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◆ ◆ ◆
Through the 1986 Tax Reform Act, Congress encouraged
employer-based retirement vehicles over individual vehicles, but
it is now moving toward expanding the availability of the tax
deduction for individual retirement accounts.

◆ ◆ ◆

Retirement policy debate frequently centers on individual effort and freedom of
choice versus the potential value of tax incentives for employer-sponsored
retirement plans. Through the 1986 Tax Reform Act, Congress encouraged
employer-based retirement vehicles over individual vehicles, but it is now moving
toward expanding the availability of the tax deduction for individual retirement
accounts (IRAs).

The reach of IRAs has not been as broad within income levels as employer-based
arrangements. Newly available nationwide data reveal that in 1988, 54 percent of
workers earning $15,000–$19,999 participated in a retirement plan (including a
pension or a tax-deferred 401(k) arrangement); 63 percent of those earning
$20,000–$24,999 participated; and 72 percent of workers earning $25,000–$29,999
did so.

By comparison, in 1987, 11.3 percent of workers earning $15,000–$19,999
contributed to IRAs; 13.3 percent of those earning $20,000–$24,999 did so; and 17.3
percent of those earning $25,000–$29,999 did so. (Since the adjusted gross income
level for fully deductible IRAs is $25,000, few workers in these earnings groups would
have been ineligible to make fully deductible contributions.) Yet, for those with no
employment-based program, the IRA is the only readily available vehicle.

Tax-deferred 401(k) arrangements, in particular, have experienced growing
popularity and provide an especially effective way for individuals to save for
retirement. In 1988, 27.5 million workers were offered 401(k)s, up from 7.1 million
in 1983. Of the 27.5 million offered a plan in 1988, 56.9 percent chose to
participate—up from 34.3 percent in 1983. And, in 1988, the majority of 401(k)
participants earned less than $30,000.

Saving is relatively easier through 401(k)s than through IRAs because the worker
does not have to look for a vendor and set up an account, contributions through
regular payroll deductions can be less painful, and taxes are deferred up front, rather
than at the end of the year. Moreover, many workers reap the benefit of employer
contributions. In 1988, almost three-quarters (71 percent) of 401(k) participants
were in plans in which the employer contributed.
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◆  Introduction

Public policy encourages, and in some cases requires,
saving for retirement. Social Security represents a
national mandatory retirement income system designed
to provide a base level of cash retirement income to
persons who have worked. The system responds to the
fact that individuals with lower incomes are able to
save less by (a) providing a Social Security retirement
benefit that is proportionally greater for those with
lower earnings and (b) by capping the amount of
earnings that is considered when a Social Security
benefit is calculated. To foster saving beyond this base,
employers are encouraged to establish pension plans.
Private-sector employers usually do not require em-
ployee contributions to these plans and typically
establish them for purposes of employee relations and
work force management. Public employers—federal,
state, and local governments—frequently require
employees to contribute. Beyond these “primary” plans,
many employers sponsor plans for supplemental retire-
ment savings.1

the benefit. These generally serve as primary retirement
plans. Defined contribution plans, which include money
purchase plans, profit-sharing plans, thrift plans, and
401(k)s, promise the worker the amount in his or her
account at the time of distribution. The participant
receives the full benefit of investment gains and bears
the full burden of investment losses.

Congress first enacted tax incentives for employer-
sponsored pension plans in the 1920s. Tax incentives
allowing workers without employer-sponsored plans to
establish individual retirement accounts (IRAs) became
law in 1974. Congress expanded IRA availability to all
workers in 1982.

The Revenue Act of 1978 expanded the opportunity to
save for retirement on a tax-preferred basis by permit-
ting employers to establish 401(k) arrangements,
named after the Internal Revenue Code (IRC) section
authorizing them. Through 401(k) arrangements,
participants may contribute a portion of compensation
(otherwise payable in cash) to a qualified employer-
sponsored plan. Typically, the contribution is made as a
pretax reduction in (or deferral of) salary that is paid
into the plan by the employer on behalf of the em-
ployee. In many cases, an employer provides a “match-
ing” contribution that is some portion of the amount
contributed by the employee, usually conditioned on a
minimum contribution by the employee. Under both
arrangements, the employee pays no federal income tax
on the contributions (or on the investment earnings
that accumulate) until withdrawal. Some plans also
permit employee after-tax contributions; the earnings
on these contributions are also not taxed until with-
drawal.2 Public-sector employers can establish similar
plans under IRC section 457; not-for-profit firms can
establish tax-deferred annuity plans under section
403(b). The following discussion refers to these ar-
rangements generically as 401(k) plans.

   2For a detailed history and explanation of 401(k) arrangements, see
Employee Benefit Research Institute, Fundamentals of Employee
Benefit Programs, 4th ed. (Washington, DC: Employee Benefit
Research Institute, forthcoming).

     1See Employee Benefit Research Institute, Fundamentals of Employee
Benefit Programs, 4th ed. (Washington, DC: Employee Benefit
Research Institute, forthcoming); Emily S. Andrews, Pension Policy
and Small Employers: At What Price Coverage? (Washington, DC:
Employee Benefit Research Institute, 1989); and Emily S.
Andrews, The Changing Profile of Pensions in America (Washington,
DC: Employee Benefit Research Institute, 1985).

◆ ◆ ◆

The Tax Reform Act of 1986 marked a reversal
in U.S. retirement policy, reducing incentives
for retirement savings.

◆ ◆ ◆

Pension plans are of two primary types. Defined benefit
plans promise a benefit based on a formula typically
tied to earnings and years of service, with the employer
promising to contribute the amount needed to provide
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◆  401(k) Plan Coverage and Participation
    Have Grown Significantly

More than 27.5 million workers were covered by
401(k) plans in May 1988, up from 7.1 million in May
1983 (table 1). These figures represented 24.2 percent
and 7.1 percent of all workers, respectively. Participa-
tion grew from 2.7 million workers (2.7 percent of all
workers) in 1983 to 15.7 million (13.8 percent of all
workers) in 1988. In this Issue Brief, workers who were
“covered” by a 401(k) were those working for an
employer who offered a plan, and workers who “partici-
pated” were those who made contributions to the plan.
Coverage and participation grew significantly in both
the public and private wage and salary sectors, with
higher rates in the public sector. Among public-sector
workers, 19.3 percent participated, compared with 14.3
percent in the private sector.

Growth in 401(k) coverage and participation is proba-
bly related to several factors: new plan formation, the
modification of thrift plans to allow pretax contribu-
tions, and greater awareness among employees of the
value of the arrangements. An annual survey of 256
major U.S. employers conducted by Hewitt Associates
shows that none of the responding firms had 401(k)
arrangements in 1981, 39 percent had them in 1983,
and 91 percent had them in 1987 (table 2). This survey

The employee benefit supplement to the May 1988 CPS
was designed to determine which workers benefit from employer-
sponsored pension plans, which do not, and whether these benefits
are becoming more widespread or more scarce.  It identified some
profit-sharing plans that may have been missed in earlier surveys,
distinguishing more clearly between supplemental and primary
salary reduction plans (401(k)-type arrangements) and collecting
more detailed information on these plans and on the receipt and
use of lump-sum distributions.

For further information, see Emily S. Andrews, “New
Survey Findings on Pension Coverage and Benefit Entitlement,”
EBRI Issue Brief no. 33 (August 1984); Joseph S. Piacentini,
“Pension Coverage and Benefit Entitlement:  New Findings from
1988,” EBRI Issue Brief no. 94 (September 1989); and Emily S.
Andrews, The Changing Profile of Pensions in America (Washington,
DC:  Employee Benefit Research Institute, 1985).

◆ ◆ ◆

More than 27.5 million workers were covered
by 401(k) plans in May 1988, up from 7.1
million in May 1983.

◆ ◆ ◆

The new law raised concerns about the future use of
401(k)s and IRAs. Some feared that employers would
not create 401(k) plans and that individuals would
choose not to participate in either 401(k)s or IRAs.

The analysis in this Issue Brief is developed from two
data sources: the Census Bureau’s May 1983 Employee
Benefit Research Institute-U.S. Department of Health
and Human Services (EBRI/HHS) Current Population
Survey (CPS) pension supplement and the May 1988
CPS employee benefit supplement (EBS).3 These are
the only national, statistically reliable surveys that
allow a detailed examination of 401(k)s and IRAs.

The Tax Reform Act of 1986 (TRA ’86) marked a
reversal in U.S. retirement policy, reducing incentives
for retirement savings. It once again restricted IRA
eligibility, capped the amount of allowable individual
pretax contributions to a 401(k) plan at $7,000 ($9,500
for 457 plans and 403(b) plans), significantly reduced
the overall limits on both defined benefit plans and
defined contribution plans, narrowed the circumstances
under which money can be withdrawn from defined
contribution plans, increased taxes on preretirement
withdrawals in some cases, restricted income averaging,
and modified the tax treatment of capital gains.

    3The May 1983 EBRI/HSS Current Population Survey (CPS)
pension supplement analyzed information on pension coverage and
entitlement in 1983 as a follow-up to an earlier effort conducted by
the Census Bureau in May 1979.  The May 1988 survey asked
additional questions about lump-sum distributions, individual
retirement accounts, and 401(k)s.  Both surveys were supplements
to the ongoing CPS.
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and one done by the U.S. Department of Labor (DOL)
(table 3) found that savings and thrift plans are the
most common types of 401(k) arrangements in the
private sector. These data suggest that while 401(k)
growth has been significant, it may have largely re-

flected change in ongoing plans rather than the cre-
ation of new plans, especially among large firms.
Among companies with 250 or fewer employees, more
of the growth may represent new plans, since relatively
fewer small employers had thrift plans in the past.

Table 1
401(k) Coveragea and Participation, by Sector and Real Annual Earnings,b Civilian Workers Aged 16 or

over, in Thousands and as a Percentage of All Workers, May 1983 and May 1988

Number of Workers Covered Participating
Sector and
Earnings 1983 1988 1983 1988 1983 1988

Totalc 99,964 113,720 7,059 27,517 2,703 15,667
(percentage) (100%) (100%) (7%) (24%) (3%) (14%)

Private Wage and Salary 74,071 86,342 4,846 20,838 1,896 12,341
(percentage) (100%) (100%) (7%) (24%) (3%) (14%)

Public Wage and Salary 15,748 17,106 2,187 6,619 798 3,303
(percentage) (100%) (100%) (14%) (39%) (5%) (19%)

Earnings
Less than $5,000 10,294 10,028 126 418 14 93
(percentage) (100%) (100%) (1%) (4%) d (1%)

$5,000–$9,999 13,257 13,502 319 1,401 53 461
(percentage) (100%) (100%) (2%) (10%) d (3%)

$10,000–$14,999 16,259 16,966 837 3,214 236 1,345
(percentage) (100%) (100%) (5%) (19%) (1%) (8%)

$15,000–$19,999 14,052 14,700 1,220 4,127 392 2,083
(percentage) (100%) (100%) (9%) (28%) (3%) (14%)

$20,000–$24,999 11,993 12,417 1,356 4,386 471 2,485
(percentage) (100%) (100%) (11%) (35%) (4%) (20%)

$25,000–$29,999 6,663 8,875 759 3,627 303 2,124
(percentage) (100%) (100%) (11%) (41%) (5%) (24%)

$30,000–$49,999 11,600 14,377 1,739 7,087 828 4,746
(percentage) (100%) (100%) (15%) (49%) (7%) (33%)

$50,000 or more 2,948 4,133 444 2,335 263 1,864
(percentage) (100%) (100%) (15%) (56%) (9%) (45%)

Source:  EBRI tabulations of the May 1983 and May 1988 Current Population Survey employee benefit supplements.
aFor 1988, includes all workers reporting that their employer offers them a 401(k)-type plan.   For 1983, includes all workers
reporting that their employer offers a 401(k)-type plan.  This change in the survey question may bias the 1983 estimate upward
relative to the 1988 estimate.
bAnnual earnings were estimated by multiplying reported weekly earnings by reported weeks normally worked per year and
adjusted for inflation to reflect May 1988 dollars.
cIncludes self-employed workers not reported separately by sector below and workers who did not report earnings and are not
reported separately below.  Therefore, numbers reported will not sum to the reported total.
dSample too small to be statistically reliable.
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EBRI tabulations (table 1) show that 401(k) arrange-
ments reach workers at all earnings levels, with as
many workers earning less than $15,000 participating
in plans (1.899 million) as workers earning more than
$50,000 (1.866 million), and 56 percent of all 401(k)
participants earned less than $30,000 in 1988.

Growth in 401(k) participation has been experienced
at all earnings levels (table 1). In 1983, 1 percent of
workers earning $10,000–$14,999 participated in
401(k)s. By 1988, the proportion had increased to 8
percent. Similarly, while 3 percent of workers earning
$15,000–$19,999 in 1983 participated in 401(k)
arrangements, 14 percent did so in 1988, and participa-
tion grew from 4 percent of those earning $20,000–
$24,999 in 1983 to 20 percent in 1988. Similarly large
increases in participation occurred in higher earnings
groups as well. Overall, participation rates were higher
among those with higher earnings. DOL data (table 3)
support an earnings relationship for the 401(k)-covered
population with its finding that 51 percent of profes-
sional and administrative employees participated in
plans, compared with 43 percent of technical and
clerical employees and 24 percent of production and
service employees.

    4Final regulations addressing hardship withdrawals and loans,
released in August 1988 and July 1989, respectively, could arguably
be a deterrent to employee participation and create administrative
problems for some employers. However, this cannot be assessed
fully until the provisions have been in effect longer.

Table 2
Percentage of 256 Major Employers Offering 401(k) Arrangements to Salaried Employees, 1981–1987a

Plan Type 1981 1982 1983 1984 1985 1986 1987

Any 401(k) Salary Reduction 0% 2% 39% 68% 86% 89% 91%
Type of Plan with Salary Reduction Feature

Matched savings and thrift 0 2 29 57 72 74 75
Unmatched savings and thrift 0 0 3 4 6 6 7
Deferred profit sharing with 401(k)

salary reduction 0 0 1 1 3 3 3
Deferred profit sharing with 401(k)

salary reduction and cash or deferred
option 0 0 1 3 2 3 3

Source:  Hewitt Associates, Salaried Employee Benefits Provided by Major U.S. Employers: A Comparison Study, 1981 Through 1987
(Lincolnshire, IL: Hewitt Associates, 1988).
aThese data are based on a survey by Hewitt Associates of the principal benefit plans of 256 major U.S. employers.  Surveyed companies
include 75 percent of the Fortune 100 and 68 percent of the Fortune 250 industrial companies.  Also included are 19 Fortune 50 commer-
cial banking companies and 23 Fortune 50 life insurance companies.  Hewitt data also indicate that most of these employers had these
plans in the early 1980s, but without the pretax salary reduction option.
Note: Totals may exceed 100 percent because some employers offer  multiple plans.

Passage of TRA ’86 does not appear to have slowed
401(k) plan growth, although that possibility remains
as more restrictive provisions of the law become fully
effective (particularly, hardship withdrawals and loan
provisions).4

Firm Size and Industry Relate to 401(k) Provision

In May 1988, workers more likely to be offered a
401(k) plan included those working under union
contracts (35 percent), those in establishments with
250 or more workers (41 percent), and those in manu-
facturing (35 percent) or communications and utilities
(55 percent) (table 4).

401(k)s as Primary Plans

Because the majority of surveys of private 401(k)
arrangements are of large employers, important differ-
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ences in the provision of employee benefits are some-
times overlooked. The previously cited Hewitt survey
questioned 256 very large private employers, none of
whom reported a 401(k) as their primary pension plan.
The 1988 CPS EBS found that more than 49 percent of
401(k) plan participants reported that this was their
primary employer pension plan. Among 401(k) partici-
pants working for employers with 250 or more employ-

ees, 43.5 percent had a primary 401(k); this proportion
increased to 79.5 percent for 401(k) participants in
establishments with fewer than 10 employees (table 5).
The likelihood that a 401(k) participant is in a primary
401(k) also varies by earnings, with 36.5 percent of
participants earning $50,000 or more annually having a
401(k) as their primary plan, compared with 66 percent
of those earning less than $15,000 (calculated from

Table 3
Percentage of Full-Time Employees Participating in 401(k) Arrangements,a

 Medium-Sized and Large Establishments, 1988

Professional Technical and Production and
All and Administrative Clerical Service

Item Employees Employees Employees Employees

Percentage of All Employees in
Plans with 401(k) Arrangementsb 36% 51% 43% 24%

Salary Reduction Plansc 34 48 39 23
Savings and thrift plans 22 33 27 12
Profit sharing plans 7 8 7 6
Supplemental contributions

to money purchase pension plans d d d d
Freestanding accountse 6 8 6 4
Otherf d d d d

Regular Contributions to
Pension Plans on a Pretax Basis 1 2 1 d

Defined Benefit Plansg d d d d
Money Purchase Plansh 1 2 1 d

Deferral of Profit-Sharing Allocationi 2 2 3 2

Source:  U.S. Department of Labor, Bureau of Labor Statistics, Employee Benefits in Medium and Large Firms, 1988 (Washington,
DC:  U.S. Government Printing Office, 1989), p. 107, table 93.
Note: Sums of individual items may not equal totals either because of rounding or because some employees participate in more than
one type of plan.
aTabulations show percentage of employees participating in plans that allow income and associated tax to be deferred. Not all
participants may elect to have their income deferred. Includes employee contributions to retirement plans under several sections of
the Internal Revenue Code (IRC).  Excludes pretax contributions for insurance, dependent care, and other expenses under IRC
section 125.
bThe total may be less than the sum of individual items because some employees participate in more than one type of cash or
deferred plan.
cEmployee may elect to make pretax contributions to a long-term savings or retirement account.
dLess than 0.5 percent.
eEmployer contributions are not made to the plan.
fEmployee may allocate funds in a fIexible benefit plan to a retirement account.
gRequired employee contributions to a defined benefit pension plan are made on a pretax basis, but an account separate from the
pension plan is not established for these savings.
hEmployee may elect to make optional contributions to an existing plan on a pretax basis.
iEmployer profit sharing distribution may be taken in cash by the employee, triggering current year tax liability, or may be deferred into
a long-term account, with corresponding deferral of taxes.
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Table 4
Distribution of Civilian Workers Aged 16 or over Who Are Covered by a 401(k) Plan, Who Participate in a 401(k) Plan,

and for Whom a 401(k) Plan Is Primary, by  Earnings Level, Industry, Union Status, and Firm Size, May 1988

Worker 401(k) 401(k) 401(k) Is
Characteristics Total Coverage Participation Primary Plana

Total 113,720 24.2% 13.8% 6.8%

Earnings
$1–$4,999 10,028 4.2 0.9 b
$5,000–$9,999 13,502 10.4 3.4 2.2
$10,000–$14,999 16,966 18.9 7.9 5.2
$15,000–$19,999 14,700 28.1 14.2 8.0
$20,000–$24,999 12,417 35.3 20.0 10.2
$25,000–$29,999 8,875 40.9 23.9 10.9
$30,000–$49,999 14,377 49.3 33.0 14.1
$50,000 + 4,133 56.5 45.1 16.5

Industry
Self-employed 10,273 b b b
Private wage and salary 86,341 24.1 14.3 7.3

agriculture 1,649 6.2 b b
manufacturing (total) 21,211 34.9 21.2 9.4

durable goods 12,236 38.2 22.7 10.0
nondurable goods 8,975 30.4 19.2 8.5

trade (total) 21,123 14.0 7.9 4.7
wholesale 4,109 24.6 16.4 9.3
retail 17,015 11.4 5.9 3.5

services (total) 22,833 19.1 9.6 6.2
professional 13,324 23.6 11.2 7.1
business and personal 9,509 12.8 7.3 4.9

transportation 3,276 20.2 12.6 6.2
communications and utilities 2,760 55.5 37.7 12.5
construction 5,591 10.4 7.7 4.7
finance, insurance, and real estate 7,186 41.0 25.6 12.7
mining 712 39.5 27.9 16.6

Public wage and salary 17,106 38.7 19.3 8.4
federal government 3,250 57.7 24.3 9.8
state and local government 13,856 34.2 18.1 8.1

Union Status
Union 19,440 35.3 19.0 7.5
Nonunion 94,281 21.9 12.7 6.6

Firm Size
Under 10 14,561 2.9 2.1 1.7
10–24 8,358 8.0 5.6 4.1
25–49 6,883 14.1 7.7 5.5
50–99 5,654 18.0 10.9 7.7
100–249 7,533 22.9 13.4 9.0
250 + 51,441 41.5 23.3 10.1

Source:  EBRI tabulations of the May 1988 Current Population Survey employee benefit supplement.
aFor a worker with a primary wage and salary job, a 401(k) is considered to be primary if it is reported to be the primary plan at that primary job.
For a worker with a self-employed primary job, a 401(k) is considered to be primary only if it is reported to be the primary plan at the worker’s
secondary wage and salary job and the worker did not contribute to a Keogh for tax year 1987.
bSample too small to be statistically reliable.
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Table 5
Distribution of 401(k) Participants for Whom a 401(k) Is the Primary Plan, by Earnings Level, Industry,

Union Status, and Firm Size, Civilian Workers Aged 16 or over, May 1988

Worker Number of 401(k) Percentage for Whom
Characteristics Participants (thousands) 401(k) Is Primary Plana

Total 15,667 49.2%

Earnings
$1–$4,999 93 b
$5,000–$9,999 461 65.1
$10,000–$14,999 1,345 66.1
$15,000–$19,999 2,083 56.7
$20,000–$24,999 2,485 50.9
$25,000–$29,999 2,124 45.7
$30,000–$49,999 4,746 42.7
$50,000 + 1,864 36.5

Industry
Self-employed b b
Private wage and salary 12,339 50.8

agriculture b b
manufacturing (total) 4,501 44.1

durable goods 2,775 44.2
nondurable goods 1,726 44.0

trade (total) 1,674 59.0
wholesale 673 56.9
retail 1,001 60.3

services (total) 2,184 64.6
professional 1,490 63.6
business and personal 694 66.7

transportation 414 48.8
communications and utilities 1,041 33.0
construction 429 61.3
fnance, insurance, and real estate 1,840 49.6
mining 199 59.3

Public wage and salary 3,304 43.5
federal government 790 40.3
state and local government 2,514 44.6

Union Status
Union 3,698 39.3
Nonunion 11,970 52.3

Firm Size
Under 10 312 79.5
10–24 471 73.5
25–49 530 70.9
50–99 617 70.8
100–249 1,013 66.8
250 + 11,992 43.5

Source:  EBRI tabulations of the May 1988 Current Population Survey employee benefit supplement.
aFor a worker with a primary wage and salary job, a 401(k) is considered to be primary if it is reported to be the primary plan at that
primary job.  For a worker with a self-employed primary job, a 401(k) is considered to be primary only if it is reported to be the primary
plan at the worker’s secondary wage and salary job and the worker did not contribute to a Keogh for tax year 1987.
bSample too small to be statistically reliable.
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table 5). The 401(k) plan has become very important as
a primary means of saving for retirement among 401(k)
participants working in small establishments and those
with lower earnings.

On the other hand, 15 percent of all pension plan
participants reported a 401(k) as their primary retire-
ment plan in May 1988 (table 6). This proportion

Worker Number Participating Proportion for Whom
Characteristics in Any Plana (thousands) 401(k) is Primary Planb

Total 51,336 15.0%
Earnings

$1–$4,999 455 c
$5,000–$9,999 2,429 12.4
$10,000–$14,999 6,848 13.0
$15,000–$19,999 8,263 14.3
$20,000–$24,999 8,137 15.5
$25,000–$29,999 6,550 14.8
$30,000–$49,999 11,228 18.0
$50,000 + 3,360 20.2

Industry
Self-employed 2,192 c
Private wage and salary 35,788 17.5

agriculture 194 c
manufacturing 13,107 15.1

durable goods 7,999 15.3
nondurable goods 5,108 14.9

trade 5,722 17.2
wholesale 1,903 20.1
retail 3,818 15.8

services 7,167 19.7
professional 5,331 17.8
business and personal 1,836 25.2

transportation 1,411 14.3
communications and utilities 2,120 16.2
construction 1,689 15.6
finance, insurance, and real estate 3,926 23.3
mining 452 26.1

Public wage and salary 13,356 10.8
federal government 2,654 12.0
state and local government 10,702 10.5

Union Status
Union 15,690 9.3
Nonunion 35,646 17.6

Table 6
Distribution of Retirement Plan Participants for Whom a 401(k) Is Primary, by Earnings Level, Industry, Union Status,

and Firm Size, Civilian Workers Aged 16 or over, May 1988

dropped to 12.4 percent among participants with lower
earnings ($5,000–$9,999), and generally rose with
earnings to a high of 20.2 percent at the highest
earnings level. The proportion of pension participants
who had a 401(k) as a primary plan varied more widely
by industry and union status. The mining industry had
the highest concentration of participants with primary
401(k) plans (26.1 percent), and transportation the

(continued)
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Worker Number Participating Proportion for Whom
Characteristics in Any Plana (thousands) 401(k) is Primary Planb

Source:  EBRI tabulations of the May 1988 Current Population Survey employee benefit supplement.
aIncludes all workers with a primary or secondary wage and salary job who participate in a pension or profit-sharing plan or 401(k) at work
and all workers with a primary or secondary self-employed job who contributed to a Keogh or IRA during the 1987 tax year.
bFor a worker with a primary wage and salary job, a 401(k) is considered to be primary if it is reported to be the primary plan at that
primary job.  For a worker with a self-employed primary job, a 401(k) is considered to be primary only if it is reported to be the primary
plan at the worker’s secondary wage and salary job and the worker did not contribute to a Keogh for tax year 1987.
cSample too small to be statistically reliable.

Table 6 (continued)

lowest (14.3 percent). Nonunion participants were
more likely (17.6 percent) than union participants (9.3
percent) to have 401(k)s as primary retirement plans.
Among all civilian workers, 401(k) plans were primary
for 6.8 percent (table 6).

◆  401(k) Contributions and Investments

EBRI estimates that in 1988 employees contributed
more than $24 billion to 401(k) plans: private-sector
employees contributed $19.3 billion, and public
employees contributed $4.8 billion. Table 7 shows the
distribution of the contributions by sectors and earn-
ings levels.

Annual Contributions to 401(k) Plans Averaged
$2,000

TRA ’86 placed a $7,000 limit on pretax employee
contributions to private-sector 401(k) plans (indexed
to the consumer price index (CPI) beginning in 1988).
The limit was controversial at the time, but very few
workers appear to have been affected by it. In 1988, the
average annual contribution was $2,000, but average
contributions within earnings groups ranged from $400
to $3,500 (table 8).

Contributions by earnings levels further support the
notion that few 401(k) participants have been affected
by the maximum limit. In 1988, 55 percent of those
earning more than $50,000 contributed $2,000–$4,999,
and 19 percent contributed more than $5,000. Among
those earning $30,000–$49,999, 41 percent contributed
$2,000–$4,999; 7 percent reported contributing more.
Nondiscrimination requirements for 401(k)s may have
played some role, causing plans to set lower limits for
some higher-paid participants.

Actual 401(k) contribution amounts vary widely.
While 26 percent of participants reported contributing
from $2,000 to $4,999, 5 percent reported contributing
$5,000 or more, and 13 percent reported contributing
less than $700 (table 9).

◆ ◆ ◆

TRA ’86 placed a $7,000 limit on pretax
employee contributions to private-sector
401(k) plans (indexed to the consumer price
index beginning in 1988).

◆ ◆ ◆

Firm Size
Self-employed 2,192 c
Under 10 1,469 16.9
10–24 1,820 19.0
25–49 2,081 18.1
50–99 2,367 18.5
100–249 3,731 18.1
250 + 34,670 15.0
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Table 7
Distribution of Aggregate Annual 401(k) Contributions,a  by

Annual Earningsb and Sector, Nonagricultural Wage and Salary Workers, May 1988

Public Sector Private Sector
Annual Total
Contributions (in millions) (in millions) (percentage) (in millions) (percentage)

Total $24,135 $4,811 100.0% $19,324 100.0%

$1–$4,999 c c  c c  c
$5,000–$9,999 135 39 0.8 97 0.5
$10,000–$14,999 730 178 3.7 552 2.9
$15,000–$19,999 1,609 323 6.7 1,287 6.7
$20,000–$24,999 2,614 591 12.3 2,023 10.5
$25,000–$29,999 2,880 695 14.4 2,185 11.3
$30,000–$49,999 10,673 2,172 45.1 8,500 44.0
$50,000 + 5,482 811 16.9 4,671 24.2

Source:  EBRI tabulations of the May 1988 Current Population Survey employee benefit supplement.
aAggregate annual contributions were estimated by multiplying the reported contribution rate for each individual by annual earnings.
Individual contributions for all workers reporting the necessary data were then aggregated.  Individuals who did not report earnings or
contribution rates are excluded.  Therefore, these estimates may be biased downward. Data include only employee contributions.
bAnnual earnings were estimated by multiplying reported weekly earnings by reported weeks normally worked per year.
cSample too small to be statistically reliable.

The average contribution rate of private-sector 401(k)
participants was 6.4 percent of salary, with the largest
proportions of workers contributing 5 percent, 6
percent, and 10 percent of gross salary (table 10). There
was little difference in the average contribution of
public-sector workers, at 6.8 percent of salary.

Employer Contributions Are Common but Not
Universal

Employer contributions were available to 64 percent of
employees who were offered a 401(k) and 71 percent of
those who participated in 1988 (table 11). Union
workers offered a 401(k) were less likely (55 percent)
than similar nonunion workers (68 percent) to be in
plans with employer contributions. The availability of
employer contributions varies substantially across
industries but less so by firm size—53 percent of 401(k)-
covered workers at very small firms (fewer than 10
employees) had plans with an employer contribution,
compared with 66 percent of 401(k)-covered workers at
firms employing 250 or more workers.

Source: EBRI tabulations of the May 1988 Current Population
Survey employee benefit supplement.
aAnnual contributions were estimated by multiplying the reported
contribution rate by earnings.  Individual contributions for all
workers reporting the necessary data were aggregated and
divided by the number of workers reporting to determine the
average. Data include only employee contributions.  Averages
were then rounded to the nearest $100.
bAnnual earnings were estimated by multiplying reported weekly
earnings by reported weeks normally worked per year.
cExcludes respondents who reported no earnings.

Table 8
Average Annual 401(k) Contributionsa

by Annual Earningsb and Sector, Nonagricultural
Wage and Salary Workers, May 1988

Average Contributions

Personal Earnings Total Private Public

All Participantsc $2,000 $2,000 $2,000

Less than $10,000 400 400 500
$10,000–$19,999 1,000 900 1,000
$20,000–$29,999 1,500 1,500 1,500
$30,000–$49,999 2,600 2,500 2,900
$50,000 + 3,500 3,500 3,700
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Table 9
Distribution of Annual Reported 401(k) Contributionsa within Earnings Levels,b

Private Nonagricultural Wage and Salary Workers, May 1988

Contributions

Earnings Totalc Less than $700 $700–$1,199 $1,200–$1,999 $2,000–$4,999 $5,000 + Not Reported

(numbers in thousands)
Total Workersd 12,284 1,598 1,744 2,341 3,170 614 3,005
(percentage) (100%) (13%) (14%) (19%) (26%) (5%) (24%)

Less than $10,000 382 193 e e e e 153
(percentage) (100%) (51%) e e e e (42%)

$10,000–19,999 2,629 737 677 336 131 e 810
(percentage) (100%) (28%) (26%) (13%) (5%) e (31%)

$20,000–$29,999 3,482 411 670 996 586 e 825
(percentage) (100%) (12%) (19%) (29%) (17%) e (24%)

$30,000–$49,999 3,831 242 307 922 1,577 255 581
(percentage) (100%) (6%) (8%) (24%) (41%) (7%) (15%)

$50,000 + 1,598 e e 76 877 306 274
(percentage) (100%) e e (5%) (55%) (19%) (17%)

Source: EBRI tabulations of the May 1988 Current Population Survey employee benefit supplement.
aAnnual contributions were estimated by multiplying the reported contribution rate times earnings. Data include only employee contributions.
bAnnual earnings were estimated by multiplying reported weekly earnings by reported weeks normally worked per year.
cTotal includes a small number of workers who reported contributing zero percent of pay.
dTotal includes workers who reported no earnings.
eNumbers too small to be calculated reliably.

Workers covered by 401(k)s in firms with fewer than 10
employees were most likely to participate in 401(k)s
(75 percent)—with an employer contribution (83
percent) or without one (68 percent) (calculated from
table 11). Workers in establishments with 10–24
employees were close behind, with 71 percent total
participation, 71 percent participation with an em-
ployer contribution, and 81 percent without one.

Where Are 401(k) Assets Invested?—Although compre-
hensive nationwide data on 401(k) investment vehicles
and options are not available, several recent surveys by
the U.S. General Accounting Office (GAO) (1988),
Hewitt Associates (1988), and Buck Consultants
(1989) give some indication of how 401(k) monies are
invested.

Both the Hewitt and Buck studies are small-sample
surveys representing larger private employers. Hewitt
reported information from 327 respondents who worked
for companies with a median size of 8,000 employees;
Buck’s survey included 102 respondents in companies
with a median size of 3,800 employees.

◆ ◆ ◆

Workers covered by 401(k)s in firms with
fewer than 10 employees were most likely to
participate in 401(k)s—with an employer con-
tribution or without one.

◆ ◆ ◆
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Table 10
Distribution of 401(k) Participants,

by Percentage of Annual Earnings Contributed and
Sector, Civilian Workers Aged 16 or over, May 1988

    5A guaranteed investment contract is a contract between an
insurance company and a corporate profit-sharing or pension plan
that guarantees a specific rate of return on the invested capital
over the life of the contract.

Percentage Private Wage Public Wage
Contributed Total and Salary and Salary

Total 100% 100% 100%

None 2 2 1
One 4 4 7
Two 8 8 7
Three 9 9 10
Four 8 8 5
Five 20 18 27
Six 16 18 7
Seven 5 4 6
Eight 6 5 7
Nine 2 1 2
Ten 12 12 9
Eleven 0 a 0
Twelve 3 3 1
Thirteen 0 a 1
Fourteen 0 a 0
Fifteen + 7 6 10

All Workers
  (Average) 7 6 7

GAO survey data are more representative of smaller
plans. Somewhat more than 3,600 firms responded to
the survey, which GAO generalized to about 793,000
U.S. firms, 35,000 of which had 401(k) plans in 1986.
Among GAO’s survey group, 94 percent employed
fewer than 100 employees, while 6 percent employed
100 or more.

What Investment Options Do Employers Offer?—Partici-
pants in 401(k) plans are usually offered a choice
among investment options for their own pretax contri-
butions and are sometimes offered a choice for em-
ployer contributions. Participants typically have the
option of investing the two types of funds differently,
but sometimes the plan automatically directs the
investment of employer contributions.

All three surveys indicate that equity funds were the
most common investment option offered by employers.
Hewitt reported that 81 percent of plans offered equity
funds for participant contributions, while Buck reported
88 percent did so; both surveys reported a smaller
percentage of respondents (51 percent and 66 percent,
respectively) offering equities as an investment option
for employer contributions. GAO reported that 72
percent of plans offered equity fund investments but did
not report employer and participant contributions
separately.

Guaranteed investment contracts (GICs)5 were the
next most common investment option reported by
Hewitt (68 percent) and Buck (68 percent). Company
stock was also a common investment option cited by
the Hewitt and Buck surveys, offered in 43 percent and
40 percent of plans, respectively. GAO, on the other
hand, reported that only 7 percent of companies

surveyed offered company stock as an investment
option. Money market funds were more common
among companies in the GAO survey—63 percent of
plans—compared with 36 percent and 35 percent,
respectively, of plans in the Hewitt and Buck surveys.

The surveys suggest that the most common number of
investment options was about three, but the actual
number ranged from one to seven. Most of these

Source:  EBRI tabulations of the May 1988 Current Population
Survey employee benefit supplement.
aSample too small to be statistically reliable.

◆ ◆ ◆

GICs and company stock are popular choices
among investment alternatives for participant
contributions.

◆ ◆ ◆
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investment options were fairly conservative instru-
ments. Few plan sponsors offered more risky options,
such as commodity futures and real estate.

Which Investment Options Do Participants Choose?—
GICs and company stock are popular choices among
investment alternatives for participant contributions.

Table 11
401(k) Coverage and Participation, by Availability of Employer Contribution, Union Status, Industry,

and Firm Size, Civilian Workers Aged 16 or over, May 1988

                 Offered a 401(k)      Participate in a 401(k)

Employer No Employer No
contributes contribution contributes contribution

Worker
Characteristics Total number percentage number percentage Total number percentage number percentage

Total 27,517 17,706 64% 6,625 24% 15,667 11,124 71% 3,763 24%

Union Status
Union 6,865 3,751 55 2,269 33 3,698 2,024 55 1,441 39
Nonunion 20,653 13,955 68 4,356 21 11,970 9,101 76 2,322 19

Industry
Self-employed a a a a a a a a a a
Agriculture 102 a a a a a a a a a
Manufacturing 7,408 5,305 72 1,391 19 4,501 3,490 78 782 17
Trade (total) 2,958 2,060 70 481 16 1,674 1,410 84 202 12

wholesale 1,011 783 77 118 12 673 574 85 76 11
retail 1,947 1,277 66 363 19 1,001 835 83 126 13

Services (total) 4,368 2,403 55 1,236 28 2,184 1,451 66 590 27
professional 3,151 1,642 52 947 30 1,490 946 63 449 30
business 1,217 761 63 290 24 694 504 73 142 20

and professional
Transportation 661 411 62 161 24 414 287 69 109 26
Communications 1,532 1,255 82 196 13 1,041 904 87 108 10

and utilities
Construction 583 315 54 220 38 429 263 61 142 33
Finance, insurance, 2,947 2,350 80 340 12 1,840 1,592 87 171 9

and real estate
Mining 281 250 89 a a 199 191 96 a a
Federal government 1,876 1,180 63 477 25 790 444 56 286 36
State and local 4,744 2,079 44 2,055 43 2,514 1,027 41 1,356 54

government

Firm Size
Under 10 417 220 53 135 32 312 182 58 92 29
10–24 666 415 62 174 26 471 295 63 141 30
25–49 969 510 53 352 36 530 331 62 181 34
50–99 1,019 603 59 301 30 617 454 74 141 23
100 + (total) 23,060 15,198 66 5,326 23 13,005 9,382 72 3,029 23

100–249 1,725 1,014 59 542 31 1,013 705 70 277 27
250 + 21,336 14,184 66 4,783 22 11,993 8,677 72 2,752 23

Source:  EBRI tabulations of the May 1988 Current Population Survey employee benefit supplement.
aSample too small to be statistically reliable.
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Among plans offering GICs, the Hewitt survey reported
that 64 percent of plan assets were invested in GICs,
and the Buck survey reported that 62 percent of plan
assets were so invested. Both surveys showed that 33
percent of assets were invested in company stock. In
the GAO survey, a relatively smaller percentage
(compared with the other surveys) was invested in
GICs—31 percent—with 30 percent invested in
company stock.

Fixed income funds were less popular. In the Hewitt
and Buck surveys, 21 percent of employee contributions
were invested in government bonds or other fixed
income vehicles. Investment of employer contributions
to 401(k) plans is somewhat different and may not

On the other hand, while only 7 percent of the employ-
ers that GAO surveyed offered company stock as an
investment option, fully 30 percent of these employers’
assets were invested in employer stock. The higher
utilization may reflect more employer contributions in
the form of company stock.

Changing Investment Options—GAO and Hewitt sur-
veyed the frequency with which employees can change
investment options. A relationship emerged between
employer size and the number of times changes in
investment allocation to 401(k) plans were permitted.

The Hewitt survey indicated some flexibility in chang-
ing investments. It reported that 23 percent of plans
allowed monthly changes, 38 percent allowed quarterly
changes, and 22 percent allowed changes semiannually.
Respondents to the GAO survey appear to have had
more limited flexibility in changing investments. GAO
reported that fully 50 percent of firms allowed changes
only on an annual basis, with another 17 percent
allowing them semiannually. It is likely that the small
employers GAO surveyed limited investment changes
to minimize paperwork and the cost of administration,
communications, and education.6

Federal Employee Thrift Plan

The 1983 Social Security Amendments required that a
new civil service retirement system be established to
cover federal employees hired after December 31, 1983.
The Federal Employees Retirement System (FERS),
which Congress adopted in 1986 and which went into
effect in January 1987, combines Social Security, a
defined benefit pension, and an optional tax-deferred
thrift plan similar to a private-sector 401(k) arrange-
ment. Employees hired before the end of 1983 were

always reflect employee choice. An average of 69
percent of employer contributions in the Hewitt survey
and 63 percent in the Buck survey were invested in
company stock. In the survey report, Hewitt com-
mented that many companies required employer
contributions to be invested in employer stock, which
may reflect the different allocation percentages be-
tween employer and employee contributions.

In general, the utilization patterns of investment
options showed that many investment vehicles are not
used in proportion to their availability. For example,
while about three-quarters of plans in the surveys
offered equities, only one-quarter of the assets repre-
sented in each of the Hewitt and Buck surveys, and less
than 10 percent of those in the GAO survey, were
allocated to these instruments.

    6For more information on 401(k) plan design and experience, see
Massachusetts Mutual Life Insurance Company, 401(k) Survey
Report 1988 (Springfield, MA: Massachusetts Mutual Life
Insurance Company, n.d.), and Buck Consultants, Current 401(k)
Plan Practices:  A Survey Report (New York:  Buck Consultants,
Inc., 1989).

◆ ◆ ◆

While only 7 percent of the employers that
GAO surveyed offered company stock as an
investment option, fully 30 percent of these
employers’ assets were invested in employer
stock.

◆ ◆ ◆
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given the option of joining the new system or remain-
ing in the old Civil Service Retirement System (CSRS)
during a six-month period ending in December 1987.
Approximately 4 percent of CSRS-covered employees
(86,000) opted to join the new system.

The thrift plan is available to workers covered by either
FERS or CSRS, but different rules apply to the two
groups. FERS employees are automatically covered
under the thrift plan, and the government contributes
the equivalent of 1 percent of pay for each employee

    7For a further explanation of the impact of TRA ’86 on individual
retirement accounts, see Emily S. Andrews, “Long-Term Effects of
Tax Reform on Retirement Income:  Many Unanswered Ques-
tions,” EBRI Issue Brief no. 64 (March 1987).

equities index fund. CSRS employees may invest only
in the government securities fund, and in the first year
of operation (1987) FERS employees also could invest
only in this fund. Beginning in 1988, FERS employees
were allowed to invest up to 20 percent of their own
contributions in the fixed income and the equities fund.
This percentage increases by 20 percent each year until
it reaches 100 percent in 1992. Until 1992, all govern-
ment contributions must be invested in government
securities, with the amount that must be so invested
decreasing by 20 percent per year thereafter until 1997.

As of July 21, 1989, the government securities fund had
a $3,856,670,000 balance. The balance in the equities
fund was $28,728,405, and that in the fixed income
fund was $11,595,610. The equities and fixed income
funds are managed by the Wells Fargo Bank and are
invested primarily in the Wells Fargo Equity Index
Fund and the Wells Fargo Bond Index Fund.

According to estimates by the Federal Retirement
Thrift Investment Board, which manages the plan, a
FERS-covered employee who contributes 5 percent of a
$26,000 annual salary for 30 years will accumulate
$150,540, assuming a 4 percent annual rate of return;
$264,680, assuming a 7 percent annual rate; and
$490,880, assuming a 10 percent rate.

◆  IRA Participation Has Changed Less than
     Many Predicted

TRA ’86 changed allowable IRA contributions for only
about 15 percent of the then-eligible population.7 The
number of workers reporting IRA contributions also
dropped by 15 percent between 1982 and 1987. Table
12 shows that this decline came from all age categories
and most earnings levels, possibly suggesting that more
than the actual tax law change was at work, since the
law generally affected those at higher earnings levels.

whether or not the individual contributes. Employees
may make further contributions of up to 10 percent of
base salary (up to the same maximum as 401(k) plans).
The government will then match, dollar for dollar, the
first 3 percent of employee contributions and 50
percent of the next 2 percent, with no match beyond 5
percent. CSRS participants may contribute up to 5
percent of their salaries to the thrift plan but are not
entitled to government contributions.

The original law applied the same nondiscrimination
rules to the thrift plan that apply to private-sector
401(k) plans. That provision of the law was repealed in
December 1987.

Data from August 1989 indicate that of the 876,100
FERS-covered employees, 50.5 percent were contribut-
ing to the thrift plan. Of the 1,804,567 CSRS-covered
federal employees, 23.5 percent (424,680) were contrib-
uting (Causey, 1989).

The plan offers three investment options: a government
securities fund, a fixed income (bond) fund, and an

◆ ◆ ◆

TRA ’86 changed allowable IRA contributions
for only about 15 percent of the then-eligible
population.

◆ ◆ ◆
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Consumer confusion over the new rules, less advertising
by banks and other holding institutions, and a smaller
tax advantage due to lower tax rates, among other
factors, may have contributed to the drop. In addition,
the 1988 survey asked about all contributions to an
IRA, not only tax-deductible contributions. It is certain
that in 1987 most of the retirement plan participants
earning more than $50,000 who reported IRA contri-
butions were making nondeductible after-tax contribu-
tions (table 13). And some of those at lower earnings

levels were undoubtedly above the TRA ’86 income
limits, which indicates that the nondeductible IRA
may have been more popular than many expected.

IRA Users Have Changed

Between 1982 and 1987, the proportion of retirement
plan (either 401(k) or pension) participants in private
wage and salary jobs who also had an IRA declined
from 23.1 percent to 15.0 percent; the absolute number

Table 12
IRA Participation by Real Annual Earningsa and Age, Civilian Workers Aged 16 or over,

1982 and May 1987b

                            IRA Participants by Age

Totalc 25–34 35–44 45–54 55–59 60–64

Personal Earnings 1982 1987 1982 1987 1982 1987 1982 1987 1982 1987 1982 1987

thousands of workers

Totald 16,713 14,261 3,108 2,832 3,967 3,797 4,532 3,476 2,687 1,818 1,482 1,390
$1–$4,999 698 464 108 84 121 76 205 f 105 f f f
$5,000–$9,999 1,062 958 184 155 192 161 267 219 193 125 80 129
$10,000–$14,999 1,692 1,328 327 305 373 289 404 317 334 163 142 141
$15,000–$19,999 1,884 1,665 390 334 342 424 523 338 301 211 198 203
$20 000–$24,999 2,292 1,650 514 370 536 495 587 319 336 251 203 162
$25,000–$29,999 1,402 1,538 293 318 315 455 364 303 239 228 130 180
$30,000–$49,999 3,804 2,589 738 600 1,148 804 1,017 727 530 273 301 119
$50,000 + 1,646 947 162 185 465 292 554 306 308 107 112 45

percentage distribution

Totale 100.0% 100.0% 18.8% 21.1% 24.1% 26.9% 27.1% 23.3% 16.2% 12.8% 8.4% 9.4%
$1–$4,999 4.8 4.2 0.7 0.8 0.8 0.7 1.4 f 0.7 f  f f
$5,000–$9,999 7.3 8.6 1.3 1.4 1.3 1.4 1.8 2.0 1.3 1.1 0.6 1.2
$10,000–$14,999 11.7 11.9 2.3 2.7 2.6 2.6 2.8 2.8 2.3 1.5 1.0 1.3
$15,000–$19,999 13.0 14.9 2.7 3.0 2.4 3.8 3.6 3.0 2.1 1.9 1.4 1.8
$20,000–$24,999 15.8 14.8 3.6 3.3 3.7 4.4 4.1 2.9 2.3 2.3 1.4 1.5
$25,000–$29,999 9.7 13.8 2.0 2.9 2.2 4.1 2.5 2.7 1.7 2.0 0.9 1.6
$30,000–$49,999 26.3 23.2 5.1 5.4 7.9 7.2 7.0 6.5 3.7 2.4 2.1 1.1
$50,000 + 11.4 8.5 1.1 1.7 3.2 2.6 3.8 2.7 2.1 1.0 0.8 0.4

Source: EBRI tabulations of the May 1983 and May 1988 Current Population Survey employee benefit supplement.
aAnnual earnings were estimated by multiplying reported weekly earnings by reported weeks normally worked per year and were
adjusted for inflation to reflect May 1988 dollars.
bData for tax years 1982 and 1987.
cTotal includes persons under age 25 and persons aged 65 or over, not reported separately.
dIncludes those who did not report earnings.
eExcludes those who did not report earnings.
fSample too small to be statistically reliable.
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of such participants with IRAs decreased by 23 percent,
from 6.9 million to 5.3 million (table 13). As a propor-
tion of all workers without such a retirement plan, IRA
holders declined from 11.8 percent to 10.4 percent but
increased in absolute numbers by 8 percent, from 4.0
million to 4.3 million. The distribution of individuals
with IRAs by income level changed dramatically
among both groups between 1982 and 1987. The
proportion of those earning more than $50,000 and
having an IRA plus an employer plan dropped from
58.9 percent to 22.0 percent; among those with only an
IRA, the proportion dropped from 47.1 percent to 29.1

percent. Among workers earning $30,000 to $49,999,
IRA use among those with employer plans declined
from 32.8 percent to 17.8 percent, and among those
with no employer plan, it decreased from 33.4 percent
to 19.8 percent.

◆  Employer Plans Have the Broadest Reach

Retirement policy debates frequently center on individ-
ual freedom of choice and the potential value of mov-
ing from tax incentives for employer-sponsored plans to
incentives for individual effort. In recent years the

Table 13
IRA Participationa by Pension or 401(k) Participationb and Real Annual Earningsc

(May 1988 Dollars): Private-Sector Wage and Salary Workers,
 May 1983 and May 1988

Pension or 401(k) Plan Participants Workers without Pension or 401(k) Plan

Number with Percentage Percentage among Number with Percentage Percentage among
IRA (thousands) with IRA IRA participants IRA (thousands) with IRA IRA participants

Real Annual
Earnings     1982 1987    1982  1987 1982d     1987d 1982      1987 1982     1987        1982d      1987d

Totale 6,875 5,322 23.1% 15.0% 100.0% 100.0% 3,953 4,281 11.8% 10.4% 100.0% 100.0%

$1–$4,999 f f f f f 0.5 277 285 4.9 4.4 8.1 8.3
$5,000–$9,999 182 167 12.1 10.2 2.8 3.4 431 524 6.0 6.3 12.6 15.2
$10,000–$14,999 504 474 12.0 9.5 7.9 9.5 626 569 9.1 7.2 18.3 16.5
$15,000–$19,999 796 696 14.9 12.3 12.4 14.0 549 525 12.9 10.1 16.0 15.2
$20,000–$24,999 1,066 726 19.2 12.5 16.6 14.6 519 469 18.9 13.6 15.2 13.6
$25,000–$29,999 699 807 20.4 17.6 10.9 16.2 221 364 19.4 19.4 6.5 10.6
$30,000–$49,999 2,114 1,496 32.8 17.8 33.0 30.0 634 503 33.4 19.8 18.5 14.6
$50,000 + 992 592 58.9 22.0 15.5 11.9 168 209 47.1 29.1 4.9 6.1

Source:  EBRI tabulations of the May 1983 and May 1988 Current Population Survey employee benefit supplements.
aIRA participation for tax years 1982 and 1987.
bData are for 1983 and 1988 pension and 401(k) plan participation.  Pension participants in 1988 include a small number of workers who
reported participation in a profit-sharing plan not identified as a pension or retirement plan.  In 1983, workers who did not report participa-
tion in a pension or retirement plan were not subsequently asked about profit sharing plan participation.  Therefore, profit sharing plans not
identified as retirement plans are not reflected in 1983 estimates. Pension participants also include workers with a primary or secondary
self-employed job who reported contributing to a Keogh plan the prior year.  In most other EBRI work, self-employed workers with IRAs are
also classified as pension participants; here they are excluded. Workers for whom pension or 401(k) participation status could not be
determined are excluded.
cAnnual earnings were estimated by multiplying reported weekly earnings by reported weeks normally worked per year and were adjusted
for inflation to reflect May 1988 dollars.
dExcludes participants who did not report earnings.
eTotal includes participants who did not report earnings, except where noted.
fSample too small to be statistically reliable.
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debate has also focused on the concept of nondiscrimi-
nation in the provision of employee benefits (that is,
ensuring that workers with lower earnings receive
equitable benefits).

A comparison of participation rates in employer-based
plans, 401(k) plans, and IRAs among the civilian work
force shows that, in general, employer-based plans
reach a broad group of workers within most earnings
levels (table 14). In 1988, 54 percent of workers
earning $15,000–$19,999 participated in a retirement
plan; 63 percent of those earning $20,000–24,999
participated; and 72 percent of workers earning

Table 14
Rates of Pension Participation,a 401(k) Participation,b and IRA Participation,c

Civilian Workers Aged 16 or over, within Earnings Levels,d May 1983 and May 1988

Percentage 401 (k) Participation
Number of Pension among Percentage IRA
Workers Participationa All of Workers Participationc

(thousands) (percentage) Workers Offered a Plan (percentage)

Real Annual Earnings 1983 1988 1983 1988 1983 1988 1983 1988 1982 1987

All Workers 98,964 113,720 42.0% 42.0% 2.7% 13.8% 38.3% 56.9% 16.9% 12.5%

$1–$4,999 10,294 10,028 4.9 4.2 0.1 1.0 e 22.2 6.8 4.6
$5,000–$9,999 13,257 13,502 16.9 17.2 0.4 3.4 e 32.9 8.0 7.1
$10,000–$14,999 16,259 16,966 37.0 38.7 1.5 7.9 28.2 41.9 10.4 7.8
$15,000–$19,999 14,052 14,700 55.0 54.0 2.8 14.2 32.1 50.5 13.4 11.3
$20,000–$24,999 11,993 12,417 64.7 63.4 3.9 20.0 34.7 56.7 19.1 13.3
$25,000–$29,999 6,663 8,875 72.8 71.5 4.6 23.9 40.0 58.6 21.0 17.3
$30,000–$49,999 11,600 14,377 73.5 75.4 7.1 33.0 47.6 67.0 32.8 18.0
$50,000 + 2,948 4,133 73.3 76.9 8.9 45.1 59.3 79.8 55.8 22.9

Source: EBRI tabulations of the May 1983 and May 1988 Current Population Survey employee benefit supplements.
aData are for 1983 and 1988 pension and 401(k) plan participation.  Pension participants in 1988 include a small number of workers who
reported participation in a profit sharing plan not identified as a pension or retirement plan.  In 1983, workers who did not report participa-
tion in a pension or retirement plan were not subsequently asked about profit-sharing plan participation.  Therefore, profit-sharing plans
not identified as retirement plans are not reflected in 1983 estimates. Pension participants include all workers who reported participation
in a primary pension or retirement plan, even if that primary plan is a 401(k).  Therefore, some workers with only one plan are reported
here both as pension participants and 401(k) participants.  At least 15 percent of all pension participants in 1988 participated in a primary
401(k). Pension participants also include workers with a primary or secondary self-employed job who reported contributing to a Keogh
plan the prior year.  In most other EBRI work, self-employed workers with IRAs are also classified as pension participants; here they are
excluded.
b401(k) participants include workers whose 401(k) served as their primary retirement plan.  In 1988, 38 percent of all 401(k) participants
reported their 401(k) as a primary pension or retirement plan; these workers are reported here as both pension and 401(k) participants.
cTax years 1982 and1987.
dAnnual earnings were estimated by multiplying reported weekly earnings by reported weeks normally worked per year and adjusted for
inflation to reflect May 1988 dollars.
eSample too small to be statistically reliable.

$25,000–29,999 did so. On the other hand, participa-
tion rates in IRAs in 1987 were not nearly as high
within the same earnings levels. (Since adjusted gross
income cutoff for fully deductible IRAs is $25,000 for
an individual, few workers in the above earning groups
would have been ineligible to make fully deductible
contributions.)

401(k) Plans Show the Value of Captive Audience
Communications

Whereas IRAs are sold by individual investment
organizations to the “market,” employers offering
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401(k)s can communicate the plans aggressively to gain
the participation at all income levels. The employer
clearly has the advantage of having a “captive” audi-
ence. In addition, 401(k) participants incur less paper
work, do not need to search for a place to open an
account, and are provided with a relatively painless way
to save. Participation rates in 401(k)s and IRAs among
those eligible to participate help illustrate the effective-
ness of 401(k) communication (table 14, columns 7–
10). Overall, 401(k) participation among those eligible
to participate increased to 56.9 percent in 1988 from
38.3 percent in 1983.8 Comparable IRA rates were 12.5
percent in 1987 and 16.9 percent in 1982, when
deductible IRAs were available to all working tax filers.

◆  Expansion of IRAs Again Proposed

Public policymakers are again considering the expan-
sion of IRAs. While currently, and in the past, IRAs
have been hailed as “retirement” plans, the two major
legislative proposals that have been introduced in the
101st Congress would allow tax-free withdrawals prior
to retirement under certain conditions, such as first-
time home purchase and tuition assistance.

Bentsen’s “Super IRA” Proposal—On September 27,
1989, Senate Finance Committee Chairman Lloyd
Bentsen (D-TX) introduced a bill (S. 1682) that would
partially restore deductions for IRA contributions. The
bill was included in the Finance Committee’s budget
reconciliation legislation as a substitute for a capital
gains tax cut.

Bentsen’s proposal would allow individuals who are
currently ineligible to make fully deductible contribu-
tions to deduct 50 percent of their contribution, up to
$2,000. Furthermore, the proposal would permit

    8The May 1983 CPS employee benefit supplement asked respon-
dents whether their employer offered a 401(k), whereas the May
1988 CPS EBS asked whether the employer “offers you” a 401(k).
Hence, the proportion of eligible workers who participated in a
401(k) in 1983 may be understated and the total number of eligible
employees may be overstated.

penalty-free withdrawals from IRAs to finance college
tuition or a down payment on a first home. Other
limitations relating to deductibility (for example, the
requirement that the IRA holder be under age of
70 1/2) would continue to apply.

The proposal would be phased in gradually beginning
after December 31, 1990. The Joint Committee on
Taxation estimates the cost at $1.2 billion in 1991,
increasing to $4 billion in 1994.

At a hearing before the Senate Finance Committee on
September 29, Treasury Secretary Nicholas Brady said
that the administration opposes Bentsen’s proposal
because it would cost an estimated $15.3 billion over
five years. Brady also said the proposal is not clear on
whether the penalty-free withdrawals would be limited
to new IRA contributions or would apply to existing
IRA balances. According to Brady, the administration
would not support penalty-free withdrawals of retire-
ment plan rollovers.

Roth’s IRA-Plus Proposal—Sen. William V. Roth (R-
DE) is promoting his “IRA-Plus” proposal (S. 1256) as
another alternative. Under Roth’s “back-ended IRA”
plan, contributions to IRAs would not be tax deduct-
ible, but all contributions and interest build-up would
be tax exempt upon withdrawal at age 59 1/2. Roth’s
plan would permit all taxpayers, regardless of income,
to make after-tax contributions of up to $2,000 per
year, increasing to $3,000 after five years. Penalty-free
withdrawals before age 59 1/2 for a home purchase,
education, and health care would also be allowed. In
addition, the plan would allow an income tax credit for
low-income taxpayers equal to 25 percent of the “IRA-
Plus” contribution.

According to an analysis by Merrill Lynch, 30 percent
to 60 percent of Americans will face a higher marginal
tax rate during their retirement years than they had
before retirement and, therefore, an up-front IRA
deduction would actually cause these individuals to lose
money over time. Merrill Lynch also contends that the
majority of IRA holders would benefit from the rollover
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tax feature of the back-ended IRA because the tax
would be applied to previously deducted contributions,
not to the interest build-up.

Merrill Lynch reports that individuals respond posi-
tively to the back-ended IRA. In focus groups con-
ducted to assess consumer attitudes toward the concept,
7 out of 10 participants said they would be interested in
the back-ended IRA. Participants felt that having more
earning potential on their investments because of the
tax-free withdrawal at retirement and having some
degree of certainty about the value of their retirement
investments in the future were critical determinants of
whether they would save more for retirement.

◆  Conclusion

Public and private employers can encourage employees
to save for retirement through the sponsorship of tax-
deferred savings plans. These arrangements have grown
dramatically over the past decade, with an increasing
number of workers relying on them as their primary
employer-based retirement plan.

Many 401(k) participants at small firms rely on 401(k)s
as their primary retirement plans. Participants in
401(k)s who work for firms with fewer than 25 employ-
ees are more likely to have a 401(k) as a primary plan
than 401(k) participants in firms with more employees.

Nevertheless, although 401(k) participation among
eligible workers far exceeds IRA participation, 401(k)
participation among all civilian workers in May 1988
only slightly exceeded IRA use in 1987 and did not

exceed IRA participation levels prior to TRA ’86. The
future of 401(k) sponsorship and participation is
uncertain. Will new regulations that restrict hardship
withdrawals and loans make a difference? What will be
the ultimate impact of TRA ’86? Thus far, IRAs and
401(k)s have remained more popular than the tax
reform debate would have suggested, but the jury is still
out.

◆ ◆ ◆

Many 401(k) participants at small firms rely on
401(k)s as their primary retirement plans.

◆ ◆ ◆
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