3 percent (large). If the opt-out rate assumption is increased to 75 percent, the RRR value for the youngest cohort 
increases by only 2.2 percent for those working for small employers, 1.5 percent for those working for medium-size 
employers and 1.1 percent for those working for large employers.  

While an employee contribution of only 3 percent of compensation in any type of a defined contribution plan has 
often been characterized as insufficient (unless accompanied by a generous defined benefit plan), some individuals 
suggest that an employee contribution this low may be a political necessity in hopes of passage of the original 
iteration of an auto-IRA program (as it was in the automatic enrollment safe harbor of the Pension Protection Act of 
2006), but that later versions may increase the amount, perhaps doubling it to a 6-percent employee contribution. 
Figure 3 shows the increase in the percentage improvement in RRR (with long-term care costs included) by age and 
employer size from introducing an auto-IRA with no size exemption if the employee contribution rate is increased 
from 3 percent to 6 percent (assuming no opt out and the same conditions with respect to employer size in 
subsequent jobs as the previous analysis).  

Given the methodology behind simulating the probability of “success” in RSPM, as well as the increased likelihood that 
an employee would reach the maximum statutory limit for IRA contributions, one should not expect a strict linear 
relationship between the increase in the employee contribution rate and the increase in the RRR values. In fact, 
Figure 3 shows that doubling the employee contribution rate (from 3 to 6 percent) for the auto-IRA increases the 
improvement in the RRR values by approximately 81 percent (from an 8.4 percent increase to a 15.2 percent 
increase) for those in the youngest cohort and working for the smallest employers. Similar results are observed for 
employees in this age cohort who work for medium-size employers (from a 5.7 percent increase to a 10.4 percent 
increase in RRR values) and those who work for large employers (from a 4.6 percent increase to an increase of      
8.1 percent).  

Another point sometimes raised with the evaluation of auto-IRAs deals with the potential future contribution behavior 
of employees after they have been covered in an auto-IRA.25 Once the employee has participated in an auto-IRA, they 
would be less likely to opt out of coverage in a 401(k) plan with automatic enrollment provisions from a future 
employer and/or be more likely to choose to participate in a 401(k) plan with voluntary enrollment provisions.26  
Figure 4 shows the impact on the percentage improvement in RRR values (with long-term care costs included) by age 
and employer size if the conditional probability of participating in a defined contribution plan with a future employer is 
increased to 100 percent when the employee has already been in an auto-IRA. This analysis assumes an employee 
contribution of 3 percent with no opt out and 100 percent auto-correlation for employer size (meaning that workers 
are assumed to work for the same size employer throughout their career). Focusing on the youngest age cohort 
again, the increase in RRR values for those working for small employers improves from 8.4 to 9.1 percent under these 
assumptions. Similar levels of increase are observed for employees working for medium-size employers (increases 
shift from 5.7 to 6.3 percent), and those working for large employers (increases shift from 4.6 to 5.6 per-cent).  

While the analysis in Figure 2 shows the expected impact of auto-IRAs on the probability of “success” for all 
households ages 35–64, an output metric that may be considered more relevant by some is the impact on just those 
households who will be covered by at least one auto-IRA. Figure 5 repeats the analysis from Figure 2, assuming no 
opt out, but filters the results to only those households covered by an auto-IRA.27 As expected, the percentage 
improvement in RRR values is larger than the values observed in Figure 2. For example, households ages 35–39 who 
work for small employers and have at least one auto-IRA experience a 9.3 percent increase in RRR, compared with an 
8.4 percent increase when averaged across all households in that category whether they had an auto-IRA or not. 
Similarly, households ages 35–39 who work for medium-sized employers and have at least one auto-IRA experience a 
7.0 percent increase in RRR, compared with a 5.7 percent increase when averaged across all households in that  
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Percentage Improvement in Retirement Readiness Rating 

(With LTC* Costs), by Age and Employer Size From 
Introducing Auto-IRA With No Size Exemption: 

No Opt Out vs. 10, 25, 50, and 75% Opt Out
Assumes 3% of Employee Compensation and 
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Source: EBRI Retirement Security Projection Model,® version 2242. 
Note: Husband's employer size is used to categorize employer size for married households.
* Long-term care.
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Percentage Improvement in Retirement Readiness Rating (With LTC* Costs),

by Age and Employer Size From Introducing Auto-IRA With No Size 
Exemption: 3% vs. 6% of Employee Compensation

Assumes No Opt Out and 100% Auto-Correlation for Employer Size

Source: EBRI Retirement Security Projection Model,® version 2242.
* Long-term care.
Note: Husband's employer size is used to categorize employer size for married households.
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Conditional Probability = 1 9.1% 6.3% 5.6% 6.7% 5.5% 4.2% 5.1% 4.8% 3.9% 3.2% 3.1% 2.9% 2.2% 1.5% 1.8% 1.0% 0.8% 1.1%
Baseline Conditional Probability 8.4% 5.7% 4.6% 6.3% 4.9% 3.8% 4.7% 4.4% 3.5% 2.9% 2.8% 2.6% 2.1% 1.5% 1.7% 0.9% 0.8% 1.1%

0%

1%

2%

3%

4%

5%

6%

7%

8%

9%

10%

Source: EBRI Retirement Security Projection Model,® version 2242. 
Note: Husband's employer size is used to categorize employer size for married households.
* Long-term care.

Figure 4
Percentage Improvement in Retirement Readiness Rating (With LTC* Costs), 

by Age and Employer Size From Introducing Auto-IRA With No Size Exemption: 
Impact of Increasing Conditional Probability of Participation 

in Defined Contribution to 1 if Already in an Auto-IRA
Assumes 3% of Employee Compensation With No Opt Out 

and 100% Auto-Correlation for Employer Size 
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Size
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Small 9.3% 7.0% 5.6% 3.6% 2.7% 1.3%
Medium 7.0% 6.0% 5.9% 4.0% 2.1% 1.2%
Large 6.4% 5.4% 5.2% 4.0% 2.6% 1.6%
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Figure 5
Percentage Improvement in Retirement Readiness Rating (With LTC* Costs),

by Age and Employer Size From Introducing Auto-IRA With No Size Exemption: 
Only Those Households That Have at Least One Auto-IRA

Assumes No Opt Out, 3% of Employee Compensation 
and 100% Auto-Correlation for Employer Size 

Source: EBRI Retirement Security Projection Model,® version 2242.
* Long-term care.
Note: Husband's employer size is used to categorize employer size for married households.
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category whether they had an auto-IRA or not. Households ages 35–39 who work for large employers and have at 
least one auto-IRA experience a 6.4 percent increase in RRR, compared with a 4.6 percent increase when averaged 
across all households in that category whether they had an auto-IRA or not. 

Retirement Savings Shortfalls Results 
While knowing the percentage of households that will be at risk for inadequate retirement income is important for 
public-policy analysis, perhaps equally important is knowing just how much these individuals are likely to run short of 
funds in retirement.  

Figure 6 depicts Retirement Savings Shortfalls (RSS) with long-term care costs included, by age cohort for households 
ages 35–64. The RSS values provide information on average individual retirement income deficits. These numbers are 
present values (in 2014 dollars) at age 65, and represent the additional amount that individuals would have to save 
by age 65 to eliminate their expected deficits in retirement (which, depending on the simulated lifepath, could be a 
relatively short period or could last decades). The additional savings required vary from $36,587 (per individual) for 
those ages 60–64 to $54,120 for those ages 35–39. Even though the present values are defined in constant dollars, 
the RSS values are largest for the youngest cohorts, largely due to the assumption that health care-related costs will 
increase faster than the general inflation rate. 

Figure 7 shows the reduction in average Retirement Savings Shortfalls (with long-term care costs included) by age 
from introducing auto-IRAs, assuming a 3 percent employee contribution and 100 percent auto-correlation for 
employer size. Focusing on the youngest cohort (head-of-household ages 35–39), the reduction in deficits will 
obviously be a function of the opt-out rate assumption, similar to Figure 2. In this case, the average deficit for the 
youngest cohort will be reduced by 10.6 percent if no opt outs are assumed, but the reduction falls to 9.7 percent 
with a 10 percent opt-out assumption and 7.8 percent with a 25 percent opt-out assumption. If the opt out is 
assumed to be 50 percent instead, the average deficit is reduced by 5.2 percent, and at a 75 percent opt-out rate it is 
only 2.7 percent.  

Figure 8 provides a comparison between the average deficit reductions (with long-term care costs included) from an 
auto-IRA with a 3 percent employee contribution with one that uses a 6 percent employee contribution, assuming no 
opt out and a 100 percent auto-correlation for employer size. In this case, the reduction in average deficits for the 
youngest cohort almost doubles to 17.9 percent from the 10.6 percent simulated with a 3 percent contribution.28 

Figure 9 shows the impact on the percentage reduction in RSS values (with long-term care costs included) by age and 
employer size if the conditional probability of participating in a defined contribution plan with a future employer is 
increased to 100 percent if the employee has already been in an auto-IRA. This analysis assumes a 3 percent 
employee contribution with no opt out and 100 percent auto-correlation for employer size. Focusing on the youngest 
age cohort again, the 10.6 percent reduction under the baseline assumptions is increased to 11.6 percent when the 
future contribution behavior of employees is modified in this way after they have been covered in an auto-IRA. 

Figure 10 repeats the analysis from Figure 7 assuming no opt out, but filters the results to only those households 
covered by an auto-IRA.29 As expected, the percentage improvement in RRR values is larger than the values observed 
in Figure 7. Focusing on the youngest age cohort again, the 10.6 percent reduction under the baseline assumptions is 
increased to 11.7 percent when the sample is restricted to households having at least one auto-IRA. 

Aggregate Deficits 
Today, the aggregate national retirement deficit number (taking into account current Social Security retirement 
benefits and the assumption that net housing equity is utilized “as needed”) is estimated to be $4.13 trillion for all 
U.S. households where the age of the head of the household is between 35–64, inclusive (Figure 11).30 Under the  
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Figure 6
2014 Average Retirement Savings Shortfalls,* by Age Cohort

Source: EBRI Retirement Security Projection Model® version 2258.
* The Retirement Savings Shortfalls (RSS) are determined as a present value of retirement deficits at age 65 in 2014 dollars.
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Figure 7
Reduction in Average Retirement Savings Shortfalls, by Age, From
Introducing Auto-IRAs: No Opt Out vs. 10, 25, 50 and 75% OptOut
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100% Auto-Correlation for Employer Size
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Figure 8
Reduction in Average Retirement Savings Shortfalls, by Age, 

From Introducing Auto-IRAs: 3% vs. 6% of Compensation
Assumes No Opt Out and 100% Auto-Correlation for Employer Size

Source: EBRI Retirement Security Projection Model,® version 2258. 
Note: Husband's employer size is used to categorize employer size for married households.
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Figure 9
Reduction in Average Retirement Savings Shortfalls, 

by Age, From Introducing Auto-IRAs: Impact of Increasing 
Conditional Probability of Participation in a Defined Contribution 

Plan to 1 if Already In an Auto-IRA 
Assumes 3% of Employee Compensation 

Source: EBRI Retirement Security Projection Model,® version 2258. 
Note: Husband's employer size is used to categorize employer size for married households.
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scenario in which an auto-IRA is introduced with a 3 percent contribution and no opt out, that projected deficit falls 
6.5 percent to $3.86 trillion.31 If the assumed contribution rate for the auto-IRA is increased to 6 percent and no opt 
out is assumed, the deficit falls 11.9 percent to $3.64 trillion.  

However, these estimates (based on no opt outs) are likely optimistic. When assuming some workers do opt out of an 
auto-IRA (using non-zero opt-out rates), the retirement deficit reductions are muted. For example, at a 10 percent 
(age and income invariant) opt-out rate, the aggregate deficit is reduced 5.9 percent, to $3.89 trillion. At a 25 percent 
opt-out rate, the aggregate deficit is reduced only 4.9 percent, to $3.93 trillion. If an opt-out rate of 50 percent is 
used, the aggregate deficit is reduced 3.1 percent to $4.00 trillion. If an opt-out rate of 75 percent is used, the 
aggregated deficit is reduced only 1.7 percent to $4.06 trillion  

Summary and Future Research 
The purpose of this study was to analyze the potential of a generic auto-IRA proposal to increase the probability of a 
“successful” retirement and decrease retirement deficits. Results were provided for all age groups from ages 35-64, 
but the primary focus was on the youngest cohort (ages 35–39), as they would have the longest period to benefit 
from this change and thus provide a better sample to assess the long-term effects of this proposal.  

Assuming no opt outs, this analysis finds that for households in the youngest cohort working for small employers, the 
introduction of an auto-IRA would increase the Retirement Readiness Ratings by 8.4 percent. This increase in RRR 
was reduced to 5.7 percent for those working for medium-sized employers and 4.6 percent for those working for 
larger employers. Several sensitivity analyses of opt-out rates were included, but even in the worst-case scenario   
(75 percent opt out) there was an increase in RRR, albeit only 2.2 percent for those working for small employers,   
1.5 percent for those working for medium-sized employers and 1.1 percent for those working for large employers. 

If the analysis is limited to those households covered by at least one auto-IRA, the 8.4 percent RRR increase for the 
youngest cohort working for small employers assuming no opt-out increases to 9.3 percent. If the conditional 
probability of participating in a defined contribution plan after being in an auto-IRA is assumed to increase to 1, the 
8.4 percent RRR increase for this group rises to 9.1 percent. If the employee contribution rate is doubled to 6 per-
cent, the 8.4 percent RRR increase for this group nearly doubles, to 15.2 percent. 

Changing the focus from an increase in the probability of a successful retirement to a decrease in the average 
retirement deficit, a 10.6 percent reduction in the aggregate Retirement Savings Shortfalls for those ages 35–39 is 
found when there is no opt out. However, the RSS decrease drops to 2.7 percent for this group at a 75 percent opt-
out rate. The 10.6 percent RSS reduction is increased to 11.7 percent if the analysis is limited to those households 
covered by at least one auto-IRA and to 11.6 percent if conditional probability of participating in subsequent defined 
contribution plans is increased to 1 after being in an auto-IRA.  

Expanding the focus from just those in the youngest cohort to all families where the head is ages 35–64, the 
aggregate deficit (in 2014 dollars) decreases from $4.13 trillion without auto-IRAs to $3.86 trillion (or a 6.5 per-cent 
decrease) with auto-IRAs and no opt outs. As expected, the reduction in aggregate deficits decrease as the assumed 
opt-out rate increases; at a 75 percent opt-out rate, the aggregate deficit is $4.06 trillion (only a 1.7 percent 
decrease).  

Once the empirical evidence for the opt-out rates in 401(k) plans with automatic enrollment and no employer match 
is determined,32 the current analysis will be modified to include: 

 Impact of Roth IRA contributions.  

 Impact of opting out of target-date funds into other asset allocations. 
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 Impact of auto-IRAs on RRR and RSS by income quartile. 

 Impact of size restrictions (e.g., an auto-IRA proposal that covers only employers with more than 50 
employees). 

 Sensitivity analyses on the potential impact if more employers set up 401(k) plans with matches as a result of 
the auto-IRA experience. 

 The likely impact of auto-IRAs if more individuals voluntarily increase their contribution rate once they start 
saving. 
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Figure 10
Reduction in Average Retirement Savings Shortfalls, 

by Age, From Introducing Auto-IRAs: 
Only Those Households That Have at Least One Auto-IRA

Assumes No Opt Out, 3% of Employee Compensation 
and 100% Auto-Correlation for Employer Size

Source: EBRI Retirement Security Projection Model,® version 2258. 
Note: Husband's employer size is used to categorize employer size for married households.
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2014 Retirement Savings Shortfalls,a by Scenario 
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Source: EBRI Retirement Security Projection Model,® version 2258. 
a Retirement Savings Shortfalls represent the present value (at age 65) of all simulated deficits in retirement for households where the head of household is 35‒64.
b Long-term care.

ebri.org Notes  •  June 2015  •  Vol. 36, No. 6 24



 

ebri.org Notes  •  June 2015  •  Vol. 36, No. 6 25 

 

References 
Aon Hewitt’s 2013 Trends & Experience in DC Plans. http://www.aon.com/attachments/human-capital-

consulting/2013_report_Trends-Experience-DC-Plans_Highlights.pdf 

Barro, Josh. “Illinois Introduces Automatic Retirement Savings Program, a First for the Nation.” New York Times, 
January 5, 2015. 

Butrica, Barbara A., and Richard W. Johnson. “How Much Might Automatic IRAs Improve Retirement Security for Low- 
and Moderate-Wage Workers?” Urban Institute, July 2011. 

Choi, James J., David Laibson, Brigitte C. Madrian, and Andrew Metrick. “Defined Contribution Pensions: Plan Rules, 
Participant Decisions, and the Path of Least Resistance.” NBER Working Paper, no. 8655 (December 2001). 
Cambridge, MA: National Bureau of Economic Research. 

Clark, Jeffrey W., Stephen P. Utkus and Jean A. Young. “Automatic enrollment: The power of the default.” Vanguard 
Research, January 2015. 

Copeland, Craig. “Employment-Based Retirement Plan Participation: Geographic Differences and Trends, 2013.” EBRI 
Issue Brief, no. 405 (Employee Benefit Research Institute, October 2014). 

Dufflo, Esther, 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.” Quarterly Journal of Economics, 
November 2006. 

Harris, Benjamin H., and Rachel M. Johnson. “Economic Effects of Automatic Enrollment in Individual Retirement 
Accounts.” Washington, DC: AARP, 2012.  

Ho, Sally. “Quinn signs small-business retirement plan bill into law.” Chicago Tribune, January 4, 2015. 

Holden, Sarah, and Jack VanDerhei.  “The Influence of Automatic Enrollment, Catch-Up, and IRA Contributions on 
401(k) Accumulations at Retirement,” EBRI Issue Brief no. 283 (Employee Benefit Research Institute, July 2005). 

Holmer, Martin R. “Automatic IRA Reform: How Much Will Retirement Income Go Up?” Policy Simulation Group (PSG), 
October 18, 2012 http://www.polsim.com/auto-ira-reform.pdf  

Iwry, J. Mark, and David C. John. 2007. “Pursuing Universal Retirement Security through Automatic IRAs.” Retirement 
Security Project Paper 2007‒2. Washington, DC: Brookings Institution. 

John, David C. “Pursuing Universal Retirement Security Through Automatic IRAs and Account Simplification.” 
Testimony before The Committee on Ways and Means United States House of Representatives. April 17, 2012. 

Koenig, Gary. “The Case for Automatic Enrollment in Individual Retirement Accounts,” AARP In Brief 197, February, 
2012. 

The White House. “FACT SHEET: A Simpler, Fairer Tax Code That Responsibly Invests in Middle Class Families.” 
January 17, 2015. 

United States Government Accountability Office. “Automatic IRAs: Lower-Earning Households Could Realize Increases 
in Retirement Income.” August 2013. 



 

ebri.org Notes  •  June 2015  •  Vol. 36, No. 6 26 

 

VanDerhei, Jack. “Retirement Savings Shortfalls: Evidence from EBRI’s Retirement Security Projection Model.®” EBRI 
Issue Brief, no. 410 (Employee Benefit Research Institute, February 2015). 

           . “What Causes EBRI Retirement Readiness RatingsTM to Vary: Results from the 2014 Retirement Security 
Projection Model.®” EBRI Issue Brief, no. 396 (Employee Benefit Research Institute, February 2014). 

           . “Reality Checks: A Comparative Analysis of Future Benefits from Private-Sector, Voluntary-Enrollment 401(k) 
Plans vs. Stylized, Final-Average-Pay Defined Benefit and Cash Balance Plans.” EBRI Issue Brief, no. 387 
(Employee Benefit Research Institute, June 2013a).  

           . “What a Sustained Low-yield Rate Environment Means for Retirement Income Adequacy: Results From the 
2013 EBRI Retirement Security Projection Model.®” EBRI Notes, no. 6 (Employee Benefit Research Institute, June 
2013b): 2–12.  

           . “Retirement Income Adequacy for Boomers and Gen Xers: Evidence from the 2012 EBRI Retirement Security 
Projection Model.®” EBRI Notes, no. 5 (Employee Benefit Research Institute, May 2012): 2–14.  

           . “The Importance of Defined Benefit Plans for Retirement Income Adequacy.” EBRI Notes, no. 8 (Employee 
Benefit Research Institute, August 2011): 7–20.  

           . “A Post-Crisis Assessment of Retirement Income Adequacy for Baby Boomers and Gen Xers.” EBRI Issue 
Brief, no. 354 (Employee Benefit Research Institute, February 2011).  

           . Testimony. U.S. Congress. Senate Health, Education, Labor and Pensions Committee. “The Wobbly Stool: 
Retirement (In)security in America” (T-166), 7 October 2010.  

VanDerhei, Jack, and Craig Copeland. “The Impact of Deferring Retirement Age on Retirement Income Adequacy.” 
EBRI Issue Brief, no. 358 (Employee Benefit Research Institute, June 2011).  

           . “The EBRI Retirement Readiness Rating:TM Retirement Income Preparation and Future Prospects.” EBRI 
Issue Brief, no. 344 (Employee Benefit Research Institute, July 2010).  

           . “The Impact of PPA on Retirement Savings for 401(k) Participants.” EBRI Issue Brief, no. 318 (Employee 
Benefit Research Institute, June 2008).  

  



 

ebri.org Notes  •  June 2015  •  Vol. 36, No. 6 27 

 

Endnotes 
1 See VanDerhei (February 2014) showing the positive impact of future years of eligibility (regardless of whether the 
employee chooses to participate) in a defined contribution plan on the 2014 RRR values for Gen Xers by preretirement wage 
quartile. For those in the lowest-income quartile with no future years of eligibility in a defined contribution plan, the 
Retirement Readiness Rating value (in essence the probability of a “successful” retirement) is only 17.2 percent, indicating 
that more than 8 in 10 of this cohort are projected to run short of money in retirement. This value increases almost 10 
percentage points to 27.1 percent for those in the lowest-income quartile with one to nine future years of eligibility in a 
defined contribution plan. The RRR value increases to 35.6 percent for those in this category with 10–19 future years of 
eligibility in a defined contribution plan, and reaches a maximum value of 35.9 percent for those with 20 or more future 
years of eligibility in a defined contribution plan. See VanDerhei (2011) for evidence of the tremendous importance of 
defined benefit plans in achieving retirement income adequacy for Baby Boomers and Gen Xers. Overall, the presence of a 
defined benefit accrual at age 65 increases the Retirement Readiness Ratings by 11.6 percentage points. The defined benefit 
plan advantage is particularly valuable for the lowest-income quartile but also has a strong impact on the middle class. 

2 See Copeland (2014) for details.  

3 The term “sponsorship rate” is defined as the percentage of workers in the specified work force who worked for an 
employer or union that sponsored a plan in a given year for any of its employees, though not necessarily for the worker in 
question. 

4 The current, maximum, annual contribution to a traditional or Roth IRA is $5,500 for those under age 50 at the end of 
2015. Those age 50 or older in 2015 can make an additional $1,000 “catch-up” contribution, for a combined annual limit of 
$6,500. The 2015 Sec. 402(g) limit for 401(k) plans is $18,000, while the Sec. 415(c) dollar limit is $53,000. The catch-up 
contribution limit for employees ages 50 and over who participate in 401(k) plans is $6,000 in 2015. 

5 Holden and VanDerhei (2005). 

6 Choi, et al (2001). 

7 Iwry and John (2007). 

8 For an excellent description of the auto-IRA concept and the proposed administration of this program, see John (2012).  

9 The White House (2015). 

10 Automatic IRA Act of 2015 (S. 245, H.R. 506), Whitehouse (D-RI) and Neal (D-MA). This bill would also allow employers 
that do not have more than 100 employees a tax credit for costs associated with establishing an automatic-IRA arrangement 
and increase the dollar limitation on the tax credit for small-employer pension plan startup costs. 

11 Ho (2015) and Barro (2015). Note, however, that under Sec. 95 of the Illinois Secure Choice Savings Program Act, the 
Board may not implement the program if the IRA arrangements offered under the program fail to qualify for the favorable 
federal income tax treatment ordinarily accorded to IRAs under the Internal Revenue Code or if it is determined that the 
program is an employee benefit plan and state or employer liability is established under the federal Employee Retirement 
Income Security Act. 

12 Harris and Johnson (2012) analyzed the auto-IRA and found that, under the intermediate-cost scenario, it would boost 
new contributions to retirement saving accounts by $26.9 billion in 2015. 

13 See Holmer (page 14) for a discussion of the low-enrollment assumptions in light of the results from a field experiment 
conducted by Dufflo, et al (2006). 
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14 PENSIM is a dynamic microsimulation model developed by the Policy Simulation Group for analysis of the retirement 
income implications of government policies affecting employer-sponsored pensions, employer offerings of pensions, and 
employee behavior with respect to pensions. 

15 Employers that do not have more than 10 employees who received at least $5,000 of compensation from the employer in 
the preceding calendar year and employers that were not in existence at all times during the calendar year and the 
preceding calendar year would be exempt. Employers would be permitted to exclude certain employees, including those 
under the age of 18 and employees who have not completed at least three months of service with the employer. 

16 For example, see Aon Hewitt (2013) showing that in 2013, 17 percent of the plans surveyed offered an annuity option 
while an average of 9 percent of participants chose that option.  

17 A brief chronology of RSPM is provided in Appendix A of VanDerhei (February 2015). See VanDerhei (February 2011) for 
additional detail on the impact of the 2008–2009 crises in the financial and real estate markets on retirement income 
adequacy. 

18 This was primarily done to be in conformance with the assumptions in the GAO study. This assumption will be relaxed in 
future research. 

19 Note that EBRI’s Retirement Security Projection Model® does not include projections for households whose head is 
younger than 35 due to the increasing uncertainty of determining age/wage profiles. 

20 Under the current simulation modeling, all auto-IRA investments are assumed to be in target-date funds. This assumption 
will be relaxed and replaced with actual empirical estimates after the research mentioned in endnote 23 is completed. 

21 In the current version of the model, a 100 percent auto-correlation is assumed with respect to size of the employer (e.g., 
an employee working for a small employer is likely to change jobs but will continue to work for small employers) and that 
the husband’s employer size is used to categorize married households. 

22 According to Vanguard data, employees hired under automatic enrollment in 2010, 2011 or 2012 have an aggregate opt-
out rate of 9 percent as of June 30, 2013; however the value increases to 13 percent for those with incomes under $30,000. 
For plans with no employer match, the aggregate opt-out rate increases to 10 percent and to 21 percent for those with 
incomes less than $30,000 (Clark, Utkus and Young, 2015). 

23 EBRI is currently analyzing a number of 401(k) plans with automatic enrollment but without employer matches in an 
attempt to determine the employee behavior that would most likely result from this type of proposal. Although this analysis 
is still preliminary, it would appear that the opt-out rate as well as the employee contribution rate over time will depend on 
the employee’s level of compensation. 

24 The opt-out rates used in the current sensitivity analysis are assumed to be income invariant and take place immediately 
at the time the employee is placed in the auto-IRA. Both of these restrictions will be relaxed and replaced with opt-out rates 
that change with tenure as well as income levels once the data analysis mentioned in endnote 23 is completed. 

25 Butrica and Johnson (2011) make a similar point with respect to improving financial literacy. 

26 VanDerhei and Copeland (2008) modeled a similar procedure to compute eligibility probabilities conditional upon the 
eligibility status on the previous job. 

27 Since the opt-out rate is assumed to be zero in this scenario, eligibility and participation are equivalent. 

28 When the simulation is modified based on behavior observed in 401(k) plans with automatic enrollment but no employer 
matches described in endnote 23, it is expected that the larger contribution would result in a larger opt-out rate, which 
would decrease the reduction in average deficits simulated from a 6 percent employee contribution. 
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29 Since the opt-out rate is assumed to be zero in this scenario, eligibility and participation are equivalent. 

30 This number is somewhat smaller than the $4.3 trillion reported in VanDerhei (May 2012); however the 2012 number was 
generated prior to the time the stochastic rate of return assumptions for RSPM were reset in 2013 (see VanDerhei June 
2013a for more detail). Both the 2012 and 2014 aggregate deficits are smaller than the $4.6 trillion reported in VanDerhei 
(October 2010); however, the baseline assumptions used in the 2010 analysis did not provide for the utilization of net 
housing equity to ensure retirement income adequacy. When the 2012 analysis is repeated with the same assumptions as 
used in 2010, the aggregate deficit actually increases to $4.8 trillion. 

31 This is approximately the same magnitude of change expected under the scenario in which pro-rata reductions to Social 
Security retirement benefits are assumed to begin in 2033. In that case, the aggregate deficit increases by 6 percent to 
$4.38 trillion (VanDerhei, February 2015). 

32 See the description in endnote 23. 
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