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he risks and challenges facing Americans today with regards to
financial security and retirement readiness are well documented
and widely reported. Fortunately, there’s also a wide array of
improvements and solutions being discussed in multiple sectors
by different stakeholders. This report analyzes and compares various
proposed programs that could help improve the financial security
of Americans, with a special focus on programs that aim to enhance
retirement preparedness. Our intended audience for this analysis is
decision-makers and influencers, including policy-makers for government,
non-profit and for-profit sectors, as well as other research analysts.
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The “Funding Longevity” project aims to encourage discussion of viable programs to improve retirement security by:

«  Proposing an “Evaluation Framework” to help policymakers assess and compare various proposals to improve
financial security for Americans,

« Applying the prototype framework to promising proposals regarding retirement security, and

«  Summarizing possible steps that can enable these and other proposals to be adopted.

The scope of this project primarily addressed the financial challenges people face in retirement. We acknowledge that there
are also serious risks with respect to health care and frail care in the retirement period, as well as financial challenges to the
pre-retirement period. If these additional challenges are not mitigated, they have the potential to negatively impact financial
security in retirement. Although addressing these challenges is beyond the scope of this project, the proposed Evaluation
Framework we developed could be used to evaluate these challenges as well.

In the course of our investigation, we found considerable agreement on the challenges we face, including the underfunding
of such critical programs as Social Security and state and local government pension systems, a lack of reliable understanding
about retirement security at the individual and household levels, and uneven access to retirement savings programs. We

also found significant agreement on the basic structure of America’s retirement system: Social Security to meet basic needs,
supplemented by private or public sector programs, as appropriate.

Experts have different perspectives on whether the current system’s challenges represent a “crisis” or instead present a series
of planning challenges for individuals and their families. It’s possible to find data that supports either perspective.

Our research shows that the current system can work well for certain segments of the population, typically workers with long
careers at employers that sponsor robust retirement programs who can afford to make significant contributions to these
plans. However, the more vulnerable pockets of the population are not well served, including people with sporadic work
histories, workers with no access to work-based retirement plans, workers who develop debilitating disabilities, and some
divorced/widowed women.

During our literature search and interviews with experts, we found several proposals and ideas with the potential to address
the current system’s shortfalls and challenges. Here’s a brief summary of seven major policy proposals that this report
reviews in more detail:

«  “ATwo-Tier Structure for Social Security” aims at increasing the transparency of Social Security and refocusing its
priority on eliminating old-age poverty, while also mandating minimum contributions from employers and workers
to private retirement savings plans.

«  “Progressive Price Indexing” helps improve the sustainability of Social Security with a combination of price indexing
and wage indexing in the benefits calculation. The goal is to curb the growth of benefits for future middle-income
and affluent retirees, while maintaining the real purchasing power for future low-income retirees.

. “Supplemental Transition Accounts for Retirement (START)” increases retirement incomes for future retirees
by facilitating the delay of claiming Social Security benefits. This would be accomplished by providing a bridge
payment between the time a worker retires and the time they subsequently claim Social Security benefits.




«  “Auto-IRA/State Retirement Systems” provides a solution to one of the biggest challenges in retirement security:
the lack of access to work-place retirement plans. Under this proposal, workers are no longer restricted by their
employment in their ability to save for retirement. The automatic savings features help overcome inertia.

«  “The T.R.U.ST Fund for America” proposes a new system to supplement Social Security benefits by establishing a
flat amount of retirement savings for all people born after a future date. The system takes advantage of a long-term
investing horizon, compounding investment earnings, and the ability of the federal government to borrow at low
costs.

«  “Guaranteed Retirement Accounts (GRA)” mandate employee/employer contributions during a worker’s career and
annuitization at retirement, and provides an added layer of a government guarantee against long-term investment
risks.

«  “Transition State and Local Government Pension Systems to Risk-Sharing Pools” aims to increase the sustainability
of state and local government pension systems by limiting the sponsoring employer’s liability to contributions
actually remitted to the pension trust, while still guaranteeing lifetime payments through a risk-sharing mechanism,
aka tontines.

We also reviewed 25 proposals that would refine and enhance existing retirement systems. We briefly summarized these
proposals in Appendix A.

All the proposals that we reviewed have both advantages and potential disadvantages, costs, and potential unintended
consequences. It’s our observation that there are no easy or perfect solutions. We hope to encourage further analysis and
debate on this topic to help policymakers make decisions that skillfully balance the various tradeoffs and considerations
discussed in this report.




1.1 Our Process

Our project consisted of the following phases:

«  We conducted a literature review of published proposals.

«  Weinterviewed twenty experts and authors of published proposals.

+  We hosted a roundtable on January 17, 2020, to present and discuss selected proposals.

« Theroundtable attendees reviewed the draft report, the proposed Evaluation Framework, and the proposals we
analyzed.

+ Based on feedback from the roundtable attendees and other reviewers, we refined and finalized this report.

We acknowledge that there are qualified experts who we have not yet interviewed, as well as viable proposals that we did not
analyze. We were limited by the available time and scope of our project.

1.2 Defining the Challenges to Retirement Security

a. Challenges

Our literature review and in-person interviews revealed the following key challenges to financial security in retirement:
Demographic realities

« Average life expectancies are increasing, but the average retirement age is not increasing nearly as much. Longer
periods of retirement are straining all financial resources intended to support retirement.

«  Theratio of workers to retirees has been decreasing for many years, due to increasing lifespans in the population
coupled with decreases in fertility rates. This means there are fewer workers funding retirement programs, resulting
in significant stress on pay-as-you-go systems such as Social Security.

«  Afew experts we interviewed expressed that longer working lives could help alleviate the above two trends.
However, many of the rules in place today are not effectively encouraging people to work longer, and many
employers are still resistant to employing older workers.

Funding challenges with Social Security and governmental pension systems
«  Social Security is not financially sustainable from an actuarial, demographic, or political perspective.’ Several

experts we interviewed emphasized the necessity and urgency of reforming Social Security to make it financially
sustainable.




«  Social Security reforms that address the issue of seniors who still live in poverty during retirement are needed
to fulfill the program’s basic safety-net function. It’s generally true that for low-earners, Social Security currently
replaces a sizeable share of their pre-retirement earnings. However, due to the complexity of the Social Security
benefits calculation, which considers such factors as marriage, divorce, disability, and work history, low-earners may
find their ultimate benefit amounts to be unpredictable.

«  Many defined benefit pension systems sponsored by state and local governments are underfunded, and they may
not be able to deliver all their promised benefits if there is a significant downturn in the economy or the capital
markets. According to one report, underfunding of the public pension systems of all 50 states totals more than $1
trillion,? a situation that could threaten the delivery of essential state and local services if paying out pensions takes
precedence. An opposing view takes the position that many public pension systems can afford to maintain their
current systems for at least a few decades, particularly if pension assets consistently earn a real annual rate of return
of 3.5% or higher. The referenced report concludes that there’s no need to take action now.3

«  Short-sighted governance of large systems, such as Social Security and state and local government pension
plans, can lead to significant underfunding of these systems over time. The value of benefits promised might be
substantially more than the available financial resources needed to pay the promised benefits. The challenge arises
when elected policy-makers who are responsible for making or modifying pension promises ignore the long-term
financial consequences of the system, since reducing benefits is an unpopular option. In other words, to avoid
negative reactions, they’re motivated to “kick the can down the road.” Also, a lack of consensus on direction and
goals adds another barrier to adopting necessary changes to these systems.

Inadequate personal savings and financial resources

«  Some experts consider existing levels of personal savings and investments to be inadequate for a significant portion
of the population. For example, according to one report, one-third of Baby Boomers had no retirement savings in
2014; the median account for those with positive savings was $200,000.4 According to another report, nearly half of
all American families have no private retirement account savings at all, and the median account of families headed
by someone age 56 to 61 is just $21,000.5 The U.S. Government Accountability Office (GAO) recently reported that
48% of households whose head of household is age 55 and over have no retirement savings.®

«  Roughly half of the U.S. working population doesn’t participate in savings plans at work.”-8 Such plans
have proved to be critical in helping many working Americans accumulate savings for retirement.

« Ontheotherhand, there is evidence that, between Social Security and private savings, the current generation of
retirees and older workers have more financial assets compared to prior generations of retirees and older workers.
For example, between 1979 and 2016, the average household income for retirees grew 104% above inflation. And
between 1989 and 2016, the average retirement savings relative to salaries more than doubled.®-1°

« Financial challenges, strategies, and products are becoming increasingly complex, particularly for the retirement
phase of life. Financial education and literacy can help, but they’ve had limited success, often only assisting people
who are already motivated and already have some degree of financial capability.

« Afew experts we interviewed expressed concern about the threat of potentially ruinous long-term care expenses.
However, there are few, if any, effective solutions that are financially feasible for the majority of the population.

«  There’s a significant percentage of the population who, left to their own devices, cannot or will not be able to
accumulate significant financial resources for retirement. This group often doesn’t have the means, financial
sophistication, or discipline to successfully deploy financial resources in the retirement period. These people need
some institution to “do it for them.”




b. Key Observations for Context and Background
Here are a few key observations that provide context for developing solutions to the challenges described in Subsection 1.2a.

«  Postponing retirement until the late 60s or age 70 can significantly increase a person’s eventual retirement income
and financial resources. For example, delaying retirement from age 62 to age 70 has the potential to increase
total, ultimate retirement income by 75% or more, according to analyses prepared by two studies.’™12 As a result,
extending people’s working lives can significantly reduce the strain on retirement systems as well as improve
retirement security for workers who are able to extend their working lives.

«  More than three-fourths of people in their 60s and 70s report that they’re healthy enough to work.'® Moreover, many
people have a “biological age” that is years less than their chronological age, although for some people, it’s the
other way around.™

«  Foranumber of reasons, people aren’t taking full advantage of their ability to work longer. There’s a lack of
understanding that the action of retiring and the claiming of Social Security benefits can be separated and don’t
need to happen simultaneously. In addition, near-retirement workers aren’t generally equipped with the information
needed to make the best long-term decisions regarding when to retire.

« Thereis wide variability in life expectancies in the population, which is attributable to both socio-economic status
and individual variability in lifespans. While many people can be expected to live into their late 80s and 90s,
some will experience shorter lifespans, particularly those with lower socio-economic status. From an individual
perspective, there is significant uncertainty in how long someone will live. For example, one paper estimates the
standard deviation in life expectancies to be 15 years.'s This uncertainty creates significant complexity when it
comes to planning how long retirement savings must last, a task that’s beyond the skill set of most retirees.

« There’sincreasing inequality in life expectancy due to differences in wealth, income, and educational attainment.
For example, according to one report, between 2001 and 2014, life expectancy in the United States increased by 2.34
years for men and 2.91 years for women in the top 5% of the income distribution but by only 0.32 years for men and
0.04 years for women in the bottom 5%.'¢ Another report states, “Life expectancy for the total population decreased
in 2015 for the first time since 1993, with larger decreases for some groups than others. Inequality in life expectancy
has stopped falling, and along some dimensions—such as between low-income and high-income Americans—it is
increasing.”'7

« Therulesin the Social Security benefit formulas are so complex that many near-retirees, not to mention younger
workers, can’t accurately predict their future benefits. The lack of a clear understanding of one’s future benefits
inhibits efficient financial planning and decision-making over a person’s lifespan.

«  Many people have more wealth in their home equity than in their retirement savings. As a result, they may be
looking for ways to deploy their home equity in retirement. According to one report, for the first four quintiles of
wealth for households whose head of household is ages 65 to 69, median home equity wealth equals or exceeds
financial assets. Only the top fifth quintile of households with heads of household in this age range had financial
assets that exceeded the value of their home equity.'8

«  Many retirees are able to adjust their lifestyles to fit their financial resources and skillfully manage their finances
until they experience a health care or other unexpected shock.19:20




The Setting Every Community Up for Retirement Enhancement (SECURE) Act was signed into law on December
20,2019, and addresses some of the challenges mentioned in Subsection 1.2(a). It aims to increase the number of
Americans eligible to participate in employer-based savings plans by enabling open Multiple Employer Plans (MEPs).
Open MEPs have the potential to reduce the number of workers who don’t have retirement savings plans at work. It
will allow small employers to pool resources and offer efficient retirement savings plans.

The SECURE Act can also help retirees build lifetime retirement income by providing regulatory guidance and legal
protection to encourage retirement plan sponsors to offer annuities in employer-sponsored retirement savings
plans.

The SECURE Act will also require retirement plan sponsors to deliver retirement income statements to their
participants. The goal of such statements is to increase participants’ understanding of the amount of retirement
income that can be generated from savings, which hopefully will lead to increased retirement savings.

It is too soon to assess if the SECURE Act will significantly improve retirement security, although it represents steps
in the right direction.

c. Is There a Retirement Crisis?

Some people call the challenges described previously as a “crisis,” whereas others perceive these issues to represent
significant retirement planning challenges for individuals and their families.

A handful of respected research institutions, including Aon Hewitt, the Boston College Center for Retirement Research, and
the Employee Benefit Research Institute, have prepared assessments of retirement adequacy in the United States. Their
analyses estimate the percentage of the U.S. population that has sufficient retirement income for an “adequate” retirement,
as defined by the researchers (see below for more details).

The Society of Actuaries (SOA) published a report in 2018 that examined this body of research, titled Retirement Adequacy in
the United States: Should We Be Concerned?2' With permission from the Society of Actuaries, here are a few key quotes from

the executive summary of this report:

.

“Although the major studies reviewed in this report have significant differences in empirical approaches, data, and
measures of adequacy, they relatively consistently conclude that from 25% to 35% of the population is at risk of
being unable to maintain their pre-retirement standard of living throughout the retirement period (See Tables 3, 4
and 5). However, these results should be tempered by SOA research based on surveys, focus groups, and in-depth
interviews, which generally indicate that many retirees are quite content with living at lower standards of living in
retirement than they maintained during their working years. When we use less generous measures of retiree needs
(such as consumption-based measures or minimum needs measures), the percentage who are at risk is naturally
lower.”

“The current system of voluntary employment-based retirement plans has been largely successful from the
perspective of companies sponsoring plans for individuals with long-term employment covered by such plans.”
“Similarly, the mandatory Social Security system has done much to reduce poverty in old age.”

“For households without access to employer retirement plans, Social Security will still provide a base level of
lifetime inflation-adjusted income, but this alone will not allow them to maintain their pre-retirement standard

of living. Considering the generally low levels of household wealth, these households will usually need some
combination of delayed retirement and Social Security claiming, continued paid work at older ages, increased
saving, downsizing of their spending, and reliance on family to meet their retirement needs.”
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«  “Although a lot of research has focused on median or typical households, there is a need for future research that
delves into the retirement challenges of particularly vulnerable populations, such as those who are widowed,
divorced, long-term disabled, or long-term unemployed. For the U.S. retirement system to be deemed ‘adequate;
modifications to the social safety net and/or employer programs will be necessary.”

Any estimate of retirement adequacy must make a series of critical assumptions that will significantly influence the measure
of retirement adequacy. Here are a few more key observations on the importance of assumptions from the SOA report:

«  “Most studies do not adequately account for major unexpected expenses or shocks, such as poor investment
performance, long-term care, death of a spouse, and unexpected out-of-pocket medical expenses. If these risks are
not included in the models, the results will tend to overstate the degree of adequacy in the system.”

«  “Most studies assume that the adequacy objective is to maintain pre-retirement living standards. If retirees are
satisfied and reasonably happy with a lower level of spending, this assumption may understate the degree of
adequacy in the system.”

«  “Most studies assume that people retire at a ‘normal’ retirement age. Important issues omitted from many of the
studies include the impact of changes in retirement ages, phased retirement, and work during retirement.”

«  “Studies differ significantly in their treatment of housing wealth. If housing wealth is accessible to meet retirement
needs, overall adequacy is higher.”

Another article titled /s There a Retirement Crisis? takes issue with common measurements of retirement adequacy, noting
some of the points from the SOA report. It also documents statistics and arguments that financial security in retirement has
generally been improving over the past several decades. It provides evidence that the current retirement savings system

is working well for many workers and retirees who have access to work-based retirement savings plans and can afford to
contribute to these plans.22

While the evidence is compelling that the financial security of Americans has improved over the decades for many of the
population, it’s also apparent that societal standards regarding retirement adequacy can also shift over time. It’s possible
that as a society, we are chasing a moving target when we hope to achieve broad-based “retirement adequacy.”

1.3. The Policy-Maker Toolkit

The Organisation for Economic Cooperation and Development (OECD) suggests that countries adopt a three-tiered approach
to delivering retirement security, as follows:2324

« Tier 1: auniversal or targeted pension that’s primarily a safety net designed for those unable to provide for
themselves

« Tier2:amandatory savings system, provided by either the public or private sector. This system helps enable a
“smoothing of consumption” from one’s working years to their retirement years.

« Tier 3: avoluntary savings system in the private sector that enables households to save more than required under
the mandatory Tier 2 system

11



We assessed the U.S. retirement system using this approach and made the following observations:

«  Social Security represents a work-based pension system that’s almost universal, but it has gaps for certain
vulnerable segments of the population. Examples of potential gaps include certain widows and divorcees, the long-
term disabled, and people who don’t have significant periods of employment that are covered by Social Security.

«  Some employers (fewer than half) sponsor retirement plans similar to those described in Tier 2. Examples include
defined benefit pension plans sponsored by a few large corporations and most pension systems of state and local
governments. In addition, some defined contribution plans deliver employer contributions to all eligible employees,
regardless of whether they contribute their own money to the plan.

« About half of the workforce is eligible to contribute to a work-based savings plan, representing a Tier 3 system. All
workers who don’t participate in employer-sponsored plans are eligible to voluntarily contribute to an IRA. However,
usage among these workers is quite low (around 8% of eligible workers).? This result can be interpreted to mean
that voluntary savings programs might not be effective for most workers who aren’t eligible for employer-sponsored
retirement savings plans.

Following is the range of available tools that policy-makers at government and private institutions can use to implement
programs in the various tiers and to address the financial security challenges described in Subsection 1.2:

«  Participation is mandated in a government program, representing Tier 1.
«  Examples: Social Security, state disability programs, or unemployment insurance programs

«  Participation is mandated in a private program, representing Tier 2.
«  Examples: employer-sponsored retirement plans that mandate participation or offer employer-paid
benefits or contributions to all eligible employees

«  Public or private sector incentives, representing Tier 3
«  Examples: tax incentives with IRAs, tax credits, 401(k) plans and other work-based savings plans, and
matching contributions in employer-sponsored savings plans

«  Behavioral interventions/nudges/automatic features
«  Examples: the payroll deduction feature of 401(k) plans and other work-based plans, auto-enrollment,
and default investments in 401(k) plans

«  Education/financial literacy programs
«  Examples: financial education in high school and communication campaigns in 401(k) plans

«  Disincentives
«  Examples: laws/government agencies that prohibit practices that are deemed unacceptable to society,
such as discrimination in favor of certain groups, manipulation of investments, misrepresentation, and
fraud

< Laissez-faire (let the market take care of it)
«  Examples: products and services offered by for-profit financial institutions, such as banks, mutual fund
companies, investment firms, and insurance companies

12



1.4 Proposals That We Analyzed

As a result of our literature review and expert interviews, we evaluated many different proposals and ideas that could
improve financial security in the retirement years. We organized these ideas into two categories:

1. Major shifts in public policy that would impact large segments of the population and would involve significant
analysis and processing by policymakers. New laws, regulations, financial products, and/or governance systems
would be necessary to implement these proposals.

2. Ideas and proposals that refine existing systems and would represent improvement potentially ranging from
incremental to significant. In some instances, implementing these proposals might involve less analysis and
processing compared to the first category of proposals.

We applied our proposed Evaluation Framework, described in Subsection 1.5, to this first group of ideas. Section 2 of this
report contains the results of these analyses.

We acknowledge that in some cases, we exercised a degree of subjectivity when placing the proposals into one of these two
categories.

Proposals Representing Major Policy Shifts
Here are seven proposals from the first category of ideas that we analyzed further in Section 2 of this report:

1. Atwo-tier structure for Social Security. Gradually transition Social Security to a system consisting of a flat
universal benefit and a savings account, representing both Tier 1 and Tier 2 systems. This new vision of Social
Security would significantly reduce the complexity of the current rules, refocus the program’s goals as a social safety
net, and restore the program’s solvency and sustainability over the long term.

2. Progressive indexing for Social Security benefits. Slow the growth of Social Security benefits for future, higher-
income retirees while maintaining or enhancing benefits for future lower-income retirees through progressive
price-indexing of benefits for future retirees. This would be considered a Tier 1 proposal. Note that over time, this
proposal could achieve the same result as the first proposal.

3. Supplemental Transition Accounts for Retirement (START). Increase retirement security and encourage longer
working lives by establishing a dedicated savings account for every worker that is invested until retirement. This
account would then be used to fund a Social Security bridge payment that enables workers to delay the start of
Social Security benefits, thereby significantly increasing their eventual Social Security benefits. This would represent
a Tier 2 proposal.

4. Auto-IRA/state-based retirement systems. For workers who currently don’t have access to retirement savings at
work, enable small employers to efficiently sponsor such plans through an auto-IRA or state-sponsored retirement
savings plans. This would be considered a Tier 3 proposal and would supplement Social Security benefits.

5. The T.R.U.S.T. Fund for America. Set up a fund that provides regular cash flow during retirement to supplement
Social Security benefits without requiring additional taxes or additional savings by either individuals or their
employers. Under this program, the U.S. government would issue low-interest rate bonds to fund a trust account for
each person born in America after a set date. The trust funds would be significantly invested in the equity market
over the long term, until being tapped at age 70 for cash flow in retirement. This would be considered a Tier 2
proposal since it would be delivered to all Americans.

13



6. Guaranteed Retirement Accounts (GRAs). Boost retirement savings with GRAs that mandate a minimum level
of contributions. Deliver lifetime retirement income with mandatory annuitization at retirement. This would be
considered a Tier 2 proposal that would supplement Social Security benefits. It would reduce or eliminate tax
advantages for 401(k) and IRA programs to pay for savings tax credits that top out at $600 per year.

7. Transition state and local government pension systems to risk-sharing pools. Contain and manage unfunded
liabilities under pension systems of state and local governments by replacing them with shared risk pools. In
addition, address changes to the governance of such systems to help insure their long-term viability. This would be
considered a Tier 1 or Tier 2 proposal, depending on whether the government agency participates in Social Security.
Note that some state or local governments also participate in Social Security, and some do not.

Ideas That Refine Existing Systems

For the second category of ideas that refine existing systems, we organized the proposals into four sub-categories:
Proposals that reform Social Security to be sustainable and/or better meet program objectives
Proposals that encourage people to work longer

Private sector proposals that help build and manage financial resources for retirement
Proposals that could be adopted by a state or local government

Hw N e

Appendix A briefly summarizes 25 such ideas and proposals. We did not analyze these ideas further. We acknowledge that
some people might believe that some of these ideas represent major policy shifts and could be placed in the first category of
proposals.

1.5 Evaluation Framework
To help policymakers analyze and compare various proposals for programs that will help improve retirement security, we
developed an Evaluation Framework that can be used to evaluate and compare policy proposals. Section 2 of this report
contains summaries of the analyses we generated after applying a portion of this framework to the seven major proposed
programs described in Subsection 1.4.
The Evaluation Framework has three components:

a. Systematic Description of each proposed program

b. Structural Feasibility Analysis

c. Goals Analysis
Below we elaborate on each of these components.

a. Systematic Description

Following is a summary of the Systematic Description that we applied to each proposed program in Section 2.
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Program goals
What are the goals of the program? Possibilities include:

«  Encourage paths to financial security among children and young adults.
« Increase savings while working.
«  Help with income (i.e. cash flow) generation in retirement.

Targeted beneficiaries
Who are the targeted beneficiaries of the proposed program? Possibilities include:

«  Current retirees

+  Near retirees

«  Young and middle-aged adults

«  Children

« Identified vulnerable groups (such as low-income, disadvantaged groups)

Program mechanism
How will the program work? Possibilities include:

«  Redistribute wealth to vulnerable populations

«  Encourage more savings while working

«  Enable more efficient deployment of savings during retirement
« Improve decision-making pre- and/or post-retirement

«  Encourage older workers to continue working longer

Program costs
Who will pay for the program costs? Possibilities include:

« Federal government
« State governments
+ Local governments
«  Employers

« Individuals

What is the mechanism for paying for the program costs? Possibilities include:

+ Taxes

+  Fees

« Mandated contributions by individuals and/or employers
« Voluntary contributions by individuals and/or employers

15



Benefit design governance
Who is responsible for maintaining the benefit promise and for making adjustments to respond to emerging experience?
Possibilities include:

+  Government

« Financial services companies
«  Financial advisers

«  Employers

« Individuals

Financial governance
Who controls and manages the investing, funding, and administration of benefits? Possibilities include:

+ Government

« Financial services companies
« Financial advisers

«  Employers

« Individuals

b. Structural Feasibility Analysis

Following is a summary of the Structural Feasibility Analysis that we applied to each proposed program in Section 2.
What are the necessary steps to implement the proposed program?

Possibilities include:

« Arenew laws needed?

« Arenew regulations needed?

« Do new publicinstitutions need to be created?

« Do new private financial institutions need to be created?

« Do new financial products need to be developed?

« Do beneficiaries need to be educated about the decisions they’ll be required to make under the new program?

« Do existing programs need to be discontinued or modified? How much disruption would result from changing these
programs? Would a significant portion of the population be disadvantaged by these changes?

«  What costs are associated with transition and implementation?

What are the uncertainties and risks?
Possibilities include:

«  Political risks

«  Cultural barriers

« Ifequity investments are involved, who will vote their shares?

« Ifthe program involves invested assets, are benefits reduced when investment returns are less than expected, or are
costs increased? If the latter, who pays?

« Areindividual decisions needed that could impact the delivery and amount of benefits received (introducing
another element of uncertainty)?
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What are possible unintended consequences?
Possibilities include:

«  Could the program disincentivize desirable behaviors, such as saving money or working longer?
«  Could benefits or assets be diverted for purposes other than the intended goal?

c. Goals Analysis

We propose using the following fundamental principles to help assess how well each proposed program meets basic goals
and guiding principles.” Some of these principles involve subjectivity and judgment.

e Adequacy
« Do benefits meet basic financial needs for income and risk protection, when considered in combination
with other benefits, such as Social Security?
+ Arethe needs of vulnerable groups addressed?

o Feasibility
« Aresignificant structural steps needed to implement the program (see Structural Feasibility Analysis)?
« Arethe program costs affordable for all parties concerned?
« Are administrative costs reasonable?
+  Doesthe program address and mitigate potential unintended consequences?

o Equity

« s there a connection between the amount of taxes paid and the benefits delivered?

«  After paying required contributions or taxes, do sufficient financial resources remain to meet retirees’
day-to-day financial needs? Do the required contributions or taxes inhibit individuals from saving
additional funds?

+  What degree of income redistribution is acceptable to those whose income is being used to pay for the
benefits of others?

+ Doesthe proposed program address perceived unfair advantages that certain groups of the population
might realize?

¢ Complexity
«  Can most people understand how much they’re paying into the system and how much in benefits they’ll
realize?
+  Does the system require financial sophistication to navigate the system?
« Arethere “traps for the unwary” where poor decisions can lead to reduced benefits?

o Integrity and governance
«  Can governance be structured in such a way as to build long-term sustainability of the system?
« Do the policymakers have incentives to make current benefit promises at the expense of the long-term
financial viability?
«  Cansafeguards be included to prevent diversion of resources for other purposes?

“Note: We did not prepare analyses of the proposed programs with respect to these goals. Such an analysis could be completed
as a future project.
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«  Sustainability
« What happens if economic and demographic assumptions are not realized?
«  Benefits are reduced (if it’s a defined contribution system)
«  Contributions are increased (if it’s a defined benefit system)
« Does an unallocated trust fund accumulate assets (if it’s a defined benefit system)
+ Does the program add to government debt?
+  Doesthe program add to individual debt?

1.6 Observations and Discussion Questions

We found general agreement among the experts we interviewed about the viability of the overall structure of the U.S.
retirement system:

«  Social Security represents a nearly universal pension system that helps keep seniors out of poverty. It’s a Tier 1
system, as described in Section 1.3.

«  Private sector retirement plans supplement Social Security benefits. This could be either a Tier 2 mandatory system
or a Tier 3 voluntary plan, as described in Section 1.3.

None of the experts we interviewed believe that benefits from Social Security should be significantly expanded, other than to
close gaps in coverage for certain vulnerable groups. We acknowledge that there are experts whom we didn’t interview that
do advocate broad expansion of the Social Security program.

Some of the experts we interviewed note that Social Security could be reformed to better serve its purpose as an anti-poverty
program and close current coverage gaps. As of this writing, roughly 9% to 14% of seniors are still in poverty, depending on
the measure used.

It's also important to note that Social Security has evolved from its original purpose as an anti-poverty program to the
primary pension plan for many workers and retirees. Is this result desirable? There are different perspectives on this question
from the experts we interviewed and other experts.

Finally, due to the importance of Social Security in keeping seniors out of poverty, many experts we interviewed agree that
it’s critical to make the program financially sustainable as soon as possible, although there are different perspectives on the
specific solution that should be implemented. Regardless of the specific reform strategy—raising taxes, reducing benefits, or
both—it’s crucial for the federal government to make its intention public, so that workers and retirees can plan accordingly.

All the experts we interviewed believe it’s appropriate to encourage private or public sector programs to supplement Social
Security benefits. As expected, there are different perspectives among these experts on how this goal can be accomplished.

The current system of private sector savings through employer-sponsored retirement plans and IRAs has enabled substantial
saving amounts for many workers who’ve participated in such plans for most of their working years. For these workers,
however, one potential concern is the low prevalence of efficient methods for converting their savings into streams of reliable
lifetime income.

18



Employers and financial institutions have learned much in the past few decades about offering efficient and effective
retirement savings plans. They’ve developed many innovations and improvements to 401(k) plans and similar employer-
sponsored plans, such as auto-enrollment, auto-escalation, default investments, and low-cost index funds. Experts and
organizations have conducted much research on viable methods to convert the money in retirement savings accounts into
streams of retirement income, and a few plan sponsors are exploring implementation of these methods.

Future challenges include extending these innovations to more workers and retirees, and extending these plans to the
segment of the workforce that doesn’t have access to an employer-sponsored plan.

One unintended consequence of encouraging low-earners to save more in their private retirement savings accounts is that
such funds may be considered to be assets, which might disqualify low-income earners from qualifying for welfare programs.
Similarly, some experts have warned against overly emphasizing retirement savings balances, which is just one aspect of
individual financial security. Instead, experts agree that we need to take a holistic approach to personal finances, including
both savings and debt.

Some experts we interviewed believe that the only plans needed to supplement Social Security are Tier 3 plans—voluntary,
private sector plans. Other experts recommend both Tier 2 (mandatory) and Tier 3 plans (voluntary), and believe that state-
sponsored plans could fulfill either tier.

Of the major policy proposals that we examined, three proposals aim to supplement Social Security benefits, and another
proposal combines reforming Social Security with mandating retirement savings. These four proposals represent three
distinct approaches:

« Guaranteed Retirement Accounts and the Two-Tier Social Security system both rely on mandated contributions from
individuals and their employers.

« Auto-IRAs and state retirement programs rely on voluntary contributions from individuals and their employers, with
tax incentives to participate, and minimize administrative and behavioral barriers with automatic features.

« TheT.R.U.ST Fund for Americais an innovative proposal that doesn’t rely on contributions from individuals or their
employers. Instead, it relies on the U.S. government’s borrowing capability, as well as a strong equity market, to
enable long-term investing.

We note that mandated programs have recently met with substantial political resistance in the U.S. and that voluntary
programs often fall short of their goals due to human nature. The T.R.U.S.T. Fund for America proposal addresses both of
these challenges, although it would add relatively small amounts to the federal debt in the next few decades.

None of the proposals we analyzed directly addresses a particular concern expressed by some of the experts we interviewed:
the role of financial and health shocks late in retirement. Despite this lack of specific proposals, it’s important to point out
that providing retirees with additional financial resources will improve their ability to better manage these shocks.

Here are a few potential discussion questions that can help policymakers decide on a course of action:

«  What are acceptable targets for retirement adequacy? Such targets would define minimum or recommended
living standards in retirement as well as appropriate retirement ages, given current trends regarding healthy life
expectancy. For example, one study documents that an income less than twice that of the Federal Poverty Level
can result in increased health and longevity risks; this observation can provide insights into possible retirement
adequacy targets.”®
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Possible retirement adequacy targets could include:

«  Minimum targets to prevent poverty which are funded entirely from governmental programs
«  Recommended targets to supplement minimum benefits, funded primarily from
nongovernmental programs and also possibly partially funded by governmental programs

« Underwhat circumstances is it appropriate to mandate participation in retirement security programs through taxes
or required contributions?

« Underwhat circumstances is it appropriate to encourage participation in retirement security programs that
employers can voluntarily offer and/or that individuals can voluntarily join?

The proposals we analyzed can serve as starting points for both analysis and discussion. It’s likely that certain features would
evolve through the analysis process as described in Section 1.7.

1.7 The Way Forward

In Subsection 1.4, we identified seven proposed programs that represent a major shift in public policy regarding retirement
savings. For such proposals to progress from idea to implementation, authorized analysts would need to prepare substantial
analysis to justify the political capital that will be spent to approve any of these programs.

A detailed feasibility analysis is one essential next step of the process. Such a detailed feasibility analysis could include:

«  Estimates of the magnitude of the problem the proposed program will address
«  Estimates of the potential effectiveness of the proposed program in terms of improvement in the measured
magnitude of the problem
«  Estimates of the proposed program’s costs
« Implementation costs
«  Ongoing program costs
«  Sensitivity analysis, including potential variability in costs and impact of alternative
assumptions
«  Ongoing administrative costs
« Impact analysis
«  Which groups of people might gain advantages because of the proposal?
«  Who might experience disadvantages?

Potential next steps that could help move these proposals forward include:

«  Refining the Evaluation Framework proposed in this report.

«  Expanding the list of proposed programs that we analyze.

«  Preparing a detailed feasibility analysis on selected proposals.

. Convening a robust meeting of stakeholders and experts to vet and discuss the various proposals and ideas in
detail.

« Initiating a process to develop consensus on a series of goals and principles, as discussed in Subsection 1.5(c). This
process could be similar to the President’s Commission on Pension Policy that was established in 1979. Achieving
a consensus on goals and direction can help those involved evaluate and prioritize specific proposals, facilitating
agreement that leads to adoption.
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Subsection 1.4 also identified proposals and ideas that could help refine existing systems. These are summarized in Appendix
A. We acknowledge that to implement many of these proposed programs and ideas, the detailed analysis and process
described above may not be necessary.

In closing

As noted in Section 1.2, we face significant challenges to our retirement security. As a society, we are in uncharted waters,
with a large part of the population anticipating long periods in retirement.

We know that no single program can address these challenges—it will take several programs and solutions to make progress.
We also understand that none of the steps described in this report will be easy. However, we believe the work that must be
undertaken to implement any potential solutions to fulfill these expectations is an appropriate price to pay for the longer
lives that many people expect today.
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SECTION 2: DETAILED SUMMARIES OF PROPOSED PROGRAMS

The following pages apply a portion of our Evaluation Framework to the seven major proposed programs identified in
Subsection 1.4

2.1: A Two-Tier Structure for Social Security

2.2: Progressive Price Indexing for Social Security benefits

2.3: Supplemental Transition Accounts for Retirement (START)

2.4: Auto-IRA/State Retirement Systems

2.5: The T.R.U.S.T. Fund for America

2.6. Guaranteed Retirement Accounts

2.7. Transition State and Local Government Pension Plans to Risk-Sharing Pools

Disclaimer:

The summaries that follow are based on our reading of material written by the authors of the proposals and, in some cases,
our correspondence with them through phone interviews and email. The proposals described in this report reflect the views
of the author(s) of each proposal, and do not necessarily reflect the views or policies of their employers or the institution that
published their reports.

We’ve described the salient features of their proposals for discussion and comparison purposes only. We acknowledge that
a two- to four-page summary might not be adequate to fully describe each proposal and its rationale. It is also possible that
there could be some inaccuracies or that their ideas have evolved since the publication of this report.
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Section 2.1: A Two-Tier Structure for Social Security
Program goals

« Instead of thinking how to incrementally change the current program, decide what Social Security should look like
decades from now. Then design a plan to transition from the current program to the ultimate program.

+  Better meet Social Security’s goal to reduce poverty in old age and reduce unnecessary complexity with a simple
two-part system.

«  Ensure a more financially sustainable system, while facilitating higher savings by middle-income and higher-income
households.

«  Significantly reduce the complexity of the current system, so that ordinary Americans can understand the benefits
they will receive in the future and make savings plans accordingly.

Targeted beneficiaries

All people entering the work force after a set date.

Program mechanism

The suggested program consists of two parts: a flat universal benefit and a universal retirement savings account.

The first component, a flat universal benefit, would provide an income floor for all retirees, regardless of their pre-retirement
work history. All retirees would receive the same benefit amount per month, which would be set at the poverty threshold for
older Americans. This approach would reduce the percentage of Americans aged 65 and older who are at poverty level from
the current rate of 9% to approximately zero.

This flat universal benefit would eliminate the current complexity of the existing Social Security program, including
differential treatments of one-earner couples versus two-earner couples, of people with long versus short careers, etc.

The second component, universal retirement savings accounts, would establish 401(k)-like accounts for employees who
aren’t offered a retirement plan at work. All workers would be automatically enrolled and mandated to contribute at least
1.5% of their pre-tax pay, which would be matched by their employer. These contributions, combined with the flat traditional
benefit, would approximately match the generosity and progressivity of the current Social Security benefit formula. To reduce
cost and complexity, all plans would offer life-cycle funds built upon low-cost index funds. Distribution from these accounts
would be tax-free (up to a limit) if converted to an annuity.

Today, not all employees have access to work-place retirement plan coverage. The savings accounts under the new system
would provide more people with access to retirement plans.

Other refinements of the two-tiered benefit system include the following:

«  Gradually increase the early retirement age from 62 to 65. Maintain Social Security disability benefits and
Supplemental Security Income (SSI) aged benefits for workers who cannot work until age 65.

« Toencourage longer working lives, eliminate the payroll tax for all workers age 62 and older. In addition, eliminate
the Retirement Earnings Test, which currently reduces Social Security benefits received between age 62 and Full
Retirement Age if the worker starts claiming Social Security benefits and continues to work.
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«  Forcurrent retirees receiving benefits below the approximately $1,000 per month poverty threshold, increase annual
Cost of Living Adjustments (COLAs) by basing them on the Consumer Price Index for the Elderly (CPI-E). To fund this
increase, retirees with monthly benefits above $1,350 would receive COLAs based upon the lower chain-weighted
CPI.

Program costs
The following people and organizations would pay for the program costs:

« All workers
« Allemployers
«  Federal government

Mechanism for paying the program costs

The flat universal Social Security benefit would be a pay-as-you-go system, funded either by payroll taxes or general
revenues. The long-run cost, assuming a two-to-one worker-to-beneficiary ratio, would be about 12% of taxable payroll.

Both workers and their employers would contribute to the savings account. That part would be self-sufficient, since the
federal government would not fund these accounts.

Control and management of the investing, funding, and delivery of benefits

The benefits would come from two parts: The first comes from the federal government, and the second comes from the
savings accounts. Since the first part of the program—the flat universal benefit—would be a pay-as-you-go system, minimal
investing and funding would be needed, except for cash-flow management. The federal government would administer the
delivery of benefits, similar to the current system.

For the second part, contributions from employees and employers would be invested in retirement plans offered by financial

companies in the marketplace, similar to current 401(k) plans. Upon retirement, retirees could decide how to draw down their
account balances, either through withdrawals from invested assets or by purchasing a life annuity. If an annuity is purchased,
distributions would be tax-free. The financial entity would control the investment and delivery of benefits.

Structural feasibility of the proposal

«  N