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The World of Pensions Ten Years After ERISA

ABSTRACT

September 1984 marks the tenth anniversary since passage of the

Employee Retirement Income Security Act (ERISA). The primary goals

of ERISA were to foster the provision of retirement income from

private sources and to make private pensions more secure

financially and more reliable to workers and retirees. It set

legal standards with which employer-sponsored plans must comply.

The anniversary is serving as a catalyst for evaluation of the

successes and the failures of this major piece of legislation; an

evaluation being undertaken by congressional committees, by federal

agencies, and by private individuals and benefit organizations.

This Issue Brief assesses the ten-year impact of ERISA on the

number and types of pension plans in existence, and the number of
workers covered.

Since ERISA's passage, the number of pension plans has grown

significantly, from approximately 425,000 plans to more than

820,000 plans in existence today, covering approximately 3? million

private-sector workers. ERISA clearly did not stop the growth of

pensions in America. Employer pensions since ERISA are a success

for tens of millions of people who now receive benefits from them
or who will do so in the future.

But ERISA has had numerous other effects on the formation of

pension plans. For one, ERISA expanded the definition of a pension

plan to include not only plans that provide a stream of income in

retirement but also any plan that results in "a deferral of income

by employees for periods extending to the termination of covered

employment or beyond..." This expanded definition fostered the

creation of new and diverse capital accumulation arrangements which

are discussed in this Issue Brief. It is not clear, however, to

what extent these new capital accumulation arrangements sanctioned

by ERISA actually end up providing increased economic security to

retirees, as opposed to providing a vehicle for individual

employee savings which may be accessed (if necessary) before
retirement.

! !
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In the ten years since ERISA, the growth of defined benefit pension

plans has slowed while the number of defined contribution plans has

increased, reversing the mix of defined benefit and defined

contribution plans that existed before ERISA. Since workers in

defined contribution plans generally bear the risk (and potential

rewards) of investment performance (in contrast to a defined

benefit plan where the employer bears the financial risk) policy

makers will have to address what the implications of this trend

mean for ERISA's primary goal of fostering economic security in

retirement.

ERISA also began the trend toward increasing government incentives

for individual savings for retirement, by establishing individual

retirement accounts (IRAs) for individuals not covered by an

employer-sponsored pension plan. Subsequent legislation has made
IRAs even more attractive and extended eligibility to workers who

are covered by a pension plan. Compared to INAs and salary

reduction plans, however, employer-sponsored pensions cover a

greater number of workers and spread that coverage more evenly

across income groups.

The data in this Issue Brief clearly show that legislative changes

affect patterns of plan formation and termination, and decisions by

employers and employees as to which plans are move valuable.

The tenth anniversavy of ERISA is an opportune time for public

policy choices. The government should decide whether it intends to

reaffirm ERISA's goal of fostering employer-sponsored pcograms to

complement the Social Secuvity program, or if it wants to

discourage employer sponsorship in favor of greater individual

effort. The federal government should also use this anniversary to

ask whether further change in ERISA's minimum standards such as

vesting and participation will increase benefit _eceipt or increase

costs_£o sponsors thereby diseouraglng plan sponsorship.

INTRODUCTION

Economic security in retirement :has been a national policy goal since

enactment of the Revenue Act of 1921 and the Social Security.program in

1935. Retirees presently seek to meet this objective thvough a combination

of government_provided, emp!oyer-provided, and personal sources: Social

Security, Medicare, pensions, capital accumulation programs, post-retiremer,t

health insu=ance, personal savings, family transfers and employme0t.

This Issue Brief will look at £he number of plans in existence from 1915 to

1983 and coverage levels under plans between 1972 and 1983. The a_alysis is

based; upon the best available data from the Internal Revenue Servi_e (IRS)

and the Bureau of the Census. Because annual data f_om the IRS Form 5500

have not been published, the available information is less complete than

ERISA intended.
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ERISA's impact on pension plans are discussed. The first section looks at

defined benefit plans, defined contribution plans and welfare plans. The

Issue Brief also looks at the 1974 to 1983 numbers for defined benefit and

defined contribution plan creations and terminations. Employer-sponsored

efforts for individual capital accumulation through salary reduction

programs since ERISA are discussed. In an effort to see how changes in the

pension plan universe have affected workers and likely benefit receipt,

available data on plan coverage in 1972 and 1983 are set forth. The Issue

Brief reviews experience in 1915 and 1983 with ERISA-established IRAs and

compares savings results of alternative "pensions."

Employers sponsor two basic types of retirement plans. 1 Defined benefit

plans provide a specified retirement benefit with a fluctuating annual

contribution. The risk/reward of investment performance rests with the

employer. Defined contribution plans provide a specified annual
contribution with a final benefit based on contributions and investment

returns. In these plans, the risk/reward of investment performance rests

with the employee. Most of these plans pay out the account balance as a

lump sum at retirement or job termination.

ERISA was enacted to assure that retirement plans be soundly funded and

their provisions fully communicated to employees. When ERISA was enacted,

defined benefit pension plans were a majority of the pension universe. It

was the employers' principle means of contributing to economic security in

retirement beyond Social Security. The desire to make defined benefit plans

"secure" motivated most of ERISA's provisions.

When ERISA was passed, there were approximately 425,000 pension plans in the

United States. Today, there are over 820,000 public and private

employer-sponsored plans covering over 56 million total workers and 54

million nonagricultural wage and salary workers. Private employer plans

cover 36.5 million of nonagricultural workers and 27.6 million workers who

meet ERISA minimum participation istandards. The post-ERISA environment

i_cludes over 16 million _I_As.

Though ERISA made many changes _h_t affected the cost of maintaining plans,

it _id.not change three fundamental aspects of plan provision which readily

encourage plan provision: (I) pensions can be a part of the collective

bargaining process; (2) contributions to pensions are tax-deductible

expenses for employers; and (_) taxes on both contributions and investment

earnings a_e deferred for employees;until retirement or until:a distribution
is received from the plan.

Since enactment of ERISA, t.he universe of retirement savings ar,rangements

has =become more diverse. Ln this changing environment , understanding the

_meaning of a pension plan has become more difficult.

What Is a_Pension Plan Under,ER_SA?

ERISA muddied the definitional waters of,em_loyee benefits. Before ERISA,

_Webster's definition of a pension.plan held sway: "I. a payment, not wages,



made regularly to a person (or to his family) who has fulfilled certain

conditions of service, reached a certain age, etc."

Only a program that paid benefits in the fo_m of an annuity (e.g., Social

Security) was considered a pension. In the employer world this meant nearly

all defined benefit plans, the Teachers Insurance and Annuity

Association/College Retirement Equities Fund (TIAA-CREF) defined

contribution with annuity payout plan, and some other defined contribution

plans.

The pre-ERISA world had three other primary types of "capital accumulation"

plans that are now covered by ERISA:

Money purchase defined contribution plans--These plans contribute a fixed

percentage of pay into an individual account for employees which is then

paid to vested employees upon termination of employment (retirement or

otherwise) in a lump sum.

Profit-sharinK defined contribution plans--These plans pay a fixed

percentage of profits each year into individual employee accounts. Some

portion of the account can frequently be withdrawn as income at the time the

contribution is made; some portion can frequently be borrowed; and some

portion (i.e., the amount vested) is paid to employees upon termination of

employment (retirement or othe_ise) in a lump sum.

Thrift-savings and stock bonus defined contribution plans--These plans

require employee and employer contributions. The employee generally has

some access to at least a portion of the funds while employed and receives a

lump sum or a payout of stock upon job termination.

The pre-ERIgA pension plan gave the employee a benefit promise with

investment risk and reward resting with the employer. The pre-ERISA capital

accumulation plans gave the employee a benefit promise of whatever account

balance existed at te[nninaEion with investment risk and reward resting with

the employee.

ERISA established the following definition for pension plans:

(2) The terms employee pension benefit plan and pension plan mean

any plan, fund, or program which was heretofore or is hereafter

established or maintained by an employer or by an employee

organization, or by both, to the extent that by its express

terms or as a result of surrounding circumstances such plan,

fund, or program--

(A) provides retirement %ncome to employees, or

(B) results in a deferral of income by employees for periods

extending to the termination of covered employment or

beyond ....
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Because the ERISA definition includes plans which provide "retirement

income to employees" and those which "result in the deferral of income"

ERISA is sometimes viewed as having actually moved the nation further

away from a path of setting a national retirement income policy due to

the expanded definition.

ERISA's IMPACT

ERISA required that all employers take pensions more seriously since such

plans must be designed and administered according to legal standards. It

affected different types of plans in different ways. Most would agree

for example, that it made defined contribution plans relatively more

attractive than defined benefit plans from the employer's perspective

because of significantly greater flexibility to manage costs. ERISA made

defined benefit plans relatively more attractive from the employee's

perspective because of the introduction of benefit guarantees in the

event of plan termination.

The analysis of trends that have evolved since ERISA's passage must be

read with the understanding that, in addition to ERISA. other factors

have also played a major role. 2 For example, the period being

evaluated was when the "baby-boom" generation began entering the work

force. Also, by the time ERISA was passed, most large employers had

defined benefit plans and were beginning to establish defined

contribution plans to complement them. Additionally, there have been two

economic recessions since ERISA and an ongoing employment shift from

manufacturing industries (where pension sponsorship is high) to service

industries (where pension sponsorship is lower). The adverse economic

factors of this period have had unions fighting just to keep what they

have at a time when union membership has been declining. Finally, price

competition resulting from heightened new international businesses has

caused employers to seek more cost containment in their employee benefit

programs, leading many to prefer the defined contribution approach.

These factors make it impossible to say precisely why certain trends have

developed since ERISA's passage. Nevertheless, ERISA's effect on the

attractiveness of plan types can be explored and post-ERISA trends can be
identified.

ERISA and Defined Benefit Plans

ERISA made it more likely that people covered by defined benefit plans

would receive benefits and that they would understand their plans. This

was accomplished by: (I) disclosure and reporting requirements; (2)

minimum participation and vesting standards; (3) joint and survivor

benefit provisions; (4) minimum funding standards; (5) establishment of

the Pension Benefit Guaranty Corporation (PBGC); and (6) fiduciary
standards•

• I

In securlng benefits, however, ERISA also made it more expensive for

employers to maintain defined benefit plans. Administrative costs were
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increased due to required government forms, actuarial valuations, PBGC

premiums, and disclosure to participants through actual document

distribution. Also, plan maintenance costs were increased due to minimum

participation and vesting standards which required that more funds be

contributed or that all benefits be reduced. ERISA eliminated some plan

sponsor financial flexibility by minimum funding standards, PBGC

termination liabilities, PBGC contingent liabilities, and restrictions on

the use of plan assets. The Financial Accounting Standards Board (FASB)

has used the liabilities "created" by ERISA as partial justification for

requiring disclosure of pension plan assets and liabilities in corporate

financial statements. This, in turn, has affected corporate financial

assessments.

Surveys indicate that ERISA made both single-employer and multi-employer

defined benefit plans less attractive to employers. For the latter, the

prospects for further growth were also affected by passage of the

Multi-employer Pension Plan Amendments Act of 1980 (MEPPAA) which

significantly increased employer liabilities upon entering an ongoing

multi-employer plan for the first time. On the other hand, MEPPAA is

believed to have stabilized plans in terms of the number of employers

already in them.

Despite these changes, defined benefit plans are still maintained and new

ones are regularly established. Even though the data in later sections

show fluctuations, ERISA did not put an end to defined benefit pension

plans. Pending legislation and new proposals, however, could further

tilt the balance in favor of defined contribution plans.

ERISA and Defined Contribution Plans

ERISA's minimum vesting and participation standards, reporting and

disclosure requirements, and fiduciary standards also apply to defined

contribution plans. As a result, workers were given new legal

protections and access to information in a common format. However, since

ERISA represented less of a change in established defined contribution

plan practices, the imposition of minimum standards had far less cost

attached to it for defined contribution plans.

The Employer's Perspective--Defined contribution plans were viewed by

most plan sponsors in the pre-ERISA period as "savings" or "capital
accumulation" vehicles, not as the main source of retirement income to

supplement Social Security. Most plans were designed to provide some

access to the funds before retirement to meet special circumstances. As

a result, participation and vesting standards were more "favorable" than

was generally found in defined benefit plans. Therefore, they required

less change to accommodate ERISA. Some corporations, it must be noted,

have used profit-sharing successfully as the retirement income plan, but

most companies favored defined benefit plans supplemented with savings

and capital accumulation plans.



Since ERISA, and as subsequent amendments increased the costs and burdens

of defined benefit plans, surveys indicate that an increasing number of

companies are becoming interested in either: (i) moving to the defined

contribution plan as their primary retirement plan; or (2) reducing what

will be provided by the defined benefit plan in the future and placing

new emphasis on the defined contribution plan. 3

From the employer's perspective, the fixed-cost of defined contribution

plans has increasing appeal, as does the absence of employer risk related

to investment performance. The defined contribution plan may actually be

more expensive in the long run, however, since high investment returns do

not serve to reduce employer contributions as they would in a defined

benefit plan. However, the cost of these plans is certain and can be

budgeted. Also, it is commonly believed that they will not be affected

as greatly by future legislation. Finally, issues related to unfunded

liabilities and plan asset reversions become irrelevant for a defined

contribution plan.

The Employee's Perspective--The benefit security promised by ERISA has

not been the overriding factor in determining employee preferences.

Defined contribution plans have a number of characteristics that appeal

to employees interested in seeing what they are getting and interested in

having access to the funds as a lump-sum distribution before retirement.

Some of the appealing characteristics of these plans for employees are:

(I) there is a known account balance; (2) they are portable; and (3)

generally, there is an ability to partially control investment decisions.

ERISA also clearly established that for the worker interested in saving

on a tax-preferred basis and having access to all or part of the

accumulated balance, the defined contribution plan was the only legal

approach. Surveys of the population show that workers do not really

begin to think about retirement income, as opposed to saving, until they

reach their mid-forties or early fifties. Since the baby-boom generation

has been entering the work force during the post-ERISA period, this

congressionally encouraged (intended or not) movement towards defined

contribution plans has been welcomed by a large segment of the

population. Younger workers change jobs frequently and prefer the faster

vesting and portability of defined contribution plans.

Some defined contribution plans, foremost among them the TIAA-CREF plan,

do not allow interim access and only pay benefits as an annuity--not in a

lump sum. The vast majority of defined contribution plans allow

participants to: (i) borrow funds from their account under certain

circumstances; (2) withdraw balances under certain legally defined

"hardship" conditions; (3) take the entire balance upon pre-retirement

termination of employment, either as taxable income or as a rollover to

another tax-preferred capital accumulation plan; (4) apply ten-year

forward income tax averaging to the lump-sum distribution to reduce tax

liability; and (5) direct their own investments.
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ERISA and Welfare Plans

ERISA is a pension, health, and welfare plan statute. Despite the fact that

many provisions relate to health and welfare plans, the law has been

implemented largely as a pension law. As a result, ERISA has had almost no

effect on these other plans with the exception of requiring large welfare

plans to meet some reporting and disclosure requirements. A few cases have

arisen where the fiduciary standards of ERISA had to be used to protect

participants' interests.

ERISA and Non-Covered Plans

Since 1974, there has been ongoing discussion of extending ERISA requirements

to plans now exempted f_om its provisions and, in particular, to public

plans. This discussion has had an effect. Numerous political subdivisions

have passed their own "reform" requirements (most of which are ERISA-based) in

an effort to show congress that federal standards are not needed. Public and

church units almost exclusively use defined benefit plans as their basic

retirement income program supplemented by some other deferred

compensation/salary reduction arrangement.

DEVELOPMENT OF EMPLOYE_-SPONSORED RETIREMENT PLANS SINCE ERISA

The main focus of ERISA was on defined benefit and defined contribution

retirement income and capital accumulation programs. This section reviews IRS

data on: (I) net pension plan creations; (2) pension plan terminations; and

(3) pension plan qualifications. It assesses the establishment of defined

contribution plans by type in each year since ERISA's passage. It should be

noted that the data illustrate what has happened, but does not provide answers

to why it has happened. Further, due to the lack of IRS Form 5500 data, it is

not possible to assess actual participation levels by plan type.

Net Pension Plan Creations: 1974 to 1983

Prior to ERISA 55 percent of all pensions were defined benefit and 45 percent

were defined contribution. By 1983, these numbers had more than reversed. Of

811,385 plans in 1983, 480,900 (or 59 percent) were defined contribution and

330,485 (or 41 percent) were defined benefit.

During 1974, the last year during which ERISA provisions were not in force, 55

percent of net new plans were defined benefit. During 1976, the first full

year in which all ERISA provisions were in force, i00 percent of the net new

plans established were defined contribution. In fact, the number of defined

benefit plans in operation decreased by 1.7 percent in that year. During

1983, the latest full year for which data are available, 33 percent of net new

plans established were defined benefit and 67 percent were defined

contribution (see table I) indicating that the growth in plans is continuing

to shift in the defined contribution direction. If the government completes

its current work to make ERISA Form 5500 data available, the effect on

participation levels can be evaluated.



TABLE 1

Net Pension Plan Creations and Growth

1974-1983

Defined Contribution Defined Benefit Total Pension Plans

Year Number Cumulative Growth Number Cumulative Growth Number Cumulative Growth

Created Growth Rate Created Growth Rate Created Growth Rate

1983 30,672 480,900 6.8% 14,900 330,485 4.7% 45,572 811,385 6.0%

1982 47,054 450,228 11.7 23,146 315,585 7.9 70,200 765,813 I0.i

1981 48,842 403,174 13.8 19,253 292,439 7.0 68,095 695,613 10.9

1980 41,511 354,332 13.3 14,552 273,186 5.6 56.063 627,518 9.8

1979 33,548 312,821 12.0 12,488 258,634 5.1 46036 571,455 8.8

1978 45,295 279,273 19.4 5,103 246,146 2.1 50398 525,419 10.6

1977 17,985 233,978 8.3 1,616 241,043 .7 19 601 475,021 4.3

1976 14,187 215,993 7.0 -4,180 239,427 -1.7 I0 007 455,420 2.2

1975 11,162 201,806 5.9 10,769 243,607 4.6 21 931 445,413 5.2

1974 24,599 190,644 14.8 30,002 232,838 14.8 54 601 423,482 14.8

Source: Employee Benefit Research Institute (EBRI) tabulations based on

Internal Revenue Service data.

The rate of new plan establishment has not been consistent during the

post-ERISA period. As table I shows, all net plan creation slowed during the

years just following ERISA's enactment. Pension plan creation and

termination is affected by legislative changes, with net creation falling

after each major change in the law and requiring amendments to existing

plans. For example, the Revenue Act of 1978 made "pension" changes,

including the creation of section 401(k) salary reduction programs. In the

following years, defined contribution plan formation was slow. (The 1978 act

did not affect defined benefit requirements and plan creation continued to

climb.) The Tax Equity and Fiscal Responsibility Act of 1982 (TEFRA) made

significant additional changes in ERISA applicable to both types of plans and

the growth of both types slowed. While it is impossible to show cause and

effect, in the years after TEFRA was enacted, the net growth rate for all

plans was lower in 1983 than in any year since 1976 for defined contribution

plans and since 1979 for defined benefit plans.

Pension Plan Terminations: 1974 to 1983

The data on plan terminations since 1974 indicate that the pension system is

in constant fluctuation. The rate of terminations hit its highest level in

the period just following passage of ERISA. From 1974 to the end of 1983,
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more than 125,000 plans were terminated (see table 2). More than 78,000

were defined contribution plans, as compared to a total of 191,000 of these

plans in operation when ERISA was enacted. Just under 48,000 defined

benefit plans were terminated during the post-ERISA period, against a base

of 232,838 plans at the end of 1974. Available data do not allow matching

to determine how old plans are when terminated or to establish if these

terminations are pre-ERISA plans or turnover in post-ERISA plans. The

Census Bureau's Current Population Surveys show that thFoushout all this

activity, the total number of workers covered by plans has grown. This is
discussed later.

The number of total plan terminations increased in 1983, with defined

benefit terminations at their highest level since 1976, but still far below

the 1974-1977 level. The volatility is far greater for defined contribution

plans, perhaps because they are more readily sponsored by small businesses

subject to higher business failure rates than large firms.

TABLE 2

Pension Plan Terminationn

1974-1983

Defined Contribution Defined Benefit Total Pension Plans

Year Annual Total Annual Total Annual Total

Number Ended Number Ended Number Ended

1983 11,417 93,531 7 230 63,369 18,647 156,900

1982 10,108 82,114 5 043 56,139 15,151 138,253

1981 8,906 72,006 4 536 51,096 13,442 123,102

1980 8,982 63,100 4 297 46,560 13,279 109,660

1979 7,574 54,118 3 267 42,263 10,841 96,381

1978 10,661 46,546 4 625 38,996 15,286 85,540

1977 10,478 35,883 5 337 34,371 15,815 70,254

1976 6,943 25,405 8 970 29,034 15,913 54,439

1975 3,558 18,462 4 550 20,064 8,108 38,526

1974 2,207 14,904 2,577 15,514 4,784 30,418

Source: Employee Benefit Research Institute (EBRI) tabulations based on

Internal Revenue Service data.

Plan Qualifications: 1974 to 1983

New pension plan qualification patterns have been consistent with net plan

creation patterns. Since 1974, defined benefit plan qualification has not

reached the pre-ERISA level in either percentage growth or absolute terms in

any year (see table 3). In 1982, more than 28,000 new defined benefit plans
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were established. However, the number dropped in 1983 to approximately 22,000

plans. Since 1974, the absolute number of new defined contribution plans

exceeded pre-ERISA levels in every year except 1975 and 1976.

Assessing these patterns relative to major legislation leads to the conclusion

that change in the regulatory environment causes the pace of plan creation to

slow. This may be because service p_oviders spend time amending plans during

these periods (in 1983, for example, in response to the passage of TEFRA)

rather than selling new ones. The statistics clearly show that the size of

the pension universe has been growing, despite changes in the regulatory

environment. What is not known is how the patterns would have been different

in the absence of legislation. Additionally, the way to factor in other

demographic, economic and. social changes is not known. Nevertheless, numerous

employer surveys since 1974 have indicated that plan sponsor behavior is

affected by changes, or the discussion of changes, in the legislative

environment.

................. ====================== ....... _: ............... =::_:::_- ....

TABLE 3

Pension Plan Qualifications
1974-1983

Defined Contribution Defined Benefit Total Pension Plans

Year Annual Total Annual Total Annual Total

Number Qualified Number Qualified Number Qualified

1983 42,089 560,719 22 130 377 628 64,219 938,347

1982 57 162 518,630 28,189 355 498 85,351 874,128

1981 57 748 461,468 23 789 327 309 81,537 788,777

1980 50 493 403,720 18 849 303 520 69,342 707,240

1979 41 122 353,227 15 755 284 671 56,877 637,898

1978 55 956 312,105 9 728 268 916 65,684 581,021

1977 28 463 256,149 6 953 259 188 35,416 515,337

1976 21 130 227,686 4 790 252,235 25,920 479,921

1975 14720 206,556 15,319 247,445 30,039 454,001

1974 26 806 191,836 32,579 232,126 59,385 423,962

Source: Employee Benefit Research Institute (EBRI) tabulations based on

Internal Revenue Service data.

How LarKe Are Post-ERISA Plans?

Annual surveys from the United States Bureau of Labor Statistics have

indicated that for most post-ERISA years nearly all employers with more than

250 employees sponsor pension plans and that more than 90 percent of those
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employed by these firms are covered by tax-qualified retirement plans. For

firms with fewer than 250 employees, coverage is well below 50 percent. As a

result, this is where new plan formation has principally taken place.

Table 4 shows average new post-ERISA plan size by plan type. The average

number of participants per plan in stock bonus plans and employee stock

ownership plans (ESOPs) were much larger than the average number of

participants in other types of plans. This is probably because these plans

(i.e., ESOPs and stock bonus) are a relatively new type of plan being used to

generate capital in financially troubled businesses. Few employers or

employees view them as retirement income programs.

The average number of post-ERISA participants per plan in defined benefit and
defined contribution plans is small. This indicates that small businesses are

establishing programs since most large employers already have defined benefit

plans, if they intend to have them. According to the Bureau of Labor
Statistics, small employers experience higher job turnover rates than large

businesses, and more readily need to budget expenses. As a result, their

tendency to choose defined contribution plans is not surprising.

TABLE 4

Average Post. ERISA Plan Size
1976-1983

Average Number of

Type of Plan Participants Per Plan

Defined Contribution 34

Stock Bonus 1201

ESOP 2085

Profit Sharing 23

Money Purchase 12
Defined Benefit 76

Source: Employee Benefit Research Institute (EBRI) tabulations of Internal
Revenue Service data.

Types of Defined Contribution Plans: 1976 to 1983

The data presented in the following sections highlight experience since 19Z4.

The establishment pattern for particular types of defined contribution plans

is evidence that the favorable tax treatment may affect both individual and

corporate behavior. While this may appear obvious to some, it does not always

get reflected in policy assessment. For example, the calculation of tax



expenditures in the federal budget assumes that a change in the tax law will

not change behavior. And many do seem to believe that favorable tax

provisions for pensions could be drastically changed or eliminated without

causing plans to disappear.

Employee Stock Ownership Plans and Stock Bonus Plans--Employee stock

ownership plans were created prior to ERISA's passage. The legal status of

these plans, however, was not entirely clear. As a result, fewer than 300

ESOPs were operating before 1975. ERISA clearly established the legal status

of employee stock ownership plans (ESOPs) and codified the stock bonus plan.

Seven pieces of legislation have affected tax status since ERISA's passage.

More than 1,200 ESOPs, payroll-based employee stock ownership plans (PAYSOPs),

and Tax Reduction Act stock ownership plans (TRASOPs) in operation at the end

of 1983 had been given IRS determination letters. The three different types

of plans exist due to ongoing changes in the law regarding the nature of the

favorable tax treatment provided.

Approximately 4,250 stock bonus plans that had requested INS dete[-mination

letters were in operation at the end of I983. Three hundred and thirty plans

were given determination letters in 1983- a growth rate of 6.9 percent. These

plans are most frequently established as "leveraged ESOPs."

The combined numbers shown in table 5 for the post-ERISA period indicate that

the combination of clear legal standards and favorable tax status can make a

difference. 4

TABLE 5

Plan Qualifications and Terminations
19Z6-1983

Year ESOP TRASOP STOCK Ended Net

1983 165 0 330 54 441

1982 132 0 251 42 341

1981 108 0 _I0 50 468

1980 0 51 482 37 496

1979 0 286 574 31 829

1978 0 196 850 42 1004

1977 0 132 856 15 973

1976 0 85 758 0 843

Total 405 750 _511 271 5395

Source: Employee Benefit Research Institute (EBRI) tabulations of Internal

Revenue Service data.
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Profit-Sharin_ Plans--Profit-sharing plans are among the oldest and most

widespread type of defined contribution plan. They have been in operation for

decades, with approximately 180,000 in operation when ERISA passed. Under

profit-sharing plans, employers make contributions to employee accounts based

on business profits. ERISA defines such plans as pension plans. In addition

to serving as retirement income vehicles, these programs may also serve as

sources of loans and of cash distributions upon employment termination.

Table 6 presents IRS statistics on the growth of profit-sharing plans during

the post-ERISA period. The number of profit-sharing plans with IRS

determination letters has grown by 89.8 percent since 1976. This compares to

82.2 percent for all plans; 35.7 percent for defined benefit plans; and 138.3

percent for all defined contribution plans.

TABLE 6

Profit-Sharing Plans

1976-1983

Year Created Ended Net New Total Growth

1983 25 251 6,727 18,524 341,711 5.7%

1982 33 583 6,201 27,382 323,187 9.3_

1981 31 827 5,430 26,397 295,805 9.8%

1980 30251 5,990 24,261 269,408 9.9%

1979 24 239 5,107 19,132 245,147 8.5%

1978 32 890 7,334 25,556 226,015 12.7%

1977 IZ 099 7,576 9,523 200,459 4.9%

1976 Ii 129 193 10,936 190,936 6.1%

pre-1976 NA NA NA 180,000 NA

Total 206,269 44,558 161,711 341,711 NA

Source: Employee Benefit Research Institute (EBRI) tabulations of Internal
Revenue Service data.

Money Purchase Plans--These defined contribution plans are funded at a

defined level (usually as a percent of compensation) for each employee. An

individual account is maintained for each employee to which contributions are

made. Investment experience--both gains and losses--causes the account

balance to change. Upon job termination or retirement the employee is

entitled to the portion of the account balance in which a vested

nonforfeitable right exists.
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Data presented in table 7 show that the number of money purchase plans grew by

107.2 percent between 1975 and 1983--the highest growth rate of any of the

non-ESOP defined contribution arrangements. The growth rate in 1983, however,

was at the lowest level since enactment of ERISA. This may be explained by

the growing interest in employer-sponsored IRAs and salary reduction programs

among small employers seeking a defined contribution capital accumulation

approach with minimum administrative requirements.

TABLE 7

Money Purchase Plans
1976-.1983

Year Created Ended Net New Total Growth

1983 16 021 4,396 11,625 215,214 5.7%

1982 22 800 3,727 19,073 203,589 10.3%

1981 21 093 2,784 18,309 184,516 ll.0%

1980 19 706 2,955 16,751 166,207 11.2%

1979 15 969 2,436 13,533 149,456 9.9%

1978 21 821 3,276 18,545 135,923 15.8%

1977 l0 ll3 2,881 7,232 117,378 6.5%

1976 6 206 60 6,146 110,461 5.9%

pre-1976 NA NA NA 104,000 NA

Total 133,729 22,515 lll,214 215,484 NA

Source: Employee Benefit Research Institute (EBRI) tabulations of Internal
Revenue Service data.

EMPLOYER-SPONSORED INDIVIDUAL EFFORT

ERISA did not provide a basis for employers to act as an agent or to

facilitate individual savings on a tax-favored basis. This approach was

introduced by the Revenue Act of 1978 for section 401(k) salary reduction

programs and in 1979 for simplified employee pensions (SEPs). As employers

have become familiar with these approaches they have begun to use them more

frequently.

401(k) Salary Reduction Plans

Employees may elect to defer a portion of their salary--that would normally be

paid in cash--into a salary reduction plan. Section 401(k) of the Internal

Revenue Code states that if such a plan meets a nondiscrimination test,
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employees will not be taxed currently simply because they could have elected

to receive their compensation in cash. Rather, employees are taxed when the

cash is withdrawn from the plan.

Because most of these plans are being established by amending existing

thrift-savings plans, data on the number of these plans in operation are not

available from the IRE. As of December 31, 1982, data from the EBRI/HHS May

1983 CPS showed that just over ? million workers had these plans available to

them. 5 Surveys by Hewitt Associates and Peat, Marwick, Mitchell & Co.

indicated that several hundred plans were in operation by the end of 1983 and

that employers continue to establish them at a fast rate. The ERISA-required

Form 5500 collects data on these plans, and by 1985 there should be good

numbers available if the government processes the forms.

COVERAGE UNDER EMPLOYER-SPONSORED RETIREMENT PLANS

The most complete pre-ERISA data on private pension coverage come from the

U.S. Department of Commerce Bureau of the Census Current Population Survey

taken in April 1972. This survey was very similar to one funded by EBRI and

the U.S. Department of Health and Human Services and undertaken by the Bureau

of the Census in May of 1983. These surveys show that coverage among

full-time private sector wage and salary workers increased from 23 million to

33.5 million from 1972-1983. This segment of the work force grew from 48

million to 61 million during this same time period. As a percent of all

workers in this class the coverage rate increased from 47 percent to 55

percent. Among men the coverage rate went from 52% to 56.4%, while for women

it rose from 36 percent to 52.4 percent. These surveys also allow a

comparison of coverage of men and women for pre- and post-ERISA years by

tenure, age, and industry. 6

Coverage grew in every industry between 1972 and 1983. It is particularly

significant that coverage for women increased dramatically, and now approaches

coverage rates for men in most industries. 7 Coverage also rose for workers

in every tenure group, with rates for growth again highest for women and

moving them above 1972 male coverage rates, but not up to 1983 male coverage

rates. Again, coverage increased for every age group. Female coverage

increased by approximately 25 percent in every age category. Significantly

for the youngest age groups, coverage rates for women now equal or exceed
rates for men.

The post-ERISA growth in pensions has been significant in terms of: (I) number

of plans; (2) workers covered; and (3) vesting levels. Coverage is

distributed across all earnings groups, and vesting rates follow a similar

pattern.

The question at the heart of any evaluation of the pension system is whether

or not people will receive benefits and in what form. Table 8 indicates that

benefit receipt rates will be significantly higher for future retirees as a

result of system growth and work force aging, than they are today or than they

were pre-ERISA.
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TABLE 8

Estimated Percentages of Families

Receiving Pension Benefits at Age Sixty-Five, and

Average Real Benefits, by Current Age and Marital Status

All Families Married Couples Single Persons

Cohort Percentage Average Percentage Average Percentage Average

Age in to Receive Amount of to Receive Amount of to Receive Amount of

1979 Benefit Benefit a/ Benefit Benefit a/ Benefit Benefit a/

25-34 ZI $12,417 75 $14,541 65 $8,701

35-44 65 11,190 61 12,563 60 8,823

45--54 52 8,656 58 9,621 41 6,496

55-64 37 5,315 44 5,548 26 4,718

Source: SylvesLer J. Schleber, Social Security: Perspectives on Preserving

the System (Washington, DC: Employee Benefit Research Institute,

1982), p. 90.

a/ Real dollars are calculated using 1982 as the base year.

Since ERISA includes defined benefit and defined contribution plans in the

pension plan definition, it is important to know how both types of plans

provide income in the post ERISA environment. Table 9 shows that a

significant number of current workers covered by employer plans in their

current employment expect to receive a lump sum distribution upon termination

of employment rather than an annuity. While the central concern of this Issue

Brief is the private employer pension system under ERISA, the table also

presents the data for public plans. This provides a basis for comparison, and

a means to set a base line of data in the event that regulation is extended to

public plans as some have advocated.

Some experts have questioned whether plans that offer lumpsum distributions

should have been considered pension plans by ERISA. "Do they provide

retirement _ncome?" is the question asked. The EBRI/HHS May 1983 CPS found

that 6.6 million workers reported having received a lumpsum distribution from

a prior job. The data indicate that large numbers of employees do take

advantage of the "take the dollars with me" feature in these plans. Table I0

shows what those workers said they did with the lump sum distributions. The

distributions are most readily used for consumption, not for retirement

income. These data provide the first good indicator of actual behavior.
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TABLE 9

Vesting Among Nonagricultural Wage and Salary

Workers and the ERISA Work Force by Age and Sector, May 1983

Percent Vested of Covered (%)

Covered Total Percent Percent

Workers Percent Expecting Expecting

(OO0's) Vested of Future Lump Sum

AGE Covered Pension Only

ERISA Work Force a

Private Sector 27,550 60.11% 48.21% 11.90%

25 to 34 years 9,883 46.81 32.33 14.48

35 to 44 years 7,779 63.07 51.38 11.69

45 to 54 years 5,756 70.11 58.72 11.39

55 to 59 years 2,708 73.13 65.38 7.75

60 to 64 years 1,424 70.98 65.91 5.O7

Public Sector 10,507 84.90 64.20 20.69

25 to 34 years 3,184 78.08 49.72 28.36

35 to 44 years 3,261 88.22 66.30 21.92

45 to 54 years 2,365 86.39 71.36 15.03

55 to 59 years 1,082 87.81 76.29 11.52

60 to 64 years 616 91.70 79.29 12.40
...................................................

NonaKr[cultural WaKe and Salary Workers

Private Sector 36,458 51.02% 40.32% 10.69%

less than 25 5,246 19.63 11.87 7.77

25 to 34 years 11,516 42.80 29.47 13.34

35 to 44 years 8,576 59.77 48.61 11.16

45 to 54 years 6,185 67.AI 56.45 10.96

55 to 59 year 2,912 69.88 62.53 7.35

60 to 64 years 1,520 69.97 64.88 5.08

65 years and older 465 51.28 45.82 5.46

Public Sector 13,0/2 77.33 57.50 19.83

less than 25 1,092 45.67 28.25 17 43

25 to 34 years 3,723 73.66 46.56 27 I0

35 to 44 years 3,656 82.89 61.50 21 39

45 to 54 years 2,552 83.32 68.33 14 99

55 to 59 years 1,159 84.05 72.43 ii 62

60 to 64 years 664 88.07 76.56 Ii 51

65 years and older 227 67.17 59.25 7 92

Source: Employee Benefit Research Institute, preliminary tabulations of May

1983 EBRI/HHS CPS pension supplement.

a/ The ERISA work force is composed of employees between twenty-five and

sixty-four years of age who work at least 1,000 hours annually and have

been with their employer one year or more.
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TABLE I0

Use of Lump Sum Distributions
1982

Use Percent

Retirement 4.4%

Annuity 0.8
Invested 16.8

Bought House I0.I

Bought Car 4.9
Vacation 3.2

Other Use 63.4

Source: Employee Benefit Research Institute (EBRI) tabulations of the

EBRI/HHS May 1983 CPS Pension Supplement.

.......................... ===========================================================

INDIVIDUAL RETIREMENT ACCOUNTS (IRAs)

IRAs were originally established by ERISA in 1974 as a tax incentive for

retirement savings for workers not covered by a pension plan. The Economic

Recovery Tax Act of 1981 (ERTA) expanded IRA eligibility to all workers and

increased the maximum allowable contribution. The EBRI/HHS May 1983 CPS also

provides data on who takes advantage of IRAs, and the number of such plans in
existence. 8

HOW HAS PLAN GROWTH AFFECTED SAVINGS?

Employer-sponsored retirement programs and individual efforts are greater

today than they were when ERISA was passed. A natural question is the degree

of difference they make in terms of retirement income delivery. The available

data indicate that they do. 9

Pension coverage constitutes the major source of savings for more than half of

all current pension participants. While 38.8 million persons, or 40.5 percent

of the labor force, had little or no savings of their own in 1983, 18.2

million, were covered by employer pensions. Since these persons had incomes

just over half the size of those with some savings, pensions appear to

distribute wealth more equally than would be the case in their absence. Data

show that federal tax law has been more effective in encouraging retirement

savings at lower income levels than could otherwise be expected.
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As compared to IRAs and salary reduction programs, pensions are widely based

at all earnings levels and are more evenly distributed across the earnings

spectrum. This is true for both defined benefit and defined contribution

employer-sponsored programs.

CONCLUSION

The pension system has _rown significantly since ERISA's passage. The

patterns have been different; incentives have changed; and, benefit delivery
has increased. In short, ERISA's effect can be seen, even if it cannot be

clearly separated from change attributable to demographic, economic, and
attitudinal factors.

ERISA's tenth anniversary is an opportune time for the nation to decide

whether choices need to be made. It is a time to reaffirm the need for

employer-sponsored programs or to move more in the direction of individual

effort and Social Security. I0 It is a time to assess whether further change

in the minimum standards governing such aspects as vesting and participation

will increase benefit receipt or increase costs and discourage plan

sponsorship. II In short, it is a time for decision.

ERISA established the ground rules. It defined the "new" world of pensions.

Some question the definitions, but they are the law. Should the law encourage

"retirement income" pensions that will complement Social Security with annuity

payments, or "deferral of income" pensions that may not provide for people

over the length of their retirement years?

This may be the central issue for policy debate before additional actions are
taken in the name of "retirement income" that actually discourage "'retirement

income" pensions and encourage "'income deferral" pensions. The data presented

here clearly show that legislative changes do affect employer behavior,

patterns of plan termination and formation, and decisions on what type of

plans to emphasize.

Employer pensions are a "'success" for tens of millions of people who now

receive benefits from them or who will in the future. But not everyone has a

pension. Great care must be taken to establish a policy balance that will

expand the former group, rather than unintentionally making it smaller.
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End Notes:

1. A full discussion of the various types of plans and the relative

advantages and disadvantages of each can be found in two books published by

the Employee Benefit Research Institute: Fundamentals of Employee Benefit

Programs (Washington, DC: Employee Benefit Research Institute, 1983) offers

basic descriptions, while Economic Survival in Retirement: Which Pension Is

for You? (Washington, DC: Employee Benefit Research Institute, 1982) offers

comparative analysis and discussion of defined benefit and defined

contribution plans.

2. For a full discussion of these factors, see Dallas L. Salisbury, ed.,

America in Transition: Implications for Employee Benefits (Washington, DC:

Employee Benefit Research Institute, 1982).

3. Dallas L. Salisbury, ed., Economic Survival in Retirement: Which Pension

Is for You? (Washington, DC: Employee Benefit Research Institute, 1982).

4. A detailed discussion of these plans can be found in Employee Stock

Ownership Plans: A Decision Maker's Guide (Washington, DC: Employee Benefit

Research Institute, 1983).

5. The survey was designed and sponsored by the Employee Benefit Research

Institute (EBRI) and the U.S. Department of Health and Human Services (HHS).

It was conducted under contract by the U.S. Census Bureau in Hay 1983. EBRI

Issue Brief number 33 presents the first findings from the survey. Employee

Benefit Research Institute, EBRI Issue Brief, "New Survey Findings on Pension

Coverage and Benefit Entitlement," no. 33 (Washington, DC: Employee Benefit

Research Institute, August 1984).

6. The first selected findings from the survey on IRAs and their relationship

to other forms of retirement saving are presented in: EBRI Issue Brief,

"Individual Retirement Accounts: Characteristics and Policy Implications,"

no. 32 (Washington, DC: Employee Benefit Research Institute, July 1984). A

complete analysis of the findings of the EBRI/HHS Hay 1983 CPS Pension

Supplement is contained in Emily S. Andrews, The Chan_in_ Profile of Pensions

in America (Washington, DC: Employee Benefit Research Institute, forthcoming.

7. See U.S. Senate Special Committee on Aging, Employee Retirement Income

Security Act of 1974: The First Decade, (Washington, DC: Government Printing

Office, forthcoming).

8. See EBRI Issue Brief, "Individual Retirement Accounts: Characteristics

and Policy Implications," no. 32 (Washington, DC: Employee Benefit Research

Institute, July 1984).

9. Recent EBRI research assesses these issues in greater detail, and provides

information on the implications of changes in the tax law. See: Sophie H.

Korczyk, PhD, Retirement Security and Tax Policy (Washington, DC: Employee

Benefit Research Institute, forthcoming 1984)




