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This EBRI Notes article summarizes discussion on new ways to reduce retirement plan “leakage,” presented at the
Employee Benefit Research Institute’s 78th policy forum in Washington, DC, on May 12, 2016.


A recurring issue with defined contribution (DC) savings plans such as the 401(k) is the risk of “leakage”—
preretirement reductions in plan savings by workers, either through loans, hardship withdrawals, or payouts
at job change.



There have been widely varying estimates of how big of a problem leakage actually is, and what the potential
reactions may be by both retirement plan sponsors and participants if new preretirement access restrictions
were imposed. For instance, for many workers the option of being able to take a loan from their 401(k)
account is seen as a major incentive for them to participate.



A 2014 analysis by EBRI found that approximately two-thirds of the impact of diminished retirement savings
due to leakage was associated with the cashouts that sometimes occur at job change. Others have pointed
out that 401(k) loans, which sometimes are criticized as a significant source of retirement savings leakage,
actually account for the smallest amount of pre-retirement savings loss.



To highlight new work on leakage, the Employee Benefit Research Institute (EBRI) devoted part of its 78th
policy forum to the topic of “Retirement Challenges and Reforms,” focusing in particular on “Reducing
Leakage and Incubating Savings.” The May 12 event in Washington, DC, brought together about a hundred
benefits-related experts to discuss a variety of retirement and health topics.



The leakage-focused session involved the presentation of a simulation model by the Retirement
Clearinghouse (RCH) concerning outcomes of “Auto Portability,” or automated and presumptive plan-to-IRA
and plan-to-plan transfers of retirement savings as workers change jobs.
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Reducing Retirement Savings Leakage
A recurring issue with defined contribution (DC) savings plans such as the 401(k) is the risk of “leakage”—
preretirement reductions in plan savings by workers, either through loans, hardship withdrawals, or payouts at job
change.
There have been widely varying estimates of how big of a problem leakage actually is, and what the potential
reactions may be by both retirement plan sponsors and participants if new preretirement access restrictions were
imposed. For instance, for many workers the option of being able to take a loan from their 401(k) account is seen as
a major incentive for them to participate.
A 2014 analysis by EBRI found that approximately two-thirds of the impact of diminished retirement savings due to
leakage was associated with the cashouts that sometimes occur at job change.1 Others have pointed out that 401(k)
loans, which sometimes are criticized as a significant source of retirement savings leakage, actually account for the
smallest amount of pre-retirement savings loss.2
To highlight new work on leakage, the Employee Benefit Research Institute (EBRI) devoted part of its 78th policy
forum to the topic of “Retirement Challenges and Reforms,” focusing in particular on “Reducing Leakage and
Incubating Savings.” The May 12 event in Washington, DC, brought together about a hundred benefits-related
experts to discuss a variety of retirement and health topics.
The leakage-focused session involved the presentation of a simulation model by the Retirement Clearinghouse (RCH)3
concerning outcomes of “Auto Portability,” or automated and presumptive plan-to-IRA and plan-to-plan transfers of
retirement savings as workers change jobs.4

J. Spencer Williams, president and CEO of RCH, noted that about 12.5 million
Americans with defined contribution plans, such as 401(k)s, change jobs every year and
face the decision of what to do with their retirement savings: move them to the new
employer’s retirement plan (if they can), move them to an individual retirement account
(IRA), leave them in the old plan, or take them out of the plan (which triggers a
withdrawal penalty if taken before age 59-1/2).
Based on research and actual experience with employers, Williams said the RCH has
developed a fairly simple engagement model with both incoming and departing
employees―aimed in particular at those with small 401(k) balances ($5,000 or less,
Spencer Williams
which collectively amount to about $8.8 billion a year)―that would apply both a prorollover/transfer presumption and a near-automatic process that, together, is projected to reduce retirement plan
leakage by 50 percent.
The model was built by Dr. Ricki Ingalls, chair of the Computer Information Systems and Quantitative Methods
Department at Texas State University and principal at Diamond Head Associates consulting firm. Ingalls’ specialty is
developing computer models that deal with a process and then random events that can occur during that process, so
as to figure out how to improve the process. In this case, the process was what workers, employers and
recordkeepers do when an employee changes jobs.
Using EBRI and other data, RCH determined that, of the 12.5 million people who change jobs every year, about 40
percent (or about 5 million people) have less than $5,000 in their retirement account. Williams said a surprising find
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from EBRI data was that the employee turnover rate was about 28 percent annually, “which means every 3.3 years or
so an individual worker is changing jobs.”

Figure 1

Source: Retirement Clearinghouse

With no changes in the rollover process, Williams said about $10 billion will be lost to retirement plan cash-outs over
a 30-year period.
The essence of the Auto Portability approach, he said, is to create a mechanism of electronic records matching for
individuals between their former employer’s retirement plan and the new employer plan so that their retirement
savings are automatically transferred.
“We know from behavioral studies that this population of job changers, particularly with very small balances, is inert.
They really don't respond. And when they do respond, they cash out,” Williams said. “Auto-portability is about
changing a behavior similar to auto-enrollment, whereby we do it for them. And it has an opt-out mechanism so that
somebody can opt out if they need the money.”
Based on actual participant data, Williams said about 37 percent of job-changing workers cash out because they need
the money, while the remaining 63 percent who take money out of their retirement accounts do so because “it’s the
easiest path available,” despite the penalty and taxes they will pay by doing so.
Williams said about 16 percent of the job-changing population with small accounts go to an employer that does not
have a 401(k) plan but later switch to a new employer that does. About 8 percent retire, but the large majority goes
to a new employer that also has a 401(k) plan.
Other than educational efforts aimed at retirement plan participants, Williams said the two major technical problems
with Auto Portability have been achieving cooperation among 401(k) recordkeepers and getting the U.S. Department
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of Labor to agree with the “negative consent” provision, under which the transfer of funds is presumed to be chosen
unless a participant actively chooses to withdraw the funds.
Williams noted that “this is not just a concept” and is currently being used by the RCH client base. “The electronic
records matching and the technology work,” he said. Of the 1,500 retirement plan participants where they have been
able to match accounts, “the measured average account balance in the employer plan increases by about 45 percent.
By creating this default path, we incubate those savings accounts.”
RCH plans to publish research findings on its results sometime later this year.
J. Spencer Williams’ bio: http://bit.ly/ebri-2016-Williams-bio
His PowerPoint side presentation: http://bit.ly/ebri-2016-Willilams-PPT
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CHECK OUT EBRI’S WEBSITE!
EBRI’s website is easy to use and packed with useful information! Look for
these special features:
•

EBRI’s entire library of research publications starts at the main Web page. Click on EBRI
Issue Briefs and EBRI Notes for our in-depth and nonpartisan periodicals.

•

Visit EBRI’s blog.

•

EBRI’s reliable health and retirement surveys are just a click away through the topic boxes at
the top of the page.

•

Need a number? Check out the EBRI Databook on Employee Benefits.

•

Instantly get e-mail notifications of the latest EBRI data, surveys, publications, and meetings
and seminars by clicking on the “Notify Me” or “RSS” buttons at the top of our home page.
There’s lots more!
Visit EBRI online today: www.ebri.org

Where the world turns for the facts on U.S. employee benefits.
Retirement and health benefits are at the heart of workers’, employers’, and our nation’s
economic security. Founded in 1978, EBRI is the most authoritative and objective source of
information on these critical, complex issues.
EBRI focuses solely on employee benefits research — no lobbying or advocacy.

EBRI stands alone in employee benefits research as an independent, nonprofit, and nonpartisan
organization. It analyzes and reports research data without spin or underlying agenda. All findings,
whether on financial data, options, or trends, are revealing and reliable — the reason EBRI information is
the gold standard for private analysts and decision makers, government policymakers, the media, and
the public.

EBRI explores the breadth of employee benefits and related issues.

EBRI studies the world of health and retirement benefits — issues such as 401(k)s, IRAs, retirement
income adequacy, consumer-driven benefits, Social Security, tax treatment of both retirement and health
benefits, cost management, worker and employer attitudes, policy reform proposals, and pension assets
and funding. There is widespread recognition that if employee benefits data exist, EBRI knows it.

EBRI delivers a steady stream of invaluable research and analysis.








EBRI publications include in-depth coverage of key issues and trends; summaries of research
findings and policy developments; timely factsheets on hot topics; regular updates on legislative and
regulatory developments; comprehensive reference resources on benefit programs and workforce
issues; and major surveys of public attitudes.
EBRI meetings present and explore issues with thought leaders from all sectors.
EBRI regularly provides congressional testimony, and briefs policymakers, member organizations,
and the media on employer benefits.
EBRI issues press releases on newsworthy developments, and is among the most widely quoted
sources on employee benefits by all media.
EBRI directs members and other constituencies to the information they need and undertakes new
research on an ongoing basis.
EBRI maintains and analyzes the most comprehensive database of 401(k)-type programs in the
world. Its computer simulation analyses on Social Security reform and retirement income adequacy
are unique.

EBRI makes information freely available to all.

EBRI assumes a public service responsibility to make its findings completely accessible at www.ebri.org
— so that all decisions that relate to employee benefits, whether made in Congress or board rooms or
families’ homes, are based on the highest quality, most dependable information. EBRI’s Web site posts
all research findings, publications, and news alerts. EBRI also extends its education and public service
role to improving Americans’ financial knowledge through its award-winning public service campaign
ChoosetoSave® and the companion site www.choosetosave.org

EBRI is supported by organizations from all industries and sectors that appreciate the value of
unbiased, reliable information on employee benefits. Visit www.ebri.org/about/join/ for more.
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Established in 1978, the Employee Benefit
Research Institute (EBRI) is the only
independent nonprofit, nonpartisan
organization committed exclusively to data
dissemination, research, and education on
economic security and employee benefits.
The Institute seeks to advance the public’s,
the media’s and policymakers’ knowledge
and understanding of employee benefits and
their importance to our nation’s economy.
EBRI’s mission is to contribute to, to
encourage, and to enhance the development
of sound employee benefit programs and
sound public policy through objective
research and education.
EBRI has earned widespread regard as
an organization that “tells it like it is,”
based on the facts. As the Bylaws state:
“In all its activities, the Institute shall
function strictly in an objective and
unbiased manner and not as an advocate
or opponent of any position.”
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The Employee Benefit Research Institute (EBRI) was founded in 1978. Its mission is to
contribute to, to encourage, and to enhance the development of sound employee benefit
programs and sound public policy through objective research and education. EBRI is the only
private, nonprofit, nonpartisan, Washington, DC-based organization committed exclusively to
public policy research and education on economic security and employee benefit issues.
EBRI’s membership includes a cross-section of pension funds; businesses; trade associations;
labor unions; health care providers and insurers; government organizations; and service firms.
EBRI’s work advances knowledge and understanding of employee benefits and their
importance to the nation’s economy among policymakers, the news media, and the public. It
does this by conducting and publishing policy research, analysis, and special reports on
employee benefits issues; holding educational briefings for EBRI members, congressional and
federal agency staff, and the news media; and sponsoring public opinion surveys on employee
benefit issues. EBRI’s Education and Research Fund (EBRI-ERF) performs the charitable,
educational, and scientific functions of the Institute. EBRI-ERF is a tax-exempt organization
supported by contributions and grants.
EBRI Issue Briefs is a serial providing expert evaluations of employee benefit issues and
trends, as well as critical analyses of employee benefit policies and proposals. EBRI Notes is a
serial providing current information on a variety of employee benefit topics. EBRIef is a
weekly roundup of EBRI research and insights, as well as updates on surveys, studies,
litigation, legislation and regulation affecting employee benefit plans, while EBRI’s Blog
supplements our regular publications, offering commentary on questions received from news
reporters, policymakers, and others. The EBRI Databook on Employee Benefits is a statistical
reference work on employee benefit programs and work force-related issues.
Contact EBRI Publications, (202) 659-0670; fax publication orders to (202) 775-6312.
Subscriptions to EBRI Issue Briefs are included as part of EBRI membership, or as part of a
$199 annual subscription to EBRI Notes and EBRI Issue Briefs. Change of Address: EBRI,
1100 13th St. NW, Suite 878, Washington, DC, 20005-4051, (202) 659-0670; fax number,
Membership Information: Inquiries
(202) 775-6312; e-mail: subscriptions@ebri.org
regarding EBRI membership and/or contributions to EBRI-ERF should be directed to EBRI
President Harry Conaway at the above address, (202) 659-0670; e-mail: conaway@ebri.org
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