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Tracking Health Insurance Coverage by Month: Trends in Employment-Based
Coverage Among Workers, and Access to Coverage Among Uninsured Workers,
1995‒2012, by Paul Fronstin, Ph.D., EBRI
 This analysis examines employment-based, health-benefit-coverage rates on a monthly basis from December
1995 to March 2012 to allow for more accurate identification of changes in trends and to more clearly show the
effects of recessions and unemployment on changes in coverage.
 Between December 2007 and August 2009, the percentage of workers with coverage in their own names fell
from 60.4 percent to 55.9 percent. After August 2009, there appeared to be the beginning of a recovery in the
percentage of workers with employment-based coverage, and by December 2009, 56.6 percent of workers had
employment-based coverage. However, by October 2011, the coverage had slipped back to 54.7 percent.
 Most uninsured workers reported that they did not have coverage because of cost: 70‒90 percent over the
December 1995–March 2012 period.
 The percentage of uninsured workers reporting that they were not offered employment-based health benefits
was roughly 40 percent from the mid-1990s through 2003, but has been falling since, reaching 22.4 percent by
the end of 2011.

Decisions, Decisions: Choices That Affect Retirement Income Adequacy—EBRI’s
72nd Policy Forum, by Nevin Adams, J.D., EBRI
 On May 9, 2013, the Employee Benefit Research Institute (EBRI) convened its 72nd biannual policy forum in
Washington, DC, focused on the topic: “Decisions, Decisions: Choices That Affect Retirement Income Adequacy.”
 At the forum, a wide range of national experts on U.S. retirement policy offered the roughly 200 attendees
insights on the impacts of a sustained low-interest-rate environment on retirement savings and retirement
income; perspectives on the impacts of the employer match in 401(k) plans—contribution timing, sources, and
meeting plan objectives; and suggestions on how to help plans and participants optimize their distribution
choices, in particular rollover, drawdown, and annuity options.
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Tracking Health Insurance Coverage by Month: Trends in
Employment-Based Coverage Among Workers, and Access
to Coverage Among Uninsured Workers, 1995‒2012
By Paul Fronstin, Ph.D., Employee Benefit Research Institute

Introduction
Prior research has shown that both the offer rate (the percentage of workers offered health benefits) and the take-up
rate have both been declining (Fronstin 2012b). However, there is still a strong link between health benefits and
employment. As a result, employment-based health benefits remain the most common form of health insurance for
nonpoor and nonelderly individuals in the United States. In 2011, 58.4 percent of nonelderly individuals (under age
65) were covered by an employment-based, health-benefits plan, including 68.3 percent of workers, 34.7 percent of
nonworking adults, and 54.7 percent of children (Fronstin 2012a).
Since the 1980s, the percentage of individuals without health insurance coverage has generally been increasing, in
large part because rising health-benefit costs have eroded the number of workers with employment-based coverage.
However, for a few years during the late 1990s, the percentage of workers and their families with employment-based
coverage increased, and the percentage without health insurance declined, partly due to the strong economy and low
unemployment. During the recent economic recession, health coverage fell.
This analysis examines the recent state of employment-based health benefits, updating prior research by the
Employee Benefit Research Institute (EBRI) (Fronstin, 2012c) that examined trends in coverage on a monthly basis
over the time period of December 1995 to July 2011. This paper extends the analysis to March 2012. Examining these
data on a monthly basis allows more accurate identification of changes in trends and can also more clearly indicate
the effects of recession and employment on changes in coverage. Trends in offer rates and reasons for being
uninsured among uninsured workers are also examined.

Trends in Employment-Based Health Coverage
Figure 1 shows the percentage of wage and salary workers ages 18–64 with employment-based health benefits,
either in their own names or covered as dependents. There was very little change between December 1995 and
December 2007; the percentage of workers with coverage in their own names increased slightly from just below 60
percent in the second half of 1996 to slightly above 61 percent in 1998. Between February 1998 and September 2002,
the percentage of workers with coverage in their own names bounced around between 60.5 percent and 61.8
percent. A gradual decline in coverage started in October 2002, and between January 2004 and December 2007 the
percentage of workers with coverage in their own names was mostly below 60 percent.
The most recent economic recession officially started in December 2007. Between December 2007 and May 2008, the
percentage of workers with coverage in their own names fell from 60.4 percent to 56.8 percent, but there were no
data in between to determine if this was a gradual trend or a one-time drop. The period between May 2008 and the
technical end of the recession in June 2009 showed a continuing decline in the percentage of workers with
employment-based coverage in their own names. When the recession ended in June 2009, 56 percent of workers had
employment-based coverage, a number that slipped to 55.9 percent by August of that year. After August 2009, there
appeared to be what might have been the beginning of a recovery in the percentage of workers with employmentbased coverage: By December 2009, 56.6 percent of workers had employment-based coverage in their own names.
However, it appeared that the recovery in employment-based coverage did not last: By October 2011, it was down to
54.7 percent.
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Changes in the percentage of workers with employment-based coverage as dependents occurred throughout this
period as well. Between December 1995 and late 1999, the percentage of workers covered as dependents increased
from 17.4 percent to nearly 20 percent, and then declined during 2000 to about 18 percent. It remained at that level
through September 2003, but then declined to between 16‒17 percent during the October 2003–December 2007
period.
Between December 2007 and June 2009, the percentage of workers with coverage as dependents increased from
16.6 percent to 17.4 percent, and it reached 17.5 percent in July 2009. It appeared that the increase in dependent
coverage during this period offset the decline in coverage that workers received through their own jobs. During the
post-August 2009 period, when coverage through workers’ own jobs appeared be starting to recover, the percentage
of workers with coverage as dependents declined, slipping to 17 percent by December 2009 before increasing slightly
to 17.9 percent by September 2011.
Prior to 2011, these concurrent shifts suggested that the increase in dependent coverage may have been the result of
the decrease in coverage through workers’ jobs. The growth in dependent coverage during 2011 (increasing from
16.9 percent in August 2010 to 17.9 percent in September 2011) may have been due to the adult dependent mandate
provision in the Patient Protection and Affordable Care Act of 2010 (PPACA).1

Workers Without Health Insurance
As noted previously, because of the linkage between employment and access to health coverage, the likelihood of a
worker being uninsured is tied to the strength of the economy and the unemployment rate (Cawley, Moriya and
Simon 2011). Between late 1995 and early 2000, the unemployment rate fell from 5.6 percent to 3.8 percent, and the
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percentage of workers without health insurance coverage fell as well. During December 1995–October 1996, the
uninsured rate for workers was in the low-15-percent range (Figure 2). The uninsured rate was in the mid-14-percent
range between November 1996 and September 1997. It fell to the upper-13-percent range during 1998 and was in
the low-13-percent range during 1999 and early 2000.
Unemployment fell to 3.8 percent in April 2000, but not long after the end of the 2001 recession in April 2002, it
reached 5.9 percent. At the same time, the uninsured rate among workers rose from the low-13-percent range to the
low- and mid-14-percent range, and did not recover until 2004. From mid-2002 to fall 2003, the uninsured rate for
workers was in the upper-14-percent range, and from fall 2003 to summer 2004 it was in the 15–16-percent range,
reaching 16.2 percent in January 2004. From summer 2004 through February 2007, the uninsured rate was in the
upper-14 percent to low-15-percent range, and in mid-2007 it was in the low-14-percent range.
The beginnings of the recession in late 2007 put the uninsured rate back in the upper-14-percent-range. From May
2008 through December 2011, the uninsured rate among workers stayed within a narrow band of just below or just
above 18 percent. By the end of 2011, 18.2 percent of workers were uninsured, despite an unemployment rate that
had fallen from 10.1 percent in October 2009 to 8.5 percent in December 2011.

Why Workers Are Uninsured
Uninsured workers were asked a series of questions regarding why they were not covered. They were asked about
access to employment-based coverage and whether they were ineligible for coverage offered to other workers or
declined coverage when it was available. Workers with insurance from other sources such as employment-based
coverage as dependents, those who purchased coverage directly from insurers, and those covered by public sources
of coverage were not asked the series of questions on why they did not have coverage from their own employer.
Some of the questions pertained to employment-based coverage specifically, but some could be applied more
generally, like those related to cost and declining coverage.
Uninsured workers reported multiple reasons for not having coverage. Most workers said they did not have coverage
because of cost. These workers may have been referring to the cost of employment-based coverage or coverage that
they could purchase directly from an insurer. The percentage of uninsured workers reporting cost as a reason for not
having coverage has been at or near 90 percent since late-2009 (Figure 3).
Between December 1995 and early 1997, uninsured workers citing cost as a reason for that status increased from
about 73 percent to 84 percent, and then settled in the low-80-percent range through 1999. An economic expansion
in 2000 resulted in an unemployment rate of 3.8 percent, while the percentage of workers reporting cost as a reason
for not having coverage fell to 71.5 percent. However, the percentage of uninsured workers reporting cost as a
reason for not having coverage started increasing in late 2000, and continued to do so during the 2001 recession.
That percentage remained in the low-80-percent range through 2003, and then jumped to the mid-80-percent range
through 2007. It dropped again to about 77 percent in mid-2008 but then rose sharply during the latest recession,
reaching 89 percent in November 2009.
The percentage of uninsured workers reporting that they were not offered employment-based health benefits was
roughly 40 percent through 2001, and has been falling since then, reaching 22 percent by late-2011.
By the end of 2011, less than 10 percent of uninsured workers report that they do not have coverage because they
are ineligible for the plan as a result of not working enough hours, have not worked long enough to qualify, or
declined coverage because they did not think they need it.
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Figure 2
Percentage of Wage and Salary Workers, Ages 18–64,
Who Were Uninsured, Dec. 1995–March 2012
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Source: Employee Benefit Research Institute estimates from the Survey of Income and Program Participation, 1996, 2001, 2004 and 2008 Panels.

Figure 3
Uninsured Wage and Salary Workers, Ages 18–64,
by Reason Not Covered, Dec. 1995–March 2012
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ebri.org Notes • July 2013 • Vol. 34, No. 7

5

Conclusion
Examining sources of health insurance and uninsured rates among workers on a monthly basis allows a more
accurate identification of changes in trends and can also more clearly indicate the effects of recession and
unemployment on changes in coverage. While the link between health insurance coverage and employment has long
been known, these data underscore the degree to which unemployment rates directly affect the levels of the
uninsured in the United States.

Data and Methods Appendix
Data for this study come from a series of panels from the Survey of Income and Program Participation (SIPP)
conducted by the U.S. Census Bureau. SIPP is a nationally representative, longitudinal survey of the civilian,
noninstitutionalized U.S. population. SIPP provides comprehensive information about the income of individuals and
households in the United States. It also provides information on participation in public programs. Individuals selected
into the SIPP sample are interviewed once every four months over the life of the panel. In addition to a core set of
questions asked of participants each four months, a rotating set of topical questions supplements the core questions.
The data in this paper come from the 1996, 2001, 2004, and 2008 panels. The 1996 panel covers December 1995–
February 2000. The 2001 panel covers October 2000–December 2003. The 2004 panel covers January 2004–
December 2007. And the 2008 panel started in May 2008. Data through December 2011 are currently available for
the entire sample. Smaller samples are available for 2012: January 2012 is available for three-quarters of the sample,
February 2012 is available for one-half of the sample, and March 2012 is available for one-quarter of the sample.
There are two gaps in the time series: March–September 2000 and January–April 2008.
Every four months, panel members were asked about health insurance coverage. Specific questions were asked about
coverage from public sources, such as Medicare, Medicaid, the State Children’s Health Insurance Program (S-CHIP),
and various sources of military-related coverage. Specific questions were also asked about employment-based
coverage and insurance purchased directly from an insurer. Uninsured individuals were also asked a series of
questions regarding why they did not have coverage. Unfortunately, individuals with public coverage were not asked
the series of questions related to why they did not have employment-based coverage; therefore, the analysis in this
report related to reasons for not having employment-based coverage is limited to the uninsured.
The data in this report are for wage and salary workers ages 18–64. Self-employed workers are generally not included
in the analysis because of issues regarding asking them about employer sponsorship of health benefits.
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Endnotes
1

PPACA requires group health plans that offer dependent coverage to now provide coverage for adult children up to
age 26 regardless of employment status, student status, marital status or financial dependency on the employee, if
the employee chooses to cover them. See (Fronstin 2012d) for more information.
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Decisions, Decisions: Choices That Affect Retirement
Income Adequacy—EBRI’s 72nd Policy Forum
By Nevin Adams, J.D., Employee Benefit Research Institute

Introduction
On May 9, 2013, the Employee Benefit Research Institute (EBRI) convened its 72nd biannual policy forum in
Washington, DC, focused on the topic: “Decisions, Decisions: Choices That Affect Retirement Income Adequacy.”
At the forum, a wide range of national experts on U.S. retirement policy offered the roughly 200 attendees:
 Insights on the impacts of a sustained low-interest-rate environment on retirement savings and retirement
income.
 Perspectives on the impacts of the employer match in 401(k) plans—contribution timing, sources, and meeting
plan objectives.
 Suggestions on how to help plans and participants optimize their distribution choices, in particular rollover,
drawdown, and annuity options.
Links to the policy forum, including a full webcast, presentations, supplementary material, and news coverage of the
event, are online at http://bit.ly/19DM5S5

Low “Blows”: What a Sustained Low-interest Rate Environment Means for
Retirement Savings and Retirement Income
Jack VanDerhei, EBRI research director, set the stage for the first panel by examining the impact
that low interest rates are having on retirement readiness, defined as the likelihood of running
short of money in retirement. He noted that, based on EBRI’s projections, there appeared to be
a very limited impact on retirement income adequacy for those in the lowest pre-retirement
income quartile, but there was a very significant impact for the three higher-income quartiles.
“Overall, 25 to 27 percent of Baby Boomers and Gen-Xers, who would have had adequate
retirement income under historical averages, would end up running short of money in retirement
if today's rates are assumed to be a permanent condition,” he said, noting the analysis assumed
that retirement income or wealth covered 100 percent of simulated retirement expenses. He
Jack VanDerhei
also noted that, since individuals could choose to cut down on some of their expenditures as
they begin to run short of funds (at less stringent thresholds), there could be a much smaller impact.
VanDerhei reviewed previous research on savings adequacy failure rates, the latest by Finke, Pfau, and Blanchett,
which assumed a 4 percent inflation-adjusted withdrawal over 30 years, with a 50/50 stock/bond asset allocation for
three different asset-return assumptions: historical averages of 8.6 percent for stocks and 2.6 percent for bonds;
assuming real bond returns went to zero (6 percent real return for stocks, zero for bonds); and a real bond return
equal to the five-year TIPS yield (Treasury Inflation-Protected Securities) that was in place at the start of 2013
(4.6 percent real return for stocks and a -1.4 percent for bonds). Looking only at this particular investment portfolio,
the analysis found a 6 percent failure rate after 30 years for historical averages, surging to a 33 percent failure rate if
the real bond returns go to zero, and climbing to 57 percent if the real returns held at the TIPS rates seen at the
beginning of 2013.
VanDerhei cautioned that while the failure rate on this portion of the retirement portfolio was extremely sensitive to
bond return assumptions, the inclusion of other factors—such as Social Security benefits, income from defined benefit
(DB) payments, and access to housing equity—(factors that are less sensitive to interest rates) could mitigate those
results.
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Using EBRI's Retirement Security Projection Model® (RSPM), VanDerhei simulated retirement income accumulations
for both Baby Boomers and Gen-Xers, taking into account defined contribution plan balances, DB plan eligibility, IRAs,
Social Security, and net housing equity. He explained that the DB assumptions were based on pension plan
parameters from a time series of hundreds of different plans, and that 401(k) behavior was based on participant
behavior from the EBRI/ICI 401(k) database, which contains asset allocation and contribution behaviors from
administrative records back to 1996 for what is currently about 23 million participants and 60,000 plans.

“Threshold” Questions
Looking to the retirement phase, VanDerhei explained that, once projected to age 65, RSPM simulates a thousand
different life paths for each household. “We have deterministic modeling of certain aspects like food, housing, basic
health care,” he noted, going on to explain that the real value-added component of RSPM is its stochastic modeling of
longevity risks, investment risks, and potentially catastrophic healthcare risk (beyond that covered by Medicare), and
even long-term care. The model produces a Retirement Readiness Rating—basically, the percentage of simulated life
paths that do not run short of money in retirement, with additional metrics on those who were “close” to that
threshold (with an 80 or 90 percent threshold of success of reaching retirement income adequacy).
Three key demographic groups (Early Baby Boomers, Late Boomers, and Gen Xers) were then split into three
different sections, and within each section, the three different return sets modeled, as described above. At a 100 percent adequacy threshold, about 55 percent of Early Boomers will have enough income to last through retirement; at a
90 percent threshold, 66 percent would have enough; and with an 80 percent threshold, 81 percent would have
enough, applying historical interest-rate averages.
At the other extreme of the three return assumption models (4.6 percent for stocks, -1.4 percent for bonds),
VanDerhei showed that only 40 percent would have enough, compared with 55 percent who would under the
historical-return scenario. “You can get similar types of impacts from the other cohorts,” he noted, “but this shows
you very quickly that about 25 percent of those who would have been okay under historical averages now won't have
enough under the new, lower rates.”
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By wage quartile, VanDerhei said there was little impact from low bond rates on the lowest-income group simply
because they don't have a lot of money to invest. “But if you look at the other three upper-income quartiles, they're
all in the 20-to-25 percent range of people who would have been okay under historical averages, but who now run
short of money,” he explained.
What if the low rates of return are temporary? Using the same eligibility categories, VanDerhei said that if the low
return assumptions last for only the first five years of retirement, about 8‒9 percent of those who would have been
had adequate retirement income now run short of money, while 12‒13 percent would do so if low rates lasted for the
first 10 years of retirement. “As you would expect, if it's not a permanent switch to the lower rate of returns, the
overall impact on retirement income adequacy is going to be much less,” he noted. He explained that if bond yields
go back up, people are going to have capital losses if they're in long-term or intermediate-term bonds—a result that
was not included in this analysis.
Consequently, VanDerhei explained, the analysis showed how much impact the interest-rate environment could have
on retirement finances for most individuals—except for lower-income people who generally don't have an investment
portfolio large enough to affect the adequacy of their retirement resources.

Rate States
Turning to possible solutions to the sustained low-interest-rate environment, Stacy Schaus,
head of the defined contribution practice at PIMCO Investments, focused on defined
contribution (DC) plan design alternatives—since, as she noted, a growing number of
individuals are keeping their assets in the DC plans where they had accumulated savings
after retirement, rather than rolling the money over to an individual retirement account
(IRA).
Stacey Schaus

First, she noted that it’s not just bond rates that have come down, but also the dividend
yield on large-cap stocks, an important income source for retirees. She told the group that 86 percent of consultants
responding to PIMCO’s 2013 Defined Contribution Consulting Support and Trends Survey expected a “low-return,
high-volatility environment” to continue two or more years. If that environment did persist, she added, even for just a
couple of years, a number of challenges are presented: notably, the risk to bond prices of rising interest rates,
insufficient returns to build savings, an inability to stay ahead of inflation, and low income and annuity payouts.
To that first point, Schaus cited a recent Wall Street Journal article on bond returns, focusing on the impact on targetdate mutual fund strategies. “With the amount of money that's going into target-date funds and the amount of
allocation to bonds, how will rising rates potentially impact those holdings for participants?” she asked.
Concerning bonds, she noted that bond sensitivity is best measured by duration, and “if we look at a DC plan today,
typically the core bond strategy has a duration of around five years because it's typically tied somehow, either
benchmarked or otherwise, to the aggregate.” Schaus then highlighted the impact if rates were to rise by 200 basis
points: A hypothetical illustration of the impact on the Citi Broad Investment Grade (BIG) Bond Index shows that
investors could have lost about 6 percent over one year, compared with a positive return of almost 2 percent without
that change.
She noted that by five years, the investor would have recouped what was lost (reminding the audience that the loss
outlined earlier was a paper loss unless individuals withdrew their money that year), and would then have had a
return of close to 2 percent. If rates had not risen at all, the investor would actually have had a lower return. “So
rising rates in the long run are actually good,” she explained. “It's the question of when they rise and how rapidly
they rise that we worry about.”
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Looking back to 1987 and the experience of four periods of rising interest rates, along with Federal Reserve policy
rate hikes, Schaus noted that the rate increases were gradual—which created an opportunity to outperform the bond
index returns. She noted that most of the DC plans that PIMCO saw tended to have a single core bond fund, one tied
to the aggregate bond index. But she noted that the aggregate is changing: About 70 percent of the Barclays U.S.
Aggregate Bond Index, for instance, was government-related debt that would lock in in very low yields.

Diversification Rations
The critical factor is diversification, Schaus said, noting that the surveyed consultants think retirement plans should
move beyond having only a U.S.-centric bond index and look for global fixed-income strategies; emerging markets;
and income or yield opportunities which may come through corporate credit, investment grade debt, as well as highyield bonds. Schaus also noted that if people don’t currently have inflation hedging incorporated in their DC plans,
now is the time to change that. “Often, retirement plans may only have TIPS, which have a very low yield as we
know—negative real yields,” she explained. “Broadening out the inflation hedging to include commodities, real estate,
or investments that have some sort of an outcome focus with an even broader range may bring more return,
opportunity, and risk management.”
She also acknowledged that target-date mutual funds are a key consideration, with over 30 percent of asset flows
going into the IRS-qualified default investment alternative option for auto-enrollment in 401(k) plans—predominantly
target-date funds. She noted that the old rule of being able to safely withdraw 4 percent of retirement assets per year
“may just not work out,” assuming a very low interest rate of 4 percent with 2.5 percent inflation.

Low Rates Test 4% Rule
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Schaus noted there are a broad range of solutions, but said: “What's important is that we understand with the
increased opportunity for growth comes uncertainty, and that uncertainty needs to be communicated but also
managed,” through various risk-mitigation approaches.
Schaus said that there’s now more focus among investment managers on how to manage capital market risk within
target-date fund allocations, to a risk level where individuals aren’t subject to losing more than 8 percent of their
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account over a one-year period. She noted PIMCO’s consultant survey found respondents’ top solution was adding
diversified assets, particularly inflation-protection securities. A second approach cited by survey respondents was
reducing exposure to “highly uncertain assets” such as equities, while a third pointed to tail-risk-hedging strategies,
which aim to guard DC assets against market shocks.
Schaus noted that DC plans can be managed to reduce the risk of investment failure and increase the possibility of
success through professional oversight to manage through different economic environments, as well as being able to
tap into global and higher-income securities, capital preservation, and inflation hedging, and to diversify equity and
alternative strategies. Especially for auto-enrolled 401(k) participants, she said, the “most important” step is for plan
sponsors and fund managers to “get the default investments right, because that's where people are most likely to
stay.”

Predict-Abilities
Michael Davis, senior vice president and head of Stable Value at Prudential Retirement
and former deputy assistant secretary of labor at the Employee Benefits Security
Administration (EBSA), noted that the interest-rate environment has an extraordinary
impact on retirement products, specifically stable-value instruments—and this creates
both advantages and disadvantages. He noted the jump in retirement assets from 2008 to
2012, leading to the current level of about $19.5 trillion. He also explained that the
growth was fairly significant in defined contribution retirement plans, which went from
$3.4 trillion in 2008 to $5 trillion in assets in 2012.

Michael Davis

Davis noted that stable-value products had always been a safe haven for millions of participants, especially in the
aftermath of the 2008 economic downturn. There had been a sharp jump in stable-value assets between 2007 and
2008 from $416 billion to $642 billion, respectively, and today assets in that category total over $700 billion, he said.
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Davis explained that several factors are driving those trends, some more structural in the economy, and some more
tactical regarding interest rates. Following the experience of the recent economic recession and the sharp fall in the
equity markets, investors have placed a value premium on stability and predictability. Also, Davis noted the structural
demographic impact of an aging population: 76 million Baby Boomers retiring over the next 18 years. He challenged
the audience to consider what that would mean with respect to both the economy and retirement.
“We think it is going to place a much higher premium on products like stable value because people crave that
predictability of returns,” he said. “They want to know that if I put my money in today, I have a reasonable
expectation I'll have at least as much tomorrow, plus some accrued interest.”
Davis noted that while there has been a yield advantage for stable-value rates compared with money market rates,
there has also been downward pressure on rates as the Federal Reserve eased monetary supply to spur economic
growth. That said, he noted that in this economy people are looking for predictability, and net inflows into stable
value are the result.
Davis said that the current low-interest-rate environment is challenging for product managers, particularly with
traditional products where there are contractual minimum returns of 3 or even 4 percent in some cases. “There's
downward pressure because your ability to earn that spread, your ability to invest in assets that give you a yield
advantage is more difficult,” he explained. “One of the challenges that managers in this asset class have is those
contractual minimums, how to manage them, and how to manage those positions in the future if we do have a
sustained period of low interest rates that hover in this range.”

Capacity “Constraints”
Davis also noted that wrap capacity needs to be considered, especially with synthetic guaranteed investment
contracts (“synthetic GICs”). This product generally combines an underlying suite of fixed-income managers who
select short- and intermediate-term bonds, with a “wrap” that allows participants in the investment pool to sell those
securities back at par. “It protects principal, and then you get accrued interest on the earnings,” he said. “The biggest
danger that stable-value managers have is a rapidly rising interest rate environment that affects the returns on those
underlying bonds. In these cases, money market funds might look more attractive for a short period of time, but the
market is likely to return to equilibrium where stable value would continue to outperform.”
Ultimately, Davis said, “plan design is the key matter. That certainly was the conversation we had the last four years
in my previous role [in the Department of Labor], that plan design issues really are the dominant factors that are
going to shape what our participants' outcomes are going to be.”

“Source” Spots: The Impact(s) of the Match—Contribution Timing, Sources, and
Meeting Plan Objectives
In the second panel of the EBRI policy forum, Jeanne Thompson, vice president for Fidelity
Investment’s Personal and Workplace Investing division, started by examining the impact
that the economy has had on employer contributions over the last five years.
Looking at 9,000 continuous corporate defined contribution plans administered on Fidelity’s
recordkeeping system, she noted that in the economic recession of 2008 and 2009, most
plan sponsors (72 percent) either maintained or increased their employer contributions
during the past five years—despite a flurry of media attention about a crisis in employer
matching contributions. Further, among plans with fewer than 500 participants, 69 percent
of sponsors maintained or added to their contribution, whereas among those with 500–
Jeanne Thompson
25,000 participants in the plan, 91 percent maintained their employer contribution, and
among those with more than 25,000 participants, 96 percent maintained their contribution levels.
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She noted that smaller organizations were much more likely to suspend or terminate employer contributions, although
that the termination of a match was not necessarily permanent. Overall, 5 percent of plan sponsors that suspended
their match reinstated it since the end of the recession, and 12 percent of plan sponsors that terminated their
matching contributions have not yet reinstated. Among smaller plans, 14 percent terminated and have not yet
reinstated their match, Thompson said.
Of the 72 percent of employers that maintained a match during the recession, in 2009 only 11 percent reduced that
match by 25 percent or more, and in 2012 that dropped to just 4 percent of plan sponsors. She cautioned that when
one large employer makes that kind of change, it makes headlines, and “then all of a sudden everyone thinks that's
the way the world is going, but that is not necessarily the case.”

Match Frequencies
Along those lines, she noted that Fidelity had been asked recently how many employers are moving from a pay-period
match—where participants receive the match every single pay period—to an annual match, as some employers have.
Looking at their database, she said that 21 percent were providing an annual match or profit-sharing contribution in
2010, and overall the trend is actually decreasing, having slipped slightly to 20 percent in 2012. An annual employer
contribution is higher in Fidelity’s emerging and advisor markets, which contain the smallest plans, she added.
Among plans with more than $750 million in assets, she noted that 3.3 percent offered an annual match in 2010,
compared with 5.4 percent today. “Said another way, 95 percent of jumbo employers still offer a pay-period match.”
Looking at the more than 2,000 plans that Fidelity has kept records for over a 12-year period, Thompson noted a
correlation with the percentage of plans making a change to their match and movements in the S&P 500 stock index.
She also noted that during the tech bubble there wasn't a big impact in the percentage of plans changing their match,
but there was in 2008 and 2009—a 12 percent drop in the year-over-year change from 2008 to 2009 in employers
offering a match. “When you look at what happened in '08 and '09, it was not just a financial crisis of the market. It
was a much larger impact to businesses overall,” she said.
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For employers considering a change to their match, Thompson offered four suggestions. “One, consider a safe-harbor
match—If you have issues with your non-discrimination testing, then that's a way to help.” She also suggested a
performance-based match, one based on either earnings per share or profitability of the company, or a discretionary
match that provides the ability to make a change to the match based on performance without having to change the
plan document. Finally, she mentioned the “stretch” match, which could be structured so that rather than offering 100
percent of pay on 3 percent of earnings, instead providing 50 percent on 6 percent of pay—an approach that she said
wouldn’t cost the employer more but might help drive deferral rates higher for participants looking to maximize the
match.

The Influences of the Match
Dan Campbell, leader for Aon Hewitt's Defined Contribution Practice, focused on three
different areas related to the impact of the company match: how it affects participants’
retirement readiness; how it influences where participants are contributing overall, the
concept of automatic enrollment and how it can be implemented in ways that strongly
improve participants’ retirement readiness and outcomes; and how the timing of the match
can matter.

Dan Campbell

He pointed to data showing that about a third of 401(k) participants are contributing right at
the match level, a slightly higher number contributing above the match, and more than a
quarter (28.7 percent) contributing below that level.

Examining data over the last five years, those results had been fairly steady. But since 2005, participants contributing
at the employer match level has stayed the same: just about a third. However, he added, before automatic
enrollment really took hold following enactment of the Pension Protection Act of 2006 (PPA), the share contributing
above the match was much higher—almost 50 percent—while the number contributing below the match was much
lower, closer to 20 percent. “That’s one of the unintended consequences of automatic enrollment,” he noted, when
the default deferral rate is lower than the match threshold.
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Campbell noted that in Aon Hewitt’s broad survey, about 63 percent of plan sponsors have a fixed match: about a
third of those have a match of 50 cents on the dollar, and half have a dollar-for-dollar match. While he didn’t expect
many to change their match rates, he said that in hindsight if they had considered a match of 50 percent up to 6 percent of pay (rather than dollar-for-dollar on 3 percent), that might have changed how much participants contribute.
Campbell explained that in the Aon Hewitt client base, the typical default deferral rate is 3 percent. While plan
sponsors considering automatic enrollment frequently ask “what are other plans doing?” he said better questions are
“What's your strategy?” “What are you trying to achieve,” and “What can your budget provide?” Even though most
plans are setting the default at 3 percent, there are other approaches that can be more successful at getting
participants to contribute at a higher level, notably auto-escalation of contributions, he said.
About 70 percent of Aon Hewitt’s client base has added auto-escalation to their 401(k) plans, and Campbell noted
that broader industry surveys indicate that the adoption rate has been about 50 percent, although that’s trending
upwards. He said the typical escalation rate is 1 percent a year with a 10 percent cap, although a few go higher.
Campbell said that participants subject to auto-enrollment had a much higher percentage contributing below the
match, across all pay levels. On the other hand, he noted that automatic enrollment had a very strong positive impact
on increasing plan participation levels.
Regarding the timing of the match, he noted that Aon Hewitt had done a quick poll survey and received almost 400
responses from primarily large plan sponsors; the vast majority (73 percent) said they make their match at the time
of payroll, while 12 percent do so annually. Only 7 percent of pay-period sponsors said they were either very or
somewhat likely to change to an annual basis. As for the motivation for this change, the largest factor was cost
savings, although aligning the match with organization success or other talent-management strategies were also
cited. Those not contemplating a change said they preferred to reward employees with ongoing contributions, or they
were concerned about a negative reaction from workers.

Likelihood of Moving to an Annual Matching Contribution
How likely is your organization to move to an annual/last day matching
contribution rule?
Very likely
3%

Very unlikely
69%

Somewhat
likely
4%

Somewhat
unlikely
24%

n=321
Source: 2013 Aon Hewitt Retirement Pulse Survey

May 2013
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Contribution “Levers”
Lori Lucas, defined contribution practice leader at Callan Associates, reminded the audience
of the “rock, paper, scissors” game, noting that there are several levers to increasing
contribution rates, and focused on those that had the most impact.
In a recent Defined Contribution Institutional Investment Association survey, 401(k) plan
sponsors indicated that they thought the optimal savings rate for participants (including
both employee and employer contributions) was at least 10 percent of salary—and yet, she
noted, that’s not how most plans are structured from a behavioral standpoint. “If people
Lori Lucas
are clinging to the match threshold in terms of their savings rate, the typical match
threshold is going to be 6 percent,” she noted. “If the plan sponsor's matching 50 cents on the dollar up to 6 percent,
that's not going to get them to 10 percent savings, if that's where people stay.” She also noted that if worker
contributions under automatic enrollment defaults are set at 3 percent, and the employer match is 50 cents on the
dollar up to 6 percent, that would not provide anything close to a 10 percent deferral, either.
Concerning the “stretch” match, an approach that calls for increasing the match threshold (the point at which an
employer would match employee contributions) from something like the traditional 6 percent to 8 percent, Lucas
noted that sponsors could reduce the amount of the actual match amount from 50 cents on the dollar to something
less, if cost was a concern. She cited a study of one company that introduced an employer match up to a 4 percent
threshold, after which 4 percent became the most common savings rate by participants. She noted that it had the
effect not only of pulling those who had previously been saving at lower levels up to 4 percent, but also seemed to
draw some who had previously been deferring 5 percent down to the lower, matched threshold.
In another pre-PPA example, she cited results of a study of a Fortune 500 company that was offering a match
between 25 cents on the dollar up to 100 cents on the dollar, depending on which division the participant worked in,
but where the match for everyone was only up to 6 percent of pay; that study found participants were clustering at
the 6 percent match threshold or at the 10 percent level, the latter being the limit at which the employer had capped
pre-tax contributions. “What we're seeing is that match threshold is powerful, certainly pre-auto enrollment,” she
said. “The amount of match, not so much.”

Post-PPA Impacts
With the post-PPA expansion of automatic enrollment designs, Lucas cited another study that looked at nine different
auto-enrollment plans with varying matching structures, including 50 cents on the dollar up to 6 percent, as well as
no match at all, and noted that plan participation under auto-enrollment did decline by about 5 to 11 percent when
the match disappeared. Another study looked at the impact at a company with auto-enrollment that had a match of
25 cents on the dollar up to 4 percent of pay, and decided to change that to a 4 percent non-elective contribution
with no employer match. In that case, the number of workers who deferred nothing rose from 11 percent to 19 percent, but the deferrals at the default rate of 3 percent only slipped from 71 percent to 68 percent. Lucas said this
suggested that the match threshold—a powerful incentive under a voluntary enrollment design—loses impact under
an automatic contribution design. “It's the default contribution rate, not the match threshold, which is driving savings
behavior,” she noted.
She then turned to a report based on the experience of a plan with 3,000 employees and very low participation that
added auto-enrollment for both new and existing employees, as well as auto-escalation. Pre-automatic enrollment,
the cost of the employer match was $11 million, but by adding automatic enrollment with the same structure, the
cost increased to $14 million. She noted that this kind of cost increase was a tough pill to swallow for plan sponsors,
who wanted to incentivize good savings behavior among their workers, but couldn’t afford the match at those
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participation levels. As an alternative, Lucas suggested that some of the increase in cost could be mitigated if the plan
structure could be changed so that instead of matching 100 percent of the first 4 percent of deferrals, the match
could be a 100 percent match on the first 1 percent of deferrals and 50 percent on the next 5 percent. Workers could
then be automatically enrolled at 6 percent so that they get that full match.

Why don’t more employers use a “stretch” match? Lucas explained that with those structures, the lower-paid may
not be able to save enough to obtain the full match, and so it might not be economically neutral for everyone in the
plan. Additionally, since one of the main reasons plans offer the match that they do is to be competitive—so if a
match structure doesn't make them seem as competitive, the plan sponsor may be hesitant to make a change.
Moreover, she cited the possibility of negative reactions among workers: "Oh, now I've got to save more in order to
get the full match." That said, she noted that evidence is strong that costs can be kept down and behavior potentially
influenced in a very positive and necessary way by considering the stretch match both under voluntary and autoenrollment.
She also noted that for plans with auto-enrollment, studies suggest that sponsors can be creative with the match and
still keep participation high, since the match's influence is not as great as it is under voluntary enrollment. Lucas
suggested that plans could then use a non-elective contribution so that people who opt out would still have
something in the plan, or perhaps plan fees could be paid using some of the money otherwise targeted for the match,
or that rather than just having a match, sponsors could split the match between the match and plan fees, or choose
to enhance other benefits with the savings. “A lot of plans, when they reinstate their match, they just go back to the
old match without really giving it a lot of thought in terms of the implications on participant behavior,” she said—and
in terms of rock, paper, scissors, the “winner” appeared to be the default contribution rate under auto-enrollment, a
powerful motivator.

Less Generous Matches?
Jack VanDerhei, EBRI research director, noted a couple of recent studies suggested that moving to auto-enrollment
was going to result in decreased employer generosity from employers—assuming that controlling costs was a
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necessity in a situation with higher participations rates: either the match rate or something else had to be cut.
However, he said that previous EBRI analysis was unable to find any evidence that those plans that adopted autoenrollment between 2005 and 2010 became less generous.
“In fact, we found just the opposite, that from the tier match level, from the overall match to effective match, and
from the overall total employer contribution (including non-elective), they all became more generous,” he said. During
that period, he also noted, a number of defined benefit plans were being frozen, and that employers freezing their DB
plan had also gone to auto-enrollment and were the ones with the most generous changes to their 401(k) plan. He
asked the panelists if they had seen any connection in the private sector between employers that moved to autoenrollment and reduced their contributions.
Dan Campbell of Aon Hewitt noted that his firm hadn’t seen moves in that direction, and while more employers have
been looking at auto-enrollment, there really hadn’t been major changes in the match. Jeanne Thompson noted that
in 2012, Fidelity only saw 4 percent of their 401(k) plan sponsors reducing the amount of their contributions, and
most of that was attributable to changes in the discretionary match or profit sharing. She noted that less than half a
percent of the plans that reduced contributions last year had automatic enrollment, but that was more likely a result
of the economic environment, and the ability to provide match through profit sharing.
Lori Lucas of Callan concurred, noting that employers are more likely to be adding auto-enrollment if they have a
defined benefit plan that they're freezing or in some way reducing, and that, if anything, employers in those situations
are trying to enrich the match. “I think a lot of my evidence is that employers thus far, anyway, are not connecting
automatic enrollment to match rates,” she explained. But, referencing her earlier comments, “there can be some
connections that could be made that might be beneficial.”

Taking Their Lumps: Helping Plans and Participants Optimize Their Distribution
Options

Sudipto Banerjee

Leading off the third panel of the policy forum, Sudipto Banerjee, a research associate with the
Employee Benefit Research Institute, described recent analysis of annuitization patterns and
participant take-up rates in defined benefit (DB) plans, specifically the role that plan design
plays in the decisions to annuitize or take a lump-sum distribution (LSD). He noted that there
had been a number of studies in this area, showing mixed results. He then turned to a recent
EBRI analysis, based on data from 84 plans (data from 2005‒2010, with over 118,000 pay-out
decisions) from Aon Hewitt. This data was used, in conjunction with some broad plan-levelspecification criteria, to classify the plans into five different categories based on the degree of
restrictions imposed on the ability of participants to take LSDs.

The first group in the EBRI study was comprised of traditional DB plans with absolutely no option for an LSD, while
the second group was DB plans with very strong restrictions—such as lump sum availability only if the account
balance was below a certain amount, or only for employee contributions or other explicit restrictions. The third group
was DB plans (either traditional defined benefit or cash balance plan) with weak restrictions—such as an LSD option
for some participants, but not all. The final two groups were comprised of plans—one traditional DB and the other
cash balance plans—that had absolutely no restrictions on the ability to take a lump sum.
Banerjee noted that the analysis of annuitization choice really focused on the latter two, since those were the only
two where participant choice was unfettered or influenced by plan design. He also explained that the analysis focused
on when the individual started taking annuity payments, and not the age at which he or she retired or left
employment. He noted that the data showed only whether the benefit was annuitized or not—if, for example, the
account was cashed out due to a low balance, that specific information was not available.
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A key finding: Any analysis of annuitization rates that fails to reflect the degree of LSD restrictions in a DB plan will
overestimate annuitization rates. For example, looking at all the plans together, the annuitization rate—the
percentage of participants who chose an annuity distribution—was 65 percent. However, looking only at the two
groups that imposed no restrictions on annuity choice, the annuitization rate was 27 percent. This shows that the vast
majority of participants who were not forced to annuitize chose not to, Banerjee said.

Annuitization Rates
Looking at DB plans with absolutely no option for taking an LSD, the result is an annuitization rate of almost
100 percent—as it is among DB plans with strong restrictions on LSDs. On the other hand, among the plans with no
restrictions on LSDs, the annuitization rate ranged between only 20 and 40 percent in the years analyzed, Banerjee
said.
Looking at annuitization rates by five-year age groups for those between 50 and 75, a drop in annuitization rates was
noticed after the age of 70, in both traditional DB, cash balance, and overall. Since the payouts are generally adjusted
for mortality risk, that result was likely because these individuals might not view annuitization as a good deal as they
get older, he said.
Among those making the annuitization decision between the ages of 20 and 50, with a minimum of five years of
tenure and $5,000 in account balance, he noted that the overall annuitization rates are “much, much lower than what
we had seen for the group between 50 and 75.” He explained that it’s only when the account balance exceeds
$25,000 that analysis shows annuitizations in this younger age group.
Overall, Banerjee noted that, “When we look into annuitization decisions, it's very important to recognize what kind of
plan restrictions were there—because if you do not look at those plan rules, you overestimate the annuitization rates.”

Figure 1
Annuitization Rates for 2005-2010: For All Plans and Plans
With No Restriction on Lump Sum Distribution (LSD)
Ages 50-75, at least 5 years of Tenure & account balance of at least $5,000
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Annuitization in DC Plans
Paul Yakoboski, senior economist with the TIAA-CREF Institute, focused on annuitization
and asset management in the context of defined contribution plans. He noted two primary
data sources: one a survey of individuals who retired with significant defined contribution
assets (not necessarily TIAA-CREF participants), the other an analysis of TIAA-CREF
participant data, which includes the activity of individuals who are both currently
contributing and withdrawing income.
Yakoboski noted that in the survey of retirees with significant defined contribution/IRA
Paul Yakoboski
assets, the annuitization rate was 19 percent. While he noted that might seem high by
some points of reference, the fact that personal savings is the only source of retirement income for the respondents
(aside from Social Security) provides the context to suggest it is not high, he said. About half of the respondents had
a single-payout annuity, the most common choice, while slightly over half had a fixed annuity, and the vast majority
of those who were married had a joint and survivor annuity, he said.

Socialization Effects
As for motivations, Yakoboski echoed the theme that plan design matters, “and it matters a lot for the decisions
individuals make” in the decumulation stage as well. He noted that retirees who had taken an annuity were more
likely than non-annuitized retirees to have been in a DC plan that had an annuity payout option. That makes it easier
for the participant to make the choice, and Yakoboski said that the mere fact that it is an option provides a “signal” to
the participant that, as part of the plan, it’s an option worth considering.
He also noted that the annuitized retirees were marginally more likely to have been in a DC plan with an annuity
option in the investment menu and more than twice as likely to have saved some money through an annuity in a DC
plan while they were accumulating. This is what Yakoboski called a “socialization” effect: The individual is exposed to
annuities during the accumulation stage, gets to know the product, understands what it's about, how it works, what it
does, and is then more likely to annuitize savings in retirement.
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Financial advice also matters, he said. Among the annuitants, 71 percent worked with an advisor in making this
decision or implementing it (just over 1 in 5 were directed to annuitize by that adviser). On the other hand, only
3 percent of the non-annuitants were advised to buy an annuity.
Looking at the TIAA-CREF participant data, he noted that among the 50‒60 percent who are using a deferred annuity
during accumulation, about 40 percent of contributions are flowing to that product. About 40 percent of participants
who started receiving income in 2009 did so through annuitized payouts, he said, and three-quarters of the
individuals receiving income distributions from TIAA CREF were receiving an annuity payment. Yakoboski explained
the difference this way: “All our plans have deferred annuities. All our plans offer annuity payout options. Some
actually require it to a degree. But it's part of the DNA, really, of the TIAA-CREF system. So the socialization effect for
any participant is going to be extremely strong.”

Plan Sponsor Choices
Josh Cohen, DC practice leader, America Institutional for Russell Investments, explained that a
lot of plan sponsors are interested in annuities in DC plans, but said they're frequently
confused by all the different types of options, as well as the fiduciary concerns and behavioral
finance issues associated with that choice. Today, sponsors mostly compare features of the
different approaches to do an evaluation, but Cohen noted that modeling tools to help plan
sponsors make these choices are still lacking.
Returning to the basic question as to why individuals are interested in annuities, he noted that
it’s very difficult to self-annuitize in a way that can guarantee a person does not outlive their
Josh Cohen
resources, and that it’s very expensive to self-annuitize. One product that's currently being
touted is Guaranteed Lifetime Withdrawal Benefits, or GLWBs. Cohen noted the flexibility these instruments provide to
set a benefit base or “high-water mark,” and the guaranteed withdrawal amount is based on that, and that the
account balance could be tapped, if needed. With this structure, he explained that the retiree maintains liquidity of
their retirement assets and potential for bequests, as well as the potential for increases in income with good market
performance.
In contrast, he cited the design of a fixed deferred annuity, which could be purchased during the accumulation phase.
As an example for comparison purposes, Cohen mentioned that an individual could start buying a GLWB at age 55,
buying a little bit each year until he or she was 100 percent invested there at age 65—or they could start buying into
fixed annuities at age 55, 10 percent a year for the next 10 years, or they could simply self-manage by investing in a
target-date fund until age 65 and then begin making 5 percent annual withdrawals.
Cohen outlined several market scenarios: good markets and the top 10 percent best results; bad markets and the
bottom 10 percent results; and the average. He noted that with GLWBs, the often-touted benefit is that a participant
will benefit from increases in the market, and a reset in the baseline when the markets go up. However, he cautioned
that, based on Russell Investments’ modeling, this doesn't tend to happen except in the most optimistic markets. In
average or poor markets, the investor tends to just receive the guaranteed withdrawal. In average markets, from
ages 65 to 75, the GLWB’s average income increased by just 7.6 percent while the self-managed accounts increased
by 28 percent, he said.
As for which approach fared best, he noted that total cumulative retirement income may be higher with the GLWB
than the fixed annuity in good markets, but that the latter might provide greater total cumulative retirement income
in average and poor markets. While the GLWB not only provides longevity protection, it might also provide higher
total income in average and poor markets compared to a self-managed account. In all the scenarios, for participants
who live well beyond the normal life expectancy, it is clear that a systematic withdrawal approach will be very
challenging. Cohen noted that these differences highlighted the need for more modeling techniques to analyze those
tradeoffs: “What's right for each participant or each plan is probably going to be different,” he said.
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Save the Dates! Dec. 11 & 12, 2013
EBRI’s 35th Anniversary & 73rd Policy Forum
In Washington, DC
The nonpartisan Employee Benefit Research Institute (EBRI) will celebrate 35 years of
providing "Just the Facts" on benefit issues at a reception to be held Wednesday, Dec. 11, 2013,
from 6:00–8:00 pm, in Washington, DC.
The following day, Thursday, Dec. 12, EBRI will hold its 73rd policy forum on benefits issues,
“1978 +35 = EBRI: The Future of Employment-Based Benefits.” Panels of national experts in
the benefits field will address “The State of Employee Benefits Then, Now, Tomorrow,” and
“Workforce Trends and Preferences Then, Now, Tomorrow.”
EBRI’s anniversary reception will be held at The Shriners’ Building, 1315 K St. NW,
Washington, DC, 20005. More details will follow—contact Nevin Adams, nadams@ebri.org,
202/775-6329.
The Employee Benefit Research Institute is a private, nonpartisan, nonprofit research institute
based in Washington, DC, that focuses on health, savings, retirement, and economic security
issues. EBRI does not lobby and does not take policy positions.
EBRI was founded in 1978 to:




Conduct, and to encourage others to conduct, research relating to employee benefit plans,
whether governmental, private, or otherwise.
Assemble and disseminate information on employee benefits, by publication or
otherwise, to the general public, including interested organizations, both private and
governmental.
Sponsor lectures, debates, roundtables, forums, and study groups on employee benefit
plans.

The work of EBRI is made possible by funding from its members and sponsors, which includes a
broad range of public, private, for-profit and nonprofit organizations. For more information go to
www.ebri.org or www.asec.org
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