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RETIREMENT SECURITY:
BUILDING A BETTER FUTURE

Thursday, May 13, 2021

U.S. SENATE,
COMMITTEE ON HEALTH, EDUCATION, LABOR, AND PENSIONS,
Washington, DC.

The Committee met, pursuant to notice, at 10:05 a.m., in room
106, Dirksen Senate Office Building, Hon. Patty Murray, Chair of
the Committee, presiding.

Present: Senators Murray [presiding], Casey, Murphy, Kaine,
Hassan, Smith, Rosen, Burr, Braun, Marshall, Scott, Tuberville,
and Moran.

OPENING STATEMENT OF SENATOR MURRAY

The CHAIR. Good morning. The Senate Health, Education, Labor,
and Pensions Committee will please come to order.

Today, we are having a hearing on retirement security, and this
is the first this Committee has had since 2013. So, I want to thank
Ranking Member Burr for working with me to hold this bipartisan
hearing. Senator Burr and I will each have an opening statement,
and I will introduce our witnesses. After they give their testimony,
Senators will each have 5 minutes for a round of questions.

Before we begin, as usual, I want to walk through the COVID-
19 safety protocols in place. We are all, again, grateful to our
Clerks and all of our staff who have worked hard to get this set
up and help make sure everyone stays healthy and safe.

We will follow the advice of the Attending Physician and the Ser-
geant at Arms in conducting this hearing. Committee Members are
seated at least 6 feet apart, and some Senators are participating
by videoconference. And while we are unable to have the hearing
fully open to the public or media for in-person attendance, live
video is available on our Committee website at help.senate.gov. And
if you are in need of accommodations, including closed captioning,
you can reach out to the Committee or to the Office of Congres-
sional Accessibility Services.

Even before this pandemic wreaked havoc on our Nation, it was
clear, our economy did not work for a lot of working families, and
too many people in Washington State and across the Country were
struggling just to get by, let alone plan for the future.

Calculations from the World Economic Forum found that the gap
between what our Country is saving for retirement and what peo-
ple will need was $28 trillion in 2015 and would be $137 trillion
by 2050.
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In 2016, over half a million full-time workers in Washington
State worked for an employer that did not offer a retirement plan.

Only one in three workers in our Country is saving enough to re-
tire comfortably, with the average worker on track to have their
standard of living cut by one-fifth in retirement, and the situation
is even worse among women and workers who are paid low income.

It is not just people’s financial futures that have been in jeop-
ardy. In 2018, the Federal Reserve found almost 40 percent of
Americans said they would struggle to come up with $400 in an
emergency. A historic pandemic that causes millions of lost jobs
and millions of people to be forced out of the workforce to care for
their families is exactly the kind of emergency people cannot afford.

That is why we took action in our relief bills, so people could
draw on retirement savings to weather the storm without being pe-
nalized; and to provide direct financial assistance, as well, since
helping people access their retirement can only go so far when one
in four people in our Country do not have retirement savings to
start with, and one-third say they are not on track for retirement.

Even before this crisis, women were more likely than men to face
poverty in retirement, in part due to the wages they lose over the
course of their careers to pay discrimination, lack of quality, afford-
able childcare, and national paid family leave.

Injustices, like investments, compound over time, leaving the av-
erage woman with over 400,000 less in earnings than her male col-
leagues over a 40-year career. That gap is even larger for women
of color, who are estimated to lose around $1 million over the
course of their career due to the wage gap. And, now, after this
pandemic, one-fifth of Americans, one-quarter of women, and over
one-quarter of people of color say they are worse off financially.
Over half of Americans say they are more worried about retirement
than they were a year ago, and nearly half do not think they will
ever be able to retire.

We were facing a retirement crisis before COVID-19, but, as
with so many other things, this pandemic has just poured gasoline
on the fire.

If we are going to rebuild our Country stronger and fairer, we
have to address the reality that, for far too long, the ways we
helped families plan for the future have been stuck in the past;
stuck in a time when women were not half of the workforce; when
student debt was not at a historic high; when healthcare was less
expensive; when more employers offered strong retirement benefits,
like pensions; and when it was unthinkable that cyberattacks could
throw the life savings of millions of people into jeopardy with just
a few keystrokes.

We need to take steps today to protect families’ plans for tomor-
row. We need to make it easier for people to save for an emergency,
enroll in a quality retirement plan, and get the tools and knowl-
edge they need to plan their financial futures.

We need to address longstanding threats to families’ finances,
like the racism, sexism, and ableism that have chipped away at the
economic security of so many people for decades, and new threats,
like cyberattacks, which our retirement system has yet to fully
reckon with.
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A lot has changed for families across the Country over the last
year, to say nothing of the last 8 years since our last retirement
hearing. So, I am incredibly glad we are able to have this hearing
today, and I am looking forward to continuing the conversation we
are having today and working with my colleagues on both sides of
the aisle to address pressing challenges and make long-needed up-
dates to our Nation’s retirement security.

With that, I will turn it over to Ranking Member Senator Burr
for his opening remarks.

OPENING STATEMENT OF SENATOR BURR

Senator BURR. Thank you, Madam Chair, for scheduling this
hearing and highlight the needs for Americans to save more for
their future. I hope this bipartisan hearing is a sign that the Com-
mittee will work collaboratively on retirement legislation in our ju-
risdiction instead of using reconciliation again to move partisan
ideas or more expensive bailouts.

I want to welcome our witnesses. I want to thank you for being
here and for your expertise. And I want to especially welcome Dave
Gray. North Carolina, Madam Chair, is the home of a lot of Fidel-
ity employees, so we look to Fidelity for more than just the advice
they give us today. They are the backbone of employment.

Some Members of the HELP Committee, like myself, serve on
other committees, like Finance and Aging, who have held recent
hearings on retirement matters. The hook into retirement issues
for Labor Committee is ERISA, and the Employee Retirement and
Income Security Act, ERISA, sets standards for retirement and
health plans in private industry to protect individuals in these
plans.

The Tax Committee in Congress handles the Internal Revenue
Code portion.

There is an overlap between Committees that typically gets
worked out very smoothly. That said, as a Member of the HELP
Finance and Aging, I consider my office a one-stop shop on retire-
ment and aging matters. I will personally get engaged in any bi-
partisan retirement matter without worry of jurisdiction, but for
today, we will concentrate on the HELP piece.

Our particular focus today is to find contribution plans, the reli-
able superstar of the retirement world. The question before us is,
what is working well and what is lagging and needs improvements?

The answer to that question is easy at the surface level. The sys-
tem works great. The system does not work great when you do not
or cannot participate. What we need to do is help Americans and
their employers offer, operate, and fund individual retirement
plans.

We also need to make sure that people who have screwed up
nearly every other retirement plan in America do not get their
hands on the freedom and flexibility Americans have in their pri-
vate retirement accounts. Many Americans who look ahead at their
retirement have to look at the newspaper to see what is happening
with Social Security, with their company or union defined benefit
plan, or their catastrophically underfunded state and local pension
plans.
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Not so with defined contribution. Americans in defined contribu-
tion plans pick up a piece of paper and see two things—their name
and their account balance. It is their money, and it is there. It is
not a promise. It is not an accounting notation. It does not require
a bailout. It is their money. It requires time, it requires personal
contributions, maybe an employer match, and some basic financial
knowledge. While investments must be managed well, market fluc-
tuations must be weathered and smart decisions made as you near
retirement. No politician can steal your 401(k) or IRA—at least not
yet.

Congress is good at two things—overreacting and underreacting.
Individual retirement plans have not gotten a lot of attention in
some respects because they work. Individual retirement plans show
that regular folks benefit from the success of corporate America
and, quite frankly, investments.

Despite the anti-business rhetoric we hear from some in Con-
gress and the Administration, it would surprise many that the en-
ergy or pharmaceutical companies that the Biden administration
intends to put out of business are mainly owned by retirement
plans, and that, in fact, is Americans. That is you and me and any-
one else with a retirement account.

This irks some. It does not jibe with their government-centric
philosophy. It does not jibe with their desire to demonize business
when business is owned by Americans’ retirement plans.

Retirement works when Americans control their own money. It
goes wrong when we add middlemen with goals other than putting
real money into a nest egg and growing that.

What happens when people other than you control your retire-
ment? In the American Rescue Plan Act passed by Congress and
signed into law in March, they included a massive bailout for cer-
tain multi-employer pension plans. These are retirement plans ne-
gotiated and promised by private sector employers and unions to
private sector workers. Employers and unions could not afford the
promises they made to workers over the past several decades, so
they gave them $80 billion. That is, they gave them $80 billion of
taxpayer funds to make private agreements work. A bailout, pure
and simple, with no reforms to these plans to make sure that the
promises will be able to be honored in the future.

The Federal Government cannot afford to guarantee every retire-
ment promise made between private companies and their workers,
or between poorly run states and their public unions. We have a
national debt of $28 trillion, and that is just today.

There are numerous mismanaged pension systems that have fail-
ures looming both in the private and public sectors as we sit here.
The latest data in 2018 from the Federal Reserve estimates $4.5
trillion in public plan underfunding. Four point five trillion dollars
in underfunding.

Employees, states, and retirees should not and cannot rely on
government bailouts for the future, so that means Congress needs
to work together to shore up retirement options and to help Ameri-
cans save for their own retirement.

Americans need to start saving more. With fewer Americans hav-
ing access to an employer-sponsored pension plan, old rules of
thumb about how much to save are outdated. The gap between the
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retirement savings Americans have and the savings they need is
already in the trillions and likely to grow.

Not only are many Americans struggling to keep pace with their
savings needs, even more alarming is how many people have no
savings outside of Social Security. The data we have seen says that
over one-quarter of non-retirees have nothing in their retirement
piggy banks, many of whom are already nearing the traditional re-
tirement age.

While the long-term impact of the pandemic and economic
lockdowns remains to be seen, we know that many Americans
needed to tap into their retirement savings to pay more immediate
needs in the past year, draining assets that were intended for re-
tirement.

On the bright side of these discouraging numbers is what we
know that works. AARP says that workers are 15 times more likely
to save for retirement if they have access to a payroll deduction
plan at work. You don’t spend what you don’t see.

We have also seen the success of a defined contribution plan, fea-
tures like automatic enrollment and employer matching, which
show that most workers will not opt out of an employer-sponsored
savings plan if they are already enrolled, and many will set their
payroll deduction to maximize the level they earn on the employer
match.

The question of how to improve the average American’s retire-
ment outlook is not how do we bail out the systems that make up
multi-trillion dollar savings gaps. Instead, it is, how do we help em-
ployers—employees and employers take advantage of the savings
programs that already work.

I look forward to the hearing today. I look forward to the exper-
tise of our panelists, and I thank the Chair for her indulgence.

The CHAIR. Thank you, Senator Burr.

I will now introduce today’s witnesses.

Lori Lucas is the President and CEO of the Employee Benefit Re-
search Institute in Washington, DC.

Thank you, and welcome, and thank you for joining us today.

Next, I would like to introduce Shai Akabas, the Director of Eco-
nomic Policy at the Bipartisan Policy Center in Washington, DC.

Thank you for joining us today.

Next, Deva Kyle serves as counsel to Bredhoff & Kaiser, PLLC
and advises clients on a wide range of issues under retirement and
Internal Revenue code, laws, and regulations.

We are glad to have you here today.

Finally, I would like to introduce Dave Gray. Mr. Gray is the
Head of Workplace Retirement Offerings and Platforms at Fidelity
Investments in Washington, DC.

Thank you for being here today.

Ms. Lucas, we will begin with your opening statement.

STATEMENT OF LORI LUCAS, PRESIDENT AND CEO,
EMPLOYEE BENEFIT RESEARCH INSTITUTE, WASHINGTON, DC

Ms. Lucas. Good morning, and thank you to Chair Murray,
Ranking Member Burr, and Members of the Committee for inviting
me to testify on the important topic of retirement security.
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The events of the past 14 months, including pandemic-related job
loss, increased care giving needs, and heightened stress have,
among other things, highlighted the need for savings and financial
security.

My name is Lori Lucas, and I am the CEO of the Employee Ben-
efit Research Institute. EBRI is a non-partisan, tax-exempt organi-
zation that contributes to sound employee benefit programs and
public policy through independent, objective, fact-based research.

I want to start by thanking the Senate HELP Committee for the
good work they have done in improving the U.S. retirement system
over the years.

To put things in context, I believe that the best way to think of
the U.S. retirement system is pre-and post-2006 Pension Protection
Act. Prior to the PPA, defined contribution plans largely relied on
individual workers to be engaged and to navigate savings and in-
vesting on their own. It was essentially a do-it-yourself system.
However, the average worker is not a professional investor. They
need help.

The PPA recognized this and incentivized employers to automate
their defined contribution plan so that the default is for workers
to be enrolled in the plan, to save at higher levels over time, and
to invest in a diversified portfolio.

Yet, there are areas that the PPA did not fully address, creating
the opportunity today to further improve the system. These include
greater access, reduced plan leakage, and supporting thoughtful,
post-retirement spending.

When it comes to improving access, EBRI research shows that
the probability of successful retirement depends to a great extent
on whether employees are eligible to participate in the defined con-
tribution plan. Using EBRI’s retirement security projection model,
we find that merely having access to an employer-sponsored DC
plan increases the chances that workers will have enough money
to sustain themselves in retirement by 50 percent.

Yet, we find that about four in ten workers are projected to fall
short of what they need in retirement savings, resulting in an ag-
gregate retirement deficit across all U.S. households of $3.68 tril-
lion in today’s dollars.

This deficit is owed in part to the fact that many American work-
ers, mainly those who work for small employers, do not have access
to employer-sponsored retirement plans. Indeed, while 90 percent
of workers at large companies have access, only half of workers at
smaller companies do. Simply put, smaller companies often cannot
afford to offer the existing traditional retirement plans.

The recently passed SECURE Act recognized this and created an
alternative—pooled employer plans. PEPs allow multiple employers
to offer a single plan that is run by an outside administrator, who
also serves as the plan’s fiduciary. The key to PEPs fulfilling their
potential for expanding access, however, is to streamline legal and
compliance needs, namely non-essential reporting, auditing, and
compliance requirements that can cost—that can increase costs,
and thereby reduce employer adoption rates.

Turning to plan leakage, the main culprit here is cash-outs by
employees when they leave their employer. Each year, approxi-
mately 40 percent of terminated participants elect to prematurely
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cash out of their defined contribution plan, and these are mainly
younger workers with small balances. Part of the reason is that
cash-outs are easy. In contrast, under the current rules, rolling
over money into your new employer’s plan can be extremely chal-
lenging.

How cannot cashing out be made easy? One way is through auto
portability. That is where a participant’s account from a former em-
ployer’s retirement plan is automatically combined with their ac-
tive account in the new employer’s plan. This helps keep the assets
in the retirement system and reduces leakage from cash-outs.

EBRI research finds that if we were to completely eliminate
cash-outs, the youngest workers in the lowest income quartile
would have a 35.5 percent increase in balances at retirement. Poli-
cies and support reducing or eliminating cash-outs from workplace
retirement plans can improve outcomes, especially for lower-wage
workers.

I want to conclude with a discussion of financial security in re-
tirement. EBRI spending and retirement survey identifies two
types of retirees who stand in stark contrast to one another. First
are highly indebted retirees, who are a significant and growing
group. They are characterized as predominantly female, divorced,
people of color, with relatively low financial assets and crushing or
unmanageable debt. Their retirement lifestyle is fraught with chal-
lenges, uncertainty, frustration, and the sense that they are barely
hanging on.

Policies that promote financial wellness initiatives, such as budg-
eting, debt management, and financial coaching through the work-
place during the accumulation phase can benefit workers in real
time and also provide skills that can be carried over to retirement
to potentially address the growing issue of debt in older ages.

On the other end of the spectrum, you have long-term, secure re-
tirees, who have many sources of income, and they are often guar-
anteed, such as defined benefit plans or retiree medical coverage.
These retiree lives are comfortable, stable, and secure.

But, unfortunately, this long-term secure cohort is likely to
shrink as defined benefit plans and retiree medical plans become
less prevalent. A possible solution would involve policies that pro-
mote sources of guaranteed income within the workplace, other
than defined benefit plans, such as immediate or deferred income
annuities.

In conclusion, the U.S. retirement system has made a lot of
progress in the past 15 years. However, there is more to do. Taking
lessons from the PPA, solutions that employ automation, that le-
verage the current system without undermining it, and that under-
stand the needs of American workers to improve access, stem leak-
age, and create better retirement spenders.

Thank you for all you have done to improve the retirement sys-
tem over the years. With your support and perseverance, we can
build an even better future for Americans’ retirement security.

[The prepared statement of Ms. Lucas follows:]
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Employee Benefit Research Institute Testimony on Retirement Security: Building a Better Future

EMPLOYEE BENEFIT
RESEARCH INSTITUTE

Retirement Security: Building a Better Future

Good Morning. Thank you to Chair Murray, Ranking Member Burr, and Members of the Committee, for inviting
me to testify on the important topic of Retirement Security. The events of the past 14 months—including
pandemic-related job loss, increased caregiving needs, and heightened stress—have, among other things,
highlighted the need for savings and financial security.

The Employee Benefit Research Institute (EBRI) is a nonpartisan, tax-exempt organization created in 1978 for the
purpose of contributing to sound employee benefit programs and public policy through independent, objective,
fact-based research and education. We believe that retirement, health, and financial wellbeing benefits serve
key functions: These programs support the security and well-being of U.S. warkers, retirees, and their families;
play key roles in many employers’ compensation and talent strategies; and represent significant portions of the
LL.5. economy.

EBRI’s mission is to produce and communicate independent, objective, nonpartisan data, research, and other
information about employee benefits. We serve the public, employers, service providers, workers and their
families, and policymakers.

As the U.S. employee benefit system has evolved, so too has EBRI. We continue to research existing programs,
designs, and practices while also focusing on emerging trends and policies. Accelerating changes and
uncertainties in the benefit system make our work more relevant than ever. We produce timely and relevant
research and analysis. Our work supports employers, policymakers, service providers, and others in developing
innovative solutions and making policy and design decisions.

The State of the Retirement System
| want to start by thanking the Senate HELP Committee for the good work they've done in improving the U.S.
retirement system over the years.

| believe that the best way to think of the U.S. retirement system is pre- and post- 2006 Pension Protection Act
(PPA). Prior to the PPA, the defined contribution part of the retirement system relied on individual workers to be
engaged and navigate their 401{k) plan on their own — and increasingly, as we'll see, the defined contribution
system was the private-sector retirement system. The PPA, however, was heavily based on the recognition from
many years of research on 401(k) participant behavior that workers are not well positioned to save and invest
on their own. The PPA harnessed the concepts of behavioral finance to determine how to adjust the defined
contribution system to allow workers to better succeed in it. But it's now been 15 years since the PPA, and we
can identify areas that still need work: access to the system, leakage from the system, and post-retirement
spending out of the system.

The Role of the Employer
To underscore the importance of the employer in the retirement system, I'll note a statistic from the Retirement
Confidence Survey®, which EBRI produces along with Greenwald Research. This survey provides insights into

1 https://www.ebri.org/docs/default-source/res/2021-res /202 1-res-summary-report.pdfsfursn=bd83a2f_2
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worker and retiree perspectives on financial security going back more than three decades. In the 2021
Retirement Confidence Survey, more than 8in 10 workers said they were satisfied with their workplace
retirement plan overall.

Further, EBRI's Issue Brief “EBRI Retirement Security Projection Model® [RSPM) — Analyzing Policy and Design
Proposals”? shows that the probability of a successful retirement depends to a great extent on whether
employees are eligible to participate in a workplace defined contribution plan. For example, for Gen Xers, the
Retirement Security Projection Model® estimated that those with ne future years of eligibility in a workplace
defined contribution plan have only a 48 percent probability of having enough maney in retirement. In contrast,
those who have 20 or more years of future eligibility in a workplace defined contribution plan (this may include
years in which employees are eligible but choose not to participate) are simulated to have a 72 percent
probability of having sufficient money in retirement. In other words, merely having access to an employer-
sponsored DC plan increases the chance that workers will have enough money to sustain themselves in
retirement by 50 percent.

Impact of Future Years of Eligibility for a Defined Contribution
Plan for Gen Xers on 2014 Retirement Readiness Ratings™

L
TR —
o
o
Persentage of simulated
Ie-paths that
will maf run an
short of monay
in retirement
0w
0%
10 ==
o = = 18, 1 JL10 305 Mg
- awn ) () row ]
‘Sowrce: EBRI Aetrement Secuity Projechon Model Wersion 1505
heae: 100 parcent

of umalated seliremart £xpen s ang pad

About the Retirement Security Projection Model

EBRI's RSPM® simulates retirement income adequacy for all U.S. h holds between the ages of 35 and 64. The
model reflects the real-world behavior of 27 million 401(k) participants as well as 20 million individuals with
individual retirement accounts (IRAs). RSPM® produces three important metrics for evaluating retirement

income adequacy:

. Retirement savings shortfalls give the present value of the simulated retirement deficits at retirement
age (in current dollars).
. Retirement savings surpluses give the present value of simulated retirement surpluses at retirement age

(in current dollars).

* https://www.ebri.org/docs/defaul Jebri-issue-brief/ebri_ib_451_rspm-31may18.pdfsfursn=1a35342f 8
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surpluses give

Access: The Haves and Have-Nots

Nevertheless, in EBRVs /ssue Brief “impact of the COVID-19 Pandemic on Retirement income Adequacy:

Evidence from EBRY's Retirement Security Projection Model,®”* we find that about 4 in 10 workers are projected
to fall short of what they need in retirement savings — resulting in an aggregate retirement deficit across alf U.S.
households ages 35-64 of $3.68 trillion.

That’s because many American workers — mainly those working for small employers — do not have access to
employer-sponsored retirement plans. According to the Bureau of Labor Statistics (BLS), while nearly 90 percent
of workers at companies with 500 or more employees have access to either a defined benefit or defined
contribution plan, just over half (53 percent) of workers at companies with fewer than 100 employees have such
access. This creates a retirement landscape that is divided into the “haves” and “have-nots,” the “haves” being
those workers who are empioyed by large companies offering defined contribution plans and the “have-nots”

? https://www.ebri.org/docs/default-source/ebri-issue-brief/ebri_ib_505_2020crisis-21apr20.pdf?sfvrsn=b3423d2f_4
4 https://www.ebri.org/docs/default-source/ebri-issue-brief/ebri_ib_07-2010_no344_rrr_rspm1.pdf?sfvrsn=38da292f_0
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being those employed by smaller companies that do not offer such plans (I will get into the details of why that is
true later in my testimony).

kere’ Reti Confidence and Fil ial Literacy

The 2021 Retirement Confidence Survey also paints a distinct picture of the importance of the employer when it
comes to workers' retirement confidence. According to the Retirement Confidence Survey, characteristics
associated with retirement confidence include having a workplace retirement plan: 83 percent of confident
workers report that their employer offers an employer-sp 1 defined contribution plan, compared with 69
percent of less confident workers. Six in ten confident workers report expecting a workplace retirement plan
toto be a major source of retirement income, vs. just over a third of less confident workers.

Who are confident workers? They are more likely to be...

DEMOGRAPHICS MAIOR 5O

70% Marded 827 Have saved for refirement INCOME IN R
v &0 o confickent) fv3. 45% lgss confidant ) &0%% From workplﬂ:e
32% Graduate or Professional 74% Cumenfly saving refirement plan

Degree i B4% lass conficent] [vi. 30% bass contidant)

Hie. 7% s Eonicland) 547 No debt problem 39% From personal savings or
75% Employed tull-ime fva. 24% st cantidant investments

[va. 56% b configent] 57% Calculcled how much monay [vs, 20 W3 confident]

33% Expect retirement age will be is needed o live comfortably in 32% From DB plan
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[vi. 35% heris comfichant) 12% got a promotion since
Feb. 1" 2020
577 Household income $100k+ RETIREMENT PLAN v, 5% beris confident)
s 15% bess conficen)
=% Men 83% Employer offers DC plan 547 ability to save for

e 67% less conficent]

notimpacied by
4% Conhibute to DC plan COVID-17
antickent]

ivi BI% bt fvi. 38% bass confident)

fvs. 45% des confident)

41% Have an advisor
[vi. 15% e confickant)

58% Have DB plan £9% parents had or are
(v 27% bens confident] having a good refirement
907 Satistied with o i, 45% b conhdant)
refirem
. 56% b
Al porcanioges sheren tee shaicoly signiicant
The Retirement Confidence Survey also finds that workers who describe th Ives as being confident about

their retirement prospects are characterized as being engaged: 82 percent have saved for retirement, compared
with 45 percent of less confident workers, and 57 percent report having calculated how much money they need
to live comfortable in retirement, compared with 21 percent of less confident workers.

Yet, the Retirement Confidence Survey finds that workers are not as engaged in their own financial security as
they could be. Only half of workers say they have tried to calculate how much money they will need in
retirement—and despite decades of financial literacy efforts by employers, that number is not different than it
was in 1999, The Retirement Confidence Survey also finds a disconnect between retirement confidence and
potential retirement reality: While most workers report being confident they know how much monthly income
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will be needed, half says they have actually estimated how much income they would need each month in
retirement.

To propare lor reliroment. have you (and your spause)..?
Workers n=1,507, Percent Yes

Thought about how you will occupy your fime In
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Though! aboul how mue ¢
fram your refirement savings and invesiments in %
refirameant
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spouse] would kely need to cover heaith 36%
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The Retirement Confidence Survey also finds that many people struggle with how to find trusted sources of
financial help. Four in ten workers and 2 in 10 retirees say they don’t know who to go to for financial and
retirement planning advice. This might even be more true for minorities. Black and Hispanic workers and
retirees are more likely to say they do not know who to go to for good financial advice than their white
counterparts. *

Percentage Who Feel They Do Not Know Who to Go For
Good Financial Advice, by Race/Ethnicity and Income

To what extent do you agree or disagree with the following 7
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% Although the numbers were not statistically significantly different than for white respondents.
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Many turn to non-professional sources, like family and friends (35 percent of workers and 22 percent of retirees)
or go online to do their own research (35 percent of workers and 25 percent of retirees). Turning to the
employer or work for information on retirement planning is relatively less comman: just over 1in 5 workers
report this as a source of information, even though 73 percent say they are satisfied with the education
materials they receive on their workplace retirement savings plan.

Which of the lsllowing pecple of groups do you use as a source of Informalion for retirement planning?
2021 Workers n=1,507

Ap

sonal probes i finoncial

That provide
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The Success of Auto Features

As | started out noting, a major step forward for workplace defined contribution plans came with the 2006
Pension Protection Act, which created safe harbors for auto features such as automatic enrollment, contribution
escalation, and target-date funds. Behavioral finance research has demonstrated that by harnessing people’s
natural tendencies toward inertia, mental accounting, cognitive dissonance, etc., it is possible to improve
outcomes. This is the case with auto features. Automatic enrollment essentially changes the equation so that
waorkers don't have to proactively choose to join the workplace defined contribution plan but instead are
automatically placed in their savings plan and must opt out if they do not wish to save. Research has shown that
most people — regardless of age, gender, race, income — tend to remain in the defined contribution plan when
automatically enrolled.® Similarly, research has shown that by automatically increasing employee contributions
to the defined contribution plan over time (e.g., by 1 percent of pay per year), it is possible to transform poor
savers into robust savers.” Finally, making professionally managed diversified portfolios such as target-date
funds the default i t t vehicle in defined contribution plans results in more appropriate risk-taking by
plan participants.®

* https://www.nber.org/papers/w7682

7 https://www.jstor.org/stable/10.1086/380085 7seq=1

# A Deeper Look at Asset Allocation: Plan Structure and Demography the Key to Effective Plan Design, Public Retirement
Research Lab Report.
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Today, 7 in 10 defined ¢ ibution plans offer ic 1 , and 76 percent offer automatic
contribution escalation.” More than three-quarters of 401(k) plans, covering more than three-quarters of 401(k)
plan participants, included target-date funds in their investment lineup. Just over one-quarter of the assets in
the EBRI/ICI 401(k) database were invested in target-date funds, and more than half of 401(k) participants in the
database held target-date funds.*”

The increasing robustness of defined contribution plans has created an environment that has both positive and
negative aspects. On the one hand, defined contribution plans are increasingly being a venue for offering
financial wellness initiatives (more on that later). On the other hand, defined contribution plans are becoming
ripe for being viewed as de facto emergency savings vehicles.

Emergency Savings and DC Plans

Going back to the Retirement Confidence Survey, just over 4 in 10 low-income (earning less than $35,000 per
year) individuals who are either working or retired say they feel they have enough savings to handle an
emergency or sudden large expense. And, while two-thirds of middle-income ($35,000 to $75,000 in household
income annually) individuals report that they can handle an emergency expense, only 44 percent of such Black
Americans report this.

Percentage Who Agree They Have Enough Savings fo Handle an
Emergency Expense, by Race/Ethnicity and Income
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The Retirement Confidence Survey finds that while 21 percent of those who had saved for retirement say they
have ever taken a loan from their retirement savings plan and 14 percent say they had taken a hardship
distribution, that rose to 28 percent of Black workers and 34 percent of Hispanic workers taking a loan, and 29
percent of Black workers and 22 percent of Hispanic workers taking hardship distributions from their defined

#2020 Callan DC Trends Survey
9 htps://www.ebrl.org/docs/default-source/ebri-issue-brief/ebri_ib_526_401kxsec.4mar21.pdf?sfvrsn=80823a2f 6
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contribution plan. The top three reasons that Black workers took a loan from their workplace retirement plan
was to make ends meet, followed by buying a home, car, or other large purchase, and paying off credit card bills
or credit card debt. For Hispanic workers, the top three reasons were to buy a home, car, or other large
purchase; to pay off credit card bills or credit card debt; or to cover medical expenses.

Percentage of Those Who Saved for Retirement Who Took a Loan or
an Early Withdrawal, by Race/Ethnicity

Thinking about your workplace refirement savings plan(s), have you ever..?
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The extent to which defined contribution plans become de facto emergency savings vehicles will ultimately have
a profound impact on workers’ retirement security. EBRI's fssue Brief “CARES Act: Implications for Retirement
Security of American Workers"™* quantifies the potential impact on the future retirement security of American
workers when legislation, such as the CARES Act, permits use of defined contribution plans as emergency
savings vehicles.

In this analysis, EBRI again used its proprietary Retij Security Projection Model® to evaluate a scenario in
which employees take the full coronavirus-related distribution under the CARES Act — which is up to $100,000,
with a three-year payback. In this scenario, the overall median reduction in retirement balances as a multiple of
pay at age 65 for those employees is estimated to be 2.3 percent. However, should these employees take the
full coronavirus-related distribution up to $100,000 with no payback (they fail to restore the $100,000 to their
plan balances), the overall median reduction in their retirement balances as a multiple of pay at age 65 is
projected to be 20 percent.

The truly catastrophic scenario, however, is when workers are provided CARES-Act-like access to withdrawals
from their defined contribution plan time and again during their life as various crises occur. In this scenario,

U https:/fwww.ebri.org/docs/default-source/ebri-issue-brief/ebri_ib_509_cares-30jul20.pdf?sfursn=1ac63d2f_6
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assuming such access every 10 years, the overall median reduction in retirement balances as a multiple of pay at

age 65 for such workers would be 54 percent.

Fortunately, a PSCA survey of plan sponsors on CARES Act provisions found that most defined contribution plan
sponsors saw limited use of coronavirus-related distributions. Stili, those who are encouraged to — or have no
choice but to — use their defined contribution plan as an emergency savings vehicle are clearly likely to have an
impaired retirement nest egg.

Some Solutions

Expanding Access ta Warkplace Savings Pians

Going back to the “haves” and “have nots” when it comes to workplace retirement plan access, in a survey of
small businesses with and without retirement plans conducted by the Main Street Alliance/American
Sustainable Business Council, 64 percent of respondents cited cost as the largest barrier to offering a retirement
savings plan. Another survey, by the Small Business Majority in ilinois, found that of the 70 percent of small
businesses that do not offer plans, 27 percent cited a lack of administrative capacity and 14 percent cited cost as
the reason for doing so.” Simply put, smaller companies often cannot afford to offer traditionai DC plans or may
lack the capacity to administer them.

The recently passed SECURE Act recognized this and created an alternative: Pooled Employer Plans, or PEPs.
PEPs build off of the Multiple Employer Plan {MEP} framework that allows different employers to offer a single
401(k). In this way PEPs combine contributions from many workplaces into a single pool, even as participants
continue to have individual accounts as they do in traditional employer-sponsored defined contribution plans.
This potentially allows small employers to have reduced costs, administrative burden and fiduciary duties—ali of
which could make it far easier for them to offer such plans to their employees. -

EBRI examined the impact of widening access through MEPs in its /ssue Brief “How Much More Secure Does the
SECURE Act Make American Workers: Evidence From EBRI's Retirement Security Projection Model.®”* We
based our findings on several industry studies that reported adoption of MEPS by employers ranging from 7.3
percent in one study to as high as 66 percent in another. Atthe median, one study found that between 31 and
33 percent of employers with fewer than 500 employees were likely to adopt MEPs if such plans were made
widely available.

Focusing on this middle-case scenario of approximately one-third of small employers adopting MEPs, EBRI’s
Retirement Security Projection Model® estimates an 8.1 percent decrease in retirement savings shortfails — or
the amount of money that people will run short during retirement — for workers currently ages 34-39
employed by a small company (an employer with fewer than 100 employees). Clearly, if adoption were higher,
50 would be the impact on retirement savings shortfails.

However, the key to PEPs fulfilling their potential for expanding access to smaller employers not currently
sponsoring a retirement plan is to streamline legal and compliance requirements—namely, nonessential
reporting / audit / and compliance requirements may increase costs and thereby reduce employer adoption
rates, plainly defeating the objectives for expanding PEPs. So, in short, PEPs may be viewed by smaller employers
as a viable and more practical alternative to the current workplace retirement system, and can improve

12 How States Are Working to Address the Retirement Savings Challenge An analysis of state-sponsored initiatives to help
private sector workers save. Pew report. June 1, 2016
 https://www.ebri.org/docs/default-source/ebri-issue-brief/ebri_ib_501_secure-20feb20.pdf?sfvrsn=db6f3d2f 4
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retirement outcomes for their employees—but only if we can reduce costs and administrative burdens for these
employers.

Reducing Plan Leakage

Turning to workplace retirement plan leakage, the main culprit here is cash outs by employees when they leave
their employer—which they may do 5 times between ages 25 and 34, if Bureau of Labor Statistics data is any
guide.* Each year approximately 40 percent of terminated participants elect to prematurely cash out of their
defined contribution plan—and these are mainly younger workers with small balances. And the cost is high. In
its fssue Brief “The Impact of Auto Portability on Preserving Retirement Savings Currently Lost to 401(k) Cash out
Leakage,”** EBRI estimated that in 2015 alone, $92.4 billion was lost due to leakages from cash outs,
representing a serious problem that affects the potential of 401(k) plans to produce adequate income
replacement in retirement.

i,hércehfw}ié S 4
 surpassed $10,000. Under current rules
_employer when employees terminate;
 harbor IRA by erﬁployeré upol wo}kei-‘ terminatio

Part of the reasons cash outs are so high is that a cash out is often the easiest way for a terminated participant
to move money out of their employer’s plan. In contrast, under current rules, rolling over money into your new
employer’s plan can be extremely challenging. When workers in their twenties and thirties continually cash out
their retirement plan balances each time they switch jobs—when it comes to retirement security—they are
undoing all the good that’s come of being automatically enroiled in their retirement pian in the first place.

Considering auto portability as a stand-alone policy initiative, EBR! estimates the value of additional
accumulations over 40 years (in current dollars) resuiting from “partial” and “full” auto portability. Partial auto
portability is when participant balances of less than $5,000, adjusted for inflation, are automaticatly rolled into
the new employer plan, eliminating cash outs. Full auto portability is when all participant balances are
automatically rolied into the new empioyer plan. Under partial auto portability, the estimated value of
additional accumulations {because of elimination of cash outs) is estimated to be $1,509 billion in current dollars
over 40 years. Under full auto portability, the value is estimated to be $1,987 billion. Focusing on workers in the
lowest income quartile who are currently 25-34 — in other words, workers who are most likely to cash out, and

4 https://www.bis.gov/news.release/pdf/nisoy.pdf
15 https://www.ebri.org/docs/default-source/ebri-issue-brief/ebri_ib_489_autoport-15aug19.pdf?sfvrsn=80723c2f_6
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whose cash outs are most damaging because they forfeit an entire career’s worth of investment gains on the
cash outs — the Retirement Security Projection Model® estimates an increase in balances for those workers of
24.6 percent at retirement under partial auto portability.

in Aggregate B at Age 65 as a Result of Implementing Partial Auto Portability,
by Age and Age-Specific Income Quartile
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Under the full auto portability scenario, where the benefits of auto portability would potentially accrue to
anyone at job change (not just those with balances under the $5,000 indexed threshold), those currently 25-34
in the lowest income quartile are projected to experience a 35.5 percent increase in balances at retirement.

In short, policies that support solutions that reduce or eliminate cash outs from workplace retirement plans can
improve outcomes, especially for lower-wage workers who are more likely to cash out their smaller balances as
they chonge jobs.

It is worth noting that participants whose balances are forced out of their defined contribution plan into an IRA
currently are subject to a Department of Labor safe harbor that includes a requirement that the forced-out
balances must be invested in a capital preservation vehicle with reasonable expenses. The EBRI Issue Brief
“Comparing Asset Allocation Before and After a Rollover From 401(k) Plans to Individual Retirement Accounts”®
finds that 76 percent of IRA balances less than $5,000 reside in money funds. This compares to 25 percent of
balances greater than $5,000 in money funds. Further, the majority (52.9 percent) of traditional IRAs with
balances between $1,000 and $5,000 are held by workers ages 25-44. This is not a demographic that financial

pl s generally rec d hold high allocations of money funds. For workers ages 25-29, 76.3 percent had
all of their IRA balances of 51,000 to $5,000 in money assets even though the accounts were established at least
Seven years prior.

Keep in mind that at the same time that 401(k) plan assets that are forced out into IRAs are required to be
invested in capital preservation funds, automatic enrollment safe harbors within 401(k) plans require that assets
be invested in diversified investments such as target-date funds. Also, state IRA programs such as the Illinois

1 https://www.ebrl.org/docs/default-source/ebri-issue-brief/ebri_ib_495_; llocation-7nov19.pdf?sf 85cc3c2f 4
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Secure Choice Savings Program have successfully implemented defauit investment options that initiaily place
worker savings into capital preservation vehicles, and then after a period of 90 days, if no action by the worker
has been taken (such as withdrawing the money or moving it to another fund), the assets are automatically
transferred to an age-appropriate target-date fund.

Because of the strong evidence that inertia prevents people from moving their assets out of capital preservation
funds — even if that money sits in the funds for many years and the individual has a very long time horizon — a
policy that changes the forced-out safe harbor default so that money remaining in capital preservation funds
after 90 days is transferred to an age-appropriate target-date fund, similar to what state programs like illfinois
Secure Choice have in place, could result in a better alignment of individuals’ asset allocation within their rollover
IRA and their time horizon.

Finally, in the area of leakage, 'd like to address the emergency savings issue | outlined above. One way that the
existing employer-based defined contribution system is increasingly being leveraged is to facilitate overail
employee financial weliness. The 2020 EBR! Financial Wellbeing Employer Survey: COVID-19 Driving Benefit
Offerings and Potentially Forcing Tough Budget Decisions®’ is a survey of larger employers that identifies the
types of financial wellbeing initiatives that they are offering or exploring.

Not surprisingly, in 2020, emergency savings help was top of mind for many survey respondents. The most
common emergency fund program employers reported offering was withdrawais from after-tax retirement
funds (44 percent), while paid-time-off donations or leave sharing {38 percent) was the second most likely
currently offered feature. The least likely emergency fund or employee hardship assistance programs to be
offered were the relatively new sidecar or rainy day accounts {13 percent) and emergency savings vehicles via
payroll deduction {20 percent). in other words, emergency savings vehicles most commonly come in the form of
already-available money/funds. However, emergency savings vehicle via payroli deduction was the emergency
savings vehicle that employers were most likely to plan to offer to their employees in the next one to two years
{31 percent). Sidecar or rainy day accounts — which may be attached to or offered through the existing defined
contribution plan — were cited by 26 percent of employers as something that they planned to offer in the next
one to two years. In other words, employers are considering ways of leveraging the existing infrastructure of
payroll deduction or defined contribution plans in order to help workers with emergency savings going forward.

37 https://www.ebri.org/docs/default-source/ebri-issue-brief/ebri_ib_515_fwes2020-220ct20.pdf?sfvrsn=34693a2f 8
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Given employers’ interest in facilitating emergency sovings, policies that promote adoption of such solutions,
including those through the defined contribution plan structure, could lead to wider availability of these offerings
by employers — which could also take pressure off core defined contribution assets to serve as de facto
emergency savings during times of crisis.
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Spending in Retirement

| want to conclude with a discussion of financial security in retirement. This is an increasingly important area of
focus for the retirement industry, plan sponsors, and policymakers as more individuals enter retirement. EBRI's
Fast Fact “A Tale of Three Retirement Lifestyles”™ notes that in the third quarter of 2020, about 28.6 million
Baby Boomers — those born between 1946 and 1964 — reported that they were out of the labor force due to
retirement. Yet not enough is understood about how retirees spend their money and, just as importantly, why
they spend the way they do. Further, recent research by EBRI has found a great deal of heterogeneity when it
comes to retirement lifestyles, with some very specific driving forces behind financially comfortable vs.
struggling retirees.

Examining the spending habits and situations of 2,000 individuals ages 62 to 75 at and during retirement in
EBRI's Spending in Retirement Survey™ identifies two types of retirees that stand in stark contrast to one
another: highly indebted retirees who described their debt as unmanageable or even crushing, and long-term
secure retirees, or those retirees who reported they had long-term care insurance.

Focusing on highly indebted retirees, we note that 1 in 10 (10.3 percent) of the respondents to the Spending in
Retirement Survey reported that their debt was either unmanageable or crushing. These highly indebted

* https://www.ebri.org/docs/default-source/fast-facts/ff-386 dinginreti -Amar21.pdf?sfrsn=d9823a2f_6

= https://www.ebri.org/publications/research- publi fissue-briefs/ Jwhy-do-people-spend-the-way-they-d
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retirees were characterized as predominantly female, divorced, people of color, and in poor health, with
relatively low household financial assets. Indeed, one-fifth had no financial assets, compared with 6 percent of
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typical retirees. The retirement lifestyle they portray is fraught with challenges, uncertainty, frustration, and the
sense that they are barely hanging on.

Unfortunately, this struggling retiree cohort is likely to grow. Based on data from the Federal Reserve’s Survey of
Consumer Finances (SCF), EBRI's [ssue Brief “Who Is Most Vulnerable to the Ticking Debt Time Bomb in
Retirement: Families with the Oldest, Black/African American, and Hispanic Family Heads"*" found the share of
American families with heads ages 55 or older with debt increased continuously from 1998 through 2019. The
2019 level of 68.4 percent was nearly 15 percentage points higher than the 1992 level of 53.8 percent and 5.4
percentage points higher than in 2007, This increase in the incidence of debt has been driven in recent years by
the families with heads ages 75 or older. For this age cohort, the share having debt increased from 41.3 percent
in 2013 to the 51.4 percent in 2019.

© https://www.ebrl.org/docs/default o/ ebri-issue-brief/ebri_ib_521_debt-17dec20.pdf?sfursn=ebd03a2i_6
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Percentage of Families With Heads Ages 55 or Older With Debt,
by Age of Family Head, 1992-2019
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Further, the incidence of credit card debt increased for families with heads ages both 55-64 and 75 or older in
2019, and each age group of family heads experienced an upturn in the median credit card debt held in 2019. In
fact, families with heads ages 75 or older had significant growth in both median housing and median credit card
debt in 2019.

Families with Black/African American or Hispanic heads had much higher debt-to-asset ratios than families with
white, non-Hispanic heads. Further, the debt of the families with minority heads is more likely the resuit of
consumer debt, not housing debt. This is troubling because while families can build wealth through
homeownership, they cannot through consumer debt. Finally, families with minority heads, particularly those
with Hispanic heads, were more likely to have debt payments more than 40 percent of their income.

Median Debt-to-Asset Ratio of All Families and Families with Heads Ages 55
or Older Having Debt, by Race/Ethnicity of the Family Head, 2019
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Policies that promote financial wellness initiatives, such as budgeting, debt t, and financial coaching
through the workplace during the “accumulation phase” can benefit workers real time and also provide skills
that can be carried over to retirement to potentially address the growing issue of debt in older ages.

In comparison to the highly indebted retirees in the Spending in Retirement Survey, 18.6 percent of survey
respondents reported having long-term care. These “long-term secure” retirees partray a life in retirement that
is comfortable; stable; secure and even luxurious; and filled with flexibility, opportunities, and options. This
cohort has more sources of — often stable — income: Long-term secure retirees were considerably mare likely
to report having a defined benefit or traditional pension plan (70 percent vs. 58 percent of typical retirees). And
they tended to have more sources of income generally and less reliance on Social Security: 59 percent said they
had personal retirement savings (compared with 51 percent of typical retirees), 46 percent reported an
individual retirement account (IRA) (vs. 38 percent of typical retirees), 36 percent reported a workplace
retirement savings plan (compared with 30 percent of typical retirees), and 30 percent reported a product that
guarantees monthly income for life, such as an annuity (compared with 23 percent of typical retirees). They
were also likelier to report having retiree health care (14 percent).

Unfortunately, this cohort is likely to shrink. According to estimates in EBRI's Fast Fact “Putting Numbers to the
Shifting Private-Sector Retirement Landscape,”* the percentage of private-sector wage and salary workers
participating solely in a defined benefit plan decreased from 28 percent in 1979 to just 1 percent in 2019.
Correspondingly, the percentage participating in solely DC plans went from 7 percent to 41 percent. The
percentage with both plans went from 10 percent in 1979 to 8 percent in 2019 after peaking at 16 percent in
1985. The dramatic and continuing shift of private-sector worker plan coverage from DB to DC has implications
not only for future retirees who must manage their own drawdown strategy during retirement but also for
employers, providers, and policymakers as they navigate this seismic change in the retirement equation.

Percentage of Private-Sector Wage and Salary Workers Participating
in an Employment-Based Retirement Plan by Plan Type, 1973-2019
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Still, today, only a very small percentage of defined contribution and IRA balances are currently annuitized. In
EBRI's Issue Brief “Under the Dome — A Closer Look at Legislative Proposals Impacting Retirement,”** EBRI used
its Retirement Security Projection Model® to examine the impact of having half of all mllk! or 403{b] plan
distributions taken in the form of guaranteed income for life at age 65. E ially, the ined the
change in average retirement deficits by age at simulated death for those annuitizing. As mlght be expected, for
those who die prior to age 85, there is an increase in retirement deficit.

Impact of Guaranteed Income for Life on Retirement Deficits
FOR THOSE WHO UTILIZE THE PROVISION

Average Retirement Deficit Reductions by Age at Death From Assuming 50% of 401(k)
Balances Used to Purchase Single Premium Immediate Annuity at Age 65 at Annuity
Purchase Price Based on Historical Average for Discount Rates; Excludes Balances Less
Than $10,000
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For those who die after age 85, however, the purchase of a single premium immediate annuity with 50 percent
of the 401(k) or 403(b) account balance provides reductions in average retirement deficits. For those who die
between ages 85 and 90, the average retirement deficit decreases by 51,014 in current dollars. The reductions in
average retirement deficits increase substantially for those who die at later ages: 51,831 for those who die
between 90 and 95, $3,140 for those who die between 95 and 100, and $4,027 for those who die after age 100,
Overall, the impact of using 50 percent of the 401(k) or 403(b) balance to buy a single premium immediate
annuity at age 65 is to decrease retirement deficits by $985 in current dollars,

A possible solution to reduced DB coverage by private sector workers could involve policies that promote sources
of guaranteed income within the workplace other than defined benefit plans. These might include immediate or
deferred income annuities. For workers that no longer have access to retiree medical plans, facilitating usage of
health savings accounts for retirement health care expenses may ultimately give retirees greater comfort that
they can cover out of pocket health care expenses in retirement.”

# https://www.ebri.org/docs/default-source/ebri-issue-brief/ebri_ib_486_retprop-11jullg, pdl‘?shfrsn 1ef23f2f 8

* EBRI research finds that a couple with drug expenses at the 90th p ile throug| who wants a 90
percent chance of having enough money for health care expenses in retirement by age 65 should target retuee health care
savings of 5325000 In 2020. https://www.ebri.org/reti [content/a-bit-of -good-news-during-th ings:

medicare-b d-for-health d in-2020
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Conclusion

The U.S. retirement system has made a lot of progress in the past 15 years, thanks in large part to the 2006
Pension Protection Act, as well as the hard work of others, including those in this room. However, there is more
to do. Taking lessons from the PPA — along with 15 more years of evaluating defined contribution participant
behavior — the key areas of weakness are easy to identify: access to the system, leakage from the system, and
the need for better retirement spending solutions.

We know that the biggest gap when it comes to access to workplace retirement plans lies with small businesses
that don’t have the wherewithal or resources to offer traditional defined contribution plans. Solutions such as
PEPs may serve as appealing alternatives. When it comes to stemming leakage, a clear area of focus is cash outs
upon employment termination, along with improving the existing force-out safe harbor and helping employees
with emergency savings. Finally, as more and more private-sector workers rely solely on their defined
contribution as their only workplace retirement savings plan, there is a need to sharpen their financial skills
around debt, and find ways to help them spend down their retirement nest egg more confidently.

Thank you for all you have done to improve the retirement system over the years. With your support and
perseverance, we can build an even better future for America’s retirement security.
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[SUMMARY STATEMENT OF LORI LUCAS]

The 2006 Pension Protection Act achieved great strides in improving the defined
benefit retirement system by incentivizing employers to “automate” their defined
contribution plans so that the “default” is for workers to be enrolled in the plan,
to save at higher levels over time, and to invest in diversified portfolios.

Yet, there are areas that the PPA did not fully address, creating the opportunity
today to further improve the system. These include greater access, reduced plan
leakage; and supporting thoughtful post-retirement spending.

o Improving Access: Pooled Employer Plans can improve access for employ-
ees of small companies because they potentially offer reduced costs and
administrative burden to small employers by allowing multiple employers
to offer a single plan that is run by an outside administrator who also
serves as the plan’s fiduciary. The key to PEPs fulfilling their potential
for expanding access, however, is to streamline legal and compliance re-
quirements—namely, nonessential reporting / audit / and compliance re-
quirements that can increase costs and thereby reduce employer adoption
rates.

e Reducing Plan Leakage: The main culprit when it comes to workplace
plan leakage is cash outs by employees when they leave their employer.
They do this because it is easy under the current system. Policies that
support solutions that make is easy to NOT cash out from workplace re-
tirement plans—which may include auto portability—can improve out-
comes, especially for lower wage workers who are more likely to cash out
their smaller balances as they change jobs.

Supporting Employers’ Interest in Helping with Emergency Savings: Em-
ployers increasingly seek to facilitate emergency savings through work-
place programs. Policies that promote adoption of such solutions, includ-
ing solutions made available through the existing workplace defined con-
tribution plan structure, could lead to wider availability of these offerings
by employers—which could also take pressure off core defined contribu-
tion assets to serve as de facto emergency savings during times of crisis.

o Facilitating Post-Retirement Spending: (1) Highly indebted retirees are a
significant and growing group. Policies that promote financial wellness
initiatives, such as budgeting, debt management, and financial coaching
through the workplace during the “accumulation phase” can benefit work-
ers real time, and also provide skills that can be carried over to retire-
ment to potentially address the growing issue of debt in older ages. (2)
As defined benefit and retiree medical plans become less and less preva-
lent, the need for other sources of guaranteed income increases. A pos-
sible solution could involve policies that promote sources of guaranteed
income within the workplace, other than defined benefit plans, such as
immediate or deferred income annuities. Also, for workers that no longer
have access to retiree medical plans, facilitating usage of health savings
accounts for retirement health care expenses may ultimately give retirees
greater comfort that they can cover out of pocket health care expenses in
retirement.

The CHAIR. Thank you.
Mr. Akabas.

STATEMENT OF SHAI AKABAS, DIRECTOR OF ECONOMIC
POLICY, BIPARTISAN POLICY CENTER, WASHINGTON, DC

Mr. ARABAS. Good morning, Chair Murray, Ranking Member
Burr, and distinguished Members of the Committee. Thank you for
inviting me to testify today about the state of retirement security
in America and where we go from here.

My name is Shai Akabas, and I am Director of Economic Policy
at the Bipartisan Policy Center, a non-profit organization that com-
bines the best ideas from both parties to promote health, security,
and opportunity for all Americans.
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The U.S. retirement system is working well for many people, par-
ticularly those with stable employment, sufficient income, and op-
portunities to save throughout their life. While the structures in
place have room for improvement, they result in positive, finan-
cially stable outcomes for a majority of households.

But, millions of Americans are falling through the proverbial
cracks in the system, and cracks is really an understatement.
These are gaping holes in need of reform. My testimony will dis-
cuss where these holes are and how this Committee can start to
repair them.

I will start by briefly discussing the challenge. A majority of
Americans worry about running out of money in retirement, mak-
ing it the Nation’s top financial concern. Recent trends from the
COVID pandemic and recession to rising healthcare costs, to in-
creasing life expectancies, have made building a secure retirement
both more important and more challenging.

Although the retirement security challenge is faced by all Ameri-
cans, the ability to meet it varies significantly. Workers with low
incomes, those without college degrees, people of color, women, and
part-time, seasonal, and temporary workers all disproportionately
struggle to save for retirement.

Even when these workers can and want to save, they frequently
do not have access to a workplace retirement plan. I hope this
Committee will appreciate how the current retirement system often
works well for people like us in this room and focus on how to
make it work just as well for those it currently leaves behind.

In 2016, BPC convened a bipartisan commission on retirement
security and personal savings, co-chaired by former Senator Kent
Conrad and Jim Lockhart, a senior Bush administration official.
The commission spent 2 years studying the status of retirement se-
curity in the U.S. and made recommendations in six key areas.
They were:

One, improving access to and the design of workplace retirement
savings plans.

Two, promoting personal savings for short-term needs and pre-
serving retirement savings for older age.

Three, facilitating lifetime income options to reduce the risk of
outliving savings.

Four, facilitating the use of home equity for retirement consump-
tion.

Five, improving financial capability among all Americans.

Six, strengthening Social Security’s finances and modernizing the
program.

I know it is outside this Committee’s jurisdiction, but looming
over the retirement landscape is the impending depletion of the So-
cial Security Retirement Trust Fund. While policymakers can de-
bate the best way to restore the program to financial sustainability,
I want to emphasize that the longer Congress waits to make
changes, the less palatable and the more drastic they will be. And
the delay is incredibly unfair to Americans trying to plan for retire-
ment. Social Security’s financial challenges are solvable, but they
will be easiest to address if we start now.
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There is no silver bullet to America’s retirement security chal-
lenge, and different solutions will help different groups of savers.
We need an all-of-the-above approach to maximize the reach and
effectiveness of our current retirement system.

I am going to briefly propose three good bipartisan places to
start.

One, in the private sector, only two-thirds of workers have access
to a workplace retirement plan, and only half actually participate.
Employees of small-and medium-sized businesses are especially un-
likely to have access to an employer-sponsored plan.

When you ask these businesses why they do not offer plans, the
No. 1 reason cited is often cost or administrative burden. The
emerging PEPs authorized by the SECURE Act could help in this
regard, but there is another part of the equation. Most employers
wishing to offer a retirement plan today also must accept the fidu-
ciary responsibility that goes along with it. For businesses with
small or non-existent H.R. departments, this task is daunting or
simply impossible without paying for external support.

To help these businesses offer plans while ensuring that their
employees are protected, Congress should further relax fiduciary
obligations for small businesses while making sure to transfer that
responsibility to other private sector entities and regulators who
are better equipped to handle them.

Meanwhile, several states have enacted laws requiring all em-
ployers over a certain size to automatically enroll their workers in
some form of retirement savings plan. More states are following
suit. But, workers in states without these requirements are getting
left behind, while the emerging patchwork of different require-
ments in different states is a headache for businesses that operate
across state lines.

Congress can extend coverage to Americans everywhere and
streamline regulations by creating a national minimum coverage
standard that preempts the multitude of mandates at the state
level. One study found that this approach could increase average
retirement savings for middle income earners by roughly 50 per-
cent.

No. 2, without emergency savings, a sudden loss of income or a
surprise expense can upend a worker’s financial life. It can also
lead them to raid retirement savings. Unfortunately, an alarming
share of Americans have very little emergency savings, or even
none whatsoever.

A promising way to help workers build emergency savings is to
take a tool from the retirement world and apply it to retirement
savings for emergencies—excuse me, apply it to building savings
for emergencies. Automatic enrollment has proven to be an ex-
tremely powerful way to increase participation and boost retire-
ment savings.

Employers that want to should be able to similarly default their
workers into an emergency savings plan that deposits a portion of
each paycheck into an emergency savings account. Unfortunately,
the law is unclear for employers that want to adopt automatic en-
rollment for these accounts. Providing regulatory clarity, along
with reasonable consumer protections, will open the door to this
promising tool, and with it, better savings outcomes.
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No. 3, several pieces of pending bipartisan legislation would
build on the success of automatic features, incorporating them into
more retirement plans. I have touched on that in my written testi-
mony and will be glad to discuss it further in the Q and A.

Finally, retirement security has been a standout area for bipar-
tisan cooperation in Congress, in no small part thanks to the lead-
ership of many Members of this Committee. We at BPC have seen
the power that a broad coalition can bring to an issue like retire-
ment security. We launched the Funding Our Future initiative in
2018, and our coalition now unites more than 50 organizations
from the academic, non-profit, trade association, and corporate sec-
tors. I can attest that its strength comes from its bipartisan make-
up.
Funding Our Future’s three goals are to make savings easier for
Americans at all ages, to help them transform nest eggs into retire-
ment income, and to ensure that Social Security is financially sta-
ble both for current and future retirees. We at BPC and Funding
Our Future are eager to continue working toward those goals with
all of you.

Thank you for your time, and I look forward to your questions.

[The prepared statement of Mr. Akabas follows:]
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PREPARED STATEMENT OF SHAI AKABAS

Written Testimony of Shai Akabas
Before the U.S. Senate Health, Education, Labor, and Pensions Committee Hearing entitled:
Retirement Security: Building a Better Future
May 13, 2021

Good morning, Chair Murray, Ranking Member Burr, and distinguished members of the
committee. Thank you for inviting me to testify today about the state of retirement security in
America and where we go from here. It's terrific to see the committee focusing on this
important issue in a bipartisan fashion.

My name is Shai Akabas, and | am the director of the Economic Policy Project at the Bipartisan
Policy Center, a non-profit organization that combines the best ideas from both parties to
promote health, security, and opportunity for all Americans.' BPC drives principled and
politically viable policy solutions through the power of rigorous analysis, painstaking
negotiation, and aggressive advocacy.

The United States has a retirement system that is working well for many people—particularly
those with stable employment, sufficient income, and opportunities to save throughout their
life. While the structures in place have room for improvement, they result in positive, financially
stable outcomes for millions of households.

The primary focus for policymakers should be on Americans falling through the proverbial
cracks. “Cracks” is an understatement when describing America’s piecemeal retirement
system—in reality, it has gaping holes crying out for reform. To bring the true promise of
stability and security in retirement to all Americans, Congress needs to carefully look at the
existing challenges and enact meaningful solutions.

My testimony will briefly summarize the current state of retirement preparedness, outline six
broad areas where policy can improve today’s retirement system, and then focus on several key
solutions supported by BPC that primarily fall within this committee’s jurisdiction. I'll conclude
by discussing how retirement security has been a bipartisan issue in the past and can be moving
forward.

| hope this discussion leaves you with the following takeaways:

1. Too many workers lack the ability to save in a workplace retirement plan—especially
workers who are disadvantaged or employed at small businesses. Lawmakers can most
effectively increase access by relaxing regulatory burdens that prevent small- and
medium-sized businesses from starting retirement plans and by creating a nationwide
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minimum-coverage standard to harmonize the patchwork of ruies being created at the
state level.

2. Workers need emergency savings for short-term financial stability and to protect
retirement savings from current spending needs. Congress can help Americans build
emergency savings by clearing the way for firms to automatically enroll their employees
in workplace emergency savings plans.

3. Automatic enrollment and automatic escalation of employee contributions are critical
features for retirement plans to incorporate. Widespread adoption will mean more
savers and greater savings. Legislation that would increase the use of these features
could significantly boost retirement outcomes.

4. Retirement security has been a standout area of working across party lines. This issue
can and should remain bipartisan to most effectively help Americans meet their
retirement goals.

The Retirement Security Challenge

A majority of Americans worry about running out of money in retirement, making it the
nation’s top financial concern.” Recent trends have made building a secure retirement both
more important and more challenging. in the past year, the COVID-19 pandemic and recession
have caused millions of Americans to lose their jobs or suffer lower earnings, leading them to
save less for retirement or to raid savings they had previously built. Even before COVID-19,
rising health care costs have been eroding retirees’ savings.' The general trend of increasing life
expectancy for most Americans is wonderful, but it creates a greater risk of outliving one’s
assets. With defined benefit pensions now a rare breed, most workers have been left to build
retirement savings on their own. While some have done so successfully, many are falling
behind.

A plurality of Americans say that their retirement savings are not on track, and the Employee
Benefit Research Institute projects that 41% of working-age households will run short of money
in retirement." Separately, Boston College’s Center for Retirement Research estimates that
three-quarters of low-income households are at risk of not being able to maintain their
standard of living in retirement.” The United States has an elderly poverty rate nearly double
the Organisation for Economic Co-operation and Development (OECD) average.'' Looming over
this landscape is the impending insolvency of Social Security, which would trigger a roughly 25%
cut in retirement benefits—a shortfall that many would struggle to bridge."#

Although the challenges above affect all Americans, the ability to meet them varies
significantly. The dominant tool for retirement savings—a tax-advantaged account through
one’s employer—works well for people who earn enough to put money away, whose employer
offers them a retirement plan, and whose employment is stable enough that they seldom need
to transfer their savings to a new account with a new employer.
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The path to retirement security, however, is harder to reach for workers with low incomes,
those without college degrees, people of color, and single women." These Americans are more
likely to live paycheck to paycheck and struggle to find excess income that they can devote to
long-term saving. Even when these workers can and want to save, they frequently do not have
access to a workplace retirement plan. For instance, a recent BPC survey found that while
nearly 90% of households making at least $100,000 report having access to a workplace
retirement plan, the same is true for only half of households making less than $50,000.% | hope
this committee will appreciate how the current retirement system often works well for people
like us in this room and focus on how to make it work just as well for those it currently leaves
behind.

Six Areas for Policy Focus

In 2016, BPC convened a bipartisan Commission on Retirement Security and Personal Savings,
co-chaired by former Senator Kent Conrad and Jim Lockhart, the former principal deputy
commissioner and chief operating officer of the Social Security Administration. The commission
spent two years studying the status of retirement security in the U.S. and highlighted six key
areas. You can think of these areas as challenges, but they also represent six opportunities that
policymakers have to help millions of workers retire with security and dignity. I will discuss
them in turn, with more focus on the areas within this committee’s jurisdiction.

Improve Access to and the Design of Workplace Retirement Savings Plans

Far and away the most common tool Americans use to save for retirement is a plan offered
through an employer. Only two-thirds of workers in private businesses, however, have access
to a workplace retirement plan, and among those with access, only three-quarters participate.”
These two statistics mean only about half of private-sector workers are participating in an
employer-sponsored retirement plan.®

Underneath these averages, however, are significant differences by income, education, race,
and employer size. For example, workers in the top income quartile are more than twice as
likely {88% vs. 42%) as workers in the bottom quartile to be offered a workplace retirement
plan.¥ Meanwhile, small businesses often find that setting up retirement plans for their
workers would cost too much and require navigating too much red tape. For example, nearly
60% of small- and medium-sized business that do not offer retirement plans attribute that
decision to the expense of setting one up or the lack of resources to administer a plan.¥ Largely
as a result, only 53% of workers at firms with fewer than 100 employees have access to a plan,
compared to 83% of workers at firms with at least 100 employees.®¥

In general, people with low incomes, people without college degrees, people of color, workers
at small businesses, and—especially—part-time, temporary, and seasonal workers are far less
likely to have access to this crucial way to save for retirement. For example, among middle-
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aged families, 65% of white households own at least one retirement account compared to 44%

of Black and 28% of Hispanic households.™

Even among workers with access to workplace retirement plans, many do not contribute

enough or at all. The median balance in a 401(k)-type account is just $22,000.* Many of these
workers simply do not earn enough to have extra income left over for saving. Others, however,
could participate and save more if they had access to savings tools and the wherewithal to use

them effectively.

Alternatives to workplace defined contribution plans are far less common. Defined benefit

pensions are dwindling, and although anyone can open an individual retirement account (IRA),

few people save regularly into them. Only 28% of workers without current access to a
workplace retirement plan report using other means to save for retirement, like an IRAora
401(k) from a previous employer.*"

Policymakers should focus on how to reform the dominant form of retirement saving in
America—a defined contribution plan through one's employer—so that more workers can
access it and those with access will be more likely to contribute to it.

It is worth briefly acknowledging two promising recent developments in coverage options:

Over the past few years, several states have begun rolling out so-called secure choice
programs—state-facilitated retirement savings plans—that include a requirement for all
employers above a certain size to provide their workers with the opportunity to save for
retirement.! Employers can sign up for the state plan or comply by adopting a private-
sector alternative (such as a 401(k)). These state programs take the form of an auto-IRA,
where businesses sign up and automatically enroll their employees (who can opt out at
any time). More than 300,000 workers currently have an account, and that number is
expected to grow significantly as existing rollouts continue and new states hop on the
wagon i

Legislation passed in 2019 opened the door to pooled employer plans (PEPs). These
private-sector offerings pool assets from many different employers, thereby simplifying
administration and potentially reducing per-participant costs for plan sponsors and
employees alike. PEPs are in a nascent stage, and it will take some time to see how they
are working, whether they are reducing costs, and how much new coverage they are
creating versus replacing existing employer plans.

! California, lllinois, and Oregon were the first states to establish plans, but many more have enacted legislation
and are in the development stage. For a full overview by state, see: https://cri.georgetown. edu/states/.
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Closing the coverage gap warrants an all-of-the-above approach to reach different segments of
the market. With state plans, PEPs, and innovative providers using turnkey approaches to reach
small businesses all progressing, each can play a role. But while these developments are steps
in the right direction, much work remains.

Promote Personal Savings for Short-Term Needs and Preserve Retirement Savings for Older Age

Saving for retirement requires excess income and enough financial security to lock that income
away in a long-term account for years or decades. Workers’ ability to do this depends on their
overall financial health. If someone lives paycheck to paycheck, is in credit-card or student-loan
debt, has little job security, or has low financial literacy, that person will struggle to save. For
instance, 58% of millennials say that debt is hindering their saving.®™® Retirement security is one
piece of the larger puzzle of financial security, which workers experience as a holistic challenge.

An essential part of that challenge—both in the present and the long term—is emergency
savings. In the short term, emergency savings create a buffer that can prevent a sudden loss of
income or unexpected expense from upending the rest of a household’s financial life. Without
liquid short-term savings, financial emergencies can force workers to suffer hardship like food
insecurity, falling behind on rent or credit-card payments, or turning to expensive alternative
financial services like payday loans.

Emergency savings also shield retirement savings from immediate spending demands.™ When
workers without liquid savings face an urgent financial need, they often raid their retirement
accounts. Retirement leakage is widespread: The limited data available show that for every 51
that people under age 55 contribute to retirement accounts, roughly 40 cents leak out through
early distributions.® It is also costly. Early withdrawals trigger fees and penalties and cause
workers to lose out on decades of compound growth. Emergency savings insulate retirement
accounts from day-to-day financial needs so that retirement savings can grow over the long
term.

While emergency savings can protect against retirement leakage due to borrowing or
withdrawals, two-thirds of all early distributions from retirement accounts happen when a
worker changes jobs and cashes out their plan.®! Indeed, somewhere between 10% and 20% of
workers who otherwise save enough to maintain their standard of living in retirement end up
with insufficient savings because of plan cash-outs when they changed jobs.* Some workers
may cash out their retirement accounts because they find it too burdensome to roll their pian
over to a new job, and policymakers should focus on reforms to make plans easier to move
from one employer to the next. Others, however, may cash out because they need to finance a
gap in employment. Greater emergency savings would help in these cases.

Unfortunately, Americans are struggling to save for emergencies. Depending on the survey, 25~
40% of Americans say they have no emergency savings.*" Even those with savings often have
very little: More than 40% of families have less than $750 of non-retirement savings.* The lack
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of emergency preparedness is especially pronounced among workers with low incomes and
people of color. For instance, the median Black household has one-sixth as much liquid wealth
as the median white household, and a majority of Black and Hispanic households have no
emergency savings whatsoever.® This disparity is especially troubling because these
Americans have more volatile income and more tenuous job security, leaving them particuiarly
exposed to negative shocks, for which they are unable to save.®" |n other words, Americans
who most need emergency savings find building them most difficult. A lack of liquid savings is,
indeed, especially common at the bottom of the income distribution, but the problem extends
into the middle class. Forty-one percent of families in the bottom third of income have no
emergency savings, but neither do 20% of families in the middle third it

The COVID-19 pandemic and recession harshly spotlighted that emergency savings matter—and
that they are alarmingly scarce. As 2020 began, Americans had enjoyed the longest economic
expansion in the nation’s history, featuring a record-low unemployment rate and several years
of solid wage growth. But even with the advantage of such a uniquely favorable period to build
savings, a sudden loss of income pushed millions into immediate hardship. While COVID-19 was
a once-in-a-century national shock, similar financial emergencies—from losing a job to needing
uninsured medical care—hit Americans every day. With smart policies, Congress can help
workers build protection against the next crisis—whether national or personal—when it
inevitably comes.

Facilitate Lifetime-Income Options to Reduce the Risk of Outliving Savings

Americans, on average, are living longer than ever before (despite recent minor setbacks). This
trend is simultaneously an achievement to celebrate and a source of strain for the nation’s
retirement system. The average lifespan has increased much faster than the average retirement
age, leaving older Americans with more years in retirement to finance.®* Planning for a long
retirement is challenging; uncertainty makes it even harder. No one knows how long they will
live or what financial return their assets will earn. Moreover, some retirees will need long-term
support services that can consume their savings: 17% of retirees will spend more than $100,000
of their own or their family’s money on these services.™

These risks mean that policy must look beyond the accumulation of retirement assets toward
the decumulation phase. Giving people a pot of money at retirement and then expecting them
to figure out how to make it last is not the right answer. Aging Americans need guidance on
how to distribute their assets to protect against the financial risk of an unexpectedly long life or
unexpectedly high costs in retirement. And they also need the tools to do so. Plan sponsors are
increasingly including options that help their participants handle their retirement assets.
Policymakers have similarly sought ways to help retirees convert their savings from a fixed sum
that can run out to a lifetime stream of income. Reforms in the Setting Every Community Up for
Retirement Enhancement {SECURE) Act commendably removed some regulatory uncertainty
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that had been hovering over the annuitization of retirement savings.* Policymakers can and
should do more to facilitate a variety of retirement income options.

Facilitate the Use of Home Equity for Retirement Consumption

Americans own $21 trillion in home equity, a sum that could significantly supplement the
nation’s $35 trillion of retirement assets.™ For many retirees, home equity represents a
significant portion of their wealth: Half of homeowners aged 62 or older hold most of their net
worth in home equity. Notably, a majority of individuals aged 62 or older with no retirement
savings or pension are homeowners, meaning that many of these older Americans can—and
will have to—rely on home equity to supplement their Social Security benefits.»

Although the most obvious way that homeowners can convert this large stock of net worth into
retirement income is to downsize to a less-expensive home, they can also borrow against the
value of their home through a second mortgage, a home equity line of credit, or a reverse
mortgage. Reverse mortgages, especially, offer a potentially useful tool to convert illiquid
housing wealth into money to live on during retirement, but the market for them is currently
quite small.**¥ Policymakers could work to improve this market and make it a simpler, more
useful, and a more cost-effective tool for older, “cash poor” Americans to utilize their home
equity.

The most important barrier to financing retirement with housing wealth, however, is housing
debt. Over the past three decades, the share of households headed by someone aged 65 or
older that have housing debt has doubled, from 15% to 32%.7* The debt burden has grown
even faster: in inflation-adjusted dollars, the average housing debt of older households more
than quadrupled from 1989 to 2016.*** Mortgage debt is thus a growing obstacle to older
Americans’ ability to tap their home equity in retirement. The Tax Cuts and Jobs Act of 2017
eliminated the tax deduction for interest on home equity loans.*V# This change may help, and
Congress should explore other ways to reduce the use of home equity to fund pre-retirement
consumption.

Improve Financial Capability Among All Americans

The transition from defined benefit pensions to defined contribution retirement plans has
forced workers to be largely responsible for their own retirement savings. Thus, understanding
the basics of personal finance and knowing how to act on that information has become an
essential tool for successful retirement planning. Workers not only need to decide how much to
contribute to and how to manage their retirement plans, but also how to build healthy finances
that support retirement savings—avoiding debt, building emergency savings, and claiming
Social Security at an optimal age.
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It is therefore concerning that Americans demonstrate alarmingly low financial capability. The
National Financial Capability Study asks respondents five basic but important questions to
measure financial literacy—for example, testing understanding of compound interest, inflation,
and portfolio diversification. The study finds that two-thirds of Americans fail to answer more
than three of the five questions correctly and that this number has worsened over time i
Meanwhile, 401{k)-type plans require workers to decide how much to save for retirement, but
fewer than one-third of workers have tried in the past two years to figure out how much
retirement income will be needed. ™ Perhaps the most effective way to help Americans make
better financial decisions is to deliver just-in-time interventions that give workers clear and
visible information or behavioral “nudges” when it is most helpful—at the moment they make
an important decision. Opportunities include when a worker has the option to enrollin a
retirement plan or when the option arises to convert savings to an annuity. For example,
requiring workers to actively choose among several options for their retirement income would
likely produce better outcomes than defaulting them into taking a lump sum of cash.®

Social Security claiming perhaps offers the best example of how public policy could have a huge
impact on retirement security simply by providing better information at better times. For
instance, lawmakers could help private retirement savings and Social Security complement one
another by creating a safe harbor for retirement plan sponsors that help participants make
informed decisions about when to claim Social Security benefits or use their private retirement
savings to bridge to a later claiming age. BPC is currently providing technical assistance to a
bipartisan group of Senate offices with legislation that would help people make better decisions
about when to claim Social Security. | would be happy to discuss this promising area further in
the Q&A.

Strengthen Social Security’s Finances and Modernize the Program

For decades, Social Security has been the foundation of retirement security in America. And for
decades, it has been clear that the program is financially imbalanced. Demographic and
economic trends, especially an aging population, have raised the program’s costs and
depressed its revenues. Early last year, Social Security’s trustees projected that the program
would be unable to pay all promised benefits starting in 2034, and the COVID-19 recession may
have brought that date even closer.®

This challenge is solvable. BPC’'s commission on retirement security proposed a series of
bipartisan reforms that would extend Social Security’s solvency while modernizing the program
and actually increasing benefits for the most vulnerable. Unsurprisingly, | like BPC’s proposal,
but its details are negotiable. Instead, the most important point is that lawmakers must act to
address Social Security’s challenges now. Further delay would mean that any solution
maintaining the traditional financing structure of the program would have to be more drastic
and unpalatable: Tax increases would be sharper, benefit cuts would be more severe, and the
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workers who bear these changes wouid have less time to plan their finances accordingly. Social
Security can be preserved for our kids and grandkids, but the least painful path is by facing up
to the program’s challenges now.

Righting Social Security’s finances will require some combination of increasing program revenue
and constraining the growth of benefits. The latter will be easier for older Americans to bear if
they are retiring with more of their own savings; thus, the reforms we’re discussing today are a
valuable complement to restoring Social Security’s financial balance.

Key Policy Solutions

There is no silver bullet to America’s retirement security challenge. The BPC Commission report
and current legislative proposals contain a host of reforms that could improve the picture. For
today’s purposes, | will focus on three key areas—fully or partially within this committee’s
jurisdiction—where near-term bipartisan progress seems possible.

Reducing burdens on plan sponsors and advancing a national minimum coverage standard

Many of the reforms recently enacted into law or under current consideration would be steps
in the right direction for access and participation. Implementing these changes alone, however,
is unlikely to achieve near-universal access to workplace retirement savings accounts. All
workers should be able to easily save for retirement with every paycheck. To close the access
gaps that are especially pervasive for workers from disadvantaged communities, a more
aggressive approach is needed—both to minimize burdens on small and medium-sized plan
sponsors and to require that the vast majority of employers are offering some type of
retirement savings option to their workforce.

Most employers wishing to adopt a retirement plan today must accept the fiduciary
responsibility that goes along with it. This means that they are legally required to act in the best
interest of plan participants, prudently selecting and monitoring the provider of the plan to
ensure that fees are reasonable, investments are appropriate, and contributions are being
handled responsibly. For businesses with small or non-existent HR departments, this is a
daunting task and one for which they are ill-equipped. External advisors can help, but they, of
course, come with a cost.

Instead of pretending that smaller employers can effectively execute these obligations—and
having them bear the cost of doing so—policymakers should rethink this equation. It would be
naive to suggest that a simple solution exists; this is a thorny issue. Nonetheless, some
combination of increased fiduciary responsibility from other private-sector entities and
additional regulation and oversight from the Department of Labor ought to be able to relieve
smaller employers from these inappropriate duties.
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Several states have now enacted laws to require that employers automatically enroll workers in
some form of retirement savings account, with more expected to follow . Because each state
has slightly different requirements, these state actions could frustrate efforts to implement a
consistent employee-benefit policy for retirement across the country—one that provides
workers with strong consumer protections while offering uniform regulation to employers,
many of which conduct business in multiple states.

A nationwide minimum-coverage standard for all employers over a certain size would expand
access to workplace retirement savings in a manner that would be less burdensome for
businesses. The standard could take effect a few years down the road, once fiduciary
responsibilities have been relaxed for some employers, and easy-to-adopt plan structures—
such as PEPs, state auto IRAs, and other simplified offerings—have permeated the system.
Workers who are automatically enrolled would always retain the ability to opt out. To eliminate
overlapping regulations, this new standard should pre-empt the muititude of mandates
emanating from the states.

Employers that prefer not to select a plan for their employees could simply forward
contributions along with their payroll taxes. Those contributions would be separated and
directed into one of several default plans. Providers could apply to serve as a default, either
nationwide or in a particular region.

Modeling from the Urban Institute shows that such a system, once fully phased in, would
increase average retirement savings for middle-income earners by roughly 50%.4% These results
show why this nuanced approach could be the most important reform policymakers could
undertake to improve outcomes in the public-private retirement savings system.

Facilitating automatic enrollment into emergency savings accounts

Given the strong link between emergency preparedness and retirement security, what can we
do to help people accumulate savings for short-term needs? There are strong lessons from the
field of retirement savings. The first is to connect any solution to payroli deduction. When
individuals are left to their own devices to proactively open their own IRA, few do so. XV
Moreover, saving requires the willpower to forgo spending for the present moment. This
discipline is nearly impossible to summon with every paycheck, but automatic payroll deduction
allows a worker to decide to save only once and then automate their desired behavior in the
future. Thus, the second lesson is to erect an opt-out approach. When an employer facilitates a
401(k)-type plan and automatically enrolls employees, participation rates for new hires can rise
above 90% XV
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Interest in workplace emergency savings is accelerating. So is action.? In 2019, the BlackRock
Foundation announced a $50 million commitment to advance the issue.” As part of that
initiative, the non-profit organization Commonwealth has been working with employers to set
up these accounts, with UPS making a big announcement last fall that it would offer this benefit
to 90,000 non-union employees.”"! Employers are increasingly recognizing that employee
financial wellness is not just a warmhearted gesture but rather an investment that can add to
the bottom line of the business. Financially stable employees are more productive and less
likely to miss work, "

Largely due to inertia, however, participation among workers in these emergency savings plans
remains low, and further progress is tangled up in regulatory barriers,”™ Specifically, the law is
unclear for employers that want to adopt automatic enroliment for these accounts. Employers
need regulatory clarity with regard to the application of state wage garnishment laws and know
your customer rules and permissible default investments.' Providing that clarity, as well as
reasonable consumer protections, will open the doors to employer innovation, and with it,
better savings outcomes.

Changes along these lines were last introduced as legislation during the 116" Congress by
Senators Cory Booker (D-NJ}, Todd Young (R-IN), and Tom Cotton (R-AR) along with former
Senator Doug Jones." The bill is currently being adjusted to distinguish emergency savings
accounts that are linked to a workplace retirement account from those that are standalone
accounts to ensure that the appropriate regulatory framework is applied to each. We expect
the bill to be reintroduced this year with strong support from a diverse group of external
stakeholders, including retirement industry leaders, financial security experts, and anti-poverty
advocates.

The purpose of the legislation is to let employers experiment and refine their offerings—within
reasonable regulatory guardrails—to figure out the best design for this relatively new tool. With
emergency savings accounts just recently becoming more prevalent and the power of
automatic enrollment potentially on the way, we should not presume to know what works best
for employees or what employers will be inclined to offer. This flexibility, combined with a GAO
study and outside researchers eager to measure impact, will help reveal the answers.

Perhaps most importantly, workers are saying they want to be offered this benefit. One survey
found that 71% of respondents would likely contribute to an emergency savings account if
offered." Another survey that BPC conducted with several partner organizations found that
42% of workers want to be automatically enrolled, including 57% of millennials and a majority

2 The U.K. is also active in this policy space. Their national retirement saving program, NEST, has rolled out an
emergency savings companion account in a scheme called “jars.” See how that works here:
https://nestviews.org.uk/2019/11/07 /nest-insights-sidecar-savings-trial-2/.
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of workers of color.? These figures are significantly larger than the 22% who say they have
access to an account through their employer today—none with automatic enrollment.*"

Emergency savings accounts are a critical tool in the evolution of retirement security policy.
People do not view their financial challenges in discrete silos—their situation is often dynamic
and must be confronted holistically. For example, a recent study found that having emergency
savings entering the COVID-19 pandemic not only improved people’s ability to maintain their
financial health, but also significantly reduced their likelihood of withdrawing from their
retirement savings."" A committed effort to dramatically boost emergency savings accounts
could preserve retirement assets for the long term while also providing a cash buffer for those
struggling to get by.”

Expanding automatic features in workplace retirement plans

As | mentioned earlier, automatic features have generally raised employee participation and
saving levels at employers offering retirement plans. It is time to build on that success. Pending
bipartisan legislation (discussed in the final section of this testimony) would require that most
new workplace defined contribution retirement plans incorporate automatic enrollment and
automatic escalation of employee contributions.” This important reform could further boost
participation and saving rates, particularly among workers in disadvantaged communities.

When combined with current law, however, the new policy would mean that most employers
introducing 401(k)-type plans would either have to conduct complex nondiscrimination and
top-heavy testing or make employer matching or non-elective contributions utilizing the
current law safe harbor, thereby adding costs. These rules may deter some—particularly
small- and medium-sized —businesses from adopting a plan.

In order to draw more of them in, as well as incentivize existing employers to incorporate
automatic features, a companion reform deserves serious consideration: The Retirement
Security Flexibility Act, which was introduced in the last Congress by the aforementioned four
bipartisan senators." In exchange for adopting best practices when it comes to automatic
features—including, for example, auto re-enrollment, which would make sure that employees
opting out when hired are not left on the retirement savings sidelines indefinitely—the bill

* Another 14% of the total say they are unsure about whether they would want to be automatically enrolled.
What we know about auto-enroll is that many of those who are unsure will end up staying in the account. Any wha
do not want their savings in the account can always opt-out or transfer the funds.

* Anecdotal evidence suggests the true share is lower. Emergency savings accounts are new and haven't been
adopted widely, suggesting that respondents may not have learned to distinguish them from direct deposits into
their checking accounts.

® Field research shows that this “mental accounting” can make a significant difference in people’s saving and

pending habits: https://www.|stor.org/stable/23033462?seq=1.
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would offer key flexibility to plan sponsors seeking to avoid testing requirements." Most
notably, it would allow small- and medium-sized business owners to decide how much (if any)
they could afford in employer contributions and then set annual contribution limits
commensurate with that decision. Such an approach would retain the incentive for employers
to help fund their workers’ accounts but also acknowledge that some are unable to do so.

The primary focus of policy in this area should be on making workplace retirement plans more
available to workers and maximizing participation and adequate savings within those plans.
These two reforms, paired together, would increase access to and participation in well-
designed retirement savings plans at the workpiace.

Need for Bipartisan Action

Translating innovative policy ideas to real-world impact requires the sustained attention of
members of Congress and the political will to legislate. After our BPC commission report was
released in 2016, we recognized the challenge of elevating retirement security amidst all the
other issues grabbing headlines and sitting atop Congress’ agenda. We also saw that dozens—if
not hundreds-—of other organizations were pushing for improvements to retirement and
savings policy with only limited coordination among them. Yet, there was so much common
ground to leverage: Everyone wants to give more people in this country the opportunity to save
and invest in their future; no one is satisfied with the status quo of elderly poverty and
households depleting their savings in retirement.

Out of that reality, we launched the Funding Our Future initiative in 2018, in partnership with
Ric Edelman of Edelman Financial Engines, to showcase the broad and collaborative base of
support that retirement security has and requires.™® The U.S. retirement system’s shortcomings
are significant and will not disappear overnight. Our coalition’s strength is directly tied to the
bipartisan nature of this issue, allowing many voices to come together with the shared goal of
making long-term financial security a reality for households across the country. Because of this
broad tent, we now have more than 50 organizations involved in this effort, spanning the
academic, nonprofit, trade association, and corporate sectors. Our work also recognizes that
retirement security cannot be viewed in a vacuum—preparing for retirement is a lifelong
pursuit that can get knocked off course by all sorts of financial pressures.

Although the coalition does not take a stance on legislation, the effort strives to elevate the
solutions available—at both the federal and state levels and within the private sector—to tackle
these challenges. Three key goals representing the financial lifecycle are shared by ali our
partners: (1) make saving easier for Americans at all ages; (2) help them transform nest eggs
into retirement income; and {3} ensure that Social Security continues to be financially stable,
both for current and future retirees.
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The function of our coalition is to highlight the gaps in our existing system, encourage more
people to save, advance financial literacy, and promote solutions that ultimately improve
financial security for all Americans as they age. We have been honored to collaborate with
several members of Congress from both parties in our work, and we welcome the opportunity
to engage further with any of you who are looking to advance this issue.

Indeed, in just the past few years, Congress has already rolled up its sleeves. Retirement
security has seen big policy wins, which have been the result of strong bipartisan cooperation.
The SECURE Act was a long time in the making, finally passing in 2019 with overwhelming
support and countless congressional champions.* It could not have happened without the hard
work of many on this committee. The SECURE Act increased workplace retirement savings by
reducing barriers for small businesses to offer retirement plans, expanded 401{k) coverage to
more part-time workers, made lifetime income options easier to include in retirement plans,
and paid for these changes by closing a tax loophole that benefitted those with large
inheritances.

More progress came just last week, as under the leadership of Chairman Richard Neal (D-MA)
and Ranking Member Kevin Brady (R-TX), the House Ways & Means Committee reported out
the Securing a Strong Retirement Act of 2021, commonly known as SECURE 2.0, by voice vote.™
This bill has many important provisions, including:

¢ Requiring automatic enrollment for most new workplace retirement plans,

® Increasing plan access for some long-term, part-time workers,

o Exempting many retirement savers from required minimum distributions, and
e Further facilitating lifetime income tools in retirement plans.

BPC hopes this promising bill will continue to be refined and improved as it advances toward
passage. The prospect of legislation along these lines is strong in the Senate, as well, partially
due to the legwork done by Senators Ben Cardin {D-MD} and Rob Portman {R-OH), who are
working to reintroduce their Retirement Security and Savings Act, which shares many
similarities with SECURE 2.0.%" Their bill further helps Americans struggling to save by making
the saver’s credit refundable (and thereby available) to many more low- and moderate-income
savers who do not benefit from the current tax deduction for retirement contributions.

To make the retirement savings system more progressive and offset the cost of this change, a
limit could be imposed on the tax preference for retirement savings once an individual has
amassed a certain large sum in their account{s}. Mitlionaires should be able to save as much of
their income as they want, but at some point, other taxpayers need not continue subsidizing
their wealth accumulation.

| want to conclude by thanking the Committee once again for convening this hearing.
Retirement security is a critical topic that is often overlooked, but with your continued
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leadership and bipartisan collaboration, further progress is possible this year. | look forward to
your guestions.
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[SUMMARY STATEMENT OF SHAI AKABAS]

1. Too many workers lack the ability to save in a workplace retirement
plan—especially workers who are disadvantaged or employed at small busi-
nesses. Lawmakers can most effectively increase access by relaxing regu-
latory burdens that prevent small-and medium-sized businesses from start-
ing retirement plans and by creating a nationwide minimum-coverage
standard to harmonize the patchwork of rules being created at the state
level.

2. Workers need emergency savings for short-term financial stability and to
protect retirement savings from current spending needs. Congress can help
Americans build emergency savings by clearing the way for firms to auto-
matically enroll their employees in workplace emergency savings plans.

3. Automatic enrollment and automatic escalation of employee contributions
are critical features for retirement plans to incorporate. Widespread adop-
tion will mean more savers and greater savings. Legislation that would in-
crease the use of these features could significantly boost retirement out-
comes.

4. Retirement security has been a standout area of working across party
lines. This issue can and should remain bipartisan to most effectively help
Americans meet their retirement goals.

The CHAIR. Thank you.
We will turn to Ms. Kyle.

STATEMENT OF DEVA KYLE, COUNSEL, BREDHOFF & KAISER,
WASHINGTON, DC

Ms. KYLE. Chair Murray, Ranking Member Burr, and Members
of the Committee, thank you for the opportunity to testify today
about disparities in retirement savings.

My name is Deva Kyle, and I am of counsel with the law firm
of Bredhoff & Kaiser. Since joining the firm in 2019, I have rep-
resented pension plans and labor organizations in the public and
private sector in a range of industries, including food service, edu-
cation, manufacturing, cleaning services, and construction. I work
principally as benefits counsel, providing advice on Federal and
state compliance as it relates to 401(k) and other defined contribu-
tion, defined benefit, and health and welfare plans.

Before joining Bredhoff & Kaiser, I spent 15 years in govern-
ment. I worked at the Pension Benefit Guaranty Corporation on de-
tail with the Treasury Department, and the House of Representa-
tives Ways and Means Committee, where I advised on a range of
tax and retirement issues. I have dedicated the better part of the
last two decades to supporting the retirement systems so many rely
on in this Country.

In my testimony today, I will be discussing retirement savings
with a focus on class disparities, racial disparities, and gender dis-
parities. While the numbers are different in each of these groups,
the story is the same. Retirement policy that relies on the ability
of individuals to save will only exacerbate the income inequality al-
ready present in this Country.

In 2019, high-income families were 14 times more likely to have
retirement savings accounts than low-income families. Those with
incomes in the bottom 20 percent of earners have zero savings, and
those in the second bottom 20 percent of earners have only $860
in savings.
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When you look at the median working family that actually does
have retirement savings, they have, on average, only $11,700 saved
in their retirement accounts.

Part-time workers, whose jobs are the most insecure, not only do
not save for retirement, but do not see retirement as an option.
Over half of part-time workers in a recent survey said they will
keep working past normal retirement age, and over one in five said
that they will never retire.

When we look at retirement disparities among race and ethnic
lines, the picture is even worse. By and large, White people have
substantially more retirement savings and retirement plan partici-
pation than people of color. In 2016, the average White family had
almost $160,000 in liquid retirement savings, compared to only
about $25,000 for Black families and $29,000 for Hispanic families.
N{lost Black and Hispanic households have no retirement savings at
all.

Many of the disparities we see by gender come from the fact that
women are disproportionately low-wage workers and work in in-
dustries that do not provide access to employer-sponsored retire-
ment plans. Disparities in retirement savings between men and
women also are a result of the persistent gender wage gap.

Because labor unions fight and achieve improved wages and ben-
efits for working people, it is not surprising that union membership
substantially improves access to the participation in retirement
benefits that are provided through employment, especially for blue
collar jobs. The U.S. Bureau of Labor Statistics reported that in
2019, over 90 percent of union workers had access to private retire-
ment benefits, compared to less than two-thirds of non-union work-
ers.

Women and people of color have faced increased difficulties in
saving for retirement as a result of the COVID-19 pandemic, and
many no longer have jobs to provide income that allow them to
save for retirement. In total, over 2.3 million women left the labor
workforce from February 2020 to February 2021, a disproportionate
number as compared to their percentage in the overall workforce.
When women and people of color cannot pay for their day-to-day
needs, they cannot save for retirement.

As these disparities make clear, retirement insecurity is highly
correlated to whether workers have the disposable income to afford
to save for retirement, but this does not have to be the case. Poli-
cies that improve worker wages, expand access, and require em-
ployer contributions—not just matching contributions—to defined
contribution plans and provide workers with funds to cover emer-
gencies so that they can save for retirement all will bolster retire-
ment savings for working people.

Proposals that are targeted to retirement disparities will also
help. The Women’s Retirement Protection Act, for example, extends
spousal consent requirements into defined contribution plans so
women do not unknowingly lose their retirement at divorce, and al-
lows more long-term, part-time workers, who are disproportionately
women, to participate in company plans.

I testify today about the disparities in retirement, but I am not
a sociologist and I am not an economist. I am an attorney who sees
these disparities in my work with working people every day. I see
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it when plans review the impact of robust stock markets on plan
investments and then turn to consider appeals for members with
limited means who have been denied benefits. I see it when cor-
porations decide to work from home and their janitors lose their
jobs and their retirement savings all at once.

I ask as you consider retirement policy that you remember these
workers and three things:

Defined contribution plans are an important source of retirement
income for many Americans, but right now they are insufficient to
provide lifetime income for most.

Unions help the most vulnerable workers advocate for better,
more secure retirement, and public policy should reflect that.

Last, adequately funding Social Security will have the biggest
impact on retirement security for most workers in this Country be-
cause these workers simply do not make enough money in their
working years to cover decades of retirement.

I would like to thank the Committee for their time and attention
today and for their commitment to closing disparities in retirement
savings in this Country.

[The prepared statement of Ms. Kyle follows:]

PREPARED STATEMENT OF DEVA KYLE

Chair Murray, Ranking Member Burr, and Members of the Committee, I want to
thank you for the opportunity to testify today about disparities in retirement sav-
ings in furtherance of your efforts to ensure all Americans have the means to enjoy
a secure retirement.

My name is Deva Kyle, and I am Of Counsel with the law firm of Bredhoff &
Kaiser, P.L.L.C. Since joining the firm in 2019, I have represented pension plans
and labor organizations that represent workers in the public and private sectors in
a range of industries including: food service, education, professional sports, home
healthcare, manufacturing, cleaning services, and construction. I work principally as
benefits counsel providing advice on Federal and state compliance as it relates to
401(k) and other defined-contribution, defined-benefit, and health and welfare plans.

Before joining Bredhoff & Kaiser, I spent 15 years in government. After grad-
uating from Georgetown University Law Center in 2004, I worked at the Pension
Benefit Guaranty Corporation serving first as a staff attorney and Assistant Chief
Counsel before moving into retirement policy in the role of Staff Director of Policy
and External Affairs. In 2015, I went on detail to assist the Treasury Department
with what was then a new pension program under the Multiemployer Pension Re-
form Act of 2014 and served on detail in the House of Representatives as Tax Coun-
sel with the Ways and Means Committee, advising on a broad range of tax and re-
tirement issues. I have dedicated the better part of the last two decades to sup-
porting the public and private retirement systems so many rely on in this country.

In my testimony today, I will be discussing retirement savings with a focus on
class disparities, racial disparities, and gender disparities. While the numbers differ
for each of these groups, the story is the same—retirement policy that relies solely
on the ability of individuals to save will only exacerbate the income inequality al-
ready present in this country.

Retirement Security Still Unavailable to Many

Many Americans have begun contemplating retiring years earlier than planned. !
2.7million Americans over 55 years old are considering early retirement, and “[t]he
number of people expecting to work beyond age 67 fell to a record low of 32.9 per-
cent last month.”2 Some of these individuals are choosing to retire early because

1 Michael Sasso and Alexandre Tanzi, Affluent Americans Rush to Retire in New ‘Life-Is-
Short’ Mindset, Daily Lab. Rep. (BL) (Apr. 30, 2021), available at hitps:/ /www.bloomberg.com |
news /articles /20210430 | more-americans-are-considering-retirement-because-of-covid (last visited
May 10, 2021).

2 Id.
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of fatigue from the global pandemic.3 Those with the luxury to even contemplate
early retirement can do so because they have savings sufficient to last them their
whole lives. These potential early retirees are disproportionately white with high
salaries and large amounts of accumulated wealth.4 Many working-class people,
people of color, and women, however, cannot retire early or at all because their sav-
ings are not and will never be sufficient to last them into old age.

i. Socioeconomic Status

In 2013, the median income for individuals with retirement savings was three
times that of individuals without retirement savings.5 Broadly speaking, the soci-
etal shift from pension plans to defined contribution plans has amplified disparities
in retirement savings along class lines. In 2019, 72 percent of families below retire-
ment age in the top quintile participated in defined-contribution plans, as compared
to only 5 percent of families in the bottom quintile—to put it another way, high-
income families were 14 times more likely to have retirement savings accounts than
low-income families. 6

Participation in defined-contribution plans is highly correlated to relative socio-
economic status, even among those who are considered middle class. Almost two-
thirds (58 percent) of families in the upper-middle class participate in defined-con-
tribution plans.” That number drops to four in ten (40 percent) families in the mid-
dle class, and only one fourth (25 percent) of families in the lower-middle class.8
This disparity in actual participation may, in part, be explained by the fact that
401(k) plans require workers to contribute, which is a greater hurdle for lower-in-
come workers with less disposable income, lower investment risk tolerance, and
lesser tax breaks.?

Of households with savings, the amount of savings varies widely based on eco-
nomic class. While median households with savings only have $11,700 saved, fami-
lies in the 90th percentile have $568,030 saved. 10

Many households have no savings at all. Those with incomes in the bottom 20
percent of earners have zero savings and those in the second-bottom 20 percent of
earnings have only $860 in savings. 1! Significantly, studies have shown that sav-
ings-based retirement plans not only reflect income inequality, but also amplify it.
Sixty percent of working-age families receive 17 percent of total income but hold
only 8 percent of retirement savings, while the top 20 percent of earners receive 64
percent of income but hold 79 percent of retirement account balances in 2019. 12

Part-time workers, whose jobs are most insecure, not only do not save for retire-
ment but do not see retirement as an option. 13 Over half of part-time workers in
a recent survey said they also will keep working past normal retirement age and
over one in five said that they will never retire. 14 Only 15 percent of full-time work-
ers said the same. 15

3 Id.

41d.

5 Jennifer Erin Brown, Joelle Saad-Lessler & Diane Oakley, Retirement in America: Out of
Reach for Working Americans?, Nat’l Inst. on Ret. Sec. (Sept. 2018), at 8, available at https://
wwwjnirsonline.org/wp-content/uploads /2018/09 / SavingsCrisis-Final.pdf (last visited May 10,
2021).

6 Monique Morrissey, The State of American Retirement Savings, How the shift to 401(k)’s has
increased gaps in retirement preparedness based on income, race, ethnicity, education, and mar-
ital status, Econ. Pol'y Inst. (Dec. 10, 2019), at 9, 13, available at https:/ /files.epi.org/pdf/
136219.pdf (last visited May 10, 2021), updated by the author.

71d. at 9.

8 Id.

9 Monique Morrissey and Natalie Sabadish, Retirement Inequality Chartbook, How the 401(k)
revolution created a few big winners and many losers, Econ. Pol’y Inst. (Sept. 6, 2013), at 3, 5,
available at https:/ /files.epi.org /2013 /epi-retirement-inequality-chartbook.pdf (last visited May
10, 2021).

10 Kathleen Elkins, Here’s How Much Money Americans Have in Savings at Every Income
Level, Make It, CNBC (September 27, 2018) available at https:/ /www.cnbc.com/2018/09/27/
heres-how-much-money-americans-have-in-savings-at-every-income-level.html (last visited May
11, 2021).

11 [d.

12 Morrissey, supra note 9, at 23, updated by the author.

13 Transamerica Center for Retirement Studies, Retirement Security: A Compendium of Find-
ings About U.S. Workers: 20th Annual Transamerica Retirement Survey (December 2020), avail-
able at https:/ | transamericacenter.org [ docs [ default-source | retirement-survey-of-workers
tcrs20§0-sr-20th-annual-compendium-of-workers-report.pdf (last visited May 10, 2021).

14 I .

15 Id.
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These numbers underscore the importance of Social Security. Social Security is
the greatest source of household wealth for half of workers nearing retirement. So-
cial Security represents 58 percent of net wealth for near retirees in the bottom half
or the wealth distribution; 27 percent for the middle class; and 7 percent for the
top 10 percent. 16

ii. Race/Ethnicity

When we look at retirement disparities along race and ethnic lines, the picture
is worse. By and large, White people have substantially more retirement savings
and retirement plan participation than people of color. 17

Most Black and Hispanic households have no retirement savings at all. 18 Fully
61 percent of Hispanic Americans and 54 percent of Black Americans are at risk
for having inadequate income in retirement, compared to 48 percent of White Amer-
icans. 19 But significantly, Black and Hispanic participation in retirement savings
plans has gotten worse over time, particularly since the Great Recession. From 2007
to 2019, the percentage of Hispanic families with retirement savings dropped from
38 percent to 32 percent; for Black families, the percentage dropped from 47 percent
to 44 percent.20 Meanwhile, in 2019, 65 percent of White families had retirement
savings, only slightly less than in 2007 (67 percent). 2! The disparities in participa-
tion in 401(k) plans are similar, with 50 percent of White families participating in
such plans in 2019, compared to 37 percent of Black families and 26 percent of His-
panic families. 22

When looking at the amount of retirement savings Americans have in their retire-
ment plans, disparities along racial lines are even more stark. In 2016, the average
White family had almost $160,000 in liquid retirement savings (including 401(k),
403(b), and IRAs), compared to only about $25,000 for Black families and $29,000
for Hispanic families. 23 As with participation rates, the amount of retirement sav-
ings held by Black and Hispanic families declined after the Great Recession and
took over 10 years to recover, in contrast to White families whose savings recovered
more quickly. In 2016, the median account balance for Black families with retire-
ment savings was about $31,000, down from nearly $36,000 in 2007; the median
amount for Hispanic families with savings in 2016 was $24,000, down from $30,000
in 2007.24 The median amount for White families with savings, on the other hand,
increased from $77,000 in 2007 to over $85,000 in 2016. The median account bal-
ance for White families with savings in 2019 ($83,000) remains over twice as high
as the median account balance for Black families with savings ($40,000) or Hispanic
families with savings ($38,000).over twice as high as the median account balance
for Black families with savings ($40,000) or Hispanic families with savings
($38,000).0ver twice as high as the median account balance for Black families with
savings ($40,000) or Hispanic families with savings ($38,000). 25

A significant reason for these disparities in savings can be traced to racial wage
gaps. A 2019 study by the Economic Policy Institute found that college-educated
White workers earned an average of $35.90 per hour, compared to $30.35 for His-
panic workers and $27.81 for Black workers with the same level of education. 26 Yet
the race-based gaps in retirement wealth cannot be attributed to income differences

16 Does Wall Street Always Win? GameStop, Robinhood, and Retail Investors: Hearing Before
the U.S. Senate Committee on Banking, Housing, And Urban Affairs, 117th Cong. (2021). (Oral
Testimony of Teresa Ghilarducci).

17 Mark Miller, America’s Retirement Race Gap, and Ideas for Closing It, N.Y. TIMES (Aug.
14, 2020), available at https:/ /www.nytimes.com [2020/08/ 14/ business | retirement-inequality-
racism.html (last visited May 10, 2021).

18 Morrissey, supra note 6, at 14, updated by the author.

19 Margarida Correia, Plans Tackle Problem of Racial Disparity in Savings, Pensions & In-
vestments (Nov. 16, 2020), available at hitps:/ /www.pionline.com | defined-contribution /plans-
tackle-problem-racial-disparity-savings (last visited May 10, 2021).

;‘1’ }\:Iiorrissey, supra note 6, at 14, updated by the author.

22 Id. at 9.

23 Urban Inst., Nine Charts About Wealth Inequality in America (Updated), (last updated Oct.
5, 2017), available at https:/ /apps.urban.org/features/wealth-inequality-charts/ [hereinafter
Nine Charts About Wealth Inequality] (last visited May 10, 2021).

24 Morrissey, supra note 6, at 15, updated by the author. Amounts are adjusted for inflation
to 2250}(51) dollars.

26 Elise Gould, State of Working America Wages 2019, A story of slow, uneven, and unequal
wage growth over the last 40 years, Econ. Pol'y Inst. (Feb. 20, 2020), available at hitps://
files.epi.org [ pdf/183498.pdf (last visited May 10, 2021).
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alone, as at the same income levels, gaps in retirement wealth along racial lines
in. 27
remain.

iii. Sex/Gender

Many of the disparities we see by gender result from women being disproportion-
ately low-wage workers 28 who work in industries that do not provide access to em-
ployer-sponsored retirement plans. 29 Disparities in retirement savings between men
and women also are a result of the persistent gender wage gap. On average, a
woman is still paid 82 cents for every dollar a man is paid. 30 Similarly, as of 2016,
the median household income for retirement-aged women was just over $47,000—
83 percent of the median household income for men of the same age ($57,144).31

The gender wage gap, however, does not tell the whole story. At each generational
level, women are contributing a lower percentage of their income to their 401(k)
plans than men. 32 Recent data show larger gaps between annual income and 401(k)
balances for women than for men. A T. Rowe Price Retirement Savings and Spend-
ing study found that women’s median annual income in 2019 was $57,900 while
their median 401(k) balance was $48,300, whereas for men, their 2019 median an-
nual income was $85,500 compared to a median 401(k) balance of $84,600.38 The
disparity between men and women in median 401(k) balances grew in 2020, with
the median balance for women growing to $52,300 while the median balance for
men grew to $90,800. 34

Disparities in retirement savings between men and women are exacerbated by the
fact that women. on average, live longer than men, meaning women generally must
stretch to make less money sustain them for longer periods. 35

iv. Effects of Union Membership

Because labor unions fight in large part to improve wages and benefits for work-
ing people, it is not surprising that union membership substantially improves access
to and participation in retirement benefits that are provided through employment,
especially for those in blue collar jobs. The U.S. Bureau of Labor Statistics reported
that, in 2019, 91 percent of union workers had access to private sector retirement
benefits, compared to 65 percent of nonunion workers.3¢ This difference is attrib-
utable in substantial part to union members’ access to defined-benefit plans in lieu
of defined-contribution plans. The same set of statistics demonstrated that 79 per-
cent of union members had access to defined-benefit plans as compared to 17 per-
cent of nonunion workers. 37

Union membership improves retirement outcomes beyond providing workers ac-
cess to retirement plans. One study found that union membership also has a posi-

27 Nine Charts About Wealth Inequality, supra note 21; see also Morrissey & Sabadish, supra
note 8, at 38 (describing data “suggest[ing] that the growing disparity in retirement savings is
not simply a function of income inequality, but that our retirement system exacerbates inequal-
ity between racial and ethnic groups”).

28 National Women’s Law Center, Women and the Minimum Wage, State by State (January
12, 2021) available at hitps:/ /nwlc.org/resources /women-and-minimum-wage-state-state/ (last
visited May 11, 2021).

29 Annie Nova, Carmer Reinicke, Why the 401(k) Won’t Fix the U.S. Retirement Crisis, CNBC
(February 12, 2021) available at https:/ |www.cnbe.com /2021 /02 14/ why-401k-wont-fix-us-re-
tirement-crisis.html (last visited May 11, 2021).

30 Catherine Tymkiw, Retirement Savings by Gender, Learn what’s behind the retirement sav-
ings gap, Investopedia (last updated Apr. 7, 2021), available at https:/ /www.investopedia.com /
retirement-savings-by-gender5100948 (last visited May 10, 2021).

31 Tyler Bond, Joelle Saad-Lessler, Ph.D., and Christian E. Weller, Ph.D., Still Shortchanged,
An Update on Women’s Retirement Preparedness, Nat'l Inst. on Ret. Sec. (May. 2020), at 1, avail-
able at hitps:/ /www.nirsonline.org | wp-content /uploads /2020 /04 / Still-Shortchanged-Final.pdf
(last visited May 10, 2021).

32 Judith Ward, CFP, Retirement Savings by Gender: What You Need to Know, T. Rowe Price
(May 10, 2021), available at htips:/ /www.troweprice.com /content /dam /iinvestor /resources/in-
sigglszt.; ¢/i pdfs | retirement-savings-gender-gap-what-you-need-to-know.pdf.

34 Id.

35 Benjamin Curry and E. Napoletano, How the Gender Gap Impacts Women’s Retirement
Forbes Advisor (May 10, 2021), available at https:/ |www.forbes.com | advisor [ retirement | retire-
ment-gender-income-gap /.

36 U.S. Bureau of Labor Statistics, 67 percent of private industry workers had access to retire-
ment plans in 2020, TED: The Economics Daily, (March 1, 2021), available at https://
www.bls.gov /opub [ted | 2021 | 67-percent-of-private-industry-workers-had-access-to-retirement-
plg;zs]—én-2020.htm (last visited May 11, 2021).
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tive effect on retirement satisfaction by, for example, reducing incidences of forced
retirement. 38

Covid-19 Exacerbated Inequality in Retirement in America

Women and people of color have faced increased difficulties in saving for retire-
ment due to the Covid-19 pandemic, not the least of which is that many no longer
have jobs that provide the income that allows them to save for retirement.39 Jobs
that are held disproportionately by women were hit the hardest: 83 percent of wait-
resses, 72 percent of cleaners, and 58 percent of cooks lost their jobs in the first
6 weeks of the pandemic.4? The National Women’s Law Center found that by the
beginning of 2021, four out of five adults in the US who stopped working or stopped
looking for work were women. 4! In total, over 2.3 million women left the labor force
from February 2020 to February 2021, a disproportionate number as compared to
their percentage of the overall workforce.42 When women and people of color cannot
pay for their day-to-day needs, they cannot save for retirement.

I started this testimony describing a recent news article that states that, due to
the pandemic, wealthy people are retiring early.43 Their retirement plans, funded
through employer contributions and ample excess income put into savings, have
fared well in the stock market. Social and personal hardships brought on by the
pandemic have also led them to take stock in their lives. The impact of the pan-
demic for working people has been very different. Almost a third of Americans with-
drew or borrowed money from their retirement plans in the last year.4* Over 60
percent of people who withdrew their retirement savings during the pandemic did
so to cover basic living expenses. 45 Provisions in the CARES Act and the American
Rescue Plan understandably allowed additional withdrawals from retirement sav-
ings because many people had no other source of income to cover expenses while
jobs were shuttered. These workers that were able to make it through difficult times
Witfhuthe help of savings were then left with an even larger retirement income deficit
to fill.

Conclusion

As these disparities make clear, retirement insecurity is highly correlated to
whether workers have the disposable income to afford to save for retirement. This
does not have to be the case, however. Policies that improve worker wages, require
employer contributions (not just matching contributions) to defined-contribution
plans, and provide workers with funds to cover emergencies so that they can save
for retirement without having to draw down on their retirement savings will help
to bolster retirement savings for working people.

Proposals that are targeted to reduce retirement income disparities will also help.
The Women’s Retirement Protection Act, for example, extends spousal consent re-
quirements to defined contribution plans so women do not unknowingly lose retire-
ment income at divorce. 46 The bill also allows more long-term part-time workers to
participate in company retirement plans.

I testify today about disparities in retirement, but I am not a sociologist or econo-
mist. I am an attorney who sees these disparities in my work every day. I see it
when pension plans review the impact of a robust stock market on plan investments

38 Kevin Neuman, Is There Another Union Premium? The Effect of Union Membership on Re-
tirement Satisfaction, 64 Indus. & Lab. Rel. Rev., no. 5, 2011, at 981, 982, 998 (2011).

39 Heather Long, Andrew Van Dam, Alyssa Fowers, and Leslie Shapiro, The covid-19 reces-
sion is the most unequal in modern U.S. history, Wash. Post (September 30, 2020), available
at  https:/ www.washingtonpost.com [ graphics /2020 | business | coronavirus-recession-equality |
(last visited May 10, 2021).

40 Tim Henderson, Stateline, Pew Charitable Trusts, Single Mothers Hit Hard by Job Losses
(May 26, 2020), available at htips://www.pewtrusts.org/en /research-and-analysis/blogs/
stateline [ 2020/ 05/ 26 | single-mothers-hit-hard-by-job-losses (last visited May 10, 2021).

41 (Claire Ewing-Nelson and Jasmine Tucker, Nat'l Women’s Law Ctr., A Year Into the Pan-
demic, Women Are Still Short Nearly 5.1 Million Jobs, (March 2021), available at hitps://
nwlc.ol;‘g/wp-content/uploads /2021/03 | Feb-Jobs-Day-v2.pdf (last visited May 9, 2021).

42 I .

43 See, e.g., Michael Sasso and Alexandre Tanzi, supra note 1.

44 Teresa Ghilarducci, 30 percent Of Workers Dipped into Retirement Funds During 2020,
Forbes (January 6, 2021), available at https:/ /www.forbes.com /sites/teresaghilarducci/2021/
01/06/60-of-workers-dipped-into-retirement-funds-during-2020 | 2sh=5409dbfc7a64 (last visited
May Ié, 2021).

45 I

46 Wbmen’s Retirement Protection Act, S. 975, 116th Cong. (2019).
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and then turn to consider appeals from members with limited means who have been
denied benefits. I see it when corporations decide to work-from-home endangering
their janitors’ jobs and retirement savings all at once. I ask, as you consider retire-
ment policy, that you remember these workers and three things: defined-contribu-
tion plans are an important source of retirement income for many Americans but
right now they are insufficient to provide lifetime income for most. Requiring em-
ployer contributions and otherwise increasing the value of these plans, will improve
people’s lives. Unions can and do help the most vulnerable workers advocate for a
better more secure retirement, including lifetime income through defined benefit
plans. Public policy should reflect that reality through support for legislation like
the PRO Act.47 Most importantly, expanding Social Security with legislation like
the Social Security Expansion Act,48 will have the biggest impact on retirement se-
curity for most workers in this country because these workers simply do not make
enough money in their working years to cover decades of retirement. Indeed, in the
latest study of U.S. workers by Transamerica Center for Retirement Studies, almost
half of workers surveyed said that the No. 1 retirement priority for Congress should
be addressing Social Security’s funding shortfall. 49

I would like to thank the Committee for its time and attention today, and for its
commitment to closing the gaping disparities in retirement savings in this country.
These gaps must be closed to ensure retirement security for all Americans.

[SUMMARY STATEMENT OF DEVA KYLE]

Participation in defined-contribution plans is highly correlated to rel-
ative socioeconomic status. Of households with savings, the amount of savings
varies widely based on economic class. While median household with savings only
have $11,700 saved, families in the 90th percentile have $568,030 saved. Many
households have no savings at all.

Part-time workers, whose jobs are most insecure, not only do not save for retire-
ment but do not see retirement as an option. Over half of part-time workers in a
recent survey said they will keep working past normal retirement age and over one
in five said that they will never retire.

When we look at retirement disparities along race and ethnic lines, the picture
is worse. By and large, White people have substantially more retirement savings
and retirement plan participation than people of color. The median account balance
for White families with savings in 2019 ($83,000) remains over twice as high as the
median account balance for Black families with savings ($40,000) or Hispanic fami-
lies with savings ($38,000).

Many of the disparities by gender result from the fact that women are dispropor-
tionately low-wage workers and work in industries that do not provide access to em-
ployer-sponsored retirement plans. Disparities in retirement savings between men
and women also are a result of the persistent gender wage gap.

Because labor unions improve wages and benefits for working people union mem-
bership substantially improves access to and participation in retirement benefits
that are provided through employment, especially for those in blue collar jobs.

The Covid-19 pandemic only exacerbated inequality in retirement in
America. In total, over 2.3 million women left the labor force from February 2020
to February 2021, a disproportionate number as compared to their percentage of the
overall workforce. When women and people of color cannot pay for their day-to-day
needs, they cannot save for retirement.

As these disparities make clear, retirement insecurity is highly correlated to
whether workers have the disposable income to afford to save for retirement. This
does not have to be the case. Policies that expand Social Security, improve worker
wages, require employer contributions (not just matching contributions) to defined-
contribution plans, and provide workers with funds to cover emergencies so that
they can save for retirement without having to draw down on their retirement sav-
ings will help to bolster retirement savings for working people.

47 Protecting the Right to Organize Act of 2021, S. 420, 117th Cong. (2021).

48 Social Security Expansion Act, S. 478, 116th Cong. (2019).

49 Transamerica Center for Retirement Studies, Retirement Security: A Compendium of Find-
ings About U.S. Workers: 20th Annual Transamerica Retirement Survey, (December 2020), avail-
able at htitps:/ [ transamericacenter.org [ docs | default-source | retirement-survey-of-workers
ters2020-sr-20th-annual-compendium-of-workers-report.pdf (last visited May, 10, 2021).



55

The CHAIR. Thank you.
Mr. Gray.

STATEMENT OF DAVE GRAY, HEAD OF WORKPLACE RETIRE-
MENT PRODUCTS, FIDELITY INVESTMENTS, BOSTON, MA

Mr. GrAY. Chair Murray, Ranking Member Burr, and Members
of the Committee, thank you for the opportunity to testify today.
I am even more honored, given Fidelity’s significant presence in
many of the states represented by the Committee.

My name is Dave Gray, and I am the Head of Workplace Retire-
ment Product at Fidelity Investments. Fidelity is the Nation’s larg-
est provider of workplace savings plans and individual retirement
accounts. In our workplace-investing business, we have the privi-
lege of serving more than 22,000 employers with over 33 million
workplace participant accounts.

Today, I would like to share what is working in the retirement
system, but mostly focus my time on steps that Congress can take
to enhance it. We believe that workplace retirement plans have
proven to be an indispensible foundation to the retirement system,
assisting tens of millions of families. And the system is working
well for those that can access and those that can optimize its fea-
tures, like employer match and auto escalating contributions.

However, nearly 50 percent of private sector workers have lacked
access to a workplace plan, so we applaud Congress for creating the
Pooled Employer Plan, or PEPs, as part of the SECURE Act of
2019. PEPs are an excellent step forward toward addressing the re-
tirement coverage gap by making it easier for small businesses to
access a plan.

In response, Fidelity has created a PEP called the Fidelity Ad-
vantage 401(k), and our initial offer is deliberately focused on the
needs of small businesses who do not yet offer a retirement plan.
We are very proud to have enrolled a small grocery store, a women-
owned publisher of children’s books, and a securities services firm
founded by two disabled veterans, just to name a few.

Fidelity, along with the other 60 or so entities that have reg-
istered with the Department of Labor to serve as a pooled plan pro-
vider, could go a long way together to help address the coverage
gap.

Now, there are many areas in which working together, we be-
lieve we can enhance and strengthen the retirement security sys-
tem. Over the past year, the COVID-19 pandemic has highlighted
the challenges many American workers and their families face
?Very day to cover immediate costs while still trying to save for the
uture.

Last year alone, 1.6 million Fidelity customers took distributions
from their retirement accounts under the CARES Act due to the fi-
nancial impact of the pandemic. The substantial number of with-
drawals demonstrates the need for emergency savings. Employers
can play a key role in helping workers accumulate short-term sav-
ings. And I will tell you, this is top of mind to many of the employ-
ers that we serve. Congress can support the adoption of emergency
savings programs by enacting legislative change, such as allowing
participants to earn a match to their retirement plan by means of
contributing to an emergency savings account.
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Additionally, employees are increasingly turning to their employ-
ers for help with tackling student debt. Seventy-nine percent of
those with student debt tell us that it impacts their ability to save
for retirement. Now, we applaud the extension of the CARES Act
provision that allows employers to contribute up to $5,250 annually
toward an employee’s student loans, tax-free, through 2025.

However, we believe Congress can do more by passing legislation
that would permit an employer to make matching contributions in
the workplace retirement plan with respect to student loan pay-
ments. Our research shows that this legislation could have the ef-
fect of doubling retirement security for those that are struggling
with student debt, and we are seeing significant pent-up demand
from employers that are interested in offering such a solution.

Last, saving for retirement plans means factoring in healthcare
costs. Fidelity estimates that a couple, age 65, retiring today will
need about $300,000 to cover medical expenses throughout retire-
ment, not including long-term costs. The long-term value of a
health savings account can position a family for greater financial
security, and we support legislation that would expand access to
these savings vehicles and allow for additional contributions.

As a leading HSA provider, our data shows that the benefits of
an HSA also extend to low-income levels and workers as they tend
to accumulate a balance in their HSA accounts as years go by. And
the vast majority of Fidelity’s clients precede the HSA account with
a specific amount, meaning that HSA holders, who may not be able
to contribute much, will still benefit from the employer contribu-
tion.

In conclusion, Fidelity supports a number of bills that are being
considered by the Senate and the House that address many of
these issues. On behalf of Fidelity and the millions of Americans
we serve, we appreciate the invitation to share our views, and we
look forward to continuing to work with the Committee.

Thank you.

[The prepared statement of Dave Gray follows:]

PREPARED STATEMENT OF DAVE GRAY

Introduction

Chair Murray, Ranking Member Burr, and Members of the Committee, thank you
for the opportunity to speak with you today on retirement security and how we can
work together to build a better future for working Americans. I am even more hon-
ored to testify today given Fidelity’s significant presence in many of the states rep-
resented by the Committee here, including major campuses in North Carolina, Colo-
rado, Kentucky, New Hampshire, and New Mexico. My name is Dave Gray, and I
am Head of Workplace Retirement Product and Platforms for Fidelity Investments.

Fidelity is the Nation’s largest provider of workplace savings plans, including de-
fined contribution (DC), defined benefit (DB), health and welfare and stock plan
services to 22,000+ employers with 33.5 million workplace participant accounts. Fi-
delity provides recordkeeping, investment management, brokerage and custodial/
triustee services to thousands of Code section 401(k), 403(b) and other retirement
plans.

Employer-sponsored DC and DB retirement plans are an indispensable foundation
to the U.S. retirement system. Retirement plans, like those Fidelity sponsors and
administers, successfully assist tens of millions of families in accumulating retire-
ment savings and will provide trillions of dollars in retirement income, helping our
Nation’s workers achieve a more financially secure retirement.

Congress has enacted legislation in recent years to build upon and expand the pri-
vate retirement system, including encouraging more employers to voluntarily offer
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a DC retirement plan, facilitating higher participation and savings rates with auto-
enrollment and other auto-solutions, promoting prudent investing, streamlining plan
administration and expense, and safeguarding participant interests. Fidelity sup-
ported the landmark legislation, Setting Every Community Up for Retirement En-
hancement (SECURE) Act, that became law in late 2019 and brought meaningful
enhancements to the private retirement system, such as modernizing the age at
which retirees must begin taking required minimum distributions (RMDs), pro-
viding employers new tax credits as incentives to begin offering their employees a
retirement plan, and creating open multiple employer plans (open MEPs)—a move
that is allowing small businesses a simpler, more affordable way to offer their work-
ers a retirement savings plan for the first time and ultimately helping reduce the
retirement savings plan coverage gap.

Today, I plan to cover the ways in which Fidelity helps families and individuals
navigate the road to retirement. We believe in a holistic approach to help workers
achieve success, including the importance of starting financial education early, sav-
ing for emergencies and healthcare, balancing student loan payments with long-
term savings goals, and reducing burdens on both employers and employees. Nota-
bly, the retirement system in the United States is already helping tens of millions
of savers prepare for retirement and I will also address what is working and how
we can build upon those successes.

Building a Better Future

Workplace retirement plans play a vital role in ensuring workers have access to
easy and affordable savings vehicles throughout their careers. After decades of edu-
cation and experience, the system is working well for those who have access and
can optimize its features—such as maximizing an employer match, defaulting into
investment options with appropriate asset allocation, and auto-escalating contribu-
tions. Along with Social Security, which serves as the foundation of retirement in-
come for most Americans, private retirement savings help families successfully plan
and prepare for their long-term financial needs.

For many families however, the road to retirement security can be rocky. At Fidel-
ity, our customers constantly remind us that healthcare expenses, unforeseen emer-
gencies, caregiving, and paying down student loan debt are among the more imme-
diate needs that drive their financial decisions and prevent them from consistently
saving for retirement. To address these challenges, workplace savings plans have
proven to be one of the most effective means of providing financial help, through
l-on—-1 assistance, workshops, online tools, and methods to support financial lit-
eracy. We take that responsibility seriously understanding that financial education,
sta{{ting much earlier, 1s the gateway to higher financial confidence and decision
making.

Financial Literacy

Research shows that only 27 percent of young adults know basic financial con-
cepts such as interest rates, inflation and risk diversification. Simultaneously,
households or individuals who are less financially literate have been found to be
more likely to take “payday” loans, pay only the minimum balance on a credit card,
take on high-cost mortgages, and have higher debt levels. Having a low level of fi-
nancial literacy can make young adults less financially secure, less able to make fi-
nancial decisions, and more vulnerable to financial issues. Financial tools and insti-
tutions can help, but access to these resources has historically been unequal. The
lack of access for certain communities, especially low-income communities and com-
munities of color, can prevent people from building wealth and achieving a number
of financial goals including saving for retirement.

Additionally, research shows that children begin developing attitudes and behav-
iors about money as young as age six or seven, and according to additional research
by the FINRA Foundation, more rigorous financial instruction leads to positive be-
havioral formation and better outcomes such as improved credit scores and lower
credit delinquency.! Fidelity collaborates with a wide variety of both national and
community partners to provide access to these resources for under-represented stu-
dents in under-served communities.

Just as we provide our customers with guidance and financial tools to navigate
through their life stages and decisions to reach their financial goals, we use a simi-

1 FINRA, “State Financial Education Mandates: It’s All in the Implementation,” 2015. Found
at: hitps:/ /www.finra.org | media-center | news-releases | 2015 | finra-foundation-funded-study-doc-
uments-effectiveness-state-financial.
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lar approach for the communities where our employees work and live. We connect
our Fidelity associates with our partners to create and deliver financial education
programs and experiences, both for school-age children to teach financial concepts
and teachers to ensure they have the resources available to educate their classes.
Th(liough our programs, we have reached over 400,000 students and 3,500 teachers
to date.

Emergency Savings

Over the past year, the COVID-19 pandemic has highlighted the challenges many
American workers and their families face every day to cover immediate costs, while
saving for the future. We saw millions of workers have taken an early withdrawal
from their plan for an unexpected expense, and 58 percent of participants do not
have enough short-term savings to cover a financial emergency.2 The current pan-
demic has caused 1 in 5 people to consider taking a loan or withdrawal from their
retirement savings plan.3 During the pandemic, withdrawals increased as partici-
pants took advantage of expanded distribution options and favorable tax treatment
for up to $100,000 of coronavirus-related distributions under the Coronavirus Aid,
Relief, and Economic Security (CARES) Act of 2020. From March 2020 to the end
of the year, 1.6 million Fidelity customers had taken a CARES Act distribution from
their retirement account, which represents 6.3 percent of eligible employees on our
workplace savings platform. The majority of individuals (59 percent) took one with-
drawal in 2020 and the overall average amount per withdrawal was $9,400 (the me-
dian amount per withdrawal was $2,500). The substantial number of withdrawals
last year demonstrates the need for an emergency savings accounts.

While the pandemic has put a spotlight on this problem, families have been strug-
gling with savings for emergencies well before last year. Families need emergency
savings accounts to be more prepared for addressing the unplanned, but unavoid-
able challenges of life, not only during a pandemic. Fidelity believes that employers
can play a key role in helping workers accumulate short-term savings, and we have
seen compelling innovation in this space across employers and financial services
providers.

Today, Fidelity enables thousands of employees to save for short-term goals in-
cluding emergencies. Our “Goal Booster” program provides savers with a path to a
liquid savings option, tracking tools and motivational insights to help them stay on
track. While this is a good start to getting participants on track to cover immediate
and short-term needs, we are exploring additional innovations that can be offered
through the workplace and complement retirement plans—many of these ideas re-
quire legislative changes. For example, some employers are seeking an option where
a participant can earn a “match” to their retirement plan by way of contributing
to an emergency savings account, therefore facilitating long-term savings for indi-
viduals who may otherwise be unable to do so.

Student Debt

Additionally, employees are increasingly turning to their employers to help with
all areas of financial wellness, including tackling student loan debt and managing
healthcare expenses now and in retirement. Student loan debt is a serious problem
in the country, with over 44 million Americans owing a combined total of $1.67 tril-
lion in outstanding student debt.4 Student loan debt can impact individuals many
years after they graduate college. Though typically associated with only millennials,
student debt impacts all age groups. In fact, 34 percent of Gen-Xers and 29 percent
of baby boomers currently hold student debt and interest rates are actually highest
among Boomers. 5

At Fidelity, we see how student debt manifests as both a financial and emotional
burden on savers. Our data shows that it is a barrier to moving forward with mo-
mentous life events, such as buying a home, getting married, or helping to pay for
a child’s higher education. We know that 79 percent of those with student debt say

333B/2§se2d on 384.6k completed response of the Financial Wellness Assessment from 04/01/2019—
03/31/2020.

3 Fidelity Investments Market Uncertainty Study, April 2020, a nationwide survey of 1.6k
adults 18 years of age or older with at least one investment account. This analysis is based on
716 working adults with a workplace retirement savings plan. The study was fielded from April
1-8, 2020 by ENGINE INSIGHTS, an independent research firm not affiliated with Fidelity In-
vestments. The results of this survey may not be representative of all adults meeting the same
criteria as those surveyed for this study.

4 Nerd Wallet, 2021 Student Loan Debt Statistics.

5 Fidelity Investments Student Debt Tool as of December 30, 2020.
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that student debt impacts their ability to save for retirement, and 69 percent report
that they reduced their retirement deferrals by stopping contributions entirely or
took loans or hardship withdrawals. On average, participants with student debt con-
tribute 6 percent less to their retirement accounts than individuals without student
debt. 6

Fidelity applauds the steps Congress has recently taken to reduce the burden of
paying down student debt. In particular, we supported a provision in the CARES
Act that temporarily allowed employers to contribute up to $5,250 annually toward
an employee’s student loans tax free (for both the employer and employee). Last De-
cember, Congress authorized an extension of this provision through 2025, which
gives employers the certainty they need to offer student debt assistance as an em-
ployee benefit for years to come.

We have also advocated rule changes to allow for an employee repaying student
loans, in lieu of saving for retirement, to also benefit from an employer contribution
to their workplace retirement plan. In essence, an employer “match” on their stu-
dent loan payment. This allows employees to take responsibility in reducing debt
while resting assured that they are able to get started saving for retirement. A pro-
vision to enable this feature is currently being considered as part of the next round
of retirement reform legislation and we would strongly encourage you to include it
in any final legislative package.

Complexity

Finally, complexity remains a persistent barrier to plan formation and participa-
tion. There are a few areas where simplification for both employers maintaining a
plan, and employees saving for retirement, could improve the process. Currently,
there is a patchwork of different rules relating to 401(k), 403(b), and 457 plans,
which all have different rules for contributions, hardship withdrawals, loans, and
distributions. Complexity discourages participation, and harmonization could help
ease the burden on employers and employees. Congress should also simplify the
process by making permanent the provision in the CARES Act that allows partici-
pants to self-certify when applying for hardships and loans. Absent participant self-
certification, the administrative burden and liability falls on the plan sponsors and
service providers, adding another barrier and layer of complexity to the retirement
system.

What’s Working

Automatic Features

Even with the challenges facing Americans today, the retirement system in the
United States is working for tens of millions of savers. Together with Social Secu-
rity, workplace plans and individual accounts, families have a wide range of savings
plans and planning tools to meet their needs. Many employers offer automatic en-
rollment and automatic escalation, tax deferred payroll deductions, and matching
contributions. In fact, automatic features are a proven method of increasing partici-
pation and savings rates. At Fidelity, plans that utilize automatic enrollment have
an 87.2 percent participation rate, versus a 51.9 percent participation rate among
those employees at plans without the feature.” These automatic features and tax
incentives to save are critical to ensuring Americans are prepared for retirement.

Retirement Income

The benefits of saving in a workplace plan are also recognized into retirement
years. There is a growing population of individuals who choose to keep their savings
in a previous employer’s retirement plan, and 55 percent of retirees on Fidelity’s
platform keep their savings in a plan past the first year of retirement.8 This shift
has created the need for in-plan retirement solutions to help retirees draw down
their savings. Employers are increasingly comfortable having workers keep their
savings within the company’s savings plan when they retire and are interested in
offering a comprehensive in-plan retirement income solution for those individuals.

6 Workplace Investing Plan Participant Student Loan 2016 Study, responses from 496 mem-
bers (10/27/16—11/7/16).

7 Based on Fidelity analysis of 23,300 corporate DC plans (including advisor-sold DC) and
19 million participants as of 12/31/2020.

8 Fidelity Investments; stay-in-plan rates as of December 2018.
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Flexibility

Furthermore, there is no one-size-fits-all solution for every saver, and the private
marketplace has evolved to meet the needs of every individual. In addition to the
traditional 401(k) plan, employers may offer a 403(b) plan, Roth options, SEP or
SIMPLE plans, and now, open MEPs. This wide variety of workplace savings plans
allows employers large and small to find a plan that fits their needs and the needs
of their employees. The flexibility in the current system along with innovation for
the future will allow companies like Fidelity to continue to provide services for every
saver.

Open MEPs, also called Pooled Employer Plans (PEPs), are an excellent step to-
ward filling the retirement coverage gap by making it easier for small businesses
and independent workers to access retirement savings plans. Nearly 50 percent of
private sector workers in the U.S. lack access to a workplace retirement plan.?
Many small businesses do not have the resources to offer their employees a work-
place plan due to the costs and complexity involved in administering a plan. The
SECURE Act of 2019 permitted the formation of PEPs, eliminating barriers for
smaller employers to band together in a multiple employer plan. The PEP structure
allows small business owners to focus on running their business, rather than the
complexity that comes with administering a plan. According to the Department of
Labor, 63 entities have registered to act as Pooled Plan Providers in the PEP space
as of today. This growing interest could go a long way to closing the retirement cov-
erage gap.

Fidelity has created a PEP, the Fidelity Advantage 401(k), to help close the cov-
erage gap and help those small employers who are looking to start a plan for the
first time. While we know there are others in the industry that are choosing to offer
PEPs to employers who already offer a plan, Fidelity’s initial offering is deliberately
focused on helping address the coverage gap by crafting a solution built for the
needs of small businesses who do not yet offer a retirement savings plan today. The
plan is targeted toward employers with between 5-50 employees. We have seen sig-
nificant organic demand since its launch earlier this year. For example, we are
proud to have enrolled a small grocery store in California, a women-owned publisher
of children’s books in Spanish and English, and a managed security services pro-
vider founded by two disabled veterans. We believe entering a PEP can allow busi-
nesses to capitalize on the economies of scale of a larger plan, simplify administra-
tion, and provide their employees the coverage they need.

Digitization

Critical to the continued success of the retirement system is innovation and pre-
paring for the future of savings. Fidelity supports recent regulatory efforts to ex-
pand electronic delivery (e-delivery) as the primary distribution method for retire-
ment plan disclosures. According to a 2015 study, 84 percent of retirement plan par-
ticipants find it acceptable to make e-delivery the default option (with the option
to request paper at no cost to the participant). 10 Preference for digital disclosures
is clear; in fact, less than 1 percent of participants change their delivery preference
to paper where plan sponsors use workplace emails for e-delivery under the current
regulations. E-delivery also encourages participants to engage with their invest-
ments, which results in better outcomes, including higher deferral rates and im-
proved retirement preparedness. The SPARK Institute’s data indicates that savers
with e-delivery contribute 72 percent more and are three times as likely to be saving
a sufficient amount for retirement than savers who receive paper disclosures. 11

In addition to investor preference, e-delivery is more environmentally conscious
and less costly. Reducing our use of paper reduces our carbon footprint.12 In addi-
tion, the process of manufacturing paper contributes to pollution, paper waste, and

9 “Small Business Profile,” U.S. Small Business Administration Office of Advocacy, 2017.

10 See the full report at https://www.sparkinstitute.org/contentfiles/improving-outcomes-
with-electronic-delivery-of-retirement-plan-documents.pdf.

11 Improving Outcomes with Electronic Delivery of Retirement Plan Documents, SPARK Insti-
tute (2015).

12 See U.S. Environmental Protection Agency, Paper Products (Oct. 28, 2010), available at
http://www.epa.gov / climatechange | wycd | waste | downloads [ paper-products10-28-10.pdf.
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deforestation. 13,14 Default e-delivery for retirement plan documents is supported by
a number of leading union pension funds who noted specific costs savings for their
participants, as well as being supported by the U.S. Chamber of Commerce and
countless other groups. Further, e-delivery is more accessible than paper, allowing
retirement savers with disabilities to access information in a format that meets
their unique needs. Nearly 70 percent of disabilities are related to age; those experi-
encing vision loss later in life now have the assistance of new technological advances
such as screen readers (e.g., Voice Over on iPhones, Talk Back on Android phones,
and Narrator on Windows 7 machines) to audibly receive the same information con-
tained in a written disclosure.

Moreover, because 85 percent of special requests for disclosures are for large
print, having an electronic format for disclosure delivery allows participants with
moderate vision impairment to easily enlarge the font on a computer or smart phone
screen. Delivering plan information electronically is a faster, more efficient and ef-
fective way for participants to get the plan information they need. Electronic acces-
sibility enables participants to receive communications in the digital manner they
now expect. Communications can be sent and received instantly, without delay, and
without the risk of getting lost or misplaced in the daily shuffle of paper mailings.
With a digital-first approach, Fidelity supports the delivery of plan related materials
in a manner requested by plan participants.

Similarly, with the shift toward digitization and online access, Fidelity supports
efforts to make permanent the ability for plan participants to obtain spousal consent
through remote notarization and the modernization of processes related to retire-
ment plan administration. Temporary relief is due to expire on June 30, 2021, al-
though the experience of the past year has shown that remote notarization has
broad acceptance across much of the Nation, and has proven to be a commonsense
method of authentication while maintaining important protections and reliability. In
fact, 33 states have enacted laws and dozens of other states’ Governors have issued
executive orders permitting remote notarization. Remote notarization has been suc-
cessful and beneficial for plan participants and plan sponsors during the continuing
pandemic. It has proven to be more secure and convenient, particularly given that
executing interactions and transactions digitally is consistent with the way plan
sponsors and plan participants prefer to conduct business. Plan participants have
found that it provides an expedient and secure alternative to conventional notariza-
tion in the presence of a notary. Moreover, Fidelity is aware of no incidents of fraud
related to remote notarizations obtained by participants in the thousands of plans
that Fidelity services.

Healthcare in Retirement

Last, savers are looking for ways to prepare for retirement expenses beyond the
every day, and for millions of Americans that means preparing for increased
healthcare expenses. It is estimated that a couple retiring today will need $300,000
to cover medical expenses throughout retirement, an 88 percent increase since 2002,
based on the annual Fidelity Retiree Health Care Cost Estimate. As one of the lead-
ing service providers for Health Savings Accounts (HSAs), Fidelity is committed to
helping workers and their families save for current and future health care expenses.
As health care costs continue to rise, both American families and their employers
agree health care is a top concern, particularly during retirement. Almost 90 percent
of employers consider the rising cost of health care to be a critical concern, and 26
percent of working Americans actually rank health care as the most critical issue
facing us today.1®> Employers are moving toward HSA-eligible health plans and
today, 90 percent of large employers offer at least one consumer directed health
plan, which helps reduce employers’ costs, but these plans also offer individuals and
families the benefit of an HSA.

Saving through an HSA allows individuals and families to set aside money on a
tax-advantaged basis to pay for current and future health expenses in retirement.
HSAs are also becoming more popular for U.S. workers across all income levels.
More than 50 percent of HSA holders with household incomes between $20,000 and

13 See U.S. Environmental Protection Agency, National Emission Standards for Hazardous
Air Pollutants for Source Category: Pulp and Paper Production; Effluent Limitations Guidelines,
Pretreatment Standards, and New Source Performance Standards: Pulp, Paper, and Paperboard
Category, 63 Fed. Reg. Vol. 18504 (Apr. 15, 1998), available at https:/ /www.gpo.gov/fdsys/pkg/
FR-1998-04-15/pdf/98-9613.pdf ("EPA Guidelines”).

14 U.S. Environmental Protection Agency, Causes of Climate Change, available at hitp://
www.epa.gov / climatechange | science | causes.html.

15 The 2018 EBRI/Greenwald & Associates Health and Workplace Benefits Survey.
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$50,000 per year are enrolled in an HSA-eligible health plan and enrolled in an
HSA. 16 HSA holders in the lower income bracket benefit disproportionately by par-
ticipating in an HSA through the employer contribution. While the employer con-
tribution funding amount varies by plan, the vast majority of Fidelity’s plan sponsor
clients pre-seed the HSA account with a specific amount rather than matching on
a 1:1 basis. This means that HSA holders who may not be able to contribute much
to their account, will still reap the full benefits of the employer contribution. The
long-term value of an HSA can position a family for greater financial security, and
Fidelity supports legislation that would expand access to these savings vehicles and
allow for additional contributions so that families can save for the long-term.

Conclusion

Finally, I would like to express Fidelity’s support for the latest retirement legisla-
tion under consideration, the Securing a Strong Retirement Act, or SECURE 2.0 as
it has been dubbed. Several of the reforms are also included in the comprehensive
bipartisan legislation from Senators Cardin and Portman, the Retirement Security
and Savings Act, and we look forward to working with Members of Congress to ad-
vance these important initiatives. These bills build upon the strong foundation of
their predecessor legislation and include many provisions that would address the
challenges raised above.

Notably, SECURE 2.0 takes an important step to help individuals who are paying
down student debt by allowing employers to make matching contributions to a
401(k) plan while their employees make student loan repayments. The legislation
also includes a meaningful enhancement to open MEPs and would allow 403(b)
plans to participate in MEPs and pooled employer plans (PEPs). We believe open
MEPs and PEPs will go a long way to closing the coverage gap for millions of Amer-
icans who do not yet have access to a workplace retirement plan.

We also support the provisions to modernize retirement plan disclosures, includ-
ing directing the Department of Labor, Treasury, and Pension Benefits Guarantee
Corporation to study ways to consolidate, simplify and standardize the disclosures.
Eliminating the requirement to send unnecessary plan disclosures to employees who
are not enrolled in the plan is a helpful step in this direction. While we do have
concerns about certain aspects of the electronic delivery provision, we look forward
to working further with policymakers so that we can ensure participant demand for
electronic delivery is met, and individuals are receiving up-to-date information con-
veniently in a cost-effective and environmentally conscious manner.

On behalf of Fidelity and the millions of Americans we serve, we appreciate the
invitation to share our views and contribute to this important dialog to build a bet-
ter future through retirement security. We forward to continuing to work with the
Committee to further American workers’ retirement security now and for the future.

The CHAIR. Thank you very much to all of our witnesses this
morning.

We will now begin a round of 5-minute questions of our wit-
nesses, and I, again, ask my colleagues to keep track of the clock
and stay within those 5 minutes.

Data released earlier this year by the Bureau of Labor Statistics
found that only 39 percent of part-time, private sector workers
have access to retirement benefits, and according to the BLS, near-
ly two-thirds of part-time workers are women.

We took a big first step in the SECURE Act by increasing access
to retirement plans for long-term, part-time workers, but I think
we can do a lot better. That is why I am pushing for legislation,
like the Women’s Retirement Protection Act, which would further
expand access to retirement plans for part-time workers and ad-
dress other challenges that undermine women’s financial security.

I want to hear from each of you this morning. How can we im-
prove access to retirement benefits for part-time workers, many of

16 Based on Fidelity record kept health and welfare data for 21 workplace investing clients
as of May 2018.
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whom are women, and encourage participation when those benefits
are offered? Ms. Lucas, let’s start with you.

Ms. Lucas. Thank you, Senator Murray. We looked at the re-
cently passed legislation for making or requiring coverage of part-
time employees at the Employee Benefit Research Institute and,
while we found that it was beneficial in increasing the amount of
people that will have enough savings for retirement, we really—
when we looked at it in combination with other initiatives, we saw
a much more robust picture. We looked at it when—we looked at
people that were in open MEPs, were automatically enrolled, and
required coverage of part-time employees with auto portability.

Looking at this more holistic picture of not only getting people
into the plans, including part-time employees, but keeping that
money in the system, we saw a much greater increase in the
amount of people that would have retirement security. In fact, we
found that for people age 35 to 39, who work for small employers,
their reduction in savings shortfall was 26 percent if you combine
these features.

We believe that it is not just getting people into the plans that
is at issue here, but more holistically, keeping that money in the
system because part-time employees are likely to have low bal-
ances, and those are the balances that are likely to be cashed out,
even once they are in the system, when they change jobs.

The CHAIR. Mr. Akabas.

Mr. AKABAS. Senator, we talked about the coverage gap a lot
today, and I think the most effective, and perhaps the only solution
that can really get all or most of these part-time workers covered,
is a national standard, and I think that has two steps.

The first is that private businesses are unlikely to voluntarily
cover these workers because of the administrative costs of main-
taining many small accounts, including for former employees. But,
on the other hand, simply mandating all of them would put undue
burden on many of these small businesses and lack consumer pro-
tections.

I think that there is two steps here. The first is to make it as
seamless and costless as possible for small businesses to offer these
plans. Steps were taken to do that in the SECURE Act. There are
additional provisions that could make that even stronger and re-
move further responsibility from them, including on the fiduciary
side, and transfer that to other entities.

Then, the second is that once that is done and we have options
like PEPs and state plans out there, we can have a national stand-
ard that requires all employers above a certain size to enroll their
workers. And, when we have that in place, it could preempt all the
different requirements that are occurring at the state level and just
have one consistent national standard.

The CHAIR. Okay. Ms. Kyle.

Ms. KYLE. I agree with the other witnesses here. I also think it
is important to recognize that Social Security is the best and most
equal retirement system our Country has. Improving Social Secu-
rity will go a long way to improving retirement security for women
and part-time workers.

Second, I think solutions that focus on providing money to indi-
viduals to save for retirement security in portable plans are much
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more important than solutions that provide other kinds of incen-
tives, like tax deductions, which mostly benefit, as we know, the
wealthiest people in more secure employment.

I would encourage Congress to enact legislation that mandates
employer contributions to retirement savings plans and that pro-
vide employees with funds so that they can save more.

The CHAIR. Thank you. Mr. Gray.

Mr. GrAY. Madam Chair, thank you for the question. We are
very supportive of accelerating the participation requirements, like
we have seen in the SECURE Act and SECURE Act 2.0, that
would ensure that workers that are part-time workers get covered
by workplace retirement plans. I think that is foundational to cre-
ating retirement security.

I would also emphasize, PEPs, pooled employer plans, I think
this is—we are very early in this. This is new. But, from what we
are seeing, we are seeing tremendous interest. And I think one of
the keys to addressing the question you raised is to ensure that
when those individuals go to work, their employer can offer them
a plan. And, what we see in PEPs is the ability for small business
owners to have the economies of scale that large plans have, and
to offload the administrative work to reduce the barrier to offering
a plan, allow them to focus on their business, and allow us to focus
on delivering a retirement solution to their employees.

Beyond that, I certainly would agree, as well, that it certainly
goes beyond the workplace retirement plans. We should look at
things, such as emergency savings and the like, which I know we
will probably discuss in a few of the questions.

The CHAIR. Thank you.

Senator Burr.

Senator BURR. Thank you, Madam Chair.

I want to thank all four of you because all four of you have actu-
ally presented solutions to real problems. And I will not speak for
the Chair, but sometimes we get testimony and we are sitting there
searching for the value out of it, other than an opportunity to
spend 5 minutes in front of a Congressional Committee. And I
think all four of you have done a wonderful job at pointing us in
directions.

Mr. Gray, Fidelity has a product that allows small business to
take advantage of the economies of scale and pool together. You al-
luded to it, and you talked about the interest. Can you gauge that
interest? Can you convey to us how much interest is out there?

Mr. GrAY. Yes. I would say that we are seeing extremely strong
or significantly strong organic demand without really any mar-
keting or promotion on our part. Just small businesses reaching
out to us, calling us, asking for a solution.

I will tell you that, in the past, many of these small businesses
were businesses that we really could not serve in a cost-effective
way for them and their employees. Instead, now, with the PEP, we
are able to provide that solution for them. We expect this to grow
very significantly, and we are very committed to making this solu-
tion work to get after the coverage gap.

Senator BURR. Are there other barriers or red tape that govern-
ment should look at reducing or streamlining to encourage more
employers to adopt a retirement plan for their employees?
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Mr. Gray. Yes. I think there is a couple potential solutions to
that. I think one, which we have seen in some of the pending legis-
lation, which is an extension of tax credits to small employers to
incent them to establish the plan.

I think, as well, making clear the fiduciary responsibilities, as
other testimony has provided. In a solution that Fidelity is pro-
viding, we are taking fiduciary responsibility for that retirement
plan, trying to make it as easy as possible for the employers. They
simply need to make the selection, fund the payroll, and we will
take the fiduciary responsibility from there. And I think that is
really the gold standard approach for a pooled employer plan.

Senator BURR. Ms. Lucas, you talked about in your testimony fi-
nancial literacy, and financial literacy is something that, while we
aim to advance it and to bring increased access to retirement ad-
vice for all Americans, we understand the average American will
not attain the level of knowledge and proficiency a retirement ex-
pert would have.

I remember in my early days in the House 27 years ago, I used
to put out a book. It was called Life 101, and it was given to every
high school graduate because many of those high school graduates
did not go to college where they got sort of that advanced level.
And it had things in it like how to set up a bank account and some
information on life insurance. I was told by the Ethics Committee
in the House that had to be excluded from the book because that
was not the responsibility of a Member of Congress to share with
constituents.

I approach this question with you from that aspect, that govern-
ment is not necessarily the right one to make the decisions. But,
what can we do to enhance the financial literacy and the retire-
ment advice that these folks are getting over and above what is
available today?

Ms. Lucas. Well, in our retirement confidence survey we find
that people are—there is a bit of a disconnect even in terms of the
amount of financial skill people think that they have. The majority
of people in the retirement confidence survey are actually pretty
confident about retirement. And, then, we look at numbers like we
have talked about today, which shows that may be overconfidence.

On the other hand, we—I remember distinctly early in my career
when I—and this was decades ago, when I was talking to a plan
sponsor who said, we spend millions and millions of dollars edu-
cating the same 20 percent of people. The other 80 percent do not—
they are not listening to us.

That is why I think things like auto features are so important,
not only within the retirement system—and we have demonstrated
that they work—but, to Mr. Gray’s point, other aspects, as well.
Not only perhaps emergency savings, but student loan debt.

Using what works, what we know works, which is the defined
contribution system, to help people almost in spite of themselves to
harness the things that we know are dominating their behavior,
such as inertia, and allowing them to get into an emergency sav-
ings vehicle, a student loan debt repayment vehicle, or a 401(k), de-
pending on their circumstances, automatically. Not asking them to
become financially literate when they have a day job and other
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things that they need to be focusing on, other than becoming a fi-
nancial professional.

Senator BURR. Thank you. Thank you, Madam Chair.

The CHAIR. Senator Casey.

Senator CASEY. Chair Murray, thank you for this hearing. I want
to thank you and the Ranking Member for making it possible for
us t(l) focus on such a critically important issue to the American
people.

I will start with Ms. Kyle. I know that she has done a lot of work
not only in this area generally, but in particular, her work in the
House, and I am grateful for the public service she did there.

I think I am stating something that is maybe self-evident, but
probably not said enough, that one of the most important elements
of any kind of economic security for the middle class is retirement
security. But, we do not spend enough time on this issue.

Many Americans will ask, Do I have enough money to save for
retirement? Can I retire comfortably? All those questions are on
the minds of workers and, for too many of them, the answer to
those questions is no.

We are told that in 2018, just a little more than half, 52 percent,
of private sector workers participated in a retirement plan.

Ms. Kyle, you said—you noted in your testimony, when it comes
to Black Americans and Latino Americans, it is 54 and 61 are at
risk of not having, not having enough money in retirement. So, one
of my priorities, and I know it is a huge priority for so many of
us, is making it easier for working and middle class families to
have a secure retirement. By definition, that requires that we work
with folks on both sides of the aisle to ensure that Americans can
earn a living wage and that they have something left over to put
away for retirement.

I especially appreciate, Ms. Kyle, the fact that you made the con-
nection about today and tomorrow, meaning the connection be-
tween wages and retirement, which is apparent and evident. But,
it also is not an issue—not a connection we make, that people’s
wages and their income today will determine what they have to-
MOrTrow.

I guess I would ask you, can you discuss some of the best tools
available today to give working families an opportunity to save? So,
that will be question one, the tools available.

Question two would be if you could shed some light on the gaps
that exist with respect to access to those tools.

Then, third, how they can be addressed. And I know you have
}Iir(l)vfi‘dfd some of this in your testimony, but I think repetition is

elpful.

Ms. KYLE. Absolutely. And you are exactly right. The retirement
crisis in this Country is the flipside of the wage crisis, right? I
think that when we think about providing more retirement security
to workers, it is essential to ensure fair pay so that people can ac-
tually afford to save.

There are a few things that can be done, though, beyond looking
solely at ensuring fair pay. You can assure that all employers,
large and small, either provide retirement plans directly, or partici-
pate in pooled plans with required employer contributions so that
it does not rely solely on the wages of an individual worker, and
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with automatic enrollment and portability so that plans can follow
people as they switch jobs. Because, as we know we are no longer
in the 1950’s or 1960’s where people get a job when they are 20
years old and then retire there. People switch jobs, and a lot of
times, if their plans do not go with them, they are a step back in
providing retirement security.

Congress can also provide starter tax credits. That will go a long
way into providing retirement security by going directly into sav-
ers’ retirement accounts. Both emergency savings accounts and re-
tirement accounts with direct tax credits would help people who
cannot afford to put away money from their wages.

I think the best thing that Congress can do is also to limit efforts
that stymie union participation. The evidence is really clear that
for working people, benefits provided through unions are the pri-
mary way that they can save for their future.

Senator CASEY. Well, it is very helpful. I know we are almost out
of time. I will yield back my time, maybe have some questions for
the record for other members of the panel.

But, Chair Murray, thank you very much.

The CHAIR. Thank you.

We will go to Senator Moran.

Senator MORAN. Madam Chair, thank you very much. Let me
ask a couple of questions. Maybe the first one for Mr. Gray.

Mr. Gray, you are a plan provider. You are aware of the types
of temporary relief that regulators took to alleviate burdens during
the pandemic, prompted by the shutdown and lockdowns and social
distancing. I know the IRS granted temporary relief to the notari-
zation requirements for a spousal consent, for example. Do you
think that making these kinds of things permanent, some or all of
those temporary things that were provided, or other temporary re-
lief that I may not know about, would that be helpful continuing
into the future? Are there ways that doing so would reduce the ma-
terial costs associated with small businesses offering these kinds of
plans, retirement plans?

Mr. GRAY. Senator, thank you for the question. And I will start
specifically to your question around e-notarization in the temporary
relief. Yes, we at Fidelity, and our clients, would certainly like to
see that relief become permanent. We think it has been a very ef-
fective way for notarization process to happen in distributions that
is both respective of individuals’ concerns with the pandemic and
health crisis, as well as in many ways far more secure. That e-no-
tarization is videotaped. And, in addition, there are challenge ques-
tions presented in order to validate or verify the identity of the in-
dividuals for e-notarization. Knowing that we are living in a digital
age, we think it makes sense that the relief should continue for e-
notarization for purposes of retirement plan withdrawals.

In addition to that, I think great strides have been made by this
body and by regulators with regards to electronic delivery of plan
notices. We would also want to make sure that continues and is ex-
panded as necessary. We find e-delivering notices to reduce cost
burden, and also help individuals that may have disabilities that
need accessibility. And, we think it actually better engages with in-
dividuals in interacting with their retirement plan.

Thank you, Senator.
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Senator MORAN. Thank you, Mr. Gray.

Let me ask any of the witnesses. One of the things with the pan-
demic that is highlighted is the lack of savings for an emergency.
Something happens in one’s life or their family’s life, and some-
times perhaps retirement accounts become a place that can provide
some safety, a safety net, but the consequence of that is dimin-
ishing the value of the retirement account upon retirement.

Let me ask if there are things that employers could or should be
doing to help individuals save not just for retirement, but for emer-
gencies that may arise from today until their date of retirement in
order to better preserve their retirement accounts for purposes of
retirement. Anybody have suggestions for me of things that I or me
and my colleagues might pursue?

Ms. Lucas. I can start with that question. We did see that with
the CARES Act, the defined contribution system, which, again, is
one place where people do tend to have money, was used as a de
facto emergency savings vehicle because that was where the money
was. And, fortunately, the—not a lot of people did end up taking
coronavirus-related distributions, but those that did, they were in
areas, industries, where they really were in dire need, and they did
need emergency savings. So, thank goodness at least they had the
401(k) plan for that.

But, we need to think about how can we leverage the existing
system to help with emergency savings because it is such a robust
system. And having something like a sidecar savings account at-
tached to the existing defined contribution system is something
that employers have expressed a lot of interest in. They—according
to our financial well-being survey of employers, 26 percent said
that they would like to offer a sidecar savings account in the next
1 to 2 years. And any policies that could help to facilitate that, and
including allowing employers to match to those accounts, I think
would be very welcome, especially since, if they are a sidecar sav-
ings account, they are not—people are then not taking money from
the corpus of their retirement plan. It is a separate account that
is attached to the 401(k) plan, but it is specifically for emergencies.

That is important from a mental accounting perspective. Behav-
ioral finance shows that when people think—when they see a big
pile of money and they identify that as an emergency—source of
emergency savings, they will likely take more money than they
need. But, if they are limited to a pool that is actually designated
for emergencies as an emergency savings account, they are likely
to take—constrain the amount of money they take during emer-
gencies, and that would be the value of the sidecar savings.

Senator MORAN. That makes sense to me, Ms. Lucas. Thank you.

Mr. AKABAS. Senator, if I could just——

Senator MORAN. Anyone else.

Mr. ArABAS. Yes. If T could just quickly add to what Ms. Lucas
is saying. I think another barrier that a lot of employers are facing
to offering these types of plans is the lack of ability to automati-
cally enroll workers today. And there is legislation from the last
Congress that would clear out regulatory barriers that currently
make it unclear for employers that want to use this, and that can
make a huge difference. Because today we are seeing enrollment in
these plans that are offered at fairly low levels, and that is what
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we saw in retirement accounts before automatic enrollment became
the norm.

If we can have legislation that would clear those barriers. There
is legislation being rewritten right now that was introduced in the
last Congress by several bipartisan Senators that could have that
effect, and I think it could open the doors for employers that want
to experiment with these types of accounts, whether it is a sidecar
account that is actually attached to the retirement account, or a
stand-alone emergency savings account that you could automati-
cally enroll workers into.

Senator MORAN. Thank you very much. Thanks for highlighting
that.

The CHAIR. Thank you.

Senator Kaine.

Senator KAINE. Thank you, Chair Murray and Ranking Member
Burr, and to our witnesses. Very powerful testimony.

I want to begin with just re-emphasizing Ms. Kyle’s testimony
about racial disparities that are on page four and five of her writ-
ten testimony. Just top line, the percentage of Hispanic families
with retirement savings in 2019 was 32 percent; Black families, 44
percent; White families, 65 percent.

Then, if you look at the amount of savings, it is even starker. Av-
erage White family in 2016 had about $160,000 in liquid retire-
ment savings; Black families, $25,000 in liquid retirement savings;
and Hispanic families, $29,000. Ms. Kyle’s testimony points out
that a good bit of this is because of wage gaps, but you also really
have to grapple with the effect of wealth gaps.

We commemorated 400 years of African presence in Virginia in
2019, and as we were doing that commemoration, it sort of made
me look at history this way. Divide the 400 years since Africans
came to the English colonies into eight half-centuries. For five of
the eight half-centuries, Africans were held as property. They could
not own and accumulate property. They were held as somebody
else’s property. Enslaved, and even freed African Americans under
the Dred Scott ruling were ruled to be never able to be citizens of
the United States. That is five-eighths of the history of African
Americans in the United States.

For the next 100 years, two-eighths of the history, slavery was
abolished. But, because civil rights laws had not been passed, le-
gally, African Americans were treated different in every area of
life, including housing, which is one of the principal ways that peo-
ple get wealth.

It was only in the 1960’s, so only in the last half-century, one-
eighth of American history, that African Americans were granted
full legal equality, that is not the same as social or economic equal-
ity.

Surprise, if African Americans had basically been locked out of
the norms of property accumulation, buying a house where they
wanted to, passing that house onto other family members, it is
really difficult to accumulate wealth like other folks. You can say
a very similar thing about Hispanic families.

This is one of the reasons, these statistics, that I have signed on
as a cosponsor to Senator Booker’s bill to set up a commission to
look at the idea of reparations. I think how to do it is very com-
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plicated, and I am not smart enough to figure it out. But, I also
feel like you cannot look at statistics like these and the history we
have had and say, well, there is just nothing we can do about it.
Because we did corporately, as a Country, and the institutions and
laws, did a whole lot of things to create this and these disparities,
and, so, the notion that, well, we just cannot do anything about it,
or it is just the way it is, I mean, I—we have to figure out a way
to do something about it.

I am really glad, Ms. Kyle, that you made that—you put that
data in such a stark way in your testimony.

Auto enrollment. I want to ask some questions about auto—po-
tential for auto re-enrollment. So, one of the things that we have
learned over the years is that small tweaks to processes can make
a big difference in retirement savings. Some people opt out of re-
tirement early in their careers when they are young, healthy
invincibles, and then they do not go back and maybe rethink that.

Do we have any evidence whether or not people who opt out
early are likely to reconsider the decision later in employment?
And could some potential for auto enrollment every 5 years or so,
with the additional element that you can then opt out if you choose
to, might that help us get more people to participate in retirement
savings? Maybe Ms. Lucas, I will come to you on that.

Ms. Lucas. Yes. Thank you. There is evidence that obviously in-
ertia is a powerful force. It can be harnessed by automatic enroll-
ment to get people into the plan and they will not opt out, and we
see that—to your point about different races, it does not matter
whether you are White, Black, Hispanic, woman, man, all in-
comes—people, when they are automatically enrolled, stay in plans
at very high levels.

For those that do opt out, re-enrollment is a very good solution
because inertia will remain a factor. I remember I saw a focus
group years ago of people that had been automatically enrolled into
their plan and they were asked how they liked the experience of
being automatically enrolled. One woman said, I have been work-
ing here for 10 years and, gee, time really flies. I meant to enroll
in my 401(k) plan and then never got around to it.

I think re-enrollment is definitely a consideration because we
will continue to see inertia of people that opted out and may ulti-
mately have wanted to come back in but never got around to it.

Senator KAINE. Thank you. I have other questions I will submit
for the record, but thank you to the witnesses.

The CHAIR. Senator Tuberville.

Senator TUBERVILLE. Thank you, Madam Chair. Thank you for
being here today.

I know you hit a little bit on this a few minutes ago. In 1935,
we started Social Security. This is really the only retirement that
a lot of people have. And, for some unforeseen reason, in 1983, this
group up here decided we would tax social security, and sounds
like we are getting ready to do another tax on social security. We
cannot find enough money in the Federal Government to run this
Hill up here, so we need to take from the people that has paid into
retirement.

Any of you want to answer this? How do we make it better? How
do we make Social Security better? Because we just—all of you in
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your opening statements pretty much said nobody has retirement,
just a few; and the ones that have it, the corporations have wasted
and the taxpayers are having to pay the money to pay them off.

How do we make Social Security better for everybody?

Mr. AKABAS. Senator, you are absolutely right. The Social Secu-
rity system is meant to be the foundation of retirement security,
the rock of certainty that Americans have in retirement. It has
really become a major source of uncertainty that they have because
of the status of the trust fund. We are only a little over a decade
away from when the trust fund will exhaust its reserves, and I
think it is incumbent upon Congress to take action to make sure
that outcome does not occur, and the sooner, the better.

We at BPC have a report that we put out with the commission
that I mentioned earlier that comprehensively addresses Social Se-
curity. It does call for benefit adjustments, especially for folks that
can afford it at the higher end. It actually raises benefits for those
who are most vulnerable at the bottom end, and then calls for some
modest additional revenue increases to make sure that the trust
fund is funded over time.

I would certainly encourage you to take a look at the plan, and
I would be glad to discuss it further with you and your staff.

Senator TUBERVILLE. Thank you. Thank you. And it looks like we
are nearing bankruptcy in Social Security in 10, 12 years down the
road. That is my understanding. Hopefully not because people are
still paying into it and they are going to be counting on it. I cannot
imagine living off that small sum, but it is something.

In retirement, too, is Medicare. People want to have some kind
of healthcare, which is most valuable when you get to the point of
retirement and you need Medicare. And back in President Obama’s
days when we started Obamacare, they took $780 billion out of our
Medicare and put in Obamacare and it is gone.

Where do you foresee Medicare going? I do not know if that is
in your realm, or any of your realms, if you would answer that for
me.

Mr. AKABAS. Well, Senator, it is not my main focus, but I do
know that the trust fund for the Part A, which covers hospital in-
surance for that program, as well, is actually in even worse shape
at the moment than the Social Security Trust Fund that we just
mentioned. It is projected in the last projections——

Senator TUBERVILLE. That makes me feel good.

Mr. AKABAS [continuing]. To deplete in 2026. So, it really is an
urgent issue that Congress needs to address. There are lots of pro-
posals out there that would adjust the payment rates or the meth-
od of delivering services, as well as potentially the revenues that
come into the program. Those are—there are lots of options on the
table, but it has not been a priority on Congress’ agenda recently.
I think it needs to be in the coming years because of how soon that
trust fund is also going to deplete.

Senator TUBERVILLE. Yes. A few years ago, we had, I think, some
military funds being—getting ready to be invested in the Chinese
companies.

Ms. Lucas, did the Trump administration do the right thing by
pulling that back, of do not invest in China with retirement funds?
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Ms. Lucas. Well, we see that the typical worker is in a target-
date fund when they are automatically enrolled and, the point of
the target-date funds are to be well diversified. I think any policy
that impedes diversification is a consideration. And, to the extent
that we have policies that are interfering with diversification, I
would agree that they are an issue.

Senator TUBERVILLE. Yes. Well, thank you.

Just another comment about Millennials. I have two that are—
I try to get to put into funds and they will come right back to me,
say, Dad, at age 35, you took yours out to buy a new home—and
they are right—to make a down payment. And that is what is hap-
pening. You will have a lot of these young people that will cash out
at an early age, and then 20 years later, they are looking around
and going what did I do?

I do not know what we can do about that, but retirement is—
with this age group coming up, as we are, the baby boomers, it is—
we are in a tough situation. A lot of people are, a lot of my buddies
and friends are.

But, thank you for you all being here today. It is very eye-open-
ing. I would like to get with you on the Social Security part, too.

Thank you. Thank you, Madam Chair.

The CHAIR. Thank you.

Senator Smith.

Senator SMITH. Thank you, Madam Chair, and thank you also to
Ranking Member Burr and to all of our panelists.

I come at this from the core idea that a safe, secure retirement
should be available to every American. And the sort of pillars of
that historically in our Country have been Social Security, savings,
and pensions. So, I want to dive in a little bit on this. I heard a
comment, I think, about sort of bailing out the unions with the
pension reform that we did in the American Rescue Plan. I just
want to get to that.

Ms. Kyle, I am going to direct my question to you here. So, the
first weekend that I was a United States Senator, I went to Du-
luth, Minnesota and I had a chance to visit with some Teamsters,
who were very worried about what was going to happen to their
pensions. They were part of the Central States Pension Plan. They
paid in. They had done everything right. They had saved. They had
negotiated through their union contracts a pension. And, now, come
to find, that pension might not be there for them.

Now, gratefully, thankfully, and with a lot of bipartisan work, I
and many others focused on this and we were able to get the Butch
Lewis Act passed.

Ms. Kyle, could you start just by saying—I mean, I have heard
from Minnesotans, but I would like to hear from your perspective
what this has meant to protecting the pensions for the workers.

Ms. KYLE. Absolutely. Once fully implemented, the American
Rescue Plan Act will be life-changing for generations of workers. I
flo not think I can overstate the impact it will have on people’s
ives.

In the last 6 years, I have personally heard from thousands of
workers and retirees who were facing 50, 60, 70 percent cuts in
their income and retirement due to impending insolvency of their
pension plans. And these were essential workers, bakers, truckers,
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those who worked their entire career doing difficult jobs, and now
were in a place where they could no longer work and were looking
to make good on their deferred wages that were in the form of
promised benefits, and they were worried that was all going to slip
away.

With the American Rescue Plan, those promised participant ben-
efits are now going to be kept, and that is huge. They will no
longer miss mortgage payments or roll the dice on missed life-sav-
ing medications.

Senator SMITH. Yes. I will never forget Vicky, the woman who I
talked to in Duluth, who said to me, Tina, I do not have a plan
B. If these pensions are cut that I paid into—I did everything right,
and if they are not there, I do not have a plan B.

But, a lot of times, we do not pay enough attention to what this
also means for the businesses that also paid in, who did what they
had agreed to do through the contracts that they had. Could you
just address briefly what this means for those businesses, many of
them small, family owned businesses?

Ms. KYLE. Absolutely. In this, the multi-employer funding crisis,
there were no bad actors. The contributing employers were giving
in what they were supposed to, to their plans, and many of them
saw their competitors potentially leave their multi-employer pen-
sion plans, and they were going to be left holding the bag. And one
asset of—or, excuse me, feature of the multi-employer system is
that when employers start to leave, there is a chance for something
called mass withdrawal, which can result in the employer having
t(i pay exorbitant amounts in order to cover the liabilities of the
plan.

We saw a number of employers who were going to be left with
what could be a significant liability for employees across the multi-
employer system. And, so, on the most part—for the most part dur-
ing the process of looking to find a solution for multi-employer pen-
sion plans, the employers and the workers and the retirees worked
together in the importance of finding a solution here.

Senator SMITH. Just as I spoke with workers who were so con-
cerned about what this was going to mean for their retirement, I
spoke to family businesses that were worried about how they were
going to be able to pass that business on to the next generation or
potentially sell it, because that is how they were going to monetize
their life’s work, unable to because of this.

I just have a couple seconds left. But, was this in any way a bail-
out of unions?

Ms. KYLE. No, it was not. These plans are run by a board of
trustees that is made up of union representatives and employers,
and that board of trustees is a group of fiduciaries who are then
responsible for running the plans.

Senator SMITH. Thank you very much. Thank you, Ms. Kyle.
Thank you, Madam Chair.

Ms. KYLE. Thank you.

The CHAIR. Thank you.

Senator Braun.

Senator BRAUN. Thank you, Madam Chair.

My question is for Mr. Akabas, and I think Senator Tuberville
has already touched on a little bit.
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I would like to know—we know actuarially and we have known
for a long time what is happening to Social Security. I am just as
concerned about Medicare. That is a tougher issue because of the
Eisfi_ng costs underlying it. Both drivers of our annual structural

eficit.

When it comes to Social Security, I think that the variables are
so simple in terms of what we need to choose from—means testing,
raising the age of retirement, raising revenues, or maybe even cut-
ting benefits. All of that would be something everyone has to con-
tend with if they are in other areas of government, No. 1. And in
any business, there are tough decisions.

Those four, and if you have anything else in mind, what are we
going to do and when do we need to do it so we probably do not
confront, like we are going to confront with Medicare, a precipice,
ahcliff;, which is now a little over 5 years when we have to do some-
thing?

Mr. AkaBAS. Senator, you are totally right. We—and when we
should do it? We should have done it yesterday. I mean, we are get-
ting close to the point of insolvency of the trust fund where there
will be no reserves left, other than the revenue that is coming into
the program, which can only fund somewhere between 75 and 80
percent of benefits at that point. That would be unthinkable to get
to that point where retirees are seeing a 20 or 25 percent cut in
their benefits.

All of the options that you listed I think do need to be on the
table. That is what we did in the commission that we hosted at the
Bipartisan Policy Center. It was 2 years of serious deliberations
{:hat group had because these are tough decisions that impact real
ives.

But, we can get to a point where we protect the most vulnerable
retirees; in fact, increase their retirement security, and then make
modest changes that are phased in gradually over time, like adjust-
ing the retirement age to account for the fact that, on average,
Americans are and will continue to live longer lives.

Now, when we do that, I think we need to acknowledge that
there are certain groups of Americans who have not seen those in-
creases in life expectancy, particularly people of color. And in order
to account for that, we can make companion changes to the pro-
gram that make sure to offset those reductions in their benefits
that would otherwise occur from increasing the retirement age for
the whole population.

But, we should not forestall necessary changes for the broad sys-
tem just because there are some who would be adversely hurt. We
should make sure that we target other policies to protect those peo-
ple so that we can make the system solvent again for everybody.

Senator BRAUN. What about means testing and what about—I
think currently it is 7.65 percent shared by the—not shared, each
employer and employee, raising revenues? And then what about
tailoring reducing benefits or the other three out there, as well? Re-
tirement age, I think, would be the easiest one to tweak.

Mr. AKABAS. Yes, so, on benefits, what this commission did, one
of the proposals was to make the benefit formula more progressive,
and that means raising benefits modestly at the bottom end, but
curbing benefits, curbing the growth of benefits particularly, for
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those at the upper end, and including for things like spousal bene-
fits. Because right now, particularly well-off spouses, who did not
work a full career, can get 50 percent of their spouse’s benefit. So,
if we curtail that particularly for spouses at the high end who real-
ly do not need those additional benefits, we can make available
more resources for the population as a whole.

Then revenues was a modest component of the package, as well.
The commission increased that 6.2 percent payroll tax on each side
that goes to Social Security right now, gradually up to 6.7 percent
on each side. So, not a significant tax increase, but a modest one
to help fund the system overall.

Senator BRAUN. Thank you. I yield back the rest of my time.

The CHAIR. Senator Hassan.

Senator HASSAN. Thank you, Madam Chair and Ranking Mem-
ber Burr. Thank you to all of our witnesses for being here today.

Every worker should be able to save enough to cover their ex-
penses during their retirement years, but we are here today be-
cause we know that’s not always the case. So, I look forward to
working with my colleagues to improve and expand access to retire-
ment savings for all Americans.

Mr. Gray, I want to start with a question to you. Following a re-
quest that the Chair and House Education and Labor chair Bobby
Scott and I made, the Government Accountability Office released a
report highlighting the threat that cybersecurity attacks—
cyberattacks pose to retirement plans. The report confirmed that
cyber threats put private, defined contribution retirement plans,
like 401(k)’s, which are held by more than 100 million Americans,
at risk and recommends that the Department of Labor take action
to address this issue.

Mr. Gray, can you share how Fidelity works to combat the risks
of cybersecurity in its client retirement plans? And what would you
recommend that Congress could do to address these risks?

Mr. GRAY. Senator, thank you for the question. Certainly, Fidel-
ity views cybersecurity as one of the most paramount things that
we can do, which is really all about protecting our customer data
and their trust. I would say Fidelity employs some of the most so-
phisticated technologies and best practices that is really designed
to protect the sensitive information and accounts of our customers.
And this is a significant spend for us. We view this as really one
of our highest priorities, and our viewpoint is we will do whatever
it takes to ensure that security.

To give you a few examples of kind of how we go about doing
this, we are cyber—our cybersecurities program is ISO-certified,
which is really one of the highest standards that providers can use,
or financial services can use, to validate the strength of their cyber-
security program.

We actually employ 800 individuals on our cybersecurity team
that come from a range of backgrounds and credentials, including
law enforcement and intelligence agencies. We have built strong
partnerships, as well, and strategic partnerships with the FBI, Se-
cret Service, and others to help protect our customer accounts.

We employ with our clients a number of active measures to help
protect their accounts:

A two-factor authentication, for example.
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Voice biometric, so if a Fidelity customer calls, we can authen-
ticate them by their voice.

We also have the ability to track the voice of bad actors who may
be calling, trying to get access to retirement accounts.

We use biometric authentication, and we work directly with our
customers, as well, to make sure that they are aware of any cyber
threats that may be faced by their participants and their plans and
to help them strengthen their cyber standards.

This is a proactive approach that we take, and we are very sup-
portive of the recommendations that were made by the Department
of Labor recently, and we worked very actively with the Depart-
ment in the formulation of those recommendations.

Senator HASSAN. Well, thank you for that, and I would look for-
ward to further consultation about other ways Congress can move
forward on helping all of our retirement plans be cyber secure.

I want to turn to a different issue for all of the witnesses. As has
been discussed here today, women often struggle to save enough for
retirement, lagging behind their male counterparts due to a num-
ber of factors, including lower earnings, spending time away from
the workplace to meet caregiving responsibilities, as well. Many of
those issues have been exacerbated by the pandemic, with nearly
three million women temporarily leaving the workforce.

To each of you, and I will ask you to be brief, how do you think
Congress can help address the retirement gap for women especially
as we recover from COVID-19? And I will start with you, Ms. Kyle.

Ms. KYLE. Thank you. We talked about some of the solutions
here a little earlier, and I think that a—first, a focus on Social Se-
curity is really essential because that is the primary retirement ve-
hicle for most Americans, including most women.

I think a recognition that women are disproportionately in low-
wage jobs and often have gaps in employment for childcare is es-
sential. And, so proposals that provide paid childcare and—excuse
me, paid family leave are really essential.

I also think it is important to have portable retirement benefits
so that when women do leave the workforce, they are able to take
their benefits with them.

Senator HASSAN. Yes, thank you. And, Madam Chair, I am al-
most out of time. Can I ask the others to comment briefly?

The CHAIR. Yes.

Senator HASSAN. Thank you.

Ms. Lucas.

Ms. Lucas. Thank you. According to the retirement confidence
survey, the women that are very affected by having low amounts
of assets in retirement actually are divorced or unmarried women.
According to the retirement confidence survey, 38 percent of di-
vorced women have less than $1,000 saved for retirement, and 42
percent of never-married women.

To your point about women who have been displaced from the
workforce, we have a system already in place called catch-up con-
tributions, and that could be something that could be leveraged for
women who need to catch up because they have been displaced
from the workforce in their 401(k) plans.

Senator HASSAN. Thank you.

Mr. Akabas.
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Mr. AkABAS. Thank you. I would agree with the other witnesses.
I think paid family leave is a big factor here, as well as just the
access gap that we have been talking about all morning.

Things like automatic enrollment that can make sure to get
these workers into plans.

Then, finally, I would mention on Social Security, one other pro-
vision of this package that I mentioned from BPC was enhancing
the survivor benefit. Because often, women are the ones who are
the surviving spouse. Right now, they only get to keep the greater
of their benefit or their spouse’s benefit. But, unfortunately, we
know that household expenses usually do not get cut in half when
one spouse passes away. And, so, enhancing that benefit for sur-
vivors would be really important.

Senator HASSAN. Great. Thank you.

Mr. Gray.

Mr. GRAY. Yes. I will just share a brief statistic. Of female work-
ers, 75 percent of them told us that they would be likely to enroll
in emergency savings accounts if incentives were offered. And I
think this Congress can act to make it easy for employers to offer
incentives, like in a match, an emergency savings account, I think
that would go a long way.

Senator HASSAN. Thank you. And thank you for your indulgence,
Madam Chair.

The CHAIR. Thank you.

Senator Rosen.

Senator ROSEN. Thank you, Madam Chair. I appreciate it. Thank
you, Ranking Member Burr.

Of course, thank you all the witnesses for being here today, for
your work in this area. It is critically important because we do
know there are disparities in our retirement system. And we have
known that since before the pandemic, of course, retirement sav-
ings crisis in communities of color, including for Black and Latino
Americans.

There is a number of contributing factors, including lower life-
time earnings, lower rates of investment, lower rates of home own-
ership, which means that there is not one magic solution, but it is
important that we bring this up at front and center when we are
examining so many inequities that the pandemic made worse, like
healthcare and education.

Ms. Kyle, can you talk about how this past year’s economic down-
turn affected inequities in retirement savings for underrepresented
communities? And, is there action that you think we here in Con-
gress could take to address these disparities? How can we help
maximize the ability for these groups to catch up?

Ms. KYLE. Yes, absolutely. The pandemic worsened many of the
inequalities that we see in retirement savings for people of color
and low-wage workers. And, I think that efforts toward emergency
savings are really essential in order to ensure that people of color
are able to pull money in when they need it and not pull out of
their retirement accounts, which they often do not have.

I will also reiterate Senator Kaine brought up the fact that many
of the inequalities and disparities we see among Black and Brown
people is related to the overall racial wealth gap. And, so, policies
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that help close that racial wealth gap, I think, will have a huge im-
pact on retirement savings, as well.

Senator ROSEN. Thank you. I appreciate that. And I want to
build on what Senator Hassan said about this, too, catching up,
building on inequities. Because one thing that I hope that comes
out of this pandemic is a broader understanding of family
caregiving. Many workers, disproportionately women, have to leave
the workforce mid-career in order to take care of their children or
aging relatives.

I actually experienced that myself when I left work to care for
my parents and in-laws toward the end of their lives in different
health journeys, and far too many people have to really make that
impossible decision between staying in the workforce and leaving
to care for family members. And, of course, like I said, Senator
Hassan talked about that is for—that takes a backseat. Saving for
retirement takes a backseat to some of those things. So, women, I
just want to reiterate, we know they have to be able to catch up,
and we will continue to work with you on that.

Speaking of catching up, so many women, a lot of folks, they
work in small businesses. And, so, I know we are here today with
some large employers, but small businesses, how can we help them
help their employees to save? They do not have large H.R. depart-
ments. They may struggle to offer a wide range of products or even
give them at all. And just, we need to be able to enable our small
businesses to give those resources.

Mr. Gray, could you talk about any possible policy changes that
you think Congress might enhance that could help small busi-
nesses, those businesses with 500 employees and under, and even
our micro businesses with maybe 50, 10 employees. How do they
help their employees save for retirement?

Mr. GrAY. Senator, thank you for the question. I think small
businesses and making sure that we close the coverage gap, incent
those small businesses to offer a plan, and also incent them to offer
automatic enrollment is really critical to addressing the points that
you have raised.

When you look at automatic enrollment, automatic enrollment is
used very heavily among large employers. But, small businesses,
like businesses with 50 employees and less, typically only about 10
to 12 percent of those employers will automatically enroll. I look at
clients or businesses with 2,500 employees or greater, that number
starts to become more like 60 or 70 percent using automatic enroll-
ment.

I think that it is critical that Congress find a way to incent those
small businesses to be able to automatically enroll, and part of the
challenge has simply been a matter of cost for those businesses;
and when, upon automatically enrolling, the employer then, the
small business owner, now has the cost of a match. So, if steps can
be taken on that, I think that would go a long way.

I will also quickly comment on pooled employer plans again. I
think that is an excellent opportunity because it allows those busi-
nesses to offload the administrative duties, focus on their business
and their employees, and trust Fidelity or others to administer the
plan for them.
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GMr. AKABAS. Senator, if I could just note, adding on what Mr.
ray——

Senator ROSEN. Yes.

Mr. AKABAS [continuing]. Said on that automatic enrollment
piece.

There is legislation that was introduced in the last Congress by
Senators Young, Booker, and Jones and Cotton that would address
this issue with a safe harbor for automatic enrollment to give small
employers more flexibility in terms of how much they can afford to
contribute to the retirement plans, and still incentivizing them to
make that employer match, but also recognizing that some cannot
and still encouraging them to use automatic enrollment. So, I en-
courage you to take a look at that, and I would be happy to discuss
it with you further.

Senator ROSEN. Thank you. I appreciate that. I also think for our
small businesses, those administrative costs, having that software,
all of those things, they may not have a robust IT department or
know how to do that. So, being able to pool and partner with larger
groups or companies I think will be key to success.

Thank you, Madam Chair.

The CHAIR. Thank you. Senator Burr, do you have any additional
questions?

Senator BURR. Madam Chair, I would just end with how I start-
ed. I want to thank all four witnesses for their willingness to be
here today, for the knowledge that you have been to bestow in us,
and more importantly, for the suggestions that you have provided
to us as to ways that we can enhance retirement savings in this
Country. I thank all four of you.

Thank you, Madam Chair.

The CHAIR. Thank you.

I do have one additional comment and question. The shift from
traditional, defined benefit plans, like pensions, to defined con-
tribution plans, like 401(k) plans, means savings for retirement is
more complicated for participants. Workers have to act as their
own financial advisor, their own investment manager, their own ac-
tuary, which is a daunting task when you are raising children or
focused on your own career, or especially when you are struggling
to make ends meet at home.

But, even when people are able to plan ahead, we know from the
latest retirement confidence survey released by EBRI, only half of
workers have tried to calculate what they will need for retire-
ment—that is a number that has essentially not changed since
1999—despite initiatives to improve financial planning. And, even
when people do plan ahead, their plans to retire can be upended
by forces unseeable, like a pandemic.

Ms. Lucas, I wanted to just ask you to comment. What can we
do to help the families trying to chart a path to financial security
in retirement?

Ms. Lucas. I think there’s two things that we see about people
who are actually living in retirement. There are two groups that
are—have almost the identical amount of assets, and it is not that
much. But, one is what we call struggling retirees that have un-
manageable debt, and their retirement is very constrained and dif-
ficult.
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The other, again, very similar in all aspects except they do not
have the unmanageable debt, we call them the just-getting-by. And
that sounds negative, but they actually are able to piece together
3 gretty secure retirement because they are not struggling with

ebt.

The other group is what we call the long-term secure retirees,
and those are people that have some source of guaranteed income.
Whether it is a defined benefit plan, an annuity, retiree medical,
they have some greater sense of security because they are not com-
pletely relying on their own nest egg, and those people feel less
constrained about spending. They feel more confident about spend-
ing, and they—the retirement they describe is much more com-
fortable overall.

The CHAIR. Thank you. Did you want to——

Mr. AKABAS. Senator, I would just add on the financial literacy
or capability point that you raised that I think that financial lit-
eracy in general is important, but we should not overstate nec-
essarily the ability of teaching a high schooler what they should be
doing 7 years down the road to save for their retirement 50 years
down the road.

I think a much more effective place to go is what we call just-
in-time intervention. So, when those decision points are being
made, when people are enrolling in the plans, when they are mak-
ing decisions about their retirement income, for drawing down
their retirement accounts or for annuities, how can we help them
with the information that they need and the structure that they
need to make those decisions.

Social Security claiming is another really important one where
people often make those decisions without a whole lot of knowledge
about the benefits, decisions that they are making that will impact
them for the rest of their life. If they claim at age 62, they will get
a significantly reduced benefit for their entire lifetime. And, so,
what types of information and nudges can we provide people at
those ages so that they make more informed decisions for their own
retirement security.

The CHAIR. I agree that financial literacy is a lifetime issue, but
we certainly have a lot of young kids today who have not—do not
even have the basics. As my colleague, Senator Burr, referred to,
needing to know how to balance a checkbook; or basic things, what
happens when you charge a bunch of stuff on your iPhone and have
to pay the bill later. Small things. But, again, I do think it is a life-
time learning. Just in time is also of utmost importance.

That will end our hearing today, and I want to thank all of my
colleagues, all of our witnesses—Ms. Lucas, Mr. Akabas, Ms. Kyle,
Mr. Gray. Thank you for joining us today for this really important
discussion about how we can help shore up our Nation’s retirement
security and make sure our families are prepared for the future.

For any Senators who wish to ask additional questions, questions
for the record will be due in 10 business days, on Thursday, May
27, at 5 p.m. The hearing record will also remain open until then
for l\c/{embers who wish to submit additional materials for the
record.

The Committee will next meet on Tuesday, May 18 at 10 a.m.
in Dirksen 106 for a hearing on paid family leave.
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With that, the Committee stands adjourned. Thank you.
[Whereupon, the hearing was adjourned at 11:43 a.m.]
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