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BOOMER BUST? SECURING RETIREMENT IN A
VOLATILE ECONOMY

WEDNESDAY, FEBRUARY 25, 2009

U.S. SENATE,
SPECIAL COMMITTEE ON AGING,
Washington, DC.

The Committee met, pursuant to notice, at 10:35 a.m. in room
SD-106, Dirksen Senate Office Building, Hon. Herb Kohl, Chair-
man of the Committee, presiding.

Present: Senators Kohl [presiding], Lincoln, Casey, Whitehouse,
Udall, Gillibrand, Martinez and Specter.

Index: Senators Kohl, Martinez, Casey, Udall, and Lincoln.

OPENING STATEMENT OF SENATOR HERB KOHL

The CHAIRMAN. Good morning to everyone. Thank you for being
here, first and foremost. I would like to extend a warm welcome to
Senator Mel Martinez, the Aging Committee’s new ranking mem-
ber, hailing from the great State of Florida. He is no stranger to
the constituency we serve, and the issues we confront.

I'm so pleased to join together with Ranking Member Mel Mar-
tinez in leading this Committee, and I'm confident that he and his
staff will contribute greatly to the Committee’s agenda.

With the country aging at a rate never seen before, the issues
that come before this Committee are timely, urgent and ever-
changing. Just two years ago this month, we held a hearing to ex-
amine how the onslaught of baby boomer retirees would affect our,
then robust, economy.

But what a difference two years can make. Today we will turn
that issue on its head as we examine how the now flailing economy
is affecting baby boomers.

For the millions of Americans who thought they were on the
precipice of retirement, a dark cloud has rolled in and obscured the
golden years they were just beginning to see over the horizon.

This morning, we will hear from a woman whose struggles typi-
fies those that many boomers are now experiencing. She is not
alone. Over the past year, 401K plans and other defined contribu-
tion participants have experienced devastating losses.

In these hard times, American companies have also had to cut
back benefits. Thousands of American employers, large and small,
have stopped providing 401K plans, 401K matching contributions
to their employees. With the volatility in the stock market, many
Americans are left wondering whether they should continue invest-
ing in their 401K at all.
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The answer is yes, they should continue. to save for their retire-
ment, but perhaps with updated strategies, and more reliable in-
vestments. That is why, with more and more Americans relying on
401Ks and other defined contribution plans as their primary source
for retirement savings, we need to make sure their savings are well
protected with strong oversight and regulation.

In the past, this Committee has called for the dlsclosure of 401K
fees to employers and participants and a ban on ill-conceived prod-
ucts like the 401K debit card. A

Today, we will take a close look at 401K target day funds, which
are designed to gradually shifts to more conservative investments,
as workers approach their retirement.

A Committee investigation of investment funds de51gned for peo-
ple planning to retire in 2010 has found that there’s a wide variety
of stock exposure. The results of excessive risk can be devastating
for those on the brink of retirement. One 2010 fund lost 41 percent
in 2008.

Despite their growing popularity, there are absolutely no regula-
tions regarding the composition of these funds. I've sent letters to
Secretary Linda, Holly Solis, and U.S. Securities and Exchange
Commission Chairman, Mary Shapiro, asking them to consider reg-
ulations to better define target date funds. Depending upon their
response, I may consider legislation options, as well.

Today’s hearing will also focus on the housing downturn, and its
affects on seniors and retirees, so many Americans who were count-
ing on the value of their home to provide a secure retirement, are
now at a loss and wondering what to do.

The result is that older Americans are forced to consider all their.
options. For many of them, the economic downturn will mean work-
ing longer. One of our witnesses today will describe the labor mar-
ket for older workers, and the challenges they face.

To confront those challenges, I'm introducing several pieces of
legislation this week that would make it easier for older Americans
to continue working past retirement age.

Finally, experts will share with the Committee how boomers
should move forward with a revised plan to shore up their retire-
ment savings. Now, more than in recent decades, older Americans
will need to rely on our bedrock government programs like social
security and Medicare, and many may find some relief from provi-
sions passed in the recent stimulus package.

None of us can say when we will see the end of this economic
downturn. The best we can do is to reassess, reallocate, and recom-
mit to finding stability in a volatile economy.

We thank the witnesses for being with us today, and we now
turn to Ranking Member Martinez for his statement.

STATEMENT OF SENATOR MEL MARTINEZ

Senator MARTINEZ. Mr. Chairman, thank you so very much, and
thank you for your very kind welcome to the Committee. I really
have looked forward to working with you. I have been a very inter-
ested member of the Committee, and now as a—in a position of
ranking member—it’s a real honor to work with you, and a pleas-
ure, and I know there’s so much that working together, we can ac-
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complish for the good of the American people, particularly those—
the aging population of our country.

I want to thank our panelists for coming today to join us on this
very important topic of the issues impacting America’s baby boomer
and retiree generation. One of the greatest concerns of these Amer-
icans is the current financial crisis, and what it meant for their fu-
ture. From losses in the stock market to declining home values,
those focused on retirement are right to be concerned about their
financial future.

According to the Employee Benefit Research Institute, Americans
aged 55 to 64, who have been enrolled in a program for 20 years
or more, saw the value of their 401K retirement account decline by
an average of 20 percent this year.

One consequence of the worsening economy, is that an increasing
number of Americans have had to put retirement on hold. Accord-
ing to a recent AARP study, an estimated 70 percent of employee
62 and older plan to continue working. Numbers from the Bureau
of Labor Statistics also suggest this trend. The number of Ameri-
cans 55 and older with full-time jobs increased from 15.5 million
in 2005, to almost 18 million in 2008.

Another concern among baby boomers and retirees is the state of
the housing market. For many Americans, a home is the largest in-
vestment a family will make. As widespread foreclosures continue
to take a direct toll on families, the value of nearby homes is also
negatively affected. This is a huge concern for seniors looking to
downsize their homes, and use the proceeds of a home sale to help
with their retirement.

Every American should have the opportunity to live comfortably
after retirement. Through some financial planning, aging Ameri-
cans can better plan for their future, by learning ways to save
enough to enjoy retirement. I have talked to a number of these in-
dividuals in my home State of Florida, where an estimated 17 per-
cent of the residents are 65 and older, compared to 12 percent of
the nation, as a whole.

Among the top concerns for financial security—preparing to live
on a fixed income, paying healthcare and hospital bills, and finding
affordable housing during retirement. I look forward to working
with Chairman Kohl to develop practical solutions to help aging
Americans weather the current storm, and prepare for some of the
challenges that lie ahead.

I also look forward to hearing from our experts joining us today,
here. One of our experts will discuss the importance of entitlement
reform, which I believe is necessary to ensure the availability of
programs vital to seniors. Programs such as Medicare, Medicaid,
and Social Security could be rendered insolvent, if Congress fails
to act.

To address this problem, I support the Conrad-Gregg bill that
would help Congress and the President find the political will to ad-
dress the nation’s long-term fiscal imbalances. The bill would es-
tablish a task force that would recommend changes to current law
related to spending and taxes, especially on entitlement programs.

The task force will consist of equal number of an equal number
of Republicans and Democrats, and two members from the Admin-
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istration. This effort will ensure bipartisan solutions to entitlement -
reform, and long-term fiscal stability.

The plan the task force sends to Congress will require a super-
majority for passage, meaning that we would truly reach a bipar-
tisan solution to one of the most vexing issues facing our nation
today. Decisions on entitlement solvency have been delayed for far
too long.

I want to thank the panel for being here today, and for joining
us to lend your expertise to these serious problems that we face.
I know that from your information that you will share, we will be
better informed, and better able to guide legislation that will need
to be looking at the entirety of the landscape that we face today,
which is so different than what we have had in year’s past. Oh,
thank you for being here, I look forward to hearing from you.

[The prepared statement of Senator Martinez follows:]

PREPARED STATEMENT OF SENATOR MEL MARTINEZ

Thank you Chairman Kohl. It gives me great pleasure to take part in my first
Aging Committee Hearing as Ranking Member. I would like to thank our panelists
for joining us today to discuss several issues impacting America’s Baby Boomers and
retirees.

Among the greatest concerns of these Americans is the current financial crisis and
what it means for their future. From losses in the stock market to declining home
values, those focused on retirement are right to be concerned about their financial
future. According to the Employee Benefit Research Institute, Americans age 55 to
64 who have been enrolled in a program for 20 years or more saw the value of their
401k retirement accounts decline by an average of 20 percent last year.

One consequence of the worsening economy is that an increasing number of Amer-
icans have had to put retirement on hold. According to a recent AARP study, an
estimated 70 percent of employees 62 and older plan to continue working.

Numbers from the Bureau of Labor Statistics also support this trend. The number
of Americans 55 and older with full-time jobs increased from 15.5 million in 2005
to 17.9 million in 2008.

Another concern among Baby Boomers and retirees is the state of the housing
market. For many Americans, a home is the largest investment a family will make.
As widespread foreclosures continue to take a direct toll on families, the value of
nearby homes is also negatively affected. This is a huge concern for seniors looking
to downsize their homes, and use the proceeds of a home sale to help with retire-
ment.

Every American should have the opportunity to live a comfortable life after retire-
ment. Through sound financial planning, aging Americans can better plan for their
future by learning ways to save enough and enjoy retirement. I have talked to a
number of these individuals in my home state of Florida, where an estimated 17
percent of the residents are 65 and older, compared to 12 percent of the nation as
a whole. Among their top concerns is financial security—preparing to live on a fixed
income, paying health care and hospital bills, and finding affordable housing during
retirement.

I look forward to working with Chairman Kohl to develop practical solutions to
help aging Americans weather the current storm and prepare for some of the chal-
lenges that lie ahead.

I also look forward to hearing from our experts joining us here today. One of our
experts will discuss the importance of entitlement reform, which I believe is nec-
essary to ensure the availability of program vital to seniors. Programs such as Medi-
care, Medicaid, and Social Security could be rendered insolvent if Congress fails to
act.

To address this problem, I support the Conrad-Gregg bill that would help Con-
gress and the President find the political will to address the nation’s long-term fiscal
imbalances. The bill would establish a task force that will recommend changes to
current law related to spending and taxes, especially on entitlement programs.

The task force will consist of equal Republicans and Democrats, and two members
from the Administration. This effort will ensure a bipartisan solution to entitlement
reform and long-term fiscal stability.
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The plan the task force sends to Congress would require a supermajority for pas-
sage meaning we would truly reach a bipartisan solution to one of the most vexing
issues facing our nation today. Decisions on entitlement solvency have been delayed
for that too long. This bill will force Congress to vote on a bipartisan plan to make
sure that future generations do not bear an incredible burden on debt.

So I want to thank our panel of experts for joining us today, and I look forward
to hearing your thoughts on how we might better prepare this critical group of
Americans for the challenges presented by today’s turbulent economy.

The CHAIRMAN. Thank you very much, Senator Martinez.

We're very pleased to welcome our panel today. Our first witness
will be Jeanine Cook.

Mrs. Cook has worked as a business agent for SEIU Local 47, in
Cleveland, OH, and for the United Way of Lake County. She was
active in a variety of charity organizations in the Cleveland area,
before recently moving to Myrtle Beach, SC. She will testify about
the challenges boomers are facing as they transition toward retire-
ment.

QOur second witness will be Dallas Salisbury, the CEO and Presi-
dent of the Employee Benefit Research Institute. Mr. Salisbury has
written and lectured extensively on economic security topics, win-
ning several awards for his professional excellence. He has served
on the ERISA Advisory Council, and the PBGC Advisory Com-
mittee, the U.S. Advisory Panel on Medicare Education, as well as
the Board of Directors of the National Academy of Social Insur-
ance.

Also joining us today is Dean Baker. Mr. Baker is the co-director
of the Center for Economic and Policy Research. His analysis eco-
nomic issues is frequently cited in major media outlets, and he was
one of the leading economists warning of a housing bubble. Today,
he is releasing a new report analyzing the effects of the housing
downturn on baby boomers.

Next, we will be hearing from Ignacio Salazar. Mr. Salazar is the
head of SER—Jobs for Progress, an organization that trains low-
income, older Americans in over 18 States, including my own State
of Wisconsin. He will share with us the challenges and opportuni-
ties for those who may want to or need to continue working.

He’s a previous President of the Detroit, MI affiliate of SER, and
has had leadership positions with several Detroit non-profits.

Barbara Kennelly is our next witness. She is currently the Presi-
dent and CEO of the National Committee to Preserve Social Secu-
rity and Medicare. She has spent 25 years serving the citizens of
Connecticut at local, State, and Federal levels, including 17 years
as a member of the U.S. Congress.

We welcome you all here today, we look forward to your testi-
mony, and I would like to ask Senator Martinez to introduce our
last witness.

Senator MARTINEZ. Thank you very much, Mr. Chairman.

I would like to say a few words about Deena Katz who is an As-
sociate Professor in the Personal Financial Planning Division at
the Texas Tech University in Lovett, TX. Deena is an internation-
ally recognized financial advisor and practice management expert,
the author of six books on financial planning and practice manage-
ment topics, and a frequent guest on local and national network
programs for CBS, ABC and PBS.

Deena, thank you for being with us today.



The CHAIRMAN. Thank you.
Before we commence our testimony, I'd like to ask Senator Casey
to make a few comments, if he wishes. ¥

STATEMENT OF SENATOR ROBERT P. CASEY, JR.

Senator CASEY. Mr. Chairman, thank you very much, I appre-
ciate you calling this hearing, and appreciate the presence of the
new ranking member, Senator Martinez.

I won’t be here for the entire hearing, and I wanted to make sure
that it was stated on the record. I'll be here for a limited period
of time, but I want to thank the witnesses for your presence here
today, for the commitment that you bring to all of these issues that
come under, I guess, a broad umbrella of retirement security, espe-
cially at this time in our nation’s history.

I know that in the State of Pennsylvania, where we have the sec-
ond-highest percentage of people over the age of 65, other than the
ranking member’s home State, I know how worried people are. I
have some sense of the anxiety that they feel, and this issue is
critically important—not only for our State, but for the country.

We have an obligation in the Congress, in both parties, to do ev-
erything we can to provide some peace of mind that comes with re-
tirement security for those who fought our wars, or worked in our
factories, or taught our children, or gave us life and love, and to-
day’s testimony that you will provide—and the passion and scholar-
ship and experience you bring to that testimony—will inform us
and will keep us focused on making sure that we're doing every-
thing possible, especially at a time of this trauma—economic trau-
ma—for our families, that we stay focused on the urgent question
of retirement security.

So, we're grateful for your presence and for your work here, and
we will make sure even if we're not here for the whole hearing that
we review, and try to incorporate the testimony in our work. Thank
you very much.

The CHAIRMAN. Thank you, Senator Casey.

Senator Udall.

STATEMENT OF SENATOR MARK UDALL

Senator UpALL. Thank you, Mr. Chairman, I'll be brief. I, too,
want to let it be known that I'm particularly honored to be a mem-
ber of your Committee, and the ranking member, as well. I want
to associate myself with the fine words of you and Senator Mar-
tinez, and Senator Casey. I don’t think I can improve on them.

I do have a statement, I would like to ask unanimous consent
that I can include in the record. Again, I look forward to working
with you, Mr. Chairman, to understand and then act in ways that
are appropriate to ensure retirement security, and be an active and
involved member of this Committee.

So, thank you.

[The prepared statement of Senator Udall follows:]

PREPARED STATEMENT OF SENATOR MARK UDALL

First, I would like to thank Chairman Kohl and Ranking Member Martinez for
holding this hearing today. I am pleased to have the opportunity to serve as a mem-
ber of the Special Committee on Aging. With millions of baby boomers reaching re-
tirement age, issues facing older Americans continue to be important to the people
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in my home state of Colorado and across the country. I look forward to bridging the
divide and working with the members of the Committee on both sides of the aisle
to address policies that will improve the lives of older Americans.

The state of our nation’s economy is at the forefront of people’s minds. I have
heard from many Coloradans greatly concerned about the economic crisis facing all
of us. The volatility and uncertainty of these distressed economic times have left
people fearful of losing their jobs, their homes and their life savings. Older Ameri-
cans, who worked hard and planned for the future, are faced with the reality of di-
minishing funds for retirement. Increasingly, they are being forced to reenter the
workforce—into a growingly difficult job market—to make ends meet.

Additionally, the baby boom generation is quickly approaching retirement age,
and in the coming years, millions of Americans will begin receiving Social Security
funds and drawing on their pensions and retirement savings. In recent months, as
the stock market has plummeted, these boomers have watched their nest eggs
shrink, and as housing prices tumbled, they have experienced decreasing equity in
their homes. Due to these financial constraints, they are faced with tough choices,
such as delaying retirement. Many are seeking guidance on the best ways to protect
their pensions, manage their 401(k)s and ensure that they are financially secure
when they reach retirement.

This hearing is timely, and I look forward to the testimony of the witnesses today.
I hope to learn not only more about the scope of the issue, but I am seeking solu-
tions to share with Coloradans affected by these challenges.

The CHAIRMAN. Thank you, Senator Udall.
Senator Lincoln.

STATEMENT OF SENATOR BLANCHE LINCOLN

Senator LINCOLN. Mr. Chairman, thank you once again—as al-
ways—bringing up such great issues for us to focus on, and we ap-
preciate so much—we appreciate the panel being here to share
your wisdom and background, in terms of retirement security.

I noticed, at dinner the other night, my husband looked at my
kids and said, “Ya’ll got to get to basketball practice, because we
may need a scholarship.” When you look at what’s happened to
people’s savings in so many ways—whether it’s for college, or re-
tirement, or anything else—people are frightened, and there’s lots
to be done. We're all going to be working hard to make sure we
turn our economy around, so all of those things do prove out to be
a good and positive thing. We’re looking forward to having your
suggestions of how we can ensure the confidence that Americans
need in their retirement security.

So, thank you, Mr. Chairman, and thanks to all of you all. We
appreciate it.

The CHAIRMAN. Thank you, Senator Lincoln.

So, we will now turn to Jeanine Cook, and for your statements,
if you would be so kind as to keep them to 5 minutes.

Jeanine Cook.
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STATEMENT OF JEANINE COOK, BABY BOOMER, MYRTLE
BEACH, SC

Ms. Cook. Thank you.

Chairman Kohl, Ranking Member Martinez, and distinguished
member of the Committee, my name is Jeanine Cook, and I would
like to tell my story. It’s a very personal story, and bear with me.

I am 58 years old, and have been married for 36 years. My hus-
band Robert and I lived in our home in Ohio for 33 of those years.
My husband retired last July at age 61, he has severe heart dam-
age; half of his heart is functioning. He also is an insulin diabetic.

Robert served in the United States Marine Corps for 8 years,
then he worked for the Gould Corporation, which closed, and he
went to work for CEI, which is now First Energy, and Paines Fel-
low in East Lake, OH, as an Operating Engineer for a fossil fuel
plant. This job requires a lot of physical labor, as well, which he
was unable to do.

Our house was fully paid, but we ended up having to take out
a home equity line on our home a few years ago to help our chil-
dren, and family members, hurt by the recession in Ohio. We
thought the hardship was—the one we were experiencing—would
be only temporary.

Early this year, we ended up defaulting on the payments for that
home equity line, and our home went into foreclosure. At home,
when I open the local newspaper, there were five pages of fore-
closures, and it’s a large paper, our News Herald. Neighbors names
were in, but it was absolutely humiliating to see my own name.

My husband and I decided that the only thing that we could do
to bring our payments current was to use his retirement fund he
received from working—we took it out as a lump sum, even though
he had to retire early, at 61, we received 5 percent less, and we
had no other avenue in which to use. We even have to pay taxes
on that money. -

Our son lost his job 6 months ago, he ended up moving into our
home with us, in Ohio. Then our daughter, and 5-year-old grand-
gaughter needed to move in because her husband walked out on

er.

While we planned to sell our home in Ohio when we retired, we
cannot sell our home, because our children would have no place to
live.

With the current housing market, we were told that our home
was worth 30 to 40 percent less than it was a few years ago, and
this was our nest egg. Yet, we cannot sell our home, because our
children would be homeless.

We had to get away because the stress was eating me alive. So,
we moved in with my sister, Mary, and her husband. They retired
in Murrells Inlet, SC, which is just south of Myrtle Beach.

We took about $175,000 out of the retirement lump sum to buy
a small home, because we could not live with my sister forever.
Now we have about $50,000 left in the account, until my husband
reaches 62 years of age, and that won’t be until next July, when

"he begins to draw Social Security out of that.

We have to keep our health insurance, which has doubled since
my husband retired. We pay about $425 a month. We both have
serious medical conditions. In addition to Rob’s heart disease and
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diabetes, I suffer from depression, I have a genetic blood disorder,
and ’m in Stage 3 kidney failure. I am also a diabetic.

I have had six surgeries in the last 6 years. I filed for Social Se-
curity Disability, and was denied, and I plan to appeal that deci-
sion.

My problem is, once the $50,000 is gone, we have nothing else
to live on but the Social Security income, and I still have four years
to go before I retire.

This is not how I thought we would live during our golden years.
We thought our retirement was secure. We played by the rules, we
both worked very hard, we paid our taxes, we did everything right.
But there’s too many Americans in our position. You save for a
rainy day, and it’s pouring. It’s pouring out there, and it isn’t get-
ting better.

We need some relief. We are all—all we do is worry. What will
our children look forward to? What will their future, and our
grandchildren’s future be like? Is this what they have to look for-
ward to?

In closing, I would like to thank you for the opportunity you gave
me today to testify and I would be pleased to answer any questions
you may have.

[The prepared statement of Ms. Cook follows:]
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Testimony of Jeanine L. Cook
Before the
Special Committee on Aging
United States Senate
“Boomer Bust?” Securing Retirement in a Volatile Economy”
February 25, 2009

Chairman Kohl, Ranking Member Martinez, and distinguished members of the
Committee, my name is Jeanine L. Cook, and I would like to tell you my story.

I am 58 years old and have been married for 36 years. My husband Robert and I lived
in our home in Ohio for 33 years until my husband retired in July of last year at the
age of 61 due to sever heart damage. Robert is also an insulin diabetic. I personally
suffer from depression, hives due to stress, and Graves’ disease of the eyes. I have a
genetic blood disorder, and I am in stage three kidney failure and also a diabetic.
have had a total knee replacement and my hip repaired. In the past few years, I have
had six surgeries, and while I filed for Social Security disability, I was denied. I plan
to appeal that decision.

We have two children—Meghan and Mark both who are still in Ohio. Meghan, 34,
has been married twice and has three children. Her youngest Isabella, age five, lives
with her full time while her other two children, Mary, age 11 and Robert, age 9, live
with their father. My daughter pays child support for Mary and Robert, but does not
receive support for her daughter Isabella because her father has three other children
that he is required to support, although he doesn’t. He is a true dead beat father.
Meghan has filed for child support for Isabella, but was told it could take weeks. She
cannot afford to file for divorce. She works a minimum of 55 hours a week as a
service writer paid only on commission. She currently makes $350.00 a week, but has
to pay $135.00 for day care for Isabella and $140.00 per week child support.
Although she works very hard, she does not make enough to live on her own and still
afford to eat. She is an insulin diabetic and profoundly hypertensive, but she cannot
afford health insurance.

Our son Mark is 28 years old and has been unemployed for five months. He cannot
find a job even with a temporary service, and therefore, has no health insurance which
is troublesome given that he also is ap insulin diabetic.
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Our children currently live in our home in Ohio, and we have supported both of them
financially and still do. They live rent free in our home, and we pay the insurance and
property taxes, while they try to pay the utilities. However, the phone has been turned
off. Meghan is the only one working she works everyday and ' a day on Saturday.

While we planned to sell our home in Ohio when we retired, we cannot sell our home.
Where would they go? With the current housing market, we were told our home is
worth 30 to 40 percent less than what it was just a few years ago. This was our nest
egg. Yet, we cannot sell, our children would be homeless. What would our children do
without us? We had to get away, because the stress was eating me alive.

So, we moved in with my sister Mary. She and her husband are retired and live in
Murrells Inlet, South Carolina, which is just south of Myrtle Beach. While we
originally planned to move to the south to be close to my sister, this was NOT our
plan when we retired.

When my husband retired from CEI, he received a lump sum that we rolled over into
diversified mutual funds and money market accounts. I had an investment account
also, but between the stock market crashes, me not being able to work, and our need
to help our children, we were forced to use it all. We have lost 40 percent of our
retirement investments. But, we feel lucky when we get 2 to 3 percent on our
investment.

We used $150,000 to buy a small retirement home in South Carolina, because we
could not stay with my sister forever. As a result, we have about $50,000 left to live
on until my husband reaches 62, when he will be able to draw Social Security. I wish I
was able to work but I know if I did, I would not survive. This is supposed to be our
golden years.

We were taught to save for that rainy day. Well, it is pouring. This was never our
plan. We now pay twice the amount for health insurance that we did when my
husband was working and the older we get the more medicine we take and the
prescription costs have increased. We are not alone there are so many of our friends
both in Ohio and in South Carolina that are living hand to mouth.

We need some relief, All we seem to do is worry. What about our children and grand
children’s future, is this what they have to look forward to? In closing, I would like
to thank you for the opportunity to testify. I would be pleased to answer any questions
you may have.
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The CHAIRMAN. Thank you, Ms. Cook.
Mr. Salisbury.

STATEMENT OF DALLAS SALISBURY, PRESIDENT & CEO, EM-
PLOYEE BENEFITS RESEARCH INSTITUTE, WASHINGTON, DC

Mr. SALISBURY. Chairman Kohl, Senator Martinez, member of
the Committee, it’s a pleasure to be here. I will focus my comments
on some new research that we have put out on the total system.

Supplementation of Social Security has been—it has been
stressed—Ileft a voluntary effort. Just released survey data from
the Federal Reserve show dramatic increases in family asset levels
since 1989, as a result of participation in voluntary programs.

The most recent data suggest today that from this voluntary sys-
tem about 17 percent of all private workers, or about 20 million,
are active participants in defined benefit plans, and 56 percent—
or about 66 million workers—are active participants in a defined
contribution plan.

About 36 million individuals are also separated participants or
retirees who are receiving income from these programs.

In addition, in the voluntary system, small employers can spon-
sor plans such as Individual Retirement Accounts, and an esti-
inatiad 50 million individuals are now in such programs at some
evel.

The Pension Protection Act which the Congress enacted in Au-
gust 2006, sought to increase the use of these voluntary programs
through auto-enrollment and default investment in order to in-
crease diversification. Record-keeping data suggest that auto-en-
rollment since the passage of PPA has increased dramatically, and
in some programs participation has gone from 50 percent to in ex-
cess of 80 percent as a result of those provisions. '

Related to portfolios, EBRI data showed that at year-end 2007,
13 percent of participants had no money in equities, while 43.4 per-
cent had 80 percent or more in equities, in other words, another
objective change from PPA. Data show widespread adoption of de-
faults in the life cycle and target date funds that provide for auto-
matic diversification, and ongoing rebalancing. :

Of those offered target date funds in the most recent year, 36.9
percent had at least some portion of their accounts in those funds
at the end of 2007.

Among those identified as auto-enrollees, approximately 80 per-
cent of those investing in target date funds had all of their assets
in those funds, which is the intent of the way that they are de-
signed.

Among participants between the ages of 56 and 65 who had been
in the average target date fund at the end of 2007, approximately
40 percent would have had at least 20 percent decrease in their eq-
uity concentrations, again, leading to the greater diversification,
was an objective of PPA.

Based on simulations we've looked at with a survey population
for 2000 to 2006, if all participants in 401K plans had invested in
target date funds, at the median, balances would have been larger
than they were, in fact, based on individually selected allocations—
again, meeting the objective of PPA.
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Compared to actual participation in 401K plans, we found that
with the use of target date funds, all four age cohorts that we ana-
lyzed would have had larger balances had they been in target date
funds. When the most conservative target date funds were com-
pared to actual participation, 3 of 4 of the cohorts would have had
better returns; only those over the age of 45 would have seen rel-
ative losses. )

Our February Issue Brief just released, presents calculations on
how long it might take for individual participants to make up for
the significant equity market losses that have taken place since the
market high in the fall of 2007. Looking at a 5 percent equity rate
of return assumption, those with the longest tenure would need
about 2 to 5 years in order to recover.

If equity rate of return, instead, ends up being a zero rate of re-
turn for the next 5 years, on average, the recovery would take 2.5
years, at the median, and for those at the extreme, 9 to 10 years.
This is both from investment returns and new contributions going
into the fund.

To conclude, voluntary defined benefit and defined contribution
plans in the private sector provide current retirement income to
millions of retirees, and hold assets for million of workers and re-
tirees. Recent public policy changes are increasing the number of
participants, and the diversification of those accounts.

Mr. Chairman, member of the Committee, I commend you for ex-
ploring thee topics, offer our help in the future, and thank you for
the opportunity to appear today.

[The prepared statement of Mr. Salisbury follows:]
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Chairman Kohl, Senator Martinez, and members of the committee: My name is Dallas

Salisbury. 1t is a pleasure to appear before you today. I will focus my comments on

significant EBRI research findings that speak to securing retirement in a volatile economy.

1.

Supplementation of Social Security has been left to voluntary effort. Just released
survey data from the Federal Reserve shows dramatic increases in family asset levels
since 1989 as a result of participation in voluntary retirement programs.

The most recent data suggests that teday about 17% of all private workers, or about
20 million workers, are active participants in a defined benefit plan, and 56%, or
about 66 million workers, are active participants in a defined contribution plan.
About 36 million are separated participants or retirees in pay status.

Small employers can sponsor plans based upon an Individual Retirement Account
(IRA), and individuals can create an IRA. An estimated 50 million have some type
of IRA.

Concern over the large number of employers and individuals that have not chosen to
create plans or contribute to them have led to changes in public policy. The Pension
Protection Act of 2006 included auto enrollment and default investment
diversification provisions seeking to (a) increase (a) participation and (b) portfolio
diversification and rebalancing over time.

Record keeping data suggests that auto enrollment increased participation in a broad
group of plans from under 50% to over 80%.

Related to portfolios, EBRI data showed that at year end 2007 13% of 401(k)
participants had no money inr equities and 43.4% had 80% or more in equities. Data
shows widespread adoption of defaults into lifecycle or target-date funds that set the
asset allocation according to the age of the participant and rebalance the asset classes
on an ongoing basis. The forthcoming March 2009 EBRI Issue Brief finds that of
those 401(k) plan participants who were in plans that offered a target date fund,
36.9% had at least some portion of their account in target date funds in 2007.
Among those identified as auto enrollees, approximately 88% of those investing in
target date funds invested all of their assets in target date funds, regardless of their

account balance. The one clear result of the target date fund use is that it shifts
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participant's asset allocations away from all or nothihg allocations in equities across
all ages. ' -

. EBRI research has found that if 401(k) participants between the ages of 56 and 65
had been in the average target-date fund at the end of 2007, approximately 40

A percent of the participants would have had at least a 20 percent decrease in their
equity concentrations. Based on countérfactual simulations from years 2000 through
2006, inclusive: If all 401(k) participants had invested in target-date funds with the
age-specific average equity allocations, their median 401(k) balances would have
been largér at year-end 2006 for all four age cohorts analyzed. When the most .
aggressive target date funds were compared to actual participant directed decisions,.
the median 401(k) balances for three of the four age cohorts would have been larger
had they been in target date funds. When the most conservative target date funds
were compared to actual participant directed decisions, the median 401(k) balances
for those up to age 45 would have been larger had they been in target date funds;
however those over age 45 would have ended up with smaller median 401(k)
balances if they had adopted target date funds.

. The February 2009 EBRI Issue Brief finds that those with low account balances
relative to contributions who were in 401(k) plans at year-end 2007 experienced de
minimis investment losses that were typfcally more than made up by contributions:
those with less than $10,000 in account balances had an average growth of 40
percent during 2008. However, those with more than $200,000 in account balances
had an average loss of more than 25 percent. 401(k) participants on the verge of
retirement (ages 56-65) had average changes during this period that varied between a
positive one percent for short tenure individuals (1 to 4 years) to more than a 25
percent loss for those with long tenure (more than 20 years).

. The February 2009 EBRI Issue Brief also presents calculations on how long it might
take for the 12/3 1/03 401(k) balances to recover to their 1/1/08 levels. Ata 5
percent equity rate of return assumption, those with the longest tenure would need
nearly two years at the median but approximately five years at the 90"

percentile. If the equity rate of return is assumed to drop to zero for the next few
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years, this recovery time increases to approximately 2.5 years at the median and 9 to
10 years at the 90® percentile.

10. To conclude, voluntary defined benefit and defined contribution plans in the private
sector provide current retirement income to millions of retirees, and hold assets for
millions of workers and retirees. Recent public policy changes are increasing the
numbers of participants and the diversification of their accounts.

1. Mr. Chairman and members of tjm committee, I commend you for exploring these

topics, and thank you for the opportunity to appear before you today.
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Written Testimony of Dallas Salisbury

Chairman Kohl, Senator Martinez, and members of the committee: My name is
Dallas Saliébuxy. fam president and chief executive officer of the nonpartisan Employee
Benefit Research Institute (EBRI) and Chairman of the Ameﬁcan Savings Education
Council. Iam pleased to appear before you today. All views expressed are my own, and
should not be attributed to EBRI, or any other individual or organization. I have personally
worked on retirement and pension issues since joining the Labor Department in 1975 as it
was organizing to fulfill its responsibilities under the Employee Retirement Income Security
Act of 1974 (ERISA). I was later on the staff of the Pension Benefit Guaranty Corporation,
before joining EBRI in 1978 as its first employee.

Established in 1978, EBRI is committed exclusively to data dissemination, policy
research, and education on financial security and employee benefits. EBRI does not lobby
or advocate specific policy recommendations; the mission is to provide objective and
reliable research and information. All of our research is available on the Internet at

www.ebri.org and our savings and financial education material is at www.choosetosave.org

Voluntary Pension Saving in the United States

Social Security was established in 1937 to provide a base level of retirement income for
nearly all those who have worked in our nation, and their survivors. Supplementation of
Social Security has been left to voluntary effort on the part of employers and individuals.
The Social Security Administration reports that over 80 percent of retirees have income that
supplements Social Security.! Supplemental retirement programs are most important for
those for whom Social Security replaces the lowest proportion of their income. (see slide 2).

Survey data from the Federal Reserve shows dramatic increases in family asset levels
since 1989 as a result of participation in voluntary retirement programs, with median values
growing from just under $18,000 to $45,000 in 2007. (see slide 3). Data taken from
numerous contributors and compiled by the Investment Company Institute shows dramatic
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asset growth in voluntary defined benefit plans, defined contribution plans, and Individual
Retirement Accounts as well, amounting to trillions of dollars. (see slide 4)

Employers and unions have been encouraged by public policy to voluntarily provide
programs to assist workers in building supplemental savings and income. Since 1974 when
Congress enacted the Employee Retirement Income Security Act (ERISA) a range of
minimum standards have been specified that these voluntary plans must meet in order to
receive favorable tax treatment. ]

ERISA includes as pension plans both defined benefit (such as CSRS and FERS) and
defined contribution plans (such as TSP). The former promises a benefit while the later
promises a contribution. The Federal Government had only a defined benefit plan until
1987 (CSRS), when the TSP began to operate and new hires were moved to the less
generous FERS defined benefit plan, At the same time Federal workers began to participate
in the Social Security program.

There are multiple data sources on the number of workers participating in these
programs. Data from the IRS Form 5500 annual plan report is the most reliable for
aggregate numbers.? Over the last 35 years since ERISA passed some trends are clear in the
voluntary private system (see table below):

The number of defined benefit plans has declined, along with active participants (see
slide 5). It should be noted that defined benefit plans do not just provide life income
annuities. Over one third of defined benefit plans have been purposely redesigned to
communicate an account balance versus an annuity value; over 50% of those reaching
retirement age with a defined benefit plan are offered a single sum distribution; and, the vast
majority of those offered the single sum take it (Not at retirement see Vanguard's study.
Still working typically yes.).

The number of defined contribution plans has grown dramatically along with the number
of participants in both absolute numbers and as a proportion of the workforce, as well as the
number of workers that view this plan as their primary retirement plan. (see slides 5 and 6)

While the proportion of workers who’s employer sponsors a plan or participates in a
plan has changed little in the last 30 years, the number with a non-forfeitable right to a
vested benefit has increased 71%. (see slide 7) The change in vesting standards since 1974
served to change the nature of defined benefit plans from providing value only for longer
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service workers to providing something to over half of those that passed through an
employer. Small distributions going to millions of short service workers also served to
increase the cost of plans. Since defined contribution plans were generally designed to
provide a contribution to most workers as a set percent of salary, faster vesting had limited
impact on plan cost or purpose. Thus, well intentioned reforms encouraged the movement
from defined benefit to defined contribution plans. '

What numbers you look at makes a big difference in assessing the voluntary system, as
41.5% of all workers participate in a plan at work, but 55.3% of full-time, full-year private
wage and salary workers between 21 and 64 (see slide 8). Of those.where the employer
sponsors a plan over 87% do participate. While, from employer to employer, the numbers
vary dramatically. ‘

[Plan Type 1975 1986 2006
DB Number of Plans 103,000 | 173,000 | 48,000
DC Number of Plans 208,000 | 545,000 | 631,000
DB Total Participants 33 million | 40 million | 42 million
DC Total Participants 12 million | 37 million | 80 million
DB Active Participants 27 million | 29 million | 20 million
DC Active Participants 11 million | 35 million | 66 million
Private Wage/Salary Workers | 68 million | 90 million | 118 million
DB Active Percent - 40 % 32% 17%
DC Active Percent 16 % 38% 56%
Source?

‘Retirement plan coverage is highest among those with employer provided health
insurance, underlining how econofm‘c security programs fit together. (see chart 9). For
example, the EBRI Health Confidence Survey finds that over 60% of workers reported an
increasé in health cosfs last year and over half covered that cost by reducing their
contribution level to retirement savings programs.

Small employers can choose the lower cost option of sponsoring an IRA type program
for their employees. The Investment Company Institute (ICI) projects that 10 million

workers are in such employer based IRA programs, representing another 8% of wage and
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salary workers. It is unlikely that these workers are active participants in any other plan at
their place of employment. Are other small employer plans worth mentioning?

Since 1974 when Congress established Individual Retirement Accounts tax policy bas
also encouraged individuals to save directly for retirement outside of employment.® The IC1
estimates that 37.5 million individuals have traditional IRA’s and 18.6 million individuals a
Roth IRA, and a total of 47.3 million with some type of IRA Both the IRS and ICI report
that a significant proportion of the assets in these IRA’s were rollovers from employment
based'plan single sum distributions. For example, in 2004 rollovers totaled $214.9 billion
compared to contributions of $48.7 billion. The IRS reported a total of 50.9 million IRA’s
in 2004 and total assets of $3.3 trillion dollars. By the end of the second quarter of 2008 the
ICI estimated assets at $4.5 trillion, but it is safe to assume that market declines since that
time have moved the number back towards the 2004 level. Past studies suggest that more
than half of the total assets in IRA’s came from employment based pension rollovers.

I also want to emphasize that a substantial portion of these rollovers come from defined
benefit plans. Over half of private defined benefit plans offer single sum distributions at
retirement, as well as paying small single sum distributions to millions of short service '
workers who accumulate small amounts. Even the Pension Benefit Guaranty Corporation
reports significant single sum payments from terminating defined benefit plans.* In this
regard, the notion of conventional wisdom that al! those in defined benefit plans receive life
income annuities and are thus protected against market risk and longevity risk, is wrong.

The Pension Proteétion Act of 2006 changed the rules for defined contribution plans
when it put “auto-enrollment” into the statute. This change was driven by a concern over
the large number of workers that were not choosing to participate in a voluntary defined
contribution plan at work. One large record keeper, Fidelity Investments, has recorded
dramatic increases in the adoption of this approach (see slide 10) and another, Vanguard, has
documented the increase in actual plan participation that comes with the approach. (see
slide 11) ' '

As was recognized in PPA, and documented for many years by EBRI, there is very
wide variation in how 401(k) participants allocate their contributions and account balances.
At year end 2007 13% had no money in equities and 43.4% had 80% or more in equities

(see slide 12). Such extremes, combined with concems over concentrations in employer
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stock, led to proposals for auto diversification. Such defaults were provided in PPA and
have brought increased use of funds that balance asset classes (see slide 13), with PSCA.org
reporting (see slide 14) that by 2007 nearly 65% were being defaulted into lifestyle or target
date funds compared to 15% in 2002. Fidelity found that between September 2005 and
December 2008 the movement in their plans was from 4% to 60% using the lifecyle or
target date default (see slide 15). Such funds include multiple asset classes and are
rebalanced as the markets move to maintain a “target’ asset allocation.

The forthcoming March 2009 EBRI Issue Brief will report that of those 401(k) plan
participants who were in plans that offered a target date fund, 36.9 percent had at least some
portion of their account in target date funds in 2007. The likelihood of a participant
investing in target date funds decreased as the age of the participant increased: 43.7 percent
of participants under age 30 compared with 27.0 percent of those ages 60 or older. Those
with salaries less than $40,000 were more likely to use target date funds than those with
salaries larger than this amount.® Furthermore, as tenure and account balance increase, the
likelihood of the participant using target date funds declines. (see slides 16, 17 and 18)

Consequently, those that use target date funds relative to those that do not are more
likely to be younger, have lower salaries, less tenure, have smaller account balances, and/or
be in plans with a smaller number of participants. The average target date fund investor is
about 2.5 years younger than those that do not invest in target date funds. They make about
$11,000 less on average in salary, have about 3.5 years on average less in tenure, have
$25,000 on average less in their account, and are in plans with an average of 1,200 less
participants,

Among the participants who invested in target date funds that could be completely
identified within the study database (name of fund, target date year, and asset allocation
within the fund by target date year), 7.2 percent were determined to be auto enrollees under
the identification methodology used in the March 2009 EBRI Issue Brief (see slide 16).5

In general, auto enrollees were younger, lower salaried, more likely to be in the largest
plans, more likely to have all their account balance in target date funds, more likely to use
only one target date fund, more likely to have 75 percent to 89 percent of their assets in
equities, and be in target date funds with dates further in the future (Slide 16). In particular,

33.3 percent of those determined to be auto enrollees were younger than age 30, while only
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13.7 percent of those determined not to be auto enrollees were younger than age 30.
Approximately 50 percent of those determined to be auto enrollees had salaries less than
$20,000, compared with just over 15 percent of those using target date funds but were not
determined to be auto enrollees, while 55.5 percent of auto enrollees were in plans with
more than 5,000 participants compared with 46.5 percent who were not. Furthermore, 73.8
percent of auto enrollees had a total (inside the target date fund plus any equity outside

the target date funds) equity allocation of 75 percent to 89 percent. The nonautoenrollees
had a more diverse distribution, as only 40.2 percent had a total equity allocation in this
range. A larger percentage of these nonautoenrollees had allocations of 90 percent or more
to equities or allocations of less than 75 percent of equities than the auto enrollees had.

Another factor of auto enrollment is the likelihood of being only invested in target date
funds. Those identified as auto enrollees were significantly more likely to have all their
assets invested in the target date funds. As shown in slide 17, except for participants in the
largest plans (more than 10,000 participants). Over 90 percent of those automatically
enrolied into target date funds had all their allocation in target date funds. However, for
those who appeared to select target date funds on their own, 50 percent of those in the
smallest plans to 30 percent of those in the largest plans had 100 percent of their assets in
the target date fund.

A similar result held true across account balance size. Among auto enrollees,
approximately 80 percent of those investing in target date funds invested all of their assets in
target date funds, regardless of their account balance. However, among those who were not
auto enrolled; the likelihood of a participant being completely invested in target date funds
decreased significantly as the account balance increased. Over 60 percent of target date
investors with account balances less than $5,000 had all their assets in target date funds,
compared with just over 10 percent of target date investors with balances of $200,000 or
more (slide 18).

The one clear result of the target date fund use is that it does shift participant's asset
allocations away from all or nothing allocations in equities across all ages (see slide 12).
This results in participants having a theoretically superior long term asset allocation of
taking larger risks when they are young and lower these risks as the participant becomes

closer to retirement. For example, a target date fund designed for someone in their 30's who
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would expect to retire around 2040 has on average allocation of about 90 percent in equities.
Yet, as the individual gets closer to their target retirement year such as those with a 2010
target retirement date, the average allocation to equities is 45 percent (slide 19).

Target date funds are actively managed funds that vary widely in asset allocation for
given stated years (see slide 19). This resulted in wide variation in losses in the recent

‘market decline for simiia:ly dated funds, causing some confusion.

As we all are painfully aware, the markets have taken a significant dip since the fall of
2007. This is true for both defined benefit and defined contribution plans.

The performance of institutional investors' portfolios for the 2008 calendar year was -
down approximately 25%, according to the Wilshire Trust Universe Comparison Service
(Wilshire TUCS). According to 5 news report “a news release said Taft Hartley funds with
assets greater than $1 billion saw the worst returns at -27.49% for the year and -15.59% for
the fourth quarter. The median performance. of all master trusts for the year ended
December 31, 2008, according to Wilshire data, was -24.54% with a quarterly return of -
12.83%. The median performance of corporate pension plans was -25.85% for the year and
-13.09% for the quarter, while public pension funds’ median performance was -24.91% for
the year and -13.18% for the third quarter.” ' '

Defined contribution participants were hit hard if they were exposed-to equities, as many
were. While 2007 and 2008 brought significant market adjustment, these programs still hold
trillions of dollars. Individual account balances in 401(k) plans, and similar plans grew
through the end of 2007 (see slide 20). Many reports look at a single average and median
account balance across all accounts;, but it is more important to look at variation tied to age
and tenure of participants. For example, at the end of 2007 the overall 401(k) median was
about $19,000 compared to about $345,000 for-high income long tenured workers in their
60s. (see slides 21 and 22).

Applying an estimated decline since 12/31/2007 of 27%, the.average account had
decﬁned from over $65,000 on 12/31/2007 to about $48,000 ét 12/31/2008.

A central question that our research has explored is how long it will take participants to
rebuild account balances going forward. The February 2009 EBRI Issue Brief examined
this question against several possible future rates of return. Changes in average 401(k)
balances were estimated from 1/1/08 to 1/20/09 based on the EBRVICI database of more
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than 22 million participants. Not surprisingly the impact of this recent financial market
performance on 401(k) account balances is a function of size of the participant’s account
balance. Those with low account balances relative to contributions experienced de minimis
investment losses that were typically more than made up by cc;ntributions: those with less
than $10,000 in account balances had an average growth of 40 percent during 2008.
However, those with more than $200,000 in account balances had an average loss of more
than 25 percent (see slide 23).

401(k) participants on the verge of retirement (ages 56-65) had average changes during
this period that varied between a positive one percent for short tenure individuals (1 to 4
years) to more than a 25 percent loss for those with long tenure (more than 20 years) (see
slides 24 and 25).

While much of the focus has been on market fluctuations in the last year, investing for
retirement security should be a long-term proposition. When a consistent sample of 2.2
million participants who had been with the same plan sponsor from 1999 though 2006 was
analyzed, the average estimated growth rates for the period from 1/1/00 through 1/20/09
ranged from 29 percent for long-tenure older participants to more than 500 percent for
short-tenure younger participants.

The February EBRI Issue Brief also presents calculations on how long it might take for
the 12/31/08 401(k) balances to recover to their 1/1/08 levels. Ata 5 percent equity rate of
return assumption, those with longest tenure would need nearly two years at the median but
approximately five years at the 90™ percentile. If the equity rate of return is assumed to
drop to zero for the next few years, this recovery time increases to approximately 2.5 years
at the median and 9 to 10 years at the 90™ percentile (see slide 26).

As I 'noted, nearly 1 in 4 participants between the ages 56 and 65 had more than 90
percent of their account balances in equities at year-end 2007 and more than 2 in 5 had
more than 70 percent. Also as noted, many sponsors are now moving to lifecycle/target
date funds. These funds aﬁtomatically rebalance asset allocations and move them to what
are thought of by many practitioners as more "age appropriate." Had all 401(k) participants
been in the average target date fund at the end of 2007, 40 percent of the participants would

have had at least a 20 percent decrease in their equity concentrations.
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My concluding point today comes back to the ongoing discussion of defined benefit
versus defined contribution plans in a voluntary system. Prior to the passage of ERISA
nearly ali defined benefit plans paid retirement benefits as a life income annuity. Today,
most private plan participants have the option of a single sum distribution, as is the rule in
defined contribution plans. Our highly mobile workforce has median job tenure of less than
four years, and less than ten years for those between 55 and 64. As a result, most workers
in both plan types earn limited amounts with any one employer. Long tenure workers can
accumulate substantial amounts. When single sums are chosen, less than half of workers
under the age of 50 save the entire distribution for retirement, as do less than 50% of those
~ getting a distribution of less than $20,000 (see slides 28 and 29). New data from the
Federal Reserve suggests why this is so: only about one third of workers have ‘retirement’
as the primary reason for their savings (see slide 30). Yet, saving through a ‘retirement’
plan at work is the most effective and lucrative way to save, even if not actually séving for
retirement. And, loan provisions, hardship withdrawal provisions, single sum distributions,
and other legal design features workers the flexibility to use ‘retirement’ plans to save,

while using the funds to meet other objectives. -

Conclusion

Adbvocates reach different conclusions on what all of the data should mean for future
public policy. I will not enter that debate. 1 will hote, however, that 401(k) and other
voluntary plans are currently meeting the explicit objectives of current public policies.
Different objectives would demand different laws and regulations, but the sysiem should be
judged first against current rules, and then the debate over whether the objectives and the
rules should change can proceed. Voluntary does mean Voluntary.

Mandates would clearly allow different objectives to be inet. Fixed government set
investments would lead to different outcomes.

1 want to end where I started, with Social Seéurity. It is unique in our nation as it is
mandatory, universal, involves each generation in'a family in the support of each other,
provides a floor of income in the event of worker death, disability, or retirement, pools
mortality so that payments are distributed exclusively to meet a life income objective, and
has extremely low administrative expense. History and data suggeét that no voluntary
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program can ever meet these objectives. History also suggests that no mandated program
outside the govemnment could do so as efficiently, and no program that allows single sum
distributions could provide life income for the population as cost effectively.

Private voluntary defined benefit and defined contribution programs were created as asset
accumulation programs for the workers of those employers that choose to create a plan.
They have and are meeting that objective.

Mr. Chairman and members of the committee, I commend you for exploring these topics,

and thank you for the opportunity to appear before you today.
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Retirement Accounts Have
Resulted in Individual Asset Growth
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Who Is Counted Matters in
Reported Percentages
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Highest for those with employer sponsored health insurance
Employer health premium payment frees up income for savings.
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PPA auto enrollment is raising
participation rates

11

Extremes Show Up

Figure 27
Asset Allocation to Equities Varies Widely Among Participants
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Equities Dominate Plans and Auto
Diversification is Growing

Figure 18
Average Asset Atlocatian of 401(k} Actounts, by Participant Age
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Lifecycle Default
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Age and Tenure Affect Balances

Figure 10
Account Balances increase With Age and Tenure

Average 401(k) account balance, by age and tenure, 2007 '

Tenurs ’!Aars}

210-20 »20.30

bokal am«mmmammﬁ ATA: e raeckam 3 eRais balanen wvs S10.542

21

Age and Tenure Affect Balances

Figure 13

Median Account Balance® Among Long-Tenured”
Participants, by Age and Salary, 2007
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! See SSA reports on Income of the elderly at

http://www socialsecurity.gov/policy/docs/statcomps/income _pop55/2006/faq.htmi There
are differences reported based upon differences in data sources. See

http://www socialsecurity.gov/policy/docs/ssb/v67n2/v67n2p55.html in the Social Security
Bulletin.

2 See hitp://www.dol.gov/ebsa/PDF/2006pensionplanbulletin.PDF and

http://www.dol.gov/ebsa/pdf/privatepensionplanbulletinhistoricaltables.pdf and
http://www.dol.gov/ebsa/publications/bullet1995/e_4.htm

For the most recent IRS research report (2004 data) see http://www.irs.gov/publ/irs-
soi/04inretirebul.pdf For a private report including projections see
http://www.ici.org/stats/res/fm-v18n1.pdf
4 See h ttp://www.pbgc. gov/practitioners/plan-trends-and-statistics/content/page 132 70.html

and the 2008 annual report at http.//www.pbgc.gov/about/annreports.htmi
* The salary breakout only includes those participants with complete salary data.

¢ Vanguard found 15 percent of the plans they administer had adopted automatic enroliment
by the end of 2007. Eighty percent of these plans had a target date fund as the default
investment. See Nessmith and Utkus, 2008 for further information.
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The CHAIRMAN. Thank you very much, Mr. Salisbury.
Mr. Baker.

STATEMENT OF DEAN BAKER, CO-DIRECTOR, CENTER FOR
ECONOMIC AND POLICY RESEARCH, WASHINGTON, DC

Mr. BAKER. I want to thank you, Chairman Kohl and Ranking
Member Martinez for inviting me to testify.

I want to take my time to talk primarily about this financial sit-
uation of the baby boom cohorts in the wake of the collapse of the
housing bubble and the recent decline in the stock market.

Then I also would like to take at least a couple of moments to
talk about what I see as some of the main policy implications of
this collapse which I think have not been fully appreciated.

My analysis—we released a paper today, based on analysis of the
survey, Federal Reserve Board’s Survey of Consumer Finance from
2004. I should say they just released the data from 2007, we
haven’t fully analyzed it, yet, but I can tell you that basically, we
got the same results. Although this is somewhat dated, nothing
substantive, I don’t think, would change.

Our analysis shows that there’s a huge decline in the wealth of
the baby boom cohorts, primarily because of a decline, first and
foremost, in their home. I think it—we often fail to appreciate the
extent to which housing equity is, in fact, the primary form of
wealth for most middle income people. Even if middle income peo-
ple may not perceive housing wealth as being a source of retire-
ment income it, in fact, is in very fundamental ways, first and fore-
most because people anticipate not having a mortgage to pay off
through their retirement years, so that’s based on the fact of accu-
mulated equity. )

Second, people often anticipate moving during their retirement
years to a home that may be more suited for their retirement, as
opposed to the home that they raised their children in, and third,
because of emergency situations, healthcare or other unfortunate
situations as Ms. Cook had just described to us.

So, the equity in people’s homes, for middle income people, that
is their major source of wealth in retirement. The sharp drop in
housing prices over the last two—two and a half—years, has in ef-
fect, decimated the wealth that baby boomers have managed to ac-
cumulate in their working years.

So, just to give some quick numbers to sort of summarize the cir-
cumstance, if we look at the median wealth for younger baby
boomers—those aged between 45 and 54—that fell by 45 percent
from what it was in 2004 to what we project for 2009. So that the
median household would have just over $82,000 in wealth. This,
again, is the median—$82,000 in wealth would translate to less
than half of the purchase price of the median home. In other
words, if they took all of their wealth, all of their assets, everything
they had accumulated, they would be able to pay for less than half
the price of a typical home. .

Alternatively, if we think of it the other way, they took all of the
equity out of their home, and they were looked by annuity at age
65, that would get you an annuity of about $7,000 a year, less than
$600 a month in income. Again, this is the median. If we got to the
second quintile, people between the 20th percentile and 40th per-
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centile, the wealth for that group—the average wealth for that
group—is $23,200.

Even the fourth quintile—relatively well-off, elderly, people be-
tween 60th and 80th percentile—their wealth would simply be
$215,000—enough for an annuity of $17,000. Again, not a very
good income; not a very good supplement to Social Security, for
people who were relatively affluent in the scheme of things. )

For older baby boomers who had a comparable situation, the de-
cline of wealth for this group—age 55 to 64—was 38 percent that
gave them a median wealth of $142,000. Enough, if they took their
whole accumulation to purchase 80 percent of the median house
price, or alternatively, to get an annuity of about $11,000 a year.

What this means 1s that most baby boomers—the vast majority
of baby boomers—would be almost entirely dependent on Social Se-
curity and Medicare. I should also point out, another number we
looked at, we said, “How many people—what percent of the people
in these age groups would actually need to bring money to a clos-
ing?” They wouldn’t have enough to pay off their mortgage, pay the
closing costs—it was 30 percent of the younger-aged cohort, 15 per-
cent of the older-aged cohorts. In other words, these people would
have literally nothing to put down as a down payment for a home
in retirement.

Now, just very quickly, a point on new generational equity that,
for whatever reason, I don’t think has been fully appreciated. The
loss in wealth that we've seen, due to the collapse of the housing
bubble, and the stock market collapse, is an intergenerational
transfer.

What we've seen was a loss in the order of $15 trillion of wealth,
which was overwhelmingly held by older people—young people
don’t have wealth. This is, in effect, a huge loss to the older genera-
tions, it’s in effect a gain to the younger generations, they will be
able to buy homes at 30 to 40 percent below the prices they antici-
pated just 2 years ago, and they’ll be able to buy our nation’s cap-
ital stock on the stock market for half the price you would have
paid just one and a half years ago.

When we have discussions of intergenerational equity, and we’ve
just had a transfer of wealth on the order of $15 trillion, from those
who are older to those who are younger, it’s a little hard for me
to see that we’re doing some injustice to those who are younger. 1
hope that Congress will take that into consideration when it thinks
about policy for Social Security and Medicare in the future.

Thank you.

[The prepared statement of Mr. Baker follows:]
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Testimony of Dean Baker
Before the Senate Special Committee on Aging
February 25, 2009

Thank you, Chairman Kohl and Ranking Member Martinez for inviting me to share my
views on the impact of the current economic crisis on the elderly with the committee. My
name is Dean Baker and I am the co-director of the Center for Economic and Policy
Research (CEPR). I am an economist and I have been writing about issues related to
retirement security since 1992.

I will focus my comments on the main findings of a new report that the CEPR is putting
out today. This report updates an earlier set of projections on the wealth of the baby
boom cohorts that CEPR had done last summer. These projections are based on data from
the Federal Reserve Board’s 2004 Survey of Consumer Finance (SCF).!

The full report is available at CEPR’s website (www.cepr.net), but some of the highlights
are:

1) The median household with a person between the ages of 45 to 54, saw their net worth
fall by more than 45 percent between 2004 and 2009, from $150,500 in 2004, to just
$82,200 in 2009 (all amounts are in 2009 dollars). This figure, which includes home
equity, is not even sufficient to cover half of the value of the median house in the United
States. In other words, if the median late baby boomer household took all of the wealth
they had accumulated during their lifetime, they would still owe more than half of the
price of a typlcal house in a mortgage and have no other asset whatsoever.?

2) The situation for older baby boomers is similar. The median household with a person
between the ages of 55 and 64 saw their wealth fall by almost 38 percent from $229,600
in 2004 to $142,700 in 2009. This net worth would be sufficient to allow these
households, who are at the peak ages for wealth accumulation, to cover approximately 80
percent of the cost of the median home, if they had no other asset.

3) As a result of the plunge in house prices, many baby boomers now have little or no
equity. According to our calculations, nearly 30 percent of households headed by
someone between the ages of 45 to 54 will need to bring money to their closing if they
were to sell their home. More than 15 percent of the older baby boomers, people between
the ages of 55 and 64, will need to bring money to a closing when they sell their home.

These calculations imply that, as a result of the collapse of the housing bubble, millions
of middle class homeowners still have little or no equity even after they have been
homeowners for several decades. These households will be in the same situation as first-
time homebuyers, forced to struggle to find the money needed to put up a down payment

! We used the 2004 SCF, because the micro data from the 2007 is not yet available. This analysis, by my
colleague David Rosnick and myself, is available on the website of the Center for Economic and Policy

Research, www.cepr.net.
? These calculations exclude wealth in defined benefit pensions.
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for a new home. This will make it especially difficult for many baby boomers to leave
their current homes and buy housing that might be more suitable for their retirement.

The crash of the housing bubble and the subsequent collapse in the stock market has left
the baby boom cohorts very poorly prepared for retirement. Since the. vast majority of the
members of these cohorts do not have traditional defined benefit pensions, they were
forced to rely on their homes and defined contribution pensions as their main sources of
wealth in retirement. These assets proved not to be safe mechanisms for preserving
wealth. v :

The plunge in house prices has been especially devastating both because it was by far the
largest source of wealth for most baby boomers, and also because of the high leverage in
housing. The fact that housing is highly leveraged is, of course, a huge advantage to
homeowners in times when prices are rising. If a homeowner can buy a $200,000 house
with a 20 percent down payment, and the house subsequently increases 50 percent in
value, the homeowner gets a very high return, earning $100,000 on a down payment of
just $40,000.

However, leverage also poses enormous risks. In this case, if the home price falls by 20
percent, then the homeowner has lost 100 percent of her equity. This is exactly the sort of
situation confronting tens of millions of baby boomers at the edge of retirement. As our
analysis shows, millions of baby boomer homeowners have just witnessed the destruction
of most or all of the equity in their homes.

The main lesson from the experience of the last two years is that family wealth is subject
to much greater risk than had been generally appreciated. Even after the stock market
crash of 2000-2002, most families continued to under-estimate the risk associated with
holding stock. Clearly they were encouraged in this attitude by many professional
investment analysts who promoted stocks as financial assets that were associated with -
relatively little risk if held for a long enough period of time. While the market could
always rally and reverse much or all of its decline over the last 18 months, there are few
investors who would be prepared to take that bet at present.

Even more striking was the failure to recognize the risks associated with home
ownership. Very few homeowners understood that their homes could lose much of'their
value. They planned their consumption and saving with the assumption that their house
price would continue to appreciate, or at least not decline in value.

While this is a reasonable assumption in most times and places, it clearly was not a
reasonable assumption in the first half of this decade, as house prices were rising at prices
that vastly outpaced the rate of inflation in large parts of the country. While it should -
have been easy for analysts to recognize that house prices in many areas had risen to
levels that were far out of line with incomes and rents, few economists or housing
analysts either noticed this imbalance or bothered to issue warnings to current and future
homeowners.
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As a result, most homebuyers felt that they were being perfectly rational in buying a
home at a bubble-inflated price. Similarly, tens of millions of homeowners felt little
qualm about either borrowing directly against the bubble equity in their house or not
saving for retirement because the growing equity in their home made such saving
unnecessary.

As a result, the crash of the housing bubble caught most homeowners by surprise. The
loss of much or all of a family’s equity would be difficult for any family, but for those
who are near retirement it presents a special hardship. Few of these families will have
enough years in the labor market to offset more than a small portion of these losses with
additional saving. They will be forced to either work later in their lives than they had
expected and/or have a lower standard of living in retirement than they had become
accustomed to in their working years.

The sudden collapse in the wealth of baby boomer households shows the need for
establishing more secure savings vehicles for the country’s workers. Traditional defined
benefit pension plans did shield workers from the sort of market fluctuations that
decimated the value of 401(k) and other defined contribution plans in the last two years.

However, defined benefit plans are rapidly dwindling in the private sector. Many of the
plans that are still surviving are also struggling as a result of the recent downturn in the
market. Employers will find it very costly to restore these plans to proper funding levels.
In some cases the burden will be too great and companies will end up declaring
bankruptcy and turning their pension liabilities over to the Pension Benefit Guarantee
Corporation.

This suggests a vacuum that can usefilly be filled by a government-managed pension
plan. The government could, at very little cost and risk, make available a system that
provided a guaranteed return on a modest voluntary investment. For example, if the
government guaranteed a 3 percent real rate of return on an investment of up to $1,000 or
3 percent of a worker’s wage, it would be sufficient to provide an annuity of $4,200 for a
worker at age 65. This would be a substantial supplement to the Social Security benefits
for low- and moderate-income workers.

However, even if Congress acted immediately to establish a pension system that allowed
for more secure retirement savings, this would provide little help for most baby boomers,
who will not be in the labor force long enough to get much benefit from this system. The
baby boom cohorts will be even more dependent on their Social Security and Medicare
benefits than the generations that preceded them. They were the victims of the largest
intergenerational transfer of wealth in the history of the world, as they disproportionately
incurred the loss of $8 trillion in housing wealth and $7 trillion in stock wealth.

Their children and grandchildren will in a perverse way be the beneficiaries of this loss,
since they will be able to buy the country’s stock of housing and corporate capital at
prices that are 30-50 percent less than what they would have faced just two years ago.
There is nothing we can or should do reverse this enormous intergenerational transfer,
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however, Congress can act to protect the social insurance programs on which the baby
boomers will be dependent. Social Security and Medicare have long been the bedrock of
the country’s social safety net. They will be more important than ever as the baby
boomers enter their retirement years.
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The CHAIRMAN. Thank you very much, Mr. Baker.
Mr. Salazar.

STATEMENT OF IGNACIO SALAZAR, PRESIDENT & CEO, SER-
JOBS FOR PROGRESS, WASHINGTON, DC

Mr. SAaLazAR. Mr. Chairman, and members of the Senate Special
Committee on Aging, I am pleased to have the opportunity to tes-
tify before you today. The training, and retraining, of the elder
worker is not a political issue, but a people issue, and the employ-
ment and training needs of the older workforce must remain a pri-
ority for this Congress and this new Administration.

For over 44 years, SER-Jobs for Progress, National, and its net-
work of partners, have worked to ensure that workforce develop-
ment needs throughout our communities are met. Currently SER
National, its affiliate network, provides services in the areas of
education, employment and training, as well as services focused on
economic development, business growth, and job creation.

The SER Network remains steadfast in our continued efforts to

cultivate America’s greatest resource—its people. The SER Net-
work consists of 35 affiliates operating more than 200 offices in 19
States, Puerto Rico, and the District of Columbia, serving over 100
million people annually.
. Additionally, SER National manages the training and employ-
ment needs of over 3,500 mature workers, 55 or older, in the Senior
Community Service Employment Program, SCSEP, funded by the
United States Department of Labor. In its 5th year of operation,
SCSEP is administered by SER sub-grantees in Wisconsin, Florida,
California, Colorado, Illinois, Kansas, Rhode Island, and Texas.

Today there is a new crisis in the American workforce. This con-
flict unfolding before us in the 21st workplace is being defined by
a series of increasing generational collisions that are affecting
American productivity. In similar fashion, whether diversity move-
ments have partially paralyzed the labor force—whether racial, re-
ligious, or gender related—generational conflicts at work are caus-
ing dysfunctional results, like reduced profitability, loss of valuable
employees, poor customer service, and wasted human potential.

The former flow of power, authority and responsibility from older
to younger employees has been disrupted because of significant eco-
nomic downturn, changes in life expectancy, increases in the aver-
age individual period of productivity, and demographic trends of
the American workforce.

In addition, changes in lifestyles, the distribution of highly desir-
able technological skills, and the possession of a knowledge base
necessary for global competitiveness have creating a jarring up-
heaval to the natural flow of career progression. The pecking order
is eroding, and so is the social and physical separation of genera-
tions in the workplace. Upward mobility in the job setting is now
facilitated by rapid access to information, and the ability to dis-
seminate such information in efficient fashion. The gold standard
of a senior, experienced applicant is no longer as valuable as in the
past.

Experience alone is no longer an indicator or predictor of success.
The above factors are leading to an increase in the number of older
workers being forced out of careers with no viable retraining mech-
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anism currently in place. The economic downturn has created an
overwhelming demand for Federal and State employment and
training programs within the one-stop system.

Programs offered through the Workforce Investment Act, in part-
nership with Wagner Peyser Services were never designed to serve
the older worker demographic. Traditional WIA services tend to
focus on services such as youth programs, young adult training,
and dislocated worker training, leaving little or no resources avail-
able for the harder-to-serve older worker.

In reality, the increasing number of one-stop customers, coupled
with the specialized training needs of the older workers, make it
apparent that the one-stop system is ill-equipped to meet the em-
ployment and training needs of the elder worker.

In 2006, the Older Americans Act, Title V Program, or SCSEP,
was amended to allow for workforce skills training. This minor
change in this legislation has made a world of change in our -
SCSEP participants.

With renewed hope and an enhanced skill set, our older worker
participants are finding better employment opportunities, and are
returning to the workforce with increasing success. We would sug-
gest that funding be appropriated to providing workforce skills
training to the older worker population who are currently ineli-
gible, or just outside the SCSEP program. :

We feel strongly that short-term training focused on core skill
areas of language acquisition, with a limited English speaker, fi-
nancial literacy, critical 21st Century technology skills, and mature
worker career readiness training, can create the pillars for success
for the retraining of the elder worker.

On behalf of SER-Job for Progress, and the participants we
serve, I would like to thank the Committee, and the Chairman for
the opportunity to present these recommendations as we move for-
ward in our joint mission of preparing America’s workforce for the
future.

Thank you.

[The prepared statement of Mr. Salazar follows:]
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Testimony of Mr. Ignacio Salazar
President and CEQ

SER-Jobs for Progress National, Inc,
Senate Special Committee on Aging
United States Senate

March 25, 2009

Testimony:

Mr. Chairman and Members of the Senate Special Committee on Aging - | am pleased to
have the opportunity to testify before you today. The training and re-training of the older
worker is not a political issue- But a people issue, and the employment and training needs
of the older workforce must remain a priority of this Congress and The New
Administration.

For over forty-four years, SER- Jobs for Progress National and its network of partners
have worked tirelessly to ensure that workforce development needs throughout our
communities are met. Currently, SER National and its affiliate network provide services
in the areas of education, employment and training and cadre of services focused on
economic development, business growth and job creation. The SER Network remains
steadfast in our continual effort to cultivate America’s greatest resource, people.”

The SER Network consists of 35 affiliates operating in more than 200 offices in 19 states,
Puerto Rico and the District of Columbia- serving over One Million People Annually.

Additionally, SER National manages the training and employment needs of over 3,500
mature workers (55+) in the Senior Community Service Employment Program (SCSEP)
funded by the U.S. Department of Labor. In its fifth year of operation, SCSEP is
administered by SER sub grantees in Wisconsin, Florida, California, Colorado, Illinois,
Kansas, Rhode Island and Texas.

Today, there is a new crisis in the American workforce. This conflict, unfolding before
us in the 21* century workplace, is being defined by a series of increasing generational
collisions that are affecting American productivity. In similar fashion that other diversity
movements have partially paralyzed the labor force—whether racial, religious, or gender-
related—generational conflicts at work are causing dysfunctional results like reduced
profitability, loss of valuable employees, poor customer service, and wasted human
potential.

The former flow of power, authority, and responsibility from older to younger employees
has been disrupted because of: significant economic downturn, changes in life
expectancy, increases in the average individual periods of productivity, and demographic
trends of the American workforce. In addition, changes in life styles, the distribution of
highly desirable technological skills, and the possession of a knowledge base necessary
for global competitiveness have created a jarring upheaval to the “natural flow” of career
progression.
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The “pecking order” is eroding and so is the social and physical separation of generations
in the workplace. Upward mobility in the job setting is now facilitated by rapid access to
information and the ability to disseminate such information in efficient fashion. The
“gold standard” of a senior, experienced, applicant is no longer as valuable as in the past.

Experience alone is no longer an indicator or predictor of success.

The above factors are leading to an increase in the number of older workers being forced
out of careers with no viable re-training mechanism currently in place.

The economic downturn has created an overwhelming demand for Federal and State
Employment and Training Programs within the One Stop System. Programs offered
through the Workforce Investment Act in partnership with Wagner Peyser services were
never designed to serve the older worker demographic. Traditional WIA services tend to
focus resources for services such as: Youth Programs, Young Adult Training and
Dislocated Worker Training- leaving little or no funding available for the harder to serve
older worker. In reality, the increasing number of One Stop Customers coupled with the
specialized training needs of the Older Worker, make it apparent that the One Stop
System is ill-equipped to meet the employment and training needs of the older worker.

In 2006, The Older Americans Act Title V Program or SCSEP was amended to allow for
workforce skills training. This minor change in legislation has made a world of change
for our SER SCSEP Participants. With renewed hope and an enhanced skill-set, our
Older Worker Participants are finding better employment opportunities and are returning
to the workforce with increasing success. We would suggest that funding be appropriated
to provide workforce skills training to the older worker population who is currently
ineligible for the SCSEP program. We feel strongly that short term training focused on
the core-skills areas of: Language Acquisition for the limited English Speaker, Financial
Literacy, Critical 21* Century Technology Skills, and Mature Worker Career Readiness
training can create the pillars of success for the re-training of the older worker.

On behalf of SER-Jobs for Progress National and the millions of participants we serve, [
would like to thank the committee and the chairman for the opportunity to present these
recommendations, as we move forward in our joint mission of preparing America’s
workforce for the future.
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The CHAIRMAN. Thank you, Mr. Salazar.
Ms. Kennelly.

STATEMENT OF BARBARA B. KENNELLY, PRESIDENT AND
CEO, NATIONAL COMMITTEE TO PRESERVE SOCIAL SECU-
RITY AND MEDICARE, WASHINGTON, DC

Ms. KENNELLY. I greatly appreciate the opportunity to come be-
fore you today and testify, regarding the current economic crisis,
and its impact on retirement security, and I thank Senator Mar-
tinez for taking this additional duty on.

As President of the National Committee to Preserve Social Secu-
rity and Medicare, I represent over 3 million seniors who under-
stand the importance of Social Security and Medicare, and share
a p(ailssion to see these critical programs preserved and strength-
ened.

Mr. Chairman, it’s particularly appropriate to include Social Se-
curity in your hearing on the economic crisis today because the pro-
gram was borne out of economic circumstances somewhat like we're
living in today.

Today, Social Security provides modest benefits—the average
benefit is only $13,800. But these benefits are crucial. A full two-
thirds of the elderly receive more than one-half of their income
from Social Security and one in five have no other income but So-
cial Security.

If you don’t count Social Security today, almost one-half of those
over age 65 would have incomes below the poverty line, just about
the same poverty rate as before the enactment of Social Security.

Many people don’t realize that Social Security is also our nation’s
largest disability program, and our largest children’s program. So-
cial Security is a rock in the chaotic financial world we live in
today. Unlike what you’ve just heard about the condition of private
retirement savings, Social Security checks keep coming, every
month, like clockwork.

The Social Security Administration did not miss a step after
Hurricane Katrina and Rita, and the first benefit checks went out
to the families of those who perished in 9/11 within 2 weeks of that
catastrophic situation. Through wars, national disasters, or finan-
cial calamity, Social Security checks provide stability and cash to
those who have lost everything else.

Some economists have been pushing for cuts in Social Security
benefits as a way of addressing a long-term budget deficit. I'm here
to tell you, this would be an extraordinarily bad idea. Benefits are
modest to begin with, and benefits for future retirees are already
being reduced as a result of a phase-in of an increase in retirement
age.

Seniors spend significant portions of their income on healthcare.
Even with Medicare, and if current projections hold true, future re-
tirees could see one-half of their Social Security check absorbed by
healthcare out-of-pocket cost by 2025. Skyrocketing healthcare
costs are the true economic crisis. Future retirees also face a tradi-
tional pension system that is significantly eroded, plummeting
housing values and individual savings that have evaporated. They
will also need to stretch their retirement savings over a longer pe-
riod of time as they will live longer than the generations before
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them. Our children will clearly need a dependable, solid Social Se-
curity benefit just as much as today’s retirees.

Mr. Chairman, I would like to conclude by thanking this Com-
mittee for its support of including seniors in the American Recov-
ery and Reinvestment Act. The %250 check that was included in
the legislation will be much appreciated, and should provide a
stimulative effect, as seniors historically spend over 90 percent of
their income.

The funds included for the Social Security Administration are
desperately needed to address the additional disability claims that
always accompany bad economic times, especially at a time when
the agency is already straining to clear our extensive disability
backlog. Funds for programs funded through the Older Americans
Act will help meet an ever-increasing need.

I thank you very much for looking at Social Security as a basic
need; something that people can rely on. For the first time, seniors
seem to be in better position than some others, and I thank you,
Mr. Chairman, for appreciating that.

[The prepared statement of Ms. Kennelly follows:]
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Mr: Chairman and members of the Committee:

I greatly appreciate the opportunity to come before you today and testify regarding the
current economic crisis and its impact on retirement security. As President of the
National Committee to Preserve Social Security and Medicare, I represent over 3 million
seniors who understand the importance of Social Security and Medicare, and share a
passion to see these critical programs preserved and strengthened.

Mr. Chairman, it is particularly appropriate to include Social Security in your hearing on
the economic crisis today because the program was born out of economic circumstances
much like these during the Great Depression. At that time, only a few companies offered
pensions and no one had invented 401(k) plans or IRAs. Prior to Social Security, people
saved what they could during their working lives, and those with families routinely
moved in with their children. Over one-haif of older adults lived their retirement years in

poverty.

When the Great Depression hit, it wiped out what little savings both workers and their
parents had accumulated over the years. Social Security created a reliable, modest stream
of income for older adults, providing a cushion for them to leave the workforce and make
their jobs available for younger generations desperate to find work.

It is much the same today. Social Security provides modest benefits — the average benefit
is only $13,800 a year - but those benefits are crucial. A full two-thirds of the elderly
receive more than one-half of their income from Social Security, and one-in-five have no
other income but Social Security. If you don’t count Social Security today, almost one-
half of those over age 65 would have incomes below the poverty line — just about the
same poverty rate as before the enactment of Social Security.

Many people do not realize that in addition to providing a stable, reliable source of
retirement income, Social Security is also our nation’s largest disability program, and our
largest children’s program. The disability benefit is often the only disability insurance
available to workers, especiaily those in high-risk occupations who are most likely to
need the coverage. Similarly, families with younger children who have competing
demands on scarce resources often neglect to purchase sufficient life insurance coverage,
leaving surviving spouses and children struggling to replace the primary wage eamer’s
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income. Social Security provides life and disability insurance worth over $400,000 each
to every eligible worker.

Benefits such as those provided by Social Security cannot be found on the private market.
Unlike any other retirement program, Social Security provides a steady stream of income
that you cannot outlive, with built-in protection against the ravages of inflation. It
provides benefits not just for workers but for their spouses and dependent children, as
well as for divorced spouses and their dependent children. A guaranteed benefit that is
unaffected by the ups and downs of the stock market is especially important at times like
these.

Social Security’s benefits are particularly important to women and minorities. Almost
one-half of all widowed, divorced and single women age 65 or older receive 90 percent
or more of their income from Social Security. Thirty percent of African-American
elderly couples and almost 60 percent of unmarried African-American seniors also
receive 90 percent or more of their incomes from Social Security. For Hispanics, those
percentages are even higher - almost 40 percent of couples and almost two-out-of three
elderly singles with almost total reliance on Social Security.

Franklin Roosevelt had intended to create Medicare at the same time as Social Security
but his goal was accomplished thirty years later. At that time, much like today, private
insurance companies had little interest in insuring the health of older Americans. Iused
to represent Harford, CT, the insurance capital of the world, in the U.S. House of
Representatives and I can assure you, most insurance companies don’t want to insure
seniors. They have to answer to their stockholders and to the public, and seniors tend to
have more claims than younger workers. Prior to Medicare, this left less than one-half of
those over age 65 with any kind of health insurance, and what they had was very
expensive,

Medicare changed all that. By pooling large groups of seniors together and sharing risk,
Medicare has provided basic, universal and affordable health care to those over age 65.
Medicare today provides insurance coverage to 97% of older adults, and although costs
are growing, the program’s efficiencies have allowed it to keep cost growth over time at
about the.same level as private insurance for workers, despite seniors” higher utilization
of health care services. '

Social Security is a rock in a chaotic financial world. Unlike what you have just heard
about the condition of private retirement savings, Social Security checks keep coming
every month like clockwork. The Social Security Administration did not miss a step after
Hurricanes Katrina and Rita, and the first benefit checks went out to the families of those
who perished on 9/11 within 3 weeks of that catastrophe. Through wars, natural disasters,
or financial calamity, Social Security checks provide stability and cash to those who have
lost everything else. Unfortunately we don’t have statistics, but we hear anecdotally that
the economic crisis has created a situation exactly the reverse from the Great Depression
— instead-of seniors moving in with their adult children, today’s boomerang generation is
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moving in with their elders. And in both cases, their Social Security check is the
foundation of the extended family’s income.

Some economists have been pushing for cuts in Social Security benefits as a way of
addressing our long-term budget deficits. I’m here to tell you that would be an
extraordinarily bad idea. Benefits are modest to begin with, and benefits for future
retirees are already being reduced as a resuit of the phase-in of an increase in the
retirement age. Although essential to keep the elderly from completely losing ground to
inflation, Cost-of-Living Adjustments can’t keep up with the dramatic increases in the
cost of health care over the long term.

Seniors spend significant portions of their incomes on health care, even with Medicare,
and, if current projections hold true, future retirees could see over one-half of their Social
Security check absorbed by health care out-of-pocket costs by 2025. Future retirees also
face a traditional pension system that has significantly eroded, plummeting housing
values, and individual savings that have evaporated. They will also need to stretch their
retirement savings over a longer period of time as they will live longer than the
generations before them. Our children will clearly need a dependable, solid Social
Security benefit just as much as today’s retirees.

Mr. Chairman, despite all the popular press, we do not have an entitlement crisis in this
country — we have a health care crisis.

Please don’t misunderstand me: I recognize that the long-term deficit is real. But it is
not caused by Social Security or Medicare. Instead, it is a symptom of a problem that
extends far beyond the federal government’s outlays and revenues. Unless we address
the real issue, any attempt at a solution simply will not work. .
The growth in our nation’s health care costs, in both the public and private sector, has far
outpaced the growth of income in the United States for decades. If the historical rate of
growth were to continue unabated into the future, we would end up spending virtually
every penny of our GDP on health care in 75 years — something that is clearly not
sustainable. In fact, if you look at CBO’s projections under this scenario, if every
entitlement in the federal budget were repealed outright — eliminating Social Security,
Medicare, Medicaid, food stamps and other critical programs — but nothing were done to
slow the growth in health care costs overall, we would still find ourselves spending
almost 70 percent of GDP on health care by 2082.

If we successfully slow the rate of growth of health care to equal per capita GDP, the root
cause of Medicare’s long-term funding gap will disappear. If, on the other hand, all we
do is cut Medicare, it will do nothing to slow the overall growth in health care costs, and
we certainly won’t make the costs disappear. They will merely be shifted to seniors, who
are least able to bear the additional cost burden, and to the private sector and state
budgets. In the end, health care costs will still consume ever-increasing amounts of our
GDP, making our businesses less competitive and crowding out other needed spending in
the budgets of both individuals and government.
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As for Social Security, today it costs 4.3 percent of GDP and is expected to rise to a high
of 6.1 percent and then drop back down to 5.8 percent by 2046. This is a modest increase,
especially when considering that the percentage of the population composed of people
over age 65 will grow from 12 percent to about 20 percent in that time.

Unfortunately, Social Security has been unfairly singled out by those concemed about the
federal budget. It has been swept up, together with Medicare and Medicaid, into the
scary sound-bite of an ‘entitlement crisis.” The word ‘entitlement” itself is a pejorative
these days: it reminds us of those seemingly ‘entitled’ fat cats on Wall Street. It also
implies a program that is out-of-control — with spending on automatic pilot until it
completely drains our Treasury.

But Social Security is anything but out-of-control. In fact, it is the most fiscally
conservative and responsible part of the federal budget. Most people don’t realize that
Social Security is prohibited by law from paying benefits unless it has sufficient revenue
to cover the cost of the outlays. As a result, it has a built-in check on its spending. If
revenues fall short of the amount needed to pay benefits, the benefits are automatically
reduced. It takes an act of Congress to pay full, promised benefits if there is a shortfall —
much like any discretionary govenment program.

Finally, we come to the issue of Social Security's finances. According to the program’s
Trustees, Social Security will have enough funds to pay full benefits through 2041 even if
no changes are made to the program — and about 78 percent of benefits thereafier. To put
this in perspective, the cost of closing this deficit is about the same as making President
Bush’s tax cuts for the top 1 percent of taxpayers permanent. Nothing about Social
Security’s long-term funding has changed as a result of the economic downturn, Unlike
virtually every other facet of our economy, Social Security’s financial condition has not
deteriorated, and it is not placing any additional burden on our economy or the long-term
budget.

Social Security and Medicare are the only programs in the federal budget that are

required to project their finances over 75 years. This period is also considerably longer
than any private pension or the public pensions of most other countries. The longer
valuation period was intentional. Because Social Security is such a linchpin to retirement,
it was undérstood that any changes would need to be implemented gradually over a
‘period of many years. Instead, this 75 year projection — along with even more

speculative projections into the infinite future — have been used by opponents of the
program in an opportunistic way to convince younger Americans that the program is
broken and won’t be there for them, when this couid not be further from the truth.

A final fallacy I would like to discuss for a moment is the myth surrounding the Social
Security Trust Funds themselves. The Treasury bonds in the Trust Funds are often
described by conservative economists as ‘worthless IOUs’, implying they are not worth
the paper they’re printed on. In fact, the bonds in the Trust Funds are legally no different
than the bonds that represent the rest of our federal debt — they are all backed by the full
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faith and credit of the United States. And U.S. bonds are the safest investment possible
in these uncertain economic times. When the stock market goes into a tailspin, where do
investors put their money for safety? In U.S. Bonds. In fact, they are so safe compared
to the stock market that at one point investors were effectively paying the U.S.
government to hold their money for them.

At a time like this, when we are looking at the potential of trillions of dollars in
borrowing over the next few years, we should be thankful, not dismissive, that some of
our debt is held by the United States in trust for its own people. Most of our debt is held
by foreign investors, and their interests do not necessarily align with ours. The money
invested in Social Security will never move offshore in a chase for profits.

Much of the theory behind the push to cut Social Security and Medicare comes from
economists who believe older people should be forced into consuming less by reducing
the level of resources available to them in the future. But seniors today have median
incomes about one-half the level of their children, even with Social Security. If the
percentage of GDP allocated to them does not increase as their percentage of the
population grows, each succeeding generation will become increasingly less well off than
the generation behind them. America is the most powerful and economically well off
country in the world. And yet even at its most expensive, our Social Security system will
cost a substantially smaller percentage of our GDP than many other industrialized nations
are already spending on their programs for the elderly today.

The bottom line is we can afford Social Security and Medicare in the future, and indeed,
we should be focusing on strengthening and expanding these critical programs rather than
attempting to cut them, We especially should not be using them as pawns in some grand
budget deal that focuses more on the dollars they cost than about the people they protect
or as a bargaining chip for other legislation. Every industrialized country has a social
insurance system that spreads risk and protects its people, especially its younger
generations. We in the United States can afford to do no less.

Mr. Chairman, I'd like to conclude by thanking this Committee for its support of
including seniors in the American Recovery and Reinvestment Act. The $250 checks
that were included in the legislation will be much appreciated and should provide a
stimulative effect as seniors historically spend over 90% of their income each year. The
funds included for the Social Security Administration are desperately needed to address
the additional disability claims that always accompany bad economic times — especially
at a time when the agency is already straining to clear out extensive disability backlogs.
And funds for programs funded through the Older Americans Act will help meet an ever
increasing need.

Thank you for inviting me to testify here today.
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The CHAIRMAN. Thank you very much, Ms. Kennelly.
Ms. Katz.

STATEMENT OF DEENA KATZ, CFP, ASSOCIATE PROFESSOR,
TEXAS TECH UNIVERSITY, AND CHAIRMAN, EVENSKY &
KATZ, CORAL GABLES, FL

Ms. KATz. Thank you, Mr. Chairman.

Thank you, Ranking Member Martinez and other distinguished
member of this Committee for providing me the opportunity to ad-
dress the critical issue from the perspective of the financial plan-
ning professional.

I'm a certified financial planner, and a Professor of Personal Fi-
nancial Planning at Texas Tech University, as well as Chairman
of Evensky & Katz, a fee-only firm in Florida, and a member of the
Board of Directors of Financial Planning Association. But I am at-
tending this hearing on my own cost as a concerned professional.

You've heard many statistics here today, the following are the
only ones I will use. There are 77 million baby boomers. According
to research, one boomer will turn 59.5 every 7 seconds between
now and 2025. We need to put all of these statistics into context,
and that’s what I'm going to do.

Boomers have been big consumers, known for wearing and driv-
ing all of our assets, rather than saving or investing them. We've
made a massive use of credit, and its over-reliance on credit has
threatened our future security. We haven’t done a very good job of
teaching our children to be fiscally responsible, otherwise why
would they wind up back in our spare bedroom, between jobs, with
three kids and a dog?

Many of us are caring for our aging parents, either physically,
financially, or both. This drains our already limited retirement re-
sources. As we’ve heard, the housing crisis resulted in a serious
drop in boomer home values.

Additionally, the economic typhoon of the last year has seriously
damaged boomer portfolios. Boomers are now moving into their fi-
nancial de-cumulation phase, which is not just about withdrawing
money, it’s about timing and strategies, and frankly about how best
you cari make the peanut butter and the jelly last until the end of
the sandwich.

But it’s also about making lifestyle changes that come with the
next phase choices. Boomers have an unrealistic view of their own
mortality; many say they don’t intend to live to their nineties, but
mortality tables suggest otherwise.

The good news is that we’re living longer, the bad news is we're
living longer, and we need to figure out how to pay for it. To ad-
dress their investment issues, many retirees search for a safe re-
tirement portfolio, 100 percent bonds to generate income or rep-
licate paychecks. This confuses certainty and safety. Payment of
bonds is certain, but it’ certainly not safe, especially in terms of
purchasing power. The fact is, boomers don’t need income at retire-
ment, we need an income stream that grows regularly with the in-
flation rate.

The use of target date funds to solve this has an inherent prob-
lem, I believe. Target date funds should not be age-specific, but
risk specific.
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Boomers want to stay vital and active. We will work. But it will
be a positive action, not a forced reaction to lack of resources, even
if that’s true.

Truthfully, 'm not comfortable with the word retirement—few
boomers are. As a country, we need to keep a positive spin, encour-
age our boomers to plan for their next phase with the independent
advice of a financial planner who will holistically examine their
lives, not just their investment issues.

As professional advisors, we tell our boomer clients, “Don’t focus
on how much you were worth yesterday, begin your planning with
a realistic appraisal of your financial position today. Plan your fu-
ture without simple solutions, and don’t adopt rules of thumb. Con-
tinue to invest in your 401K, even if your employer is no longer
making matching contributions. Utilize any available catch-up pro-
visions that may allow you more money to put away for the future.

“You have no control over investment markets, but you do have
a significant control over expenses and taxes. All you can really
count on is what you've earned after expenses, after taxes, and net
of inflation. Seek competent financial planning assistance. Insist
that your advisor acknowledge, in writing, his fiduciary responsi-
bility to you.” My suggestions for this legislative body include, use
the prestige and visibility of the Federal Government to remind the
financial services industry of its responsibilities to its clients. En-
sure all financial advice offered to investors be based on fiduciary
principles, and hold all professionals who provide advice to retirees
to that fiduciary standard.

When developing plans and solutions for us, remember, we are
boomers, and not senior citizens. Encourage the offering of finan-
cial education for retirees, but focus on financial planning as a
process, and not one that promotes product-centric solutions.

Do not restrict our ability to continue to participate in an active
way in our economy. Revisit legislation that makes it difficult or
impossible for us to continue working into our seventies and
eighties.

Mr. Chairman, Ranking Member Martinez, I thank you for ad-
dressing this topic. As you well know, the financial services indus-
try represents billion of dollars of economic clout. Wall Street can
well afford to provide professional, sophisticated representation for
its interests before Congress.

My professional affiliations are with organizations that identify
more closely with the public’s interests, and not those of Wall
Street. That’'s why—along with my academic and professional col-
leagues and the investing public—are pleased that you, the true
representatives of public interest, are taking the time to consider
these issues related to securing our good retirement in the volatile
economic times. I'm confident that your collective wisdom will re-
sult in actions that will benefit us all.

Once again, I thank you, I will respond to any questions you
have.

[The prepared statement of Ms. Katz follows:]
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Thank you, Mr. Chairman, Ranking Member Martinez, and other distinguished
members of the Committee, for providing me the opportunity to address this

critical issue from the perspective of the financial planning profession.

INTRODUCTION

| am Deena Katz, a CERTIFIED FINANCIAL PLANNER™ practitioner, an
associate professor in the Department of Personal Financial Planning at
Texas Tech University in Lubbock, Texas, Chairman of Evensky. & Katz, a
Coral Gables, Florida based, fee-only, financial planning firm, and a
member of the Board of Directors of the Financial Planning Association. |
am honored and sincerely appreciative of the invitation to address a
number of concerns regarding boomer retirement during in the present
financial crisis..

Although I have the privilege of serving in a leadership role in my profession, |
am attending this hearing at my own costs and | am speaking solely on my
own behalf, aithough not for my own benefit. | am speaking also as a
professional concemed for the generation of Baby Boomers who are now
in or will soon be contemplating retirement.

| am a full-fledged boomer, having made my initial appearance in 1950. There
were 77 million of us born between 1946 and 1964. Boomers are the products of
a post-war, global phenomenon that started abruptly and ended the same way.
For most people the term “boomer” conjures up rebellious, protesting hippies of
the 1960s, who became the materialistic uber-consumers of the 1990s.

A nineteen-year span separates the vanguard boomers of the late 1940s and the
later boomers of the early 1960s. When the early boomers were staging protests,
the late boomers were barely into grade school; nevertheless, society tends to
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view us as a monstrous homogenous cohort. But we're not. Yes, we're big, but
we're diverse—in lifestyle, experiences, and values.

Today you have listened to a number of leading experts on retirement and been
presented reams of statistical data. My contribution will be that of a generalist
practitioner/academic who has devoted over three decades to advising clients
regarding retirement and instructing financial planning students on this issue. The
general theme of my testimony is that as Boomers rapidly approach the
traditional age for retirement, we realize that after years of uncontrolled
consumption and extravagant lifestyles coupled with the new demands of family
circumstances, we simply have not saved enough to retire. So in inimitable
boomer style, we find an alternative: we won't retire. But we're not likely to admit
that the decision to reject traditional retirement is forced on us by I'ack of
resources. Boomers have never seen themselves as limited by a fack of
resources. No. Boomers will undoubtedly “retire” conventional retirement by
redefining it. However, in order to successfully redefine retirement, we will need
help. '

My testimony addresses a number of issues facing Boomers retiring during this
turbulent market environment. First, | briefly review the boomer financial history,
followed by a review of the risks Boomers face in what financial planners call the
de-cumulation phase of life. Third, | review a number of actions and investment
strategies considered by Boomers in managing these risks. Finally, | conclude
with a few thoughts on the actions Boomers and you, our political leadership,
might consider in helping us reach and maintain our retirement goals.

1. BOOMER FINANCIAL HISTORY

There are 77 million of us. According to research in the marketplace, one
Boomer will turn 59 Y2 every seven seconds between now and 2025. According



67

to the U.S. Census Bureau, by 2020 more than 115 million people will be over
age 50. That's an astounding 50 percent increase from 2005. But despite our
getting older, we don't feel older.

Earlier this month { turned 5§9. | am that Boomer. We are the product of the
post-World War Hl birth explosion, born between 1946 and 1964. We have been
big consumers, known for driving or wearing all our assets, rather than saving or
investing them. My 12-year-old nephew walked into our house one day and
announced, “This house looks just like Sharper Image.” Sadly, Sharper Image
went bankrupt when it became clear that we Boomers already bought every
single gadget they’d ever offered.

Not only have we been uber-consumers, we have made massive use of credit
and are still paying for it. |like to tell people that the difference between my
generation and my parents is that when my folks needed a new refrigerator, ({the
operative word being “needed,”) they saved for it, then bought one. When my
generation wanted (operative word, “wanted,”) one, we put it on credit, had it
delivered instantly, and paid for it for years afterward. This over-reliance on
credit has threatened our future security. We are seeing the terrible effects of that
right now.

We're products of the “immediate now” and the paper-plate generation. We are
used to getting what we want instantly; we thrived on instant gratification. More
importantly, we always tossed out what was worn or broken, because it always
cost less to just get a new one. Recently, | think, we’ve made the connection to
ourselves, just like our vintage goods, we're older, but not useless, and perhaps
even more valuable because of our age and experience.

Let’s look at other issues facing Boomers. We haven't done a very good job of
teaching our children to be fiscally responsible, otherwise why would they wind
up back in our spare bedroom with three kids, a dog and no job? I maintain that
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children have little boomerangs on their behinds when they are born. We hurl
them out into the world and someday, they return to us, with-more problems for
us to solve and more need for financial support. Add to that the fact that many
of us are caring for our aging parents, either physically or financially or both.
These circumstances strain our already limited resources earmarked for
retirement.

The economic typhoon of the last year has seriously damagéd Boomer portfolios
and even the gurus in Washington and on Wall Street have no clue how long
recovery may take. Although the risks of outliving one’s assets are present in
any economic climate, the current crisis has unquestionably heightened those
fears and caused professional advisors and their academic colleagues like
myself to review how our investment strategies correlate with system risk in the
marketplace.

2. DE-CUMULATION - FINANCIAL RISKS BOOMERS FACE IN A SEVERE
MARKET DOWNTURN

This new phase of life; that is, the withdrawal of funds for living expenses, moves
Boomers into their financial *de-cumulation” phase. As planners, we recognize
that “de-cumulation” is not just about withdrawing money, it's about how and
when you will withdraw, and how you can structure your portfolio to last your
lifetime. | call that making the peanut butter and jelly last to the end of the
sandwich. De—cbmulation also includes making lifestyle changes and
considering alternatives that may naturally come with the “next phase” choices.

This de~cumulation phase as certainly required financial planners to address
more questions from their clients than ever before, given the frillions of dollars in
paper losses — and depending on their phase of retirement, real losses — in their
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accounts. It has also caused us, as professionals, to re-examine our client’s
understanding of market volatility and the true meaning of risk.

As a result of this perfect storm in the marketplace, our Boomer clients are
asking us more questions than ever before. But the same basic principles that
planners use in retirement planning remain unchanged in working with Boomers.
For one, Boomers have an unrealistic view of their own mortality. Many Boomers
say they don't intend to live into their 90s. My partner and husband Harold
always tells his clients who say this: “Go ahead, die; make my day. What keepé
me up nights (and ought to keep you awake) is that you will outlive your assets.”
The 2000 mortality tables suggest that a couple 65 years old would have a 95%
chance of one of them living to age 91. If that's not sobering enough, we have
begun “squaring” the mortality curve, so that we living more active and heatthier
lives for much longer. We have enjoyed better healthcare than our parents and
medical advances have helped improve our quality of life. Our generation is
living an extended middle age. Forty is the new 60, as they say. The good
news is that we are living longer; the bad news is that we're living longer and
need to figure out how to pay for it. And with the uncertainty of today’s
economic crisis, the question is hitting home with Boomers who are still years
away from retirement.

Additionally, Boomers face far more daunting financial issues such as family
obligations, healthcare, housing, and probably the most critical, inflation.

The events of the past two years has devastated Boomers’ plans toward a
successful retirement. The recent housing crisis has considerably reduced the
value of Boomer homes and in some cases has resulted in over-leveraged and
underwater assets. Many Boomers expected to follow in their parents footsteps
by using the built-up equity in their homes to help fund their retirement years.
This strategy has been seriously damaged.



70

Our migration in the last three decades from defined benefits plans to defined
contribution plans have continually eroded the income stream “pension” concept.
Behaviorally, Americans are dominated by the “paycheck syndrome,” quite reliant
upon receiving period payments to care for the monthly expenses. They simply
do not have the education or the emotional security to turn their portfolios in to
inflation-proofed income streams. The financial impact of these issues is the risk
of outliving their assets. As i've noted, we are likely to live much longer than our
parents. Even better, we're likely to stay vibrant and healthy longer. However; a
long healthy retirement means more time to spend money. Our retirement
resources need to be managed wisely.

The most common “solution” is to search for a “safe” investment, yet most
retirees believe that a safe retirement portfolio should be 100% in bonds,
reasoning that only fixed income vehicles can generate the income they need
post-retirement. Our paycheck mentality demands that we try to replicate our
periodic payment methods at retirement. It's a concept we are used to.

" Unfortunately the focus on bonds confuses certainty with safety. The payment on
bonds is certain but it's certainly not safe, especially in terms of purchasing
power. One of the biggest risk exposures is inflation. Can anyone name a major
purchase that is cheaper today than it was 10 years ago? Certainly not; inflation
ensures that prices go up, not down. Over the long haul, even a modest infiation
rate can substaritially erode future purchasing power. Bonds do not protect a
portfolio against inflation.

The fact is Boomers don't need income at retirement; we need real cash flow;
that is, an income stream that grows regularly with the inflation rate.

Other product-centric alternatives are offered as a “one shoe fits all’ solution;
unfortunately, there is no single “safe” investment product that can guarantee
long term financial success. As a professional financial planner 1 am obviously
biased; however, that does not negate the truth of my belief. Namely, investment
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safety is based on good strategic, long term financial planning, one that focuses
on an investment portfolio’s net-net-net total return — after expenses, after taxes
and after inflation; not fixed interest payments.

3. BOOMER SOLUTIONS

Boomers are nothing if not resourceful, inventive and creative. While planners
have figured out that it is getting harder to make the peanut butter and jelly last to
the end of the sandwich, Boomers have concluded that we aren't ready to make
that sandwich just yet. So, in the quintessential Boomer style, we have
reinvented retirement. We aren't planning to sit on the porch in the rocker until
we drop dead. We aren’t going to play golf until we can’t see the ball anymore.
We are going to work at something we would love to do. Those of us who can
will assume leadership roles, in government, in teaching, in counseling and
consulting. We'll work on public policy such as older-worker rights or we’ll find

- creative jobs like florists or event planners. We will work but it will be a positive
action, not a forced reaction to lack of resources (even if that's true.)

The 2007 Annual Gallup Personal Finance Poll discovered that 78% of the
people surveyed will continue to work. What is unclear is whether they will stay
in their current jobs or move into lower—payihg but more personally satisfying
ones. | believe that the current economic crisis may have them planning to stay
a few years longer (if they have the option) but then pursuing more personally
satisfying work that, quite frankly, will seem less like work and more like the
fulfillment of a dream. We have been seeing this trend in our practice recently.
Of course, for many Boomers, there may be fewer work opportunities and less
flexibility in their choices. Unfortunately, with the neither myriad of financial risks
facing us, neither working longer nor simplistic “safe” product solutions are likely
to be a total solution to funding our retirement.
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The solution is to design a totai return portfolio, one that focuses on the return
and not fixed interest payments. As planners, we can then help our clients
implement a more flexible strategy by diversifying assets to generate higher
investment returns over the long-term, and protect ourselves against inflation and
the real risk of outliving our assets.

4, SOLUTIONS

Truthfully, | am not comfortable with the word “retirement.” Few Boomers do. '
From a positive standpoint, we are entering our “next phase.” As a country, we
need to keep the positive spin, encourage our Boomers to plan that next phase
with the independent advice of a financial planner who will holistically examine
their lives, not just their investment issues.

| recognize that a'II of these issues are complex. However, | believe that if you
_ recognize the fundamental nature of the problems we Boomers face you will
arrive at the right solutions to empower us to help ourselves.

As a professional adviser, the common recommendations we make to our

Boomer clients are:

o Acknowledge reality. Don't focus on how much you were worth yesterday.
Begin you ptanning with a realistic appraisal of your financial position today.

e Plan your future holistically and with care. Do not look for simpie solutions
and adopt rules-of-thumb.

« Continue to invest in your 401k, even if your employer is no longer making
matching contributions.

 Utilize any available “catch-up” provisions that may allow you to put more
money away for your future.

o In your planning, recognize that you have no control over investment markets;
however, you do have significant control over expenses and taxes and
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minimizing those costs may make the difference between a penurious and a
pleasant retirement.

+ Recognize that investment market returns historically have been relatively
modest and do not come in smooth patterns. Don’t count on winning the
lottery, plan accordingly. Base your expected investment returns on realistic
forward looking market returns.

¢ Remember, all you can really count on is what you have earned after
expenses, after taxes and net of inflation.

* Seek competent financial planning assistance. Do your due diligence to
insure that the advisor you select has the education, experience and
resources appropriate to your unique needs.

+ Insist that your advisor acknowledge in writing that he or she will place your
interest first and will clearly disclose all significant conflicts of interest.

My suggestions for actions that this legisiative body might take to ensure that as
many Boomers as possible can enjoy a satisfying retirement include:

* Use the prestige and visibility of the federal government to remind the
financial services industry of its responsibilities to its clients.

+ Insure that ALL financial advice offered to investors be based on fiduciary
principals; i.e., the simple and equitable concept that recommendation will be
made based on the best interest of the client, that conflicts of interest will be
minimize and that any remaining conflicts be clearly disclosed.

* As in the case with ERISA, hold all professionals who provide advice to
retirees to that fiduciary standard.

* When developing plans and solutions for us, remember we are Boomers, not
Senior Citizens.

» Encourage the offering of financial education for retirees that will focus on
financial planning as a process, not one that promotes product-centric

solutions.
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+ Help us help ourselves. Do not restrict our ability to continue to participate in
an active way in our economy. Revisit legislation that makes it difficult or
impossible for us to continue working into our 70s or possibly 80s.

s Again, acknowledging my bias as an academic, fund résearch directly related
to developing improvements in and solutions for Boomer retirement income
funding. Examples would include the impact of expenses and taxes on
sustainable withdrawals and the efficacy and use of immediate annuities and

longevity insurance in retirement planning.

CONCLUSION

Mr. Chairman, and ranking Member Martinez, | thank you for addressing a topic
so important to the investing public and Boomers such as myself. As you well
know, the financial services industry represents billions of dollars of economic .
clout. Notwithstanding the recent anger and frustration with Wall Street, it can
well afford to provide professional and sophisticated representation for its
interests before Congress. Although in some ways | suppose financial planners
are part of the financial services industry, my professional affiliations are with
organizations that identify more closely with the public's interest, not those of
Wall Street. That's why |, along with my academic and professional colleagues
and the investing public are pleased that you, the true representatives of the
public interest, are taking the time to consider the issues related to securing a
good retirement in these volatile economic times. | am confident that your
collective wisdom will result in actions that will benefit us ail. Once again, thank

you. | am happy to respond to any queétions.
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The CHAIRMAN. Thank you very much, Mrs. Katz.

We turn now to Senator Martinez for questions.

Senator MARTINEZ. Mr. Chairman, thank you very, very much. I
want to thank you for convening this hearing, and I'm pleased that
I had a part in it as well, because I think this is a very timely and
important topic, and one that I think cuts across Republican, Dem-
ocrat, Floridian, or Ohioan—this is really an American issue that
has hit at the real core, and at the heart of what is happening to
our country today.

Ms. Cook, I'd just like to begin with you, and first of all to—my
heart goes out to you for all of the concerns and problems that you
and your family have had. I am most intrigued as to whether or
not you have pursued your Social Security Disability appeal, be-
cause there’s a timeframe for that, and I do think that you may
have a very valid case, there, so I want to make sure you don’t lose
your—I used to be a lawyer, you know? I can’t help myself but
want to be lawyering here for you.

Ms. Cook. Thank you, I appreciate that.

Yes, in fact, I am appealing the decision. But I was told that this
is rule of thumb, everybody’s denied.

Senator MARTINEZ. Right. Are you having—do you have some
help in doing this? I mean, are you—

Ms. CooK. Yes, I have a—I have a counsel, yes sir. Thank you.

Senator MARTINEZ. OK, very good.

Beyond that, I hope that all of your different issues sort them-
selves out, but I think your problems are emblematic of what our
generation is going through. So, I think it’s very, very opportune
that you would be here with us today, and thank you for sharing
your personal problems with us, and with the nation. I think it’s
important that we hear stories like yours, so that we might better
deal with the problems of so many others who are here, not speak-
ing directly, but speaking through you. So, thank you.

Ms. Cook. Thank you. I really think that I'm here speaking for
a lot of the seniors that are out there. Thank you.

Senator MARTINEZ. You know, I'm not accustomed to thinking of
myself as a senior, I think of myself as a boomer, but anyway, I
think that the two may be about to—

Ms. COOK. I think so.

Senator MARTINEZ [continuing]. Coincide here, pretty good.

Mr. Baker, I want to talk to you about housing, and your
thoughts on the housing situation. I thought—I was very intrigued
by your analysis that there is a wealth transfer taking place, here,
I really hadn’t thought of it in those terms, and I'm not sure I fully
agree with you, but I think it’s an interesting thought that perhaps
there is a wealth transfer taking place.

What I wanted to ask is, since you were one of those who were
forecasting a bubble while many of us were being convinced by so
many others that that wouldn’t happen, what is your forecast now
as to how we might evolve out of the current depression in housing
prices, into a more normal market?

Mr. BAKER. Well, Senator, first let me just say that if I got you.
to re-think your view of housing, my trip here was very much
worthwhile. But, in terms of where we're going, 'm very concerned
that, basically was, looking at—with the housing bubble and how
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I recognized it—was that we’d had a long pattern where house
prices had just more or less kept even with the rate of inflation.
We had a sharp divergence from that, beginning in the mid-nine-
ties, and it peaked in 2006 with house prices more than 70 percent
above the overall trend level.

Now, we're about to fall back at the current rate of house price
decline, we’ll be back at the trend level, probably at about the mid-
dle of this year. House prices are now falling extremely rapidly—
more than 20 percent at an annual rate, in most recent data.

My concern is that we’ll overshoot. So, instead of just getting
back to where we might think house prices should be—and not that
we know exactly where that is, but roughly where they should be—
house prices will continue to fall, which is going to dampen the
economy, and further drag on the economy, certainly further drag
on the situation of baby boomers as they prepare for retirement,
and could cause the downtrend to last much, much longer than
would otherwise be the case.

My concern—I don’t think you want to get extensively in housing
policy—my concern is that there’s been a failure to focus on trying
to shore up prices where you can do it, where the bubble has al-
ready deflated, as opposed to, in effect, throwing good money after
bad, trying to shore up prices everywhere, including markets where
the bubble has not yet fully deflated. )

Senator MARTINEZ. So, your view is that it should be more tar-
geted assistance?

Mr. BAKER. Exactly. So, you have many markets where you could
say that there either was not a bubble, or whatever was there has
since deflated. There, I think, it makes sense to try to do what we
can to shore up prices. Other markets where you still have a long
way to go, youre just throwing your money away.

Senator MARTINEZ. So, a targeted approach?

Mr. BAKER. Exactly.

Senator MARTINEZ. To where to help, as opposed to helping ev-
erywhere in the country?

Mr. BAKER. Exactly.

Senator MARTINEZ. That’s politically difficult to do.

Mr. BAKER. I understand. ,

Senator MARTINEZ. Yeah.

Mr. BAKER. I'm just an economist.

Senator MARTINEZ. I understand. [Laughter.]

Mr. Salazar, I'm so pleased to see you again, and I'm again very
proud of the work that you're doing. I just wanted to ask whether
you could share with us, beyond what you told us during your testi-
mony, any strategies that you think could be employed.

As we look at what Mr. Baker said, and that wealth transfer tak-
ing place, the obvious need, as others have testified, for folks to be
dependent, really almost solely on their Social Security, extending
the work life may become a total necessity. Have you confronted
issues that we, perhaps, ought to be addressing from a legislative
standpoint, while allowing folks to continue to work longer, without

_receiving penalties until their Social Security entitlement, benefits,
and things of that nature?

Mr. SaLazaR. That would be an obvious benefit, of course, Sen-
ator.
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The areas that we focused on, in trying to promote changes, have
centered around the area of retraining individuals. We have the op-
portunity to work with individuals who fall at 125 percent of the
poverty level. So, for example, the poverty level for an individual—
a single individual—is $10,000. Anyone making less than $12,500
is eligible for our program.

They come to us with many barriers. Obviously, with age we
have some challenges ahead of us, and some of those are lack of
finances, obviously, but lack of training, and retraining, to go into
an adequate job. Transportation is an issue, supportive services is
an issue. We're working with individuals who were trained in a dif-
ferent economy, and this is a different kind of world that we live
in today that we need to prepare them for. So those are the kind
of things that we're centered around, is providing those kinds of
supports, so they can be self-sufficient.

I was looking last night at some of the kinds of things that we
do with individuals who, in our program, working probably up to
20 hours per week at minimum wage, making the transition, and
I was looking at Milwaukee as an example. There, individuals
going through our program, where they were provided the oppor-
tunity to have supports, to have retraining, to prepare them to do
something differently, were drivers.

There was an individual, George Taylor, who was with J.C. Trip-
lett Moving, he’s a driver today, making $11 an hour. James Jones
at Arbor Gardens, in Milwaukee, making $11 an hour. We have
Jane Jankowki, Milwaukee Security Detention Facility, who is a
Program Assistant there, making $13 an hour, and Adolfo Villaral,
who’s with Raul’s Construction, who is making $12 per hour. These
are individuals who were making the minimum wage, before, of
$6.55, who have been given the opportunity to go out and get full-
time employment so they have additional income.

What we provide is up to, usually, between 15 to 20 hours per
week, and it’s a short-term program. It used to be long-term for in-
dividuals, and that was changed. If that’s changed, we need to pre-
pare them to be successful, once they’re exited the program because
of a term limitation, in terms of how long they can be in the pro-
gram. But, to provide support for individuals to continue their life
in a productive way is what we’re attempting to do with those
kinds of supports.

Senator MARTINEZ. Mr. Chairman, my time is up.

Thank you.

The CHAIRMAN. Thank you, Senator Martinez.

Senator Gillibrand.

Senator GILLIBRAND. Thank you, Mr. Chairman, for holding this
hearing. This could not be more timely.

Thank you, all of you, for coming to testify before our Committee.

I've spent the last few weeks traveling around New York State.
When I've met with my seniors, their concerns are overwhelming.
They’re very worried about being able to afford their retirement.
They are very worried about their savings—should they have any—
that they’ve declined so rapidly, that they feel enormous economic
insecurity, and financial insecurity.

I want to talk a little bit about some of the issues that you've
brought up on the 401Ks. I understand the issues that you've
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raised about the target date and the need for regulation. So, I'd
like to hear what kind of regulation you think would be most effec-
tive.

Second, some of the seniors I've spoken to have said that their
401Ks have required draw-downs. I know that’s something that we
were looking at through the Fed, to adjust that, that they dont
have to draw down. Because if their portfolio has been declined by
over 30 percent, now is not the time, necessarily, to draw down,
when those stock prices are so reduced.

Third, I wanted to talk a little bit about commercials that you
see on television where you have these organizations that are offer-
ing services that say, “If you have a paid settlement or an annuity,
it’s your money, get your cash now.” Those are very appealing ads
to many members of my community, because they have such a fi-
nancial need, currently, and they’re willing to cash in those annu-
ities or those paid settlements, but those companies are taking an
enormous cut into the value of those annuities. In some respects,
they may well be inappropriate, or really taking advantage of our
seniors. So I want your thoughts on that.

Then the last issue on the financial issues is, we had a hearing
in my former district in upstate New York that Congresswoman
Carolyn Maloney, who’s the subcommittee chairwoman on the Fi-
nancial Services Committee on the House side, about seniors being
taken advantage of through credit card advertisements.

I heard the worst stories of seniors who were, you know, encour-
aged to take out a credit card, and they would buy, you know, a
television for maybe $300. Then because they couldn’t make the
payments regularly enough, or fell behind, those payments, and the
requirements—because of the fees—they would be paying over
$1,000 in fees, for one $300 purchase.

So, I have very grave concerns about that, and we did pass some
legislation to begin to address it, but I'd like your thoughts on
whether that legislation has taken care of that problem, or if that
problem still exists. To whomever wants to take those questions.

Mr. SALISBURY. I’d start, Senator, on a couple of your points, not
all of them.

On the issue of commercials and settlement agencies, that is
something that has been out there, and to your point, has proven
attractive to individuals. I just use an example from the retirement
income system more broadly, defined benefit pension plans, those
like Federal employees receive that only pay life income annuities’,
they do not offer single-sum distributions.

Over half of private defined benefit plans now offer single-sum
distributions as an alternative to annuity income, and when that
offer is given, on average, 95 percent choose the single sum dis-
tribution, only 5 percent choose the life income annuity.

If one looks at the most recent trend in defined benefit plans, it
was announced last week that Coca-Cola had followed this, shifting
from a so-called “traditional” defined benefit plan to a hybrid cash
balance plan, that now accounts for about 30 percent of the private
defined benefit plans that are covered by the Pension Benefit Guar-
anty Corporation. Almost all of those plans offer single-sum dis-
tributions, and out of those plans, again, more than 95 percent of



79

participants take the single sum; only less than 5 percent take a
life-income annuity.

Finally, if you look at it vis-a-vis 401K plans, only about 20 per-
cent of defined contribution plans even offer an annuity option, but
like the Federal Thrift Plan, where they do have extensive num-
bers, less than 1 percent of those given the choice of a life-income
annuity or a single-sum distribution take the life-income annuity.

So, the settlement issue, and why people are driven there, is very
symptomatic of designs and behavior in most of the population, re-
gardless of age. So, I think your regulatory issue on that is the
need to make sure there is not fraud, and there’s proper pricing.

But as long as that market is there, what we know from retiree
behavior, coming out of the retirement system, if you give people
a way to take all of the money right now, as opposed to spreading
it over a lifetime, what we know from the hard research, is that
will most always do that.

It goes back to Social Security, why it is an annuity-only, COLA
annuity. During the debates of the past, if individuals out of Social
Security were given the ability, the choice, the data says they
would take the single sum.

Senator GILLIBRAND. Mr. Chairman, may I just ask one follow-
up on that line?

If you were going to propose regulation, what would it be, and
would you ever recommend there be an alternative—some kind of
not-for-profit organization, or some kind of government-led organi-
zation, that is in the seniors’ interest, and can offer very little over-
head fee for that payout? Some competition, as it were, in the mar-
ket of being able to give those funds in a lump sum? Would you
recommend that? I'd like your thoughts.

Mr. SALISBURY. Well, there is regulation in that area, there is
competition in that area. The regulation tends to be somewhat lim-
ited. I think that, again, it may need to be increased vis-a-vis fraud
in advertising.

On the retirement side, I think this is an issue—I first testified
before this Committee and the late Senator John Heinz on this
topic in 1981, of annuities versus single-sum distributions. That be-
comes, frankly, you either mandate annuitization if you want peo-
ple to have life income security or they will not make that choice.

Senator GILLIBRAND. I guess I want you to address the current
practice. If these companies are taking 20 percent or 30 percent of
the value of that annuity in exchange for the lump-sum cash pay-
ment, do you think there should be competition in the system that
might only take 2 percent or 3 percent as a fair overhead of the
transaction cost?

Mr. SALISBURY. Ideally, absolutely, yes.

Ms. KENNELLY. Senator? Senator?

The CHAIRMAN. Ms. Kennelly.

Ms. KENNELLY. I can remember when I first went to Congress,
employees had defined benefit pension plans. Then came the 401K
plans, and I remember being on Ways and Means, and addressing
the issues raised by those changes. When you talk about annuities,
they’re not necessarily wise choices for everyone.

The reason I'm sitting here today is we have one solid rock, and
that’s Social Security. The beauty of Social Security is you can’t
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out-live it, and it’s adjusted for inflation. So, we should have all of
these private products, no doubt about it, if you want as a supple-
ment. But the main thing is to keep the rock, Social Security.

The CHAIRMAN. Ms. Katz.

Ms. KaTz. All of the things that you've asked about have really
one common thread, and that is that our seniors at—frankly, the
American public—are not really well-educated about their financial
lives. So when they get desperate, they make the wrong choices.
Leaving an annuity or an income stream for a lump sum is appeal-
ing because they have some control over it, but they don’t know
what to do with it.

So, when we talk about legislation, I think we need to talk about
the inherent issue, is most people are not educated to their own fi-
nancial life. They do not know how to handle a lump sum. We've
made proposals to even make changes to Social Security, which is
a serious issue, of letting people handle their own situation. So,
we’re just creating more and more opportunity for them to make
bigger mistakes.

We need to tighten up all of those things with legislation, so that
they cannot make these mistakes, and we need to educate them,
starting at a much earlier age then when they start retirement
years.

Senator GILLIBRAND. Many folks believe you should start edu-
cating children in the earliest years, so that they understand what
financial health is, at a very young age.

Ms. KATZ. Absolutely.

Mr. BAKER. Just very quickly, I think the situation you're de-
scribing—because there’s both the issue about people getting—re- --
placing annuity with a lump sum, but also, I think the question
you specifically asked about the fees involved. I think there of a sit-
uation that’s very analogous to what we just saw with the mort-
gage chaos the last few years, is that it’s very easy for a sophisti-
cated person to come in there, and take advantage of someone
who’s not engaged in these transactions on a daily basis, and I
think there, there really is a role for the government to regulate
this, to make it very-difficult—we’re not going to make it illegal for
someone to take their annuity and take a lump sum, but I think
it’s important to say that we have standardized contracts, and
make it very difficult for someone to go outside that, so it’s an un-
friendly legal environment for those who might try and take advan-
tage of people that way.

One other point, just very quickly, the issue of draw-downs from
retirement funds I think has been misrepresented. I was testifying
yesterday and the gentleman from the Investment Institute agreed
with me on this, that there are very few people who reach age 70
and have their whole fund invested in equities.

So, the idea that someone’s going to have to sell their stock and
lock in a really big loss, that’s almost inconceivable. I mean, there
may be a few people in that situation, but almost everyone’s going
to have enough money in their account at that age, in a money
fillnd or a bond fund that they could make their withdrawal from
that.

Now there’s a separate issue, do you want to force withdrawals?
That’s a separate issue that Congress should reasonably consider.
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But the idea that you’re forcing someone to lock in a loss, that real-
ly isn’t a plausible scenario.

Senator GILLIBRAND. What’s your opinion with regard to the last
point you just made? About forcing people to draw down or not?

Mr. BAKER. Well, there is an issue, you may change the timing
on that, given increased life expectancies. I mean, I wouldn’t con-
sider that a top priority, but obviously as we go through the years,
and we project, and certainly, hopefully will see increasing life ex-
pectancy, we may want to change the timing on that, that’ a rea-
sonable thing, certainly, for Congress to consider.

The CHAIRMAN. Thank you very much.

Ms. Kennelly, listening to you talk about Social Security this
morning, I am led to wonder whether or not you were a strong sup-
port?er of President Bush’s thoughts about privatizing Social Secu-
rity?

No?

Ms. KENNELLY. Senator, you know I wasn’t. [Laughter.]

The CHAIRMAN. But, you talk about it, in terms of how important
it is, and maybe all of you, how important Social Security and
Medicare is.

You know, President Obama is talking about the need to reform
the entitlements, and I—while he hasn’t been specific, he hasn’t
talked about expanding the benefit, he’s talking about the hard
choices that we have to look forward to. What are some of your
thoughts on that?

Ms. KENNELLY. Well, Senator, I—look, I've been around a long
time, and I know that we have a long-term problem with Social Se-
curity. I was on the Ways and Means Committee in 1983 when we
reformed it the last time. We took some very hard votes. You know,
I voted to increase the payroll tax, increase the retirement age. I
wonder how I got reelected. But the fact of the matter is Social Se-
curity still is the basic retirement system for the United States of
America.

What I really have great worries about, is this idea of a fast-
track Commission to look at entitlements.

Now, last night the President made it very clear that the real cri-
sis we have in this country is healthcare. But is there a long-term
gap in Social Security? Yes. We have a shortfall. But I would hate
to see a Commission produce legislation that is on fast track with
no amendments, permitted. I think the Committees—Ways and
Means, Finance—they've got the expertise to do a reform bill
through regular order. You could have the debates, and the public
could understand what we have to do.

Do we have to make sacrifices? Of course we do. But, there isn’t
a lot of room to cut Social Security. When you think about it, Sen-
ator, two-thirds of those people who collect Social Security—that’s
half their income, half their income. For twenty percent—20 per-
cent—Social Security is all they've got. I saw a statistic recently,
African-Americans—40 percent of those collecting Social Security—
that’s all they’ve got.

But I think we have to understand, the very reasons that Frank-
lin Deleanor Roosevelt created Social Security are still there. When
you get old, the paycheck stops. That’s it. Jeanine was talking
about helping her children—life can get tough. But if you have So-
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cial Security, at least you have something. Any nation worth its
salt has a Social Security program that’s much more robust than
the one we have.

So I would urge the President to be very careful. He’s got to do
healthcare reform, it’'s going to be the toughest thing elected offi-
cials are going to have to deal with. But, you know, be careful with
Social Security, because it’s the basis of our retirement system.

The CHAIRMAN. How so is the Medicare benefit any less impor-
tant to seniors than a Social Security benefit? Aren’t they on a par,
almost?

Ms. KENNELLY. Well, of course they are. But the point is that—

The CHAIRMAN. No, I'm bringing this up by way of asking your
opinion on that entitlement program, in terms of its cost, and the
President’s discussion about having to reform that program, as well
as Social Security.

Ms. KENNELLY. No, you’ve heard how passionate I am about So-
cial Security, because I feel it’s a necessity. Medicare is in crisis,
there’s no doubt about it, just like the whole healthcare system is
in crisis.

What I'm scared to death, about Senator, is that we’re going to
try to look just at Medicare, not at the whole healthcare system.
Right now, the only ones that have a universal healthcare system
are those 65 and older. We’ve got to keep that in. place.

I came from Hartford, CT. I can remember when those insurance
companies didn’t want to touch people over 65. But once you put
them in a pool, and spread the risk, it was OK.

So, I'm delighted to hear the President and his people want to
look at healthcare, because they’ve got to look at it together—Medi-
care, and the whole healthcare system. Because I will tell you
something, Senator—if they can fix healthcare, then half the cost
of Medicare will disappear. We'll be OK because what’s left of the
long-term funding problems will be easier to fix.

The CHAIRMAN. Any comments from the rest of the panel on
Medicare and Social Security?

Mr. Baker.

Mr. BAKER. Yeah, just very quickly—I would say in the case of
Medicare—and I was very happy to see that President Obama, I
think, has said exactly this, that the problem with Medicare is the
problem with healthcare. That our healthcare costs on a per-person
basis are about twice those for other nations—Canada, Germany,
whoever you throw in there—and they’re projected to keep growing,
relative to-the rest of the world. This is a problem for the economy
as a whole. _

One of the reasons General Motors is coming to us—coming to
the government for help is its healthcare costs. They did a back of
the envelope calculation, if we had the same per-person healthcare
costs as Canada—everything else exactly the same, but just paid
the same per-person healthcare costs—General Motors, over the
last 10 years, would have $22 billion more than it does today.

Healthcare is going to devastate our economy, even if we got rid
of Medicare and Social Security. So, the priority has to be to fix
healthcare. If we fix healthcare—not to say Medicare won’t be an
issue—but it will be a much more minor issue, it will be a workable
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issue. If we don’t fix healthcare, there’s nothing we can do to fix
Medicare.

The CHAIRMAN. Mr. Salisbury.

Mr. SALISBURY. Senator, I'd add a point on that, which is that
with the dramatic decline in what private employers have provided
as supplemental medical coverage for individual populations, Medi-
care becomes even more important with the accounting standards
that have just gone into place for State and local governments for
retiree medical benefits. For the very first time they’re having to
deal with the long-term costs of the commitments that they have
made. We expect that you will begin to see State and local govern-
ments back away from the retiree medical promises that they've
made in the past, for at least new hires and those not yet retired,
even if they honor those promises for current public sector retirees.

As you know, in the last budget that President Bush submitted
to this Congress he had proposed for even Federal workers that the
eligibility for retiree medical upon Federal retirement be based on
tenures of work immediately before retiring, as opposed to the cur-
rent provision of 5 years. Were that to be done in the context of
this, that would affect the Federal workforce.

So, essentially what we’re seeing through the voluntary system
is a cutting back in a way that essentially, with each and every
year, is making Medicare even more important to a larger propor-
tion of the seniors in our population.

If you then take a point that the Congresswoman made, which
is so compelling to me, that the Part B and Part D expenses of
Medicare, which currently absorb about 19 percent of the average
Social Security beneficiary’s Social Security income, one currently
projected to go to 50 percent of the average Social Security income
by 2025. That frankly is using a health inflation assumption that
is about 40 percent less than what is actually occurring in the
economy.

So, our estimate is that if health costs are not somehow brought
under control by 2025, the proportion is likely to be closer to 70
percent, as opposed to 20 percent.

As someone whose mother at 93 is now dependent for all of her
income on Social Security and the size of the payment she is mak-
ing for health insurance. The concept of the Medicare payment pro-
portion of her Social Security income continuing to climb is con-
cerning.

There will be inter-family transfers to make sure Mom’s fine, but
for the overall population, to reemphasize Deena’s point, figuring
out a way to bend the cost curve on future medical expense is abso-
lutely essential to the long-term security of Social Security, and for
Social Security income to be enough for anyone—even at the very
high replacement levels—meaning lower income individuals. If you
don’t solve the health cost problem, then Social Security will have
more and more retirees facing poverty-level income in retirement.

The CHAIRMAN. How important is it to do everything we can, leg-
islatively, and offering inducements to employers, as well as indi-
vidual retirees to continue in the workforce after age 65?

Mr. SALISBURY. I personally think that it is essential—one of the
points that was made by Deena is that in our surveys, individ-
vals—she hadn’t mentioned our surveys, but I will—what we know
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is that individuals dramatically underestimate how long they will
live today.

My mom and dad were born in the teens, meaning 1913, and
1916. My father lived to one month short of age 94, and my mother
is 93 and doing quite well from a health perspective. That means
I should expect to live to 105 to 108. Most individuals today believe
that even if they retire in their early sixties, they will only be alive
for 20 years. Which means everybody assumes they won’t make it
to average life expectancy.

Why don’t they take a life income annuity? Because they think
a cash sum distribution is a better deal, because I'm going to die
young. You then add all of this together, working an extra 2 or 3
or 4 years, and with the current economy, my wife has told me to
plan on at least 5 to 6. I'm turning 60, so I’ve said, “OK, TI'll go to
66, and that’s full Social Security eligibility.”

But, I think for everybody, if one has the ability to keep working,
physically, the easiest way to deal with what would otherwise be
an adequate retirement income is to work an extra few years, ei-
ther full-time or part-time, and the easiest way to make sure one
can deal with health insurance provision and avoid catastrophic
health problems is to keep working until at least age 65, when
Medicare becomes available.

Mr. BAKER. If T can just very quickly throw in a point on that,
that again, this points out the urgency of healthcare, that obviously
if employers are providing healthcare insurance, it makes them
very reluctant to take on an older employee, because they know
that’s a very large bill.

So, again, if Congress could pass legislation that will bring
healthcare costs more down to reasonable levels, then the prospect
of hiring an older employee will be less burdensome to employers.

The CHAIRMAN. Ms. Katz.

Ms. KENNELLY. Mr. Chairman, as you know, you and I—we are
the models of working longer, and older. But, you have to remem-
ber something. I said in my testimony that the average payment
for Social Security is $13,800—it’s very moderate. What we always
have to remember, and you have to remember as you address this
question, is that if, in fact, you raise the retirement age for Social
Security, you are effectively cutting benefits—especially in an econ-
omy where jobs are scarce.

The CHAIRMAN. Ms. Katz.

Ms. Katz. I think we need to explore, also, partial retirement
benefits, so that people can work on a part-time basis, or even full-
time, and still have access to some of their benefits.

Boomers, as I pointed out before, want to stay vital and active
in the workforce. The fact is, if we all quit, we wouldn’t have
enough people to replace us, anyway. So, we need to take a very
positive view on working, we need to take a look at those arbitrary
restrictions on mandatory retirement. I mean, 65 was an arbitrary
number to begin with. So, we need to take a good long look at this.

Coupled with giving employers some benefits for supporting that
Eealthcare, will also help prop up a lot of the problems that we're

aving.

The CHAIRMAN. You want to say something, Mel?

Senator MARTINEZ. I was going to ask—yes, thank you.
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Ms. Katz, I was going to ask whether—in your financial plan-
ning—you take a different approach with, you know, the baby boom
generation, I guess, spans from those of us at the beginning of it,
at 46 to mid-sixties, 1 guess, right? Are there different challenges
in trying to prepare for retirement, obviously, depending on the age
of the people within that timeframe?

Ms. KaTz. Well, there are, simply because their resources are
being strained from so many different levels. So, one of the things
we do is to encourage people to work longer. But, there are not—
there’s not a lot of flexibility in making those plans, and I think
that’s where legislation can help.

Most boomers that I see are making a life transition. They are
willing to accept working in a less lucrative business, to be able to
have more personal satisfaction, that’s the nature of boomers mov-
ing into the next phase of their life, that’s why we don’t relate to
the word retirement.

So, as a result, we're going to see people working in a lot of other
areas that they haven’t been working in before, for less money,
changing their lifestyle, downsizing, which is why we call it
“decumulation,” it’s not distribution, it’s “decumulating” in a whole
lifestyle.

So, we're talking more about lifestyle choices, and fitting those
into needs and circumstances with boomers than we ever did with
the past generation.

Senator MARTINEZ. Thank you.

The CHAIRMAN. Go ahead, Mr. Salazar.

Mr. SALAZAR. In our experience in providing financial education
to the SCSEP population that we work with, we found that it
makes a huge difference in their lives. I mean, we encounter so
many individuals that are un-banked—that don’t have any kind of
a relationship with a financial institution, and then become very
vulnerable to predators out there. There’s just a huge market that
we encounter that have never opened up an account, anywhere.

The kinds of things that they learned and the situations that
they relate to you, is shocking at times. But it makes a huge dif-
ference in preparing them, to once they’re making an income, to be
able to keep that income and pay for the—for the things that they
have that are necessities in their life, as opposed to giving it away
to somebody who’s just trying to take advantage of them.

The CHAIRMAN. Yes.

As you point out, Ms. Katz, there is a real need for older people
to stay in the workforce. It’s not that we have to find a way to keep
them there even though we don’t need them there—the opposite is
true. That employers need their experience, and their wisdom, and
their willingness to work in a more flexible, part-time arrangement
to run their business. All of the predictions about the future indi-
cate that this is going to be true, isn’t it?

Ms. KaTz. Absolutely. I mean, we don’t have enough people in
the workforce under retirement age to replace us. So, I think that’s
going to be a very big issue.

Having legislation dealing with older workers’ rights, and oppor-
tunities will be very vital in the future. We can’t go away, and sec-
ond, we don’t want to go away. We want to stay active.

The CHAIRMAN. Yes.
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Ms. KaTz. That’s part of why we need to encourage a whole shift
in what we have been looking for in the past.

The CHAIRMAN. There’s a big mental satisfaction in keeping peo-
ple in the workforce beyond 65, to them, isn’t there?

Ms. KaTz. Well, you know what? As planners, we had started out
saying, “You can’t retire. You’re going to have to work longer.”
Boomers would say back to us, “We don’t want to retire. We want
to stay in this. We want to contribute, we have a knowledge base
that can’t be replaced.” So you is us. But give us that opportunity
to be used.
~ So, what they’re doing is putting a positive spin on something

they have to do anyway, and that’s work longer because we need
the resources. But now, we're working longer because we really
want to stay in the economic community. We want to participate.

The CHAIRMAN. Very good.

Mr. SALISBURY. Senator, and even for those that may not be so
thoroughly motivated, this is America Saves Week, and we released
yesterday a survey that we had done with the Consumer Federa-
tion of America, tied to America Saves Week.

One of the things that that new survey data showed, which was
just collected 2 weeks ago, is that the proportion of individuals
who—as a result of the current economic situation—say that they
now intend to work significantly longer, has gone up significantly.

If one’s looking for some potential silver linings out of the cur-
rent situation that we're facing, is it does appear to be serving as
somewhat of a sledgehammer against many people’s realities as to
really thinking through what their savings levels are, how much
they need in the future, and whether they can actually afford to
retire. I think that the good news of that is that as our data has
always suggested, a large proportion of those that retire have done
it, literally, without having made any calculation of what their in-
come or expenses would be.

They hit eligibility, somebody said, “Oh, you're eligible to retire.
Oh, that means I must be able to do it.” They have done it. The
current situation is causing people, from the survey data and be-
havioral data, to at least stop, think, plan, far more thoroughly. So,
I think that is in and of itself going to lead to later retirement
ages, and to far more thorough planning by individuals, relative to
their exit from the workforce.

Since Mr. Bernanke said yesterday that we’re likely to be in a
recession through the balance of 2009, the data suggest that that
extended period is going to cause tens of millions of older Ameri-
cans to very thoroughly reevaluate what their plans were, and
boomers—if you will, Senator—and that that is likely to change
patterns dramatically from what some might have thought as re-
cently as a year or two ago.

The CHAIRMAN. Ms. Katz.

Ms. KaTz. The big problem is, we give people the opportunity to
retire, but we don’t give them the tools to make the decision intel-
ligently. ’'m surprised that, in the Stimulus Package, we didn’t in-
clude some kind of financial planning support for people, because
it’s really what we’re talking about here, at every age. They do not
have the tools to make good decisions about their retirement, so
the forced working is a result of not planning very well earlier, as
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well as a lot of economic downturn that we've suffered in the last
couple of years.

So, legislatively, I would like to see us provide more financial lit-
eracy programs, more education, more tools to retirees, more en-
couragement to seek intelligent, non-biased, fee advice to be able
to make those decisions. More people make—spend more time on
what kind of refrigerator to buy—then what they’re going to do
with their retirement.

The CHAIRMAN. Well, that’s great. This has been a wonderful
panel, I guess I'm moved to say that hearings like this where the
Senators learn an awful lot by listening to the panelists don’t occur
every day, but it’s occurred today. You brought a lot of information
and wisdom to the table, and I think a lot of it’s going to be trans-
lated in action in the months to come.

So, I thank you so much for being here and we thank you all for
being here.

We are adjourned.

[Whereupon, at 12 p.m., the hearing was adjourned.]
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The Institute on Assets and Socaal Poncy is a research institute at the Heller School for Social Pelicy and
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of Seniors™ ), reveals many of challenges facing semars today and provides insight
into the challenges ahead as the Baby and g reach and old
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Chairman Kohl, Ranking Member Martinez, distinguished Members, thank you for the
opportunity to submit this statement for the hearing “Boomer Bust: Securing Retirement in a
Volatile Economy.” My name is Mellody Hobson and I am the President of Ariel Investments,
LLC, a privately owned Chicago-based money management firm with more than $4.4 billion in
assets under management, founded in 1983 by John W. Rogers, Jr. In addition to managing
separate accounts for corporate, public, union and non-profit organizations, Ariel Investments
also serves as the investment adviser to the publicly-traded, no-load Ariel Mutual Funds.

Patience serves as the core of our investment philosophy. Ariel Investments was built around the
belief that patient investors will be rewarded-—that wealth can be created by investing in great
companies, selling at excellent prices whose true value would be realized over time. As such, we
believe our long-term performance is driven by our disciplined and focused approach, our stock
selection across industries where Ariel has proven expertise, our exhaustive investigative
research process and our commitment to investing in quality businesses that are typically
undervalued or ignored.

With the largest generation in American history set to begin retiring, the country is facing a
retirement crisis. Almost half of Americans today have little or nothing saved. The vast
majority have far short of what they will need. Fewer and fewer Americans today have jobs
offering guaranteed pensions and many public and private pension systems are underfunded.
Many pensions affiliated with financially troubled companies are also at risk of collapse, and the
federal agency set up to insure them is severely underfunded.

By most estimates, Social Security is in need of supplement and even under the best of
circumstances is inadequate to funding a secure retirement for working Americans. The typical
retiree lives for 17 years after retiring at 65. The typical retired couple spends more than
$200,000 on health care in their old age. Defined contribution plans (401(k), 403(b), and 453)
were never intended to replace traditional pensions (defined benefit plans) but for more and more
people today, they are the only way of saving for retirement. The problem, however, is that most
people do not save nearly enough and do not manage well the money they have.

These problems are even more extreme among minorities, who have less first-hand experience
with money management than society as a whole. I have provided the results of the 2008 Ariel-
Schwab Black Investor Survey and the Ariel-Schwab Black Paper. At Ariel we have learned that
for middle-class African-Americans, the march toward financial security has been an uphill
journey marked by half steps, pauses and, for some, retreat. Over the last decade, Artel
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Investments and The Charles Schwab Corporation have commissioned annual research
comparing the saving and investing habits of middle- and upper-income Black and White
Americans. The results consistently reveal that Blacks save less than Whites of similar income
levels and are less comfortable with stock investing which impedes wealth building across
generations and contributes to the growing retirement crisis.

The 11th Annual Black Investor Survey shows White Americans have more than twice as much
saved for retirement as Blacks, but finds employers weil positioned to make a difference.
African-Americans are on equal footing with Whites when it comes to accessing and enrolling in
employer-sponsored defined contribution plans, but save far less each month and have a
considerably smaller nest egg than their White counterparts, according to the lith annual
Ariel/Schwab Black Investor Survey. The survey also found that with some help from
employers, all employees, but particularly African-Americans, would be likely to ramp up their
monthly 401(k) savings

This year's survey found that for many younger African-Americans, saving for retirement is
more of a dream than a priority. Both Ariel and Schwab have made a major investment in
financial education for youth. Through Ariel's foundation, the Ariel Education Initiative, the
company supports the Ariel Community Academy, a Chicago public school that integrates
financial literacy into the school's curriculum. Charles Schwab Foundation funds Money
Matters: Make it Count, an after-school financial literacy program with Boys & Girls Clubs of
America,

I thank the Committee again for taking up this important issue, and welcome any questions or
comments you may have.
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Introduction
The Women's Institute for a Secure Retirement {WISER) is a non-profit organization whose
primary mission is financial education — providing women with the crucial skills and
information they need to improve their economic circumstances. As the only organization to
focus exclusively on the unigue financial challenges that women face, WISER supports women'’s
opportunities to secure adequate retirement income through its research, training workshops,

education materials and outreach.

~ We commend the Committee for examining retirement security in our volatile economy. We
are submitting this testimony to ensure that Committee members recognize the significant
financial risks women face. While all of us feel the pain of today’s economic crisis in some way,
it is especially troubling for older women, many of whom are already living on the edge. This
testimony will highlight the challenges women face. We will summarize some of the activities

WISER continues to undertake to help women deal with these challenges.

Background

After a lifetime of caring for others, women face a host of obstacles that jeopardize their
economic security in retirement. Women live longer than men do. They earn less for the same
work. Caregiving responsibilities cause them to spend about nine years out of the job market.

Fewer years at work means that they are less likely to be eligible for employer retirement
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benefits and, combined with lower pay, means smaller Social Security benefits and lower
savings. Older women are much more likely to live alone than older men, which increases the

likelihood of poverty.

Divorce is especially pernicious for women’s financial security in retirement. Most women {and
many lawyers) fail to take the appropriate action during the divorce proceedings to secure their
rights to retirement benefits. What’s more, women who are married less than 10 years are not

eligible for spousal Social Security benefits. The average length of a first marriage is eight years.

Even older women who seem to be financially secure are at risk. Elder financial abuse is a
growth industry and predatory lending costs Americans billions annually. It robs elderly women
of precious assets and puts their home ownership at risk. A Consumers Union study found that
subprime loans are concentrated in geographical areas with higher concentrations of elderly
residents. A high concentration of elderly predicts a higher rate of predatory lending. The face

of the victim is often a “cash poor, house rich” elderly widow.
Here are some eye-opening facts:

e [n 2008, women working full-time earned a median salary of $35,308, compared to $44,668
for men. The disparity is even more dramatic for minority women: $27,535 for black women
and $22,285 for Hispanic women. When women who work part-time are included, the
median income for all working women drops by one-third, to $29,074.

» Only 28% of women over age 65 receive income from pensions or annuities compared to
44% of men. The median annual benefit for women was $4,488. In contrast, the median
benefit for men was $9,600 — more than double the median benefit for women

e The average Social Security benefit for retired women workers in 2007 was $890 a month
compared to $1,171 received by men.

e Women aged 65 and older have a median income of $14,021. This is just 58% of the
$24,323 that retired men receive.

* Women represent 70% of the older population living in poverty.
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The Story Stays the Same

Just this week, an article on the front page of the Walil Street Journal shed light on the elderly as
a class of those who are jobless.” While this may be news to the Wall Street Journal staff, it's
simply more of the same to us. For more than a decade, hundreds of thousands of women in
their 60's have been forced to stay in the workforce because they lack sufficient money to
retire. We have heard from and about women in their 60s, 70s, and even 80s who struggle to
survive on Social Security benefits alone. They’ve lost jobs, had to quit working for health
reasons, or made the mistake of retiring too early. We know of women who have lived out of
their cars — women who once had good-paying and steady jobs. The financial tightrope older
women must walk often drops them into poverty. In fact, one in five women over age 65 live in

poverty today.

You read a lot in the mainstream media about working longer as the solution to drained
retirement savings. But this isn’t a realistic option for many people. A host of reasons prevents
older workers from working: a lack of jobs, poor health, or in the case of many women,
providing care for a spouse, a mother, or mother-in-law. The grim economy will likely make jobs

even harder to come by for older workers.

's Pro ! ¥ ion fo i e
One of WISER’s key initiatives is a program administered cooperatively and funded by the
Administration on Aging—the National Education and Resource Center on Women and
Retirement Planning. The AoA/WISER Resource Center’s primary goal is to educate the most
women we can possibly reach with information that can assist in future retirement planning.

We seek to provide average and low-income women the opportunity to take the first step

toward controlling their financial futures.

The dé-it-yourself nature of retirement preparation has left millions of workers to make

complex decisions. These aren’t just retirement planning decisions; they are life-defining

! Eiderly Emerge as a New Class of Workers - and the lobless. Wall Street Journal, February 23, 2009.
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decisions, and most people aren't prepared to make them. This puts women in the difficult

position of making big decisions while being unable to afford even a small mistake.

WISER’s approach is to bring financial planning back to the basics. Our goal is to help women
make the best decisions they can with the limited resources they may have. We educate them
on the risks of longevity, inflation, and lifestyle changes. We train-trainers who assist women in
their communities. We explain the hard reality of having to adjust living standards to live within

their means and to find resources in their communities that they may not be aware of.

Before the economic crisis, the women we reached were often confounded and intimidated. If
they were following any advice, it was from a coworker or a family member— not the best basis
for making life-defining decisions. Now many are in a state of panic. They want someone to

help guide them to do the right thing.

The Resource Center has directly reached tens of thousands of women through our workshops,
our partners’ workshops and millions with our publications and website. WISER’s strength is
providing women with core financial knowledge that encourages them to make financial and
retirement planning a priority in their lives. We focus on such issues as health and retirement
benefits at work {or the implication of the lack of such benefits), the financial implications of

providing care for children, parents and spouses, and the risks of longevity.

This initiative began in 1996, and now includes many partners—employers, aging and women’s
organizations and community-based groups. We have also worked with other federal agencies,
including the Department of Agriculture’s Caoperative Extension Service, the Department of

Labor, and the Social Security Administration.

Our core message is this: women face unique challenges that threaten their financial security in
retirement. As Congress and the Administration look to find ways to address the impact of the

current economic crisis on older workers, please keep in mind the unique situation of women.
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Thank you for the opportunity to submit written comments on the retirement income
challenges facing the boomer generation. The collapse of the stock market, which lost about 50
percent of its value between June 2007 and mid-February 2009, highlights the fragility of the
American retirement income system.' The destruction of trillions of dollars in retirement account
wealth is forcing millions of boomers in their fifties and sixties to rethink their retirement plans.
Many workers will likely respond to unexpected shortfalls in future retirement income by
delaying retirement. In fact, extending the work life is commonly seen as the key solution to the
retirement financing dilemma. Working longer allows people to receive additional earnings, save
more, accumulate more Social Security and pension credits, and reduce the time over which their
savings must be spread. Simulations show that workers can increase their annual retirement
income by 9 percent on average by working only one additional year (Butrica, Smith, and
Steuerle 2006). Average retirement incomes would grow by 16 percent for low-wage workers.

Many older people with limited education, however, are unable to continue working into
later life. Health problems force many out of the workforce, but even those healthy enough to
keep working are unable to find jobs. They often lack the skills that employers value and the
tools to find available jobs. Congress could improve the economic security of these older aduits
in retirement and in the years leading up to retirement by increasing government-funded
employment and training services.

Financial Hardship among Older Americans with Limited Education

Adults with limited education often struggle to get by at older ages. In 2005, 12.1 percent of men
and 18.9 percent of women age 65 to 69 who did not complete high school were living in
poverty (table 1). By contrast, the poverty rate for college graduates age 65 to 69 was only 0.5
percent for men and.2.5 percent for women. Financial hardship rates for seniors with limited
education are even more pronounced when we consider those near poverty, with household
incomes between 100 percent and 124 percent of the federal poverty level, all of whom struggle
to make ends meet. Among women age 65 to 69, 27.2 percent of those who did not complete
high school lived in households with incomes below 125 percent of the poverty level, compared
with 5.3 percent of college graduates. Yet, even these numbers may understate the number of
older Americans with limited schooling who struggle to get by, because the official poverty
thresholds do not adequately reflect older Americans’ spending needs, including out-of-pocket
medical expenses. Using a better measure of poverty developed by the National Academy of
Sciences (2005) that represents a more current and accurate picture of family resources and
needs pushes the 2005 poverty rate for adults age 65 and older from 9.6 to 15.9 percent,
increasing the estimated number of poor older adults by nearly 60 percent (Zedlewski 2009).

Financial hardship for older adults with limited education is often more serious in the
years leading up to 62, when Social Security retirement benefits become available, than at the
most advanced ages. For example, 18.8 percent of men and 28.0 percent of women age 55 to 61
who did not complete high school had incomes below the official poverty level in 2005 (table 1).
Paverty rates increase steadily for adults who lack high school diplomas as they move through
their fifties. Among those born between 1937 and 1939 who did not complete high school,

' The S&P 500 index fell from 1,539 on June 4, 2007——the all-time high—to 777 on February 19, 2009.
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Table 1. Percentage of Older Adults with Low Incomes, by Age, Gender, and Education, 2005

Men Women

5561 62-64 6569 70-79 80+ 5561 62-64 65-69 70-79 80+

Household Income below the Federal Poverty Level

Alt 6.4 72 44 24 53 9.2 9.8 78 94 1.8
Education
Not high school graduate 188 182 121 106 126 280 238 189 206 249
High school graduate 7.2 7.3 40 29 22 10.3 9.5 6.6 79
Some college 45 39 31 2.7 0.6 5.1 6.6 36 49
4+ years of college 32 4.4 05 09 238 33 23 25 27

Household Income below 125 Percent of the Federal Poverty Level

All 9.2 8.9 8.0 73 9.8 14 126 122 150 209
Education
Not high school graduate 269 214 214 177 203 352 309 272 321 376
High school graduate 9.6 94 8.1 5.1 5.5 123 123 102 126 182
Some college 7.9 5.5 42 59 45 6.4 8.4 6.5 86 110
4+ years of college 4.0 49 1.0 1.7 50 4.2 25 53 4.7 42

Source: Author's calculations based on the 2006 Health and Retirement Study.

poverty rates increased from 23 percent at age 52 to 54 to 31 percent at age 60 to 61, a relative
increase of 36 percent (Johnson and Mermin 2009). Poverty rates for those without a high school
diploma then fell to 24 percent at age 63 to 64 as Social Security retirement benefits became
available, and to 22 percent at age 66 to 68. Poverty rates for college graduates in this birth
cohort did not increase significantly as they approached age 62, however, nor did they decline
after age 62.

Declines in economic well-being in one’s late fifties and early sixties are closely tied to
employment status. Two-fifths of adults working full-time at age 52 to 54 reduce their work
hours before age 62;-one-fourth completely stop working, leaving the labor force directly from
full-time employment; and another one-seventh move to part-time employment before leaving
the labor force (Johnson and Mermin 2009). Financial hardship rates more than quadruple
between age 52 to 54 and age 60 to 61 for workers who exit the labor force early directly from
full-time employment. The consequences are particularly serious for those with limited
education, more than half of whom report incomes below the poverty level at age 60 to 61 (up
from fewer than | in 10 at age 52 to 54).

Many early labor force departures appear to be at least somewhat involuntary. More than
a quarter of those who move directly out of the labor force from full-time employment have been
laid off from a job in their fifties or early sixties, and slightly more than half report having a
health problem that limits their ability to work (Johnson and Mermin 2009). By contrast, fewer
than one in six workers employed full-time through age 62 report any work disabilities.

Older adults with limited education are less likely to work both before and after age 62
than those with more schooling. For example, the 2006 employment rate for men age 65 to 69

57
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was 30.4 percent for those who did not complete high school, 32.5 percent for high school
graduates, and 51.9 percent for college graduates (table 2). Women age 65 to 69 who graduated
from college were about twice as likely to be employed in 2006 as those who did not complete
high schoo! (36.4 percent vs. 17.6 percent). Older adults with limited education are less likely to
work than those with more schooling because many experience health problems, lack the skills
that employers value (Munnell, Sass, and Soto 2006), and worked previously at physically
demanding jobs that are difficult to hold at older ages (Johnson, Mermin, and Resseger 2007).

Table 2, Percentage of Older Adults Who Are Employed, by Age, Gender, and Education, 2006

Men Women
§5-61 6264 6569 70-74 5561 6264 6569 10-74

All 74.7 53.8 38.4 25.8 62.1 43.6 27.7 17.0
Education

Not high school graduate 62.6 345 304 17.3 353 222 17.6 12.0

High school graduate 67.1 51.8 325 238 59.2 44.7 26.8 15.0

Some college 76.6 53.9 384 26.0 66.1 510 32.6 2.7

4+ years of college 83.7 64.7 51.9 36.2 74.7 514 364 22.6

Source: Toder et al. (2008), based on the 2006 Health and Retirement Study.

The Recession Further Reduces Employment for Low-Skilled Older Workers

The recession is hitting older workers hard and further reducing employment for those with
limited education. In January, 1.7 million adults age 55 and older were unemployed, more than
twice as many as in November 2007, just before the recession began (Bureau of Labor Statistics
2009). About 1.3 million adults age 55 to 64 and 373,000 adults age 65 and older were
unemployed. The unemployment rate for adults age 55 to 64 increased to 6.0 percent in January
2009 (figure 1), the highest rate since April 1983. At age 65 and older, the unemployment rate
reached 5.7 percent, a 31-year high. The unemployment rate was lower for women than men,
who are more likely to work in the hard-hit manufacturing and construction sectors.

Last month’s unemployment rate for those age 25 to 54 was 7.7 percent, higher than the
rate at older ages. However, the consequences of job loss are more serious at older ages. Older
workers who are laid off are less likely to get another job than younger people. For example,
among workers laid off between 1981 and 1983, those age 55 to 59 were about 20 percentage
points less likely to become reemployed than those age 40 to 44 (Munneli et al. 2006).
Additionally, older displaced workers who eventually become reemployed suffer a greater loss in
hourly wages than younger displaced workers. A new Connecticut study shows that 58-year-old
displaced workers eamned, on average, 50 percent less on the new job than on their old job,
whereas hourly wages declined by only 20 percent for 40-year-old displaced workers who found
new jobs (Couch, Jolly, and Placzek 2009).



100

Figure 1. Unemployment Rates for Older Adults, Nov. 2007 and Jan. 2009

{ ONov. 2007
BJan. 2009

Age 55 to 64 Age 65 and Oid

Source: Johnson and Mommaerts (2009), from Bureau of Labor Statistics data,
Note: Estmates are nol seasonaly adjusied,

The current recession is hitting older workers harder than past downturns. For example,
12 months into the severe 1981-82 recession——the most recent downturn to have lasted as long
as the current one—the number of unemployed older adults had not increased at all. What's
different this time? Fewer older Americans can afford to retire now. When older workers lose
their jobs today, they tend to stay in the labor force and look for new jobs, instead of dropping
out of the labor force and retiring.

The dismal stock market, which has wiped out trillions of dollars in retirement account
wealth, is part of the reason that many people can no longer afford to retire. Housing prices are
also slumping. The combination of sagging housing prices, collapsing stock values, and a weak
job market is unprecedented in recent decades. During the 198182 recession, the S&P 500
index fell by only 6 percent. And back then, the stock market didn’t affect retirement incomes as
much because many people had traditional defined-benefit pension plans that paid a guaranteed
benefit until death, regardless of what the stock market did. Nearly two-fifths of private wage
and salary workers had traditional pension coverage in 1980 (Bureau of Labor Statistics 2007;
Pension and Welfare Benefits Administration 2001-2002). Today, the coverage rate is down to
about a fifth.

The stock market plunge only accentuates a long-term decline in retirement income
security that keeps older people at work. Other concerns for retirees and near retirees include
declining retiree health insurance coverage, rising out-of-pocket health care costs, and cuts in
Social Security benefits. Social Security’s full retirement age is 66 for people who are now 62,
up from 65 in previous years. People can still collect retirement benefits at age 62, but they must
forfeit 25 percent of their full benefits. Past generations of early retirees only had to forge 20
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percent of their full benefits when they began collecting at 62. Rising Medicare premiums are
taking a bigger bite out of Social Security benefits. And more Social Security benefits will be
subject to federal income tax in the future. because the income thresholds that determine
taxability are not indexed to inflation.

The recession is hitting hardest older people with little education, who can least afford to
retire early. The unemployment rate for men age 55 and older who did not complete high school
increased 6 percentage points since the recession began (figure 2). These men were slightly more
than twice as likely to be unemployed in December 2008 as those with some college education.
The recession has increased the unemployment rate for male college graduates age 55 and older
by only 1.4 percentage points so far. However, the unemployment rate did not increase for
women age 55 and older who did not complete high school, The unemployment rate increased by
2 percentage points for women with at least a high school diploma, roughly the same increase
experienced by their male counterparts.

Figure 2. U ploy Rates by Education, Age 55 and Qlder, Nov. 2007 and Dec. 2008
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Focus on Workforce Development

To improve economic security for older adults with limited education, both before and after they
retire, Congress needs to increase government-funded employment and training services. These
efforts would raise employment rates and earnings for older workers. To make ends meet, most
low-skilled older people who are too young to qualify for Social Security benefits need to work.
Extending full-time employment into later life and waiting to begin collecting retirement benefits
raise future retirement incomes. Many older people could also improve their economic security
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by working in retirement and supplementing their Social Security benefits. Yet, many older
workers with limited education have trouble finding work and earning decent wages, partly
because they lack skills that employers need and partly because they are unable to connect with
potential employers.

Federally funded workforce development programs could help older workers. One-Stop
Career Centers, funded by the Workforce Investment Act of 1998 (WIA), provide valuable
employment and training services. However, although they are designed to serve workers of all
ages, performance appraisal standards appear to discourage centers from serving older adults.
Centers are partly evaluated by whether clients eam more on their new jobs than their former
jobs, yet mature workers are less likely to experience earnings growth than their younger
counterparts, potentially discouraging center staff from focusing on seniors (General Accounting
Office 2003). The Department of Labor should explicitly account for clients’ ages when
evaluating One-Stops.

The Senior Community Service Employment program (SCSEP) is the nation’s only
workforce development initiative targeted to older adults. This program helps workers age 55
and older with incomes below 125 percent of the federal poverty level acquire job skills,
provides training and other supportive services, and places participants in subsidized, part-time
community services assignments. Because of funding constraints, however, SCSEP now serves
only about 80,000 adults (Sum and Khatiwada 2008), just a small fraction of the older adults
who could benefit. The stimulus plan provides the program with an additional $125 million, but
those funds would cover only 24,000 more participants. For perspective, 1.4 million adults age
55 and older were unemployed in December 2008 and more were underemployed. Additional
older Americans also want to work but have given up looking for a job.

Funding constraints limit the entire workforce development system. Government
spending for WIA programs has declined by nearly 70 percent since the late 1970s (Holzer and
Martinson 2008). More funds for job training and employment services could improve
employment outcomes for older workers and bolster their retirement security. Efforts to
encourage low-skilled adults to save for their retirement, such as by subsidizing retirement plan
contributions, can succeed only if they are working at good jobs.

For most older workers, long-run employment prospects are promising. The stagnating
pool of adults age 25 to 54, whose numbers will increase by only about 2 percent between 2008
and 2020 (U.S. Census Bureau 2000), will boost the demand for older workers. The steady
decline in the physical demands of the workplace will help more older adults stay employed
(Johnson, Mermin, and Resseger 2007). In the short run, however, the recession will leave
hundreds of thousands of older Americans out of work. Employment prospects will be especially
bleak for low-skilled older workers. More workforce development funds could raise employment
levels, helping older adults make ends meet untit they qualify for Social Security and helping
others supplement their retirement benefits with part-time work.
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Five Steps to Restoring Trust in the 401(k) system

INTRODUCTION

It is widely accepted that 401(k) and similar arrangements are the way most Americans will
invest for retirement. Therefore, it is incumbent upon us all to be absolutely certain there are no
unnecessary obstacles (whether intentional or unintentional) to its long-term success.

The 401(k) concept is excellent. It has always had great potential, but that potential was
sacrificed on Wall Street’s altar of greed, corruption, and the 401(k) industry’s harmful business
model. It is not too late for the 401(k), but that will require a complete and unequivocal shift in
public thinking. In other words, the public—including elected representatives, and regulators—
must cast off the marketing-induced stupor that has befallen them.

It is with a deeply felt commitment to the success of our private retirement system that this
statement is shared with the Committee. There are reasons the 401(k) is failing. If those reasons
are understood and acted upon, the 401(k) can be saved. This statement will explain those
reasons and what is required to correct and restore the viability of the 401(k) for generations to
come. If all five of the steps described herein are not implemented, the 401(k) system will be
doomed to mediocrity — and, more likely, continuing failure.

Step 1: Elevate stature of 401(k) to the original level contemplated by statute

»l

“Give a dog a good name and he’ll live up to it.

While the 401(k) as a concept is excellent, the way the plan has been interpreted,
marketed, delivered, implemented and operated is not. The 401(k) is suffering because
many people inside and outside of the 401 (k) and financial services industry view its
purpose incorrectly. It is seen as a financial product, not a delicate retirement-income-
generating system deserving of fiduciary protections and care.

Many believe that 401(k) plans are nothing more than financial planning or simple
savings tools. That is incorrect. 401(k) plans are true retirement plans, with all the
attendant obligations and implications. They must be viewed and operated as such for the
system to begin to restore the public trust.

From a statutory perspective, a 401(k) plan is as much a retirement plan as a traditional
pension plan. Until the 401(k) plan, and the system that it operates within is elevated to
the intended stature of a “pension benefit plan” under ERISA section 3(3) (which is why
401(k) plans are reported as a pension benefit plan on form 5500), society and the 401(k)
and financial services industry will continue to view the 401(k) as being of “lesser”
importance and stature. Behavior and attitudes toward the 401(k) will follow
accordingly.
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The 401(k) needs a fine reputation to live up to, and that can only happen if all
Americans begin viewing it not as just another financial product, more like E*Trade than
ERISA, but as an income-producing mechanism, as correctly stated under ERISA, with
the ability to financially undergird society as it ages.

Step 2: Create the right types of safe harbors and incentives

“Faced with this statutory and regulatory riddle, the Department of Labor
(“DOL") and now, Congress, support various investment advice schemes that
allow plan sponsors to seek fiduciary relief under ERISA section 404(c).
Although these schemes have the potential to resolve the ERISA section 404(c})
dilemma, their structural flaws only create more problems—for example, they
allow investment advisors to self-deal and operate desg)ite conflicts of interest.
And so the riddle of ERISA section 404(c) continues.”

The conventional 401(k) system is not founded solely upon principles that will yield
favorable results for participants and beneficiaries. Ironically, there are regulatory
incentives to produce mediocre or poor results. Nothing has produced more chaos and
confusion in the 401(k) system than Department of Labor section 2550.404¢- 1,
commonly referred to as “404(c).”

404(c) is not just one of many problems with the 401(k) system. It’s the problem.

We wouldn’t let our loved ones get on an airplane that does not strictly adhere to
principles of aeronautical science and physics. And we certainly wouldn’t knowingly let
our Joved ones ride in an airplane with a missing wing or a visibly cracked fuselage. That
airplane will surely fall short of its destination; and that fact would be obvious long
before takeoff. Yet we have a system that permits our loved ones to do just that with
401(k) plans operating within the meaning of Department of Labor regulation 404(c). In
many cases, participants merely guess about which funds to invest in, and they often
guess wrong. It is commonplace for incomplete or sub-optimal portfolios to be randomly
selected. Without even realizing it, participants choose the wrong funds, or the wrong
combination of funds, or the most expensive funds-thereby unnecessarily sacrificing
years of potential retirement income. To continue the analogy, they choose a portfolio
that is not “flight-worthy.” Sadly, they will discover that reality far too late in life, and
find that their only option is to work harder and longer — perhaps well into their 70’s or
even beyond.

Section 404(c) was not originally meant for 401(k) plans anyway. It was intended for
Defined Benefit Plans with after-tax mandatory employee contribution requirements or
the precursor to the 401 (k) — the Thrift Savings plans that some employers sponsored in
addition to a traditional Defined Benefit Plan. Since the benefits provided under a
traditional Defined Benefit Plan were protected by employer funding and the PBGC, it
mattered far less if a participant made poor decisions with their after-tax mandatory or
Thrift Savings account. The number of participants affected by 404(c) prior to the
creation of the 401(k) is not known — but likely insignificant. Perhaps most 401(k)
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participants today participate in a plan with a section 404(c) provision. The drafters of
ERISA could not have foreseen how 404(c) would damage a system that did not yet exist.
ERISA section 404(c) existed prior to the 401(k), and its corrosive effects couid not have
been known.

In 1991, final regulations under 404(c) were issued by the Department of Labor as a
provision that 401(k) plans could utilize. That regulation was ill-conceived. By issuing
those regulations, the Department of Labor consigned the 401(k) to mediocrity or worse.
It should have been clear that 404(c) should be the exception, not the rule - as there were
pre-existing laws in place that gave participants the right to a well diversified, prudent
portfolio.

The application of 404(c) to 401(k) plans opened the floodgates to the chaos in
speculation and deviation from sound economic and financial principles - placing the
burden of “flight-worthiness” on the passenger and taking it away from trained
professionals at the airline or the FAA, as it were.

If trust in the 401(k) system is to be restored, the strangle-hold of 404(c) must be broken.
That will prevent participants from making incorrect decisions based on emotion,
ignorance, greed, or all of the above. It will place investment decision-making back
where it belongs — with prudent fiduciaries.

I£404(c) is allowed to remain, it should require a beneficiary waiver before a participant
may choose to disregard the portfolios put in place by professional fiduciaries because
the result will almost certainly be less favorable for both the participant and the
beneficiary. If both agree, so be it. However, a prudent portfolio constructed by an
investment fiduciary should be the standard established by law, and it should be
accompanied by a safe harbor.

Congress should consider clarifying for the courts that complying with 404(c) requires
affirmative proof that all of its requirements have been satisfied. That of course is
impossible, because there is no way to determine whether plan participants are
“informed.” It is the “informed” requirement that gives 404(c) legitimacy, not the
offering of a broad selection of funds. The Courts have missed that point entirely. Since
it is impossible to know who is truly informed and who is not, even after extensive efforts
to provide investor education, 404(c) is simply not viable in a system where the
overwhelming population of American workers persists in its failure to grasp the
elementary differences between a stock and a bond.’ Again, 404(c) could perhaps be the
exception, but it is a mistake of massive proportions to have permitted it to become the
rule.

“Many Americans, alas, know little about stocks, bonds, and retirement. This is the
conclusion reached by none other than the companies and organizations that would
benefit most from a system of private accounts. The Vanguard Group, the National
Association of Securities Dealers, the Securities Industry Association, the Investment
Protection Trust, Merrill Lynch, Money magazine, and the Securities and Exchange
Commission have all done studies or issued reports that reach the same general
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conclusion. To make matters worse, much of the research over the past five years has
focused on the knowledge of individuals who already own stock and are thus presumably
more familiar with the workings of financial markets; the research has still found severe

financial illiteracy.™

Beyond the requirement that participants be “informed,” virtually everyone in the 401(k)
industry knows that only a tiny fraction of any ptan actually complies with the long list of
requirements. Section 404(c) is a waste of time, money, and it is also the cause of many
billions of dollars wasted each year that otherwise would have been legitimately earned
by professionally constructed and managed portfolios. When employers see a safer route
(less fiduciary risk) that also has the promise of better results, the system will begin to
heal and public trust will be restored.

An employer that sponsors a 401(k) plan should be assured by a clear, unequivocal
statutory safe harbor for appointing a professional independent fiduciary, acting pursuant
to sections 3(21) or 3(38) of ERISA, or both. That will do more to protect the plan
sponsor from fiduciary risk than anything else, and it is consistent with the duty of loyalty
in a way that participants do not currently enjoy. Such a safe harbor would reduce or
eliminate conflicts of interest. Results would improve through professional application of
sound economic and financial principles. No longer would America’s employers have to
wear two hats and grapple with divided loyalties to their shareholders and their 401(k)
plan participants. Such a safe harbor would restore order to the system.

Creating better safe harbors and other incentives that give plan sponsors confidence and a
sense of security for having done the right thing the right way will wean the 401(k) from
concepts that have only confused and frustrated an otherwise excellent program with
potential for long-term success.

Step 3: Participants have a right to know the expected return of their portfolio

“If [investment] returns could not be expected from the investment of scarce
capital, all investment would immediately cease, and corporations would no
longer be able 1o produce their sellable goods and services. The truth is that we
invest, not with an eye 1o making speculative gains, but because we have an
expectation of a specific return over time.”

Every week, thousands of enroliment meetings are held in the lunch-rooms of corporate
America. Those enrollment meetings seek to explain to participants why they should
enroll in their company’s 401(k), and which investment options are available to them.

That is fine, with one exception. Most of the paperwork and enroliment materials will
provide participants with useless information about the type of investor they are.
Participants will take a 5 minute quiz, and that quiz will tell the participant that they are a
“conservative” investor, or a “moderate” investor, or perhaps an “aggressive” investor.
Perhaps a particular list of funds with suggested ratios for which to allocate new
contribution dolars will be associated with each investor type.
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There are two fundamental flaws with that approach.

First, whether a participant has a conservative or an aggressive investor profile is
dependent on emotion; how much market volatility they can stomach. A participant’s
tolerance for market turbulence is not static. It can change day-to-day. For example, if a
participant with an aggressive profile gets in a car accident, their profile may immediately
switch to conservative. That is an emotional profile that does not tie well to the
economics of prudent, long-term investing.

Second, the emotion of identifying an investor profile does not help the participant
understand the interplay between new funding (ongoing contributions/deposits to the
plan) and future retirement income streams that can be expected (not to be misunderstood
as “guaranteed.”)

Therefore, the most important thing a participant needs to know is not their emotionally
determined ability to endure market turbulence, but rather the long-term economic output
of the participant’s portfolio. This is called the “expected return.” Knowing that, a
participant cannot truly understand how much money they should be contributing to the
plan, when coupled with any employer generosity, if any, to achieve-a future income-
replacement goal.

The expected return is the most fundamental concept of investing because if those with
capital to invest could not expect a return, that capital would be invested elsewhere — or
not at all. The concept of expected return is perplexingly absent in the current 401(k)
system and is not understood by participants or fiduciaries. That misunderstanding can
easily be corrected.

It should be mandated by law that all participants be told what the expected return is for
the actual portfolio they are in. That way, the one thing that participants can control — the
amount they contribute to the plan — is a decision made in light of the expected return of
the portfolio they will invest in so their decision is both informed and founded upon a
process that is likely to yield favorable results.

Participants may not be able to afford what they wish they could contribute based on the
expected return of their portfolio. For example their portfolio may have an expected
return of 5%, and to comfortably retire they may learn that they will need to contribute
twice as much as they can afford in order to get there. That is an understood reality of
life that many face each day when purchasing goods and services. However, participants
should at a minimum know the economic characteristics of their portfolio so they can
choose to get more education in order to earn more, work longer, spend less on other
things, or a combination thereof.

Consider how different things would be if we stopped inducing emotional decisions in
participants and began given them solid, reliable information based on modern principles
of economics and finance.
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Step 4: Transparency

Our retirement savings system and its participants deserve protection. The bedrock of
any mechanism as delicate as the 401(k) should be clarity and transparency.

The debate over whether the cost of a 401(k) plan is reasonable is pointless without
standardized transparency. Can something be determined reasonable if it cannot first be
seen and understood in a comparative context?

In the case of plans with known economic impact to participants, perhaps all fees and
costs are deemed reasonable when compared to the industry as a whole, yet
simultaneously excessive in light of the quality or value of services rendered to a specific
plan. In other words, all 401(k) plans could eventually have fees that someone deems
reasonable, but those same fees may be genuinely excessive at the same time — therefore
it is not an either-or scenario.® That conundrum cannot be resolved in an environment of

opacity.

Given the seriousness of the crisis we face, where an estimated $1 trillion in 401(k) assets
has been lost in the past few months, we cannot accept anything less than full and
absolute transparency — even if fees and other charges become very low by today’s
standard. In other words, there may come a time when fees are reasonable, non-
excessive, and absolutely transparent. It is in times such as those, transparency will be no
less important or necessary for the purpose of protecting trust in the system.

Passage of HR 3185 or a fundamentally similar Bill will begin the process of restoring
broken trust. Distilling disclosure of expenses into an understandable format will deliver
value to participants, beneficiaries, and employers. The gross-to-net methodology, which
means clearly showing gross returas on the investments in a 401(k) account and also
showing the net returns that the participant gets to keep, makes the most sense. It reveals
total investment returns, the net return to each participant, and by simple subtraction, the
actual costs of delivering those net returns to each participant.” Any other method
obscures both returns and costs from the view of the participants, plan sponsors, and
regulators alike. Gross-to-net disclosure establishes true transparency, a pre-requisite to
restoring trust in the 401(k).

Transparency should also be required for new financial products that are developed in the
future, such as fund-of-funds, lifestyle, and target date funds. Some of those may be well
constructed. Some of them are not. Transparency is required to ensure fiduciaries and
plan participants understand the difference.

Step 5: Retire-ability measurements
As stated earlier, the 401(k) has not been managed to produce future retirement income.

Rather, it has been managed like merely another of an array of ordinary financial
products. Thus, the ability of conventional 401(k) plans to produce financially secure
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retirees is not a primary discussion item of fiduciaries and committee members in their
meetings.

Many factors go into creating a successful program, each having differing importance
and weight at different stages of a participant’s progression from entry into the workforce
to retirement. Also, participants at different ages are affected differently by plan
provisions or economic conditions.

For example, younger participants with smaller account balances are most affected by
matching or other employer contributions. Older participants with larger account
balances are most impacted by fees and other charges. Employers and fiduciaries must
understand what helps participants, what hurts them, and when those effects are most
likely.

If 401(k) plans are to thrive, employers and fiduciary committees must engage in regular
proactive and thoughtful assessments of the “retire-ability” qualities of their plan, while
taking into account the demographics of the plan participants as a whole.

Society requires more that ever a more astute body of fiduciaries who understand that
improved future retirement income for individuals also enables an improved future
economy for all. Higher retirement incomes can help stabilize the economy, sustain tax
revenues necessary to deliver essential government services and provide economic
opportunity for the rising generation.

Employers must not fear the question, and then answer honestly, “Will our employees be
able to retire at their chosen time? If not, what can we do to improve their chances?””
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SUMMARY

1.

Return to Roots - Congress can make it unequivocally clear that plan sponsors need to
understand 401(k) plans must not as mere financial planning tools, but rather the a
pension benefit mechanism that produces retirement income that will be the financial
undergirding mechanism of society.

Safe Harbors & Incentives — Congress can create meaningful safe harbors and
incentives that give employers confidence to proceed in managing their 401(k) plans in
accordance with modern principles of economics and finance — thus improving results.
Congress can remove or suppress harmful elements of the conventional system, such as
Department of Labor regulation 404(c). That regulation, 404(c), is the lead in the paint,
the salmonella in the peanuts, the goose in the jet engine of the retirement system. Fix it,
and you will fix the root cause of the problems that plague the 401(k).

Expected Returns — Congress can require that participants be given the expected return
(economic characteristic) of the portfolio in which their funds are invested. Unlike
knowing the expected return of a portfolio, the emotional risk profile most 401(k)
participants are given to help them choose investments is not useful in calculating future
retirement income nor is it helpful in making appropriate portfolio changes. The
expected return is already required by case law to be known and understood by
fiduciaries. That same information should also be made known to participants.

Pass HR 3185 — Congress can pass HR 3185 or its fundamental equivalent to clarify plan
expenses by a simple gross-to-net calculation in order to help employers and plan
participants make better decisions, and also to restore trust and confidence in the system.
No system as important as the 401(k) should have any lingering questions about fee or
expense transparency. Thus, the passage of HR 3185 or its equivalent is at a minimam,
urgent.

Retire-Ability Measures — Congress can encourage employers to look beyond the
robotic fund selecting process that has become synonymous with being a 401(k)
committee member and to look more deeply at how their plans are designed to produce
financially secure retirees. And participants can be provided tools to assess their
projected retirement dates and expected income levels.
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CONCLUSION

There are problems with how the 401(k) has been delivered; that goes without saying.
That does not mean we need to accept what has not worked and protect the status quo.
No one is suggesting that employers guarantee benefits. It is proposed, rather, that
401(k) plans be managed like the retirement-income-producing mechanism they were
always intended to be. It is because the benefits delivered by a 401(k) are not guaranteed
that we should demonstrate particular care and compassion. Participants are entirely
vulnerable, and deserve better protections. Protecting the interests of participants will
require a sweeping shift in thinking toward a system that enables (1) A fiduciary level of
care; (2) Improved safe harbors and incentives; (3) Disclosure of expected investment
returns; (4) Transparency via actual gross-to-net disclosure; and (5) Measurements of
each participant’s ability to retire at targeted dates and income levels. The benefits of
these five reforms to the 401(k) system will reach more than fifty million working
Americans. Without this shift in thinking and behavior, including abandoning the
misused 404(c) provisions, the 401(k) will fail to deliver on its original promise. There is
hope for the 401(k) to rebuild savings and regain the trust of American workers, but it
must be operated as ERISA originally contemplated; like a “pension benefit” plan,
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Employer-sponsored 401(k) and other defined contribution retirement plans are a core element of our
nation’s retirement system and successfully assist tens of millions of families in accumulating
retirement savings. While individuals have understandable retirement income concerns resulting
from the recent market and economic downturns ~ concerns fully shared by the American Benefits
Council ~ it is critical to acknowledge the vital role defined contribution plans play in creating
personal financial security.

Congress has adopted rules that facilitate employer sponsorship of these plans, encourage employee
participation, promote prudent investing, allow operation at reasonable cost, and safeguard
participant interests through strict fiduciary obligations. As a result 401(k) plans are valued by
workers who participate in them as important resources for delivering retirement benefits.
Nevertheless, improvements to the system can certainly be made. Helping workers to manage
market risk and to translate their defined contribution plan savings into retirement income are areas
that would benefit from additional policy deliberations. An additional area in which reform would
be particularly constructive is increasing the number of Americans who have access to a defined
contribution or other workplace retirement plan.

The goal should be a 401(k) system that functions in a transparent manner and provides meaningful
benefits at a fair price. At the same time, we all must bear in mind that unnecessary burdens and cost
imposed on these plans will slow their growth and reduce participants’ benefits, thus undermining
the very purpose of the plans. It is important to understand the facts relating to these plans. The
Council believes the following principles are critical in evaluating any reform measures in this area:

¢ Defined Contribution Plans Reach Tens of Millions of Workers and Provide an Important
Source of Retirement Savings. There are now more than 630,000 private-sector defined
contribution plans covering more than 75 million active and retired workers, with another 10
million employees covered by tax-exempt and governmental defined contribution plans.

¢ Employers Make Significant Contributions Into Defined Contribution Plans. Many
employers make matching, non-elective, and profit-sharing contributions to complement
employee deferrals and share the responsibility for financing retirement. Recent surveys of
defined contribution plan sponsors found that at least 95% make some form of employer
contribution.

* Employer Sponsorship Offers Advantages to Employees. Employer sponsors of defined
contribution plans must adhere to strict fiduciary obligations established by Congress to
protect the interests of plan participants. Employers exercise oversight through selection of
plan investment options, educational materials and workshops about saving and investing
and professional investment advice.
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¢ Defined Contribution Plan Coverage and Participation Rates Are Increasing. The number
of employees participating in these plans grew from 11.5 million in 1975 to more than 75
million in 2005, and 65% of full-time employees in private industry had access to a defined
contribution plan in 2008.

o Defined Contribution Plan Rules Promote Benefit Fairness. Congress has established
detailed rules to ensure that benefits in defined contribution plans are delivered across all
income groups. Extensive coverage, nondiscrimination and top-heavy rules promote fairness
regarding which employees are covered by a defined contribution plan and the contributions
made to these plans.

¢ 401(k) Plans Have Evolved in Ways That Benefit Workers. Both Congress and private
innovation have enhanced 401(k) plans, aiding their evolution from bare-bones savings plans
into retirement plans. Among these enhancements have been incentives for plan creation,
catch-up contributions for older workers, accelerated vesting schedules, tax credits, automatic
contribution escalation, single-fund investment solutions and investment education programs.

* Recent Enhancements to the Defined Contribution System Are Working. The Pension
Protection Act of 2006 (PPA) encourages automatic enroliment and automatic contribution
escalation. PPA also provided new rights to diversify contributions made in company stock,
accelerating existing trends toward greater diversification of 401(k) assets.

¢ Defined Contribution Plan Savings is an Important Source of Investment Capital. With
more than $4 trillion in combined assets as of March 2008, these plans represent ownership of
a significant share of the total pool of stocks and bonds, provide an important and ready
source of American investment capital.

* Defined Contribution Plans Should Not Be Judged on Short-Term Market Conditions.
Workers and retirees are naturally concerned about the impact of the recent market turmoil. It
is important, however, for policymakers and participants to judge defined contribution plans
based on whether they serve workers’ retirement interests over the long term.

¢ Inquiries About Risk Are Appropriate But No Retirement Plan Design is Immune from
Risk. The recent market downturn has spawned questions about whether defined
contribution plan participants may be subject to undue investment risk. Yet it is difficult to
imagine any retirement plan design that does not have some kinds of risk. Any efforts to
mitigate risk should focus on refinements to the existing successful employer-sponsored
retirement plan system and shoring up the Social Security safety net.

The Council has prepared the attached white paper to more fully develop these principles. We
encourage a full and vigorous debate over ways to improve retirement security for American
workers. At the same time, it is critical that the debate not serve to undermine retirement security by
inadvertently increasing the costs to participants or discouraging plan sponsorship.
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DeriNeD CONTRIBUTION PLANS:
" A SuccessruL CORNERSTONE
OfF OurR NATION'S RETIREMENT SYSTEM

Introduction
Employer-sponsored 401(k) and other defined ¢ontribution retirement plans are a core
element of our nation’s retirement system, playing a critical role along with Social
Security, personal savings and employer-sponsored defined benefit plans. Defined
contribution plans successfully assist tens of millions of American families in
accumulating retirement savings. Congress has adopted rules for defined contribution
plans that:

. facilitate employer sponsorship of plans,

+ encourage employee participation,

» promote prudent investing by plan participants,

« allow operation of plans at reasonable cost, and

«» safeguard plan assets and participant interests through strict fiduciary

obligations and intensive regulatory oversight.

While individuals have understandable retirement income concerns resulting from the
recent market and economic downturns - concerns fully shared by the American
Benefits Council -- it is critical to acknowledge the vital role defined contribution plans
play in building personal financial security.

Defined Contribution Plans Reach Tens of Millions of Workers and Provide an
Important Source of Retirement Savings

Over the past three decades, 401(k) and other defined contribution plans have increased
dramatically in number, asset value, and employee participation. As of June 30, 2008,
defined contribution plans (including 401(k), 403(b) and 457 plans) held $4.3 trillion in
assets, and assets in individual retirement accounts (a significant share of which is
attributable to amounts rolled over from employer-sponsored retirement plans,
including defined contribution plans) stood at $4.5 trillion." Of course, assets have
declined significantly since then due to the downturn in the financial markets. Assets in
401(k) plans are projected to have declined from $2.9 trillion on June 30, 2008 to $2.4
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trillion on December 31, 2008,” and the average 401(k) account balance is down 27% in
2008 relative to 2007.° Nonetheless, 401(k) account balances are up 140% when
compared to levels as of January 1, 2000.' Thus, even in the face of the recent downturn
(which of course has also affected workers’ non-retirement investments and home
values), employees have seen a net increase in workplace retirement savings. This has
been facilitated by our robust and expanding defined contribution plan system. As
discussed more fully below, employees have also remained committed to this system
despite the current market conditions, with the vast majority continuing to contribute to
their plans.

In terms of the growth in plans and participating employees, the most recent statistics
reveal that there are more than 630,000 defined contribution plans covering more than
75 million active and retired workers with more than 55 million current workers now
participating in these plans.’ Together with Social Security, defined contribution plan
accumulations can enable retirees to replace a significant percentage of pre-retirement
income (and many workers, of course, will also have income from defined benefit
plans).’

Employers Make Significant Contributions Into Defined Contribution Plans

When discussing defined contribution plans, the focus is often solely on employee
deferrals into 401(k) plans. However, contributions consist of more than employee
deferrals. Employers make matching, non-elective, and profit-sharing contributions to
defined contribution plans to complement employee deferrals and share with
employees the responsibility for funding retirement. Indeed, a recent survey of 401(k)
plan sponsors with more than 1,000 employees found that 98% make some form of
employer contribution.” Another recent study of employers of all sizes indicated that
62% of defined contribution sponsors made matching contributions, 28% made both
matchmg and profit-sharing contributions, and 5% made profit-sharing contributions
only.” While certain employers have reduced or suspended matchmg contributions as a
result of current economic conditions, the vast majority have not” Those that have are
often doing so as a direct result of substantially increased required contributions to their
defined benefit plans or institution of a series of cost-cutting measures to preserve jobs.
As intended, matching contributions play a strong role in encouraging employee
participation in defined contribution plans.”

The Defined Contribution System is More Than 401(k) Plans

The defined contribution system also includes many individuals beyond those who
participate in the 401(k) and other defined contribution plans offered by private-sector
employers. More than 7 million employees of tax-exempt and educational institutions
participate in 403(b) arrangements,” which held more than $700 billion in assets as of
earlier this year.” Millions of employees of state and local governments parhcxpate in
457 plans, which held more than $160 billion in assets as of earlier this year.” Finally,
3.9 million individuals participate in the federal government’s defined contribution
plan (the Thrift Savings Plan), which held $226 billion in assets as of June 30, 2008. "
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401(k) Plans Have Evolved in Ways That Benefit Workers

Even when focusing on 401(k) plans, it is important to keep in mind that these plans
have evolved significantly from the bare-bones employee savings plans that came into
being in the early 1980s. As discussed more fully below, employers have enhanced
these arrangements in numerous ways, aiding their evolution into robust retirement
plans. Congress has likewise enacted numerous enhancements to 401(k) plans, making
major improvements to the 401(k) system in the Small Business Job Protection Act of
1996, the Taxpayer Relief Act of 1997, the Economic Growth and Tax Relief
Reconciliation Act of 2001, and the Pension Protection Act of 2006. Among the many
positive results have been incentives for plan creation, promotion of automatic
enrollment, catch-up contributions for workers 50 and older, safe harbor 401(k) designs,
accelerated vesting schedules, greater benefit portability, tax credits for retirement
savings, and enhanced rights to diversify company stock contributions.

There also has been tremendous innovation in the 401(k) marketplace, with employer
plan sponsors and plan service providers independently developing and adopting
many features that have assisted employees. For example, both automatic enrollment
and automatic contribution escalation were first developed in the private sector.
Intense competition among service providers has helped spur this innovation and has
driven down costs. Among the market innovations that have greatly enhanced defined
contribution plans for participants are:
« on-line and telephonic access to participant accounts and plan services,
+ extensive financial planning, investment education and investment advice
offerings,
- single-fund investment solutions such as retirement target date fundsand .
risk-based lifestyle funds, and
« in-plan annuity options and guaranteed withdrawal features that allow
workers to replicate attributes of defined benefit plans.

These legislative changes and market innovations have resulted in more employers
wanting to sponsor 401(k) plans and have -- together with employer enhancements to
plan design -- improved both employee participation rates and employee outcomes.

Long-Term Retirement Plans Should Not Be Judged on Short-Term Market
Conditions

Workers and retirees are naturally concerned about the impact of the recent market
turmoil. It is important, however, for policymakers and participants to evaluate
defined contribution plans based on whether they serve workers’ retirement interests
over the long term rather than over a period of months. Defined contribution plans and
the investments they offer employees are designed to weather changes in economic
conditions -~ even conditions as anxiety-provoking as the ones we are experiencing
today. (Market declines and volatility are, of course, affecting all types of retirement
plans and investment vehicles, not just defined contribution plans.) Although itis
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difficult to predict short-run market returns, over the long run stock market returns are
linked to the growth of the economy and this upward trend will aid 401(k) investors.
Indeed, one of the benefits for employees of participating in a defined contribution plan
through regular payroll deduction is that those who select equity vehicles purchase
these investments at varying prices as markets rise and fall, achieving effective dollar
cost averaging. If historical trends continue, defined contribution plan participants who
remain in the system can expect their plan account balances to rebound and grow
significantly over time.” That being said, the American Benefits Council favors
development of policy ideas (and market innovations) to help those defined
contribution plan participants nearing retirement improve their retirement security and
generate adequate retirement income.

1t is important to note that in the face of the current economic crisis and market decline,
plan participants remain committed to retirement savings and few are reducing their
contributions. Rather, the large majority of participants continue to contribute at
significant rates and remain in appropriately diversified investments. One leading
401(k) provider saw only 2% of participants decrease contribution levels in October
2008 (1% actually increased contributions) despite the stock market decline and
volatility experienced during that month.” Another leading provider found that 96% of
401(k) participants who contributed to plans in the third quarter of 2008 continued to
contribute in the fourth quarter.” Research from the prior bear market confirms that
employees tend to hold steady in-the face of declining stock prices, remaining
appropriately focused on their long-term retirement savings and investment goals."

Demonstrating the importance of defined contribution plans to employees, a recent
survey found that defined conmbuhon plans are the second-most important benefit to
employees behind health insurance.” The same survey found that 9% of employees
viewed greater deferrals to their defined contribution plan as one of their top priorities
for 2009.”

Defined Contribution Plan Coverage and Participation Rates Are Increasing
Participation in employer-sponsored defined contribution plans has grown from 11.5
million in 1975 to more than 75 million in 2005.” This substantial increase is a result of
many more employers making defined contribution plans available to their workforces.
Today, the vast majority of large employers offer a defined contribution plan,” and the
number of small employers offering such plans to their employees has been increasing
modestly as well.® In total, 65% of full-time employees in private industry had access to
a defined contribution plan at work in 2008 {of which 78% participated).” Small
businesses that do not offer a 401(k) or profit-sharing plan are increasingly offering
workers a SIMPLE IRA, which provides both a saving opportunity and employer
contributions.” Indeed, as of 2007, 2.2 million workers at eligible small businesses
participated in a SIMPLE IRA.*
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The rate of employee participation in defined contribution plans offered by employers
also has increased modestly over time” — with further increases anticipated as a result
of automatic enrollment adoption. Moreover, participating employees are generally
saving at significant levels -- levels that have risen over time.” Younger workers, in
particular, increasingly look to defined contribution plans as a primary source of
retirement income.”

There are understandable economic impediments that keep some small employers,
particularly the smallest firms, from offering plans. The uncertainty of revenues is the
leading reason given by small businesses for not offering a plan, while cost,
administrative challenges, and lack of employee demand are other impediments cited
by small business.” Indeed, research reveals that employees at small companies place
less priority on retirement benefits relative to salary than their counterparts at large
companies.” As firms expand and grow, the likelihood that they will offer a retirement
plan increases.” Congress can and should consider additional incentives and reforms to
assist small businesses in offering retirement plans, but some small firms will simply
not have the economic stability to do so. Mandates on small business to offer or
contribute to plans will only serve to exacerbate the economic challenges they face,
reducing the odds of success for the enterprise, hampering job creation and reducing
wages.

Some have understandably focused on the number of Americans who do not currently
have access to an employer-sponsored defined contribution plan. Certainly expanding
plan coverage to more Americans is a universally shared goal. Yet statistics about
retirement plan coverage rates must be viewed in the appropriate context. Statistics
about the percentage of workers with access to an employer retirement plan provide
only a snapshot of coverage at any one moment in time. Given job mobility and the fact
that growing employers sometimes initiate plan sponsorship during an employee’s
tenure, a significantly higher percentage of workers have access to a plan for a
substantial portion of their careers.”® This coverage provides individuals with the
opportunity to add defined contribution plan savings to other sources of retirement
income. It is likewise important to note that individuals’ savings behavior tends to
evolve over the course of a working life. Younger workers typically earn less and
therefore save less. What younger workers do save is often directed to non-retirement
goals such as their own continuing education, the education of their children or the
purchase of a home™ As they age and earn more, employees prioritize retirement
savings and are increasingly likely to work for employers offering retirement plans.”

Defined Contribution Plan Rules Promote Benefit Fairness

The rules that Congress has established to govern the defined contribution plan system
ensure that retirement benefits in these plans are delivered across all income groups.
Indeed, the Internal Revenue Code contains a variety of rules to promote fairness
regarding which employees are covered by a defined contribution plan and the
contributions made to these plans. These requirements include coverage rules to ensure
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that a fair cross-section of employees (including sufficient numbers of non-highly
compensated workers) are covered by the defined contribution plan and
nondiscrimination rules to make certain that both voluntary employee contributions
and employer contributions for non-highly compensated employees are bemg made at
a rate that is not dissimilar to the rate for highly compensated workers.* There are also
top-heavy rules that require minimum contributions to non-highly compensated
employees’ accounts when the plan delivers significant benefits to top employees.

Congress has also imposed various vesting requirements with respect to contributions
made to defined contribution plans. These requirements specify the timetable by which
employer contributions become the property of employees. Employees are always
100% vested in their own contributions, and employer contributions made to employee
accounts must vest according to a specified schedule (either all at once after three years
of service or in 20% increments between the second and sixth years of service).” In
addition, the two 401(k) safe harbor designs that Congress has adopted -- the original
safe harbor enacted in 1996 and the automatic enrollment safe harbor enacted in 2006 --
require vesting of employer contributions on an even more accelerated schedule®

Employer Sponsorship of Defined Contribution Plans Offers Advantages to
Employees

As plan sponsors, employers must adhere to strict fiduciary obligations established by
Congress to protect the interests of plan participants. ERISA imposes, among other
things, duties of prudence and loyalty upon plan fiduciaries. ERISA also requires that
plan fiduciaries discharge their duties “solely in the interest of the participants and
beneficiaries” and for the “exclusive purpose” of providing participants and
beneficiaries with benefits.” These exceedingly demanding fiduciary obligations (which
are enforced through both civil and criminal penalties) offer investor protections not
typically associated with savings vehicles individuals might use outside the workplace.

One area in which employers exercise oversight is through selection and monitoring of
the investment options made available in the plan. Through use of their often
considerable bargaining power, employers select high-quality, reasonably-priced
investment options and monitor these options on an ongoing basis to ensure they
remain high-quality and reasonably-priced. Large plans also benefit from economies of
scale that help to reduce costs. Ilustrating the value of this employer involvement, the
mutual funds that 401(k) participants invest in are, on average, of lower cost than those
that retail investors use.” Recognizing these benefits, an increasing number of retirees
are leaving their savings in defined contribution plans after retirement, managing their
money using the plan’s investment options and taking periodic distributions. With the
investment oversight they bring to bear, employers are providing a valuable service
that employees would not be able easily or inexpensively to replicate on their own
outside the plan,



124

Employers also typically provide educational materials about retirement saving,
investing and planning, and in many instances also provide access to investment advice
services." To supplement educational materials and on-line resources, well over half of
401(k) plan sponsors offer in-person seminars and workshops for employees to learn
more about retirement investing, and more than 40% provide comumunications to
employees that are targeted to the workers’ individual situations.” Surveys reveal that
a significant percentage of plan participants utilize employer-provided investment
education and advice tools.® Although participants can obtain such information
outside of the workplace, it can be costly or require significant effort to do so, yielding
yet another advantage to participation in an employer-sponsored defined contribution
plan. .

Recent Enhancements to the Defined Contribution System Are Working

Recent legislative reforms are improving outcomes for defined contribution plan
participants. The Pension Protection Act of 2006 (“PPA”), in particular, included
several landmark changes to the defined contribution system that are already beginning
to assist employees in their retirement savings efforts.

Employee participation rates are beginning to increase thanks to PPA’s provisions
encouraging the adoption of automatic enrollment. This plan design, under which
workers must opt out of plan participation rather than opt in, has been demonstrated to
increase participation rates significantly, helping to move toward the universal
employee coverage typically associated with defined benefit plans.” And more
employers are adopting this design in the wake of PPA, in numbers that are particularly
notable given that the IRS’s implementing regulations have not yet been finalized and
the Department of Labor’s regulations were not finalized until more than a year after
PPA’s enactment.” One leading defined contribution plan service provider saw a
tripling in the number of its clients adopting automatic enroliment between year-end
2005 and year-end 2007, and other industry surveys show a similarly rapid increase in
adoption by employers.” Moreover, many employers that have not yet adopted
automatic enrollment are seriously considering doing so.”

Employers are also beginning to increase the default savings rate at which workers are
automatically enrolled,” which is important to ensuring that workers have saved
enough to generate meaningful income in retirement. Studies show that automatic
enrollment has a particularly notable impact on the participation rates of lower-income,
younger, and minority workers because these groups are typically less likely to
participate in a 401(k) plan where affirmative elections are required.” Thus, PPA’s
encouragement of auto enroliment is helping to improve retirement security for these
often vulnerable groups.

PPA also encouraged the use of automatic escalation designs that automatically
increase an employee’s rate of savings into the plan over time, typically on a yearly
basis. This approach is critical in helping workers save at levels sufficient to generate



125

meaningful retirement income and can be useful in ensuring that employees save at the
levels required to earn the full employer matching contribution.” Employers are
increasingly adopting automatic escalation features.”

In PPA, Congress also directed the Department of Labor (DOL) to develop guidance
providing for qualified default investment alternatives, or QDIAs -- investments into
which employers could automatically enroll workers and receive a measure of fiduciary
protection. QDIAs are diversified, professionally managed investment vehicles and can
be retirement target date or life-cycle funds, managed account services or funds
balanced between stocks and bonds. There has been widespread adoption of QDIAs by
employers and this has helped improve the diversification of employee investments in
401(k) and other defined contribution plans.”’ Congress also directed DOL in PPA to
reform the fiduciary standards governing selection of annuity distribution options for
defined contribution plans, and the DOL has recently issued final regulations on this
topic.* As a result, fiduciaries now have a clearer road map for the addition of an
annuity payout option to their plan, which can give participants another tool for
translating their retirement savings into lifelong retirement income.

Defined Contribution Plans Provide Employees with the Tools to Make Sound
Investments

As a result of legislative reform and employer practices, employees in defined
contribution plans have a robust set of tools to assist them in pursuing sound,
diversified investment strategies. As noted above, employers provide educational
materials on key investing principles such as asset classes and asset allocation,
diversification, risk tolerance and time horizons. Employers also provide the
opportunity for sound investing by selecting a menu of high-quality investments from
diverse asset classes that, as discussed above, often reflect lower prices relative to retail
investment options.” Moreover, the vast majority of employers operate their defined
contribution plans pursuant to ERISA section 404(c),” which imposes a legal obligation
to offer a “broad range of investment alternatives” including at least three options, each
of which is diversified and has materially different risk and return characteristics.

The development and greater use by employers of investment options that in one menu
choice provide a diversified, professionally managed asset mix that grows more
conservative as workers age (retirement target date funds, life-cycle funds, managed
account services) has been extremely significant and has helped employees seeking to
maintain age-appropriate diversified investments.” As mentioned above, the use of
such options has accelerated pursuant to the qualified default investment alternatives
guidance issued under PPA.* These investment options typically retain some exposure
to equities for workers as they approach retirement age. Given that many such workers
are likely to live decades beyond retirement and through numerous economic cycles,
some continued investment in stocks is desirable for most individuals in order to
protect against inflation risk.”
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One potential challenge when considering the diversification of employee defined
contribution plan savings is the role of company stock. Traditionally, company stock
has been a popular investment option in a number of defined contribution plans, and
employers sometimes make matching contributions in the form of company stock.
Congress and employers have responded to encourage diversification of company stock
contributions. PPA contained provisions requiring defined contribution plans (other
than employee stock ownership plans) to permit participants to immediately diversify
their own employee contributions, and for those who have completed at least three
years of service, to diversify employer contributions made in the form of company
stock.” And today, fewer employers (23%) make their matching contributions in the
form of company stock, down from 45% in 2001." Moreover, more employers that do
50 are permitting employees to diversify these matching contributions immediately
(67%), up from 24% that permitted such immediate diversification in 2004.%

The result has been greater diversification of 401(k) assets. In 2006, a total of 11.1% of
all 401(k) assets were held in company stock.” This is a significant reduction from 1999,
when 19.1% of all 401(k) assets were held in company stack.”

New Proposals for Early Access Would Upset the Balance Between Liquidity and
Asset Preservation

The rules of the defined contribution system strike a balance between offering limited
access to retirement savings and restricting such saving for retirement purposes. Some
degree of access is necessary in order to encourage participation as certain workers
would not contribute to a plan if they were unable under any circumstances (e.g., health
emergency, higher education needs, first-home purchase) to access their savings prior to
retirement.” Congress has recognized this relationship between some measure of ’
liquidity and plan participation rates and has permitted pre-retirement access to plan
savings in some circumstances. For example, the law permits employers to offer
workers the ability to take loans from their plan accounts and /or receive so-called
hardship distributions in times of pressing financial need.* However, a low percentage
of plan participants actually use these provisions, and loans and hardship distributions
do not appear to have increased markedly as a result of the current economic situation.’
To prevent undue access, Congress has limited the circumstances in which employees
may take pre-retirement distributions and has imposed a 10% penalty tax on most such
distributions.”

7

In 2001, as part of the Economic Growth and Tax Relief Reconciliation Act (EGTRRA),
Congress took further steps to ease portability of defined contribution plan savings and
combat leakage of retirement savings. EGTRRA required automatic rollovers into IRAs
for forced distributions of balances of between $1,000 and $5,000 and allowed
individuals to roll savings over between and among 401(k), 403(b), 457 and IRA
arrangements at the time of job change.”
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As a result of changes like these, leakage from the retirement system at the time of job
change has been declining modestly over time —- although leakage is certainly an issue
worthy of additional attention.” Participants, particularly those at or near retirement,
are generally quite responsible in handling the distributions they take from their plans
when they leave a company, with the vast majority leaving their money in the plan,
taking partial withdrawals, annuitizing the balance or reinvesting their lump sum
distributions.” In sum, policymakers should acknowledge the careful balance between
liquidity and preservation of assets and should be wary of proposals that would
provide additional ways to tap into retirement savings early.

Defined Contribution Plan Savings is an Important Source of Investment Capital
The amounts held in defined contribution plans have an economic impact that extends
well beyond the retirement security of the individual workers who save in these plans.
Retirement plans held approximately $16.9 trillion in assets as of June 30, 20087 As
noted earlier, amounts in defined contribution plans accounted for approximately $4.3
trillion of this amount, and amounts in IRAs represented approximately $4.5 trillion
(much of which is attributable to rollovers from employer-sponsored plans, including
defined contribution plans).73 Indeed, defined contribution plans and IRAs hold nearly
20% of corporate equities.” These trillions of dollars in assets, representing ownership
of a significant share of the total pool of stocks and bonds, provide an important and
ready source of investment capital for American businesses. This capital permits
greater production of goods and services and makes possible additional productivity-
enhancing investments. These investments thereby help companies grow, add jobs to
their payrolls and raise employee wages.

Inquiries About Risk Are Appropriate But No Retirement Plan Design is Immune
from Risk

The recent market downturn has generated reasonable inquiries about whether
participants in defined contribution plans may be subject to undue investment risk. As
noted above, the American Benefits Council favors development of policy proposals
and market innovations that seek to address these concerns. Yet it is difficult to
imagine any retirement plan design that does not have some kind or degree of risk.
Defined benefit pensions, for example, are extremely valuable retirement plans that
serve millions of Americans. However, employees may not stay with a firm long
enough to accrue a meaningful benefit, benefits are often not portable, required
contributions can impose financial burdens on employers that can constrain pay levels
or job growth, and companies on occasion enter bankruptcy {in which case not all
benefits may be guaranteed).

Some have suggested that a new federal governmental retirement system would be the
best way to protect workers against risk. Certain of these proposals would promise
governmentally guaranteed investment returns, which would entail a massive
expansion of government and taxpayer liabilities at a time of already unprecedented
federal budget deficits. Other proposals would establish governmental clearinghouses
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or agencies to oversee retirement plan investments and administration. Such
approaches would likewise have significant costs to taxpayers and would unnecessarily
and unwisely displace the activities of the private sector. Under these approaches, the
federal government also would typically regulate the investment style and fee levels of
retirement plan investments. These invasive proposals would constrain the investment
choices and flexibility that defined contribution plan participants enjoy today and
would establish the federal government as an unprecedented rate-setter for many
retirement investments.

Rather than focusing on new governmental guarantees or systems, any efforts to
mitigate risk should instead focus on refinements to the existing successful employer-
sponsored retirement plan system and shoring up the Social Security safety net.

The Strong Defined Contribution System Can Still Be Improved

While today’s defined contribution plan system is proving remarkably successful at
assisting workers in achieving retirement security, refinements and improvements to
the system can certainly be made. Helping workers to manage market risk and to
translate their defined contribution plan savings into retirement income are areas that
would benefit from additional policy deliberations. An additional area in which reform
would be particularly constructive is increasing the number of Americans who have
access to a defined contribution or other workplace retirement plan. The American
Benefits Council will soon issue a set of policy recommendations as to how this goal of
expanded coverage can be achieved. We believe coverage can best be expanded
through adoption of a multi-faceted set of reforms that will build on the successful
employer-sponsored retirement system and encourage more empioyers to facilitate
workplace savings by their employees. This multi-faceted agenda will include
improvements to the current rules governing defined contribution and defined benefit
plans, expansion of default systems such as automatic enroliment and automatic
escalation, new simplified retirement plan designs, expanded retirement tax incentives
for individuals and employers, greater use of workplace IRA arrangements (such as
SIMPLE IRAs and discretionary payroll deduction IRAs), more effective promotion of
existing retirement plan options, and efforts to enhance Americans’ financial literacy.
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average ADP for all other eligible employees in the preceding plan year. Treas. Reg. § 1.401(k)-2.

Employer matching contributions and employee after-tax contributions (other than Roth contributions)
must satisfy the Actual Contribution Percentage test ("ACP test”). The ACP test compares the employee
and matching contributions made by highly compensated employees and non-highly compensated
employees. Each eligible employee’s elective and matching contributions are expressed as a percentage
of his or her compensation, and the resulting numbers are averaged for (i} all eligible highly compensated
employees, and (i} all other eligible employees (each resulting in a number, an “average ACP”). The
ACP test utilizes the same percentage testing criteria as the ADP test. Treas. Reg. § 1.401(m)-2.

¥ A trust shall not constitute a qualified trust under 401(a) unless the plan of which such trust is a part
satisfies the requirements of section 411 (relating to minimum vesting standards). See I.R.C. § 401(a)(7).

¥ See 1.R.C. §§ 401(k)(12) and (13).
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® ERISA § 404. L.R.C. § 401(a) also requires that a qualified trust be organized for the exclusive benefit of
employees and their beneficiaries.

“ Sarah Holden & Michael Hadley, The Economics of Providing 401(k) Plans: Services, Fees, and Expenses,
2007, INVESTMENT COMPANY INST. PERSPECTIVE 17, no. 5, Dec. 2008.

“ See Transamerica Center for Retirement Studies (2008), supra note 22 (finding that, regardless of
company size, almost two-thirds of employers offer investment guidance or advice as part of their
retirement plan; of those who do not currently offer guidance or advice, 18% of large employers and 7%
of small employers plan to offer advice in the future); Deloitte Consulting LLP (2008), supra note 8 (51% of
401(k) sponsors surveyed offer employees access to individualized financial counseling or investment
advice services (whether paid for by employees or by the employer)); Trends and Experience in 401(k) Plans
2007 - Survey Highlights, Hewitt Associates LLC (June 2008) (40% of employers offer outside investment
advisory services to employees).

** Profit Sharing/401(k) Council of America (Sept. 2008), supra note 27.

“ 46% of plan participants consulted materials, tools, or services provided by their employers. John
Sabelhaus, Michael Bogdan, & Sarah Holden, Defined Contribution Plan Distribution Choices at Retirement: A
Survey of Employees Retiring Between 2002 and 2007, INVESTMENT COMPANY INST. RESEARCH SERIES, Fall
2008.

“ See, e.g., Measuring the Effecti of Automatic Enrollment, Vanguard Center for Retirement Research
(Dec. 2007) (stating that “[a]n analysis of about 50 plans adopting automatic enrollment confirms that the
feature does improve participation rates, particularly among low-income and younger employees”);
Deloitte Consulting LLP (2008), supra note 8 (stating that “[a] full 82% of survey respondents reported
that auto-enrollment had increased participation rates”); Building Futures Volume VIII: A Report on
Corporate Defined Contribution Plans, Fidelity Investments (2007) (stating that in 2006 overall participation
rates were 28% higher for automatic enrollment-eligible employees than for eligible employees in plans
that did not offer automatic enrollment; overall, automatic enroliment eligible employees had an average
participation rate of 81%).

© A recently-surveyed panel of experts expects automatic enroliment to be offered in 73% of defined
contribution plans by 2013. Prescience 2013: Expert Opinions on the Future of Retirement Plans, Diversified
Investment Advisors (Nov. 2008).

* See The Vanguard Group, Inc. (2008), supra note 10.

Y See Deloitte Consulting LLP (2008), supra note 8 (42% of surveyed employers have an automatic
enrollment feature compared with 23% in last survey); Hewitt Associates LLC (June 2008), supra note 41
(34% of surveyed employers have an automatic enrollment feature compared with 19% in 2005); Profit
Sharing/401(k) Council of America (Sept. 2008), supra note 27 (more than half of large plans use
automatic enrollment and usage by small plans has doubled).

* See Deloitte Consulting LLP (2008), supra note 8 (stating that 26% of respondents reported they are
considering adding an auto-enrollment feature).

* One leading provider has noted an upward shift since 2005 in the percentage of sponsors that use a
default deferral rate of 3% or higher, and a corresponding decrease in the percentage of sponsors that use
a default deferral rate of 1% or 2%. The Vanguard Group, Inc. (2008), supra note 10.

* See, e.g., Copeland (Oct. 2008), supra note 27 (noting that Hispanic workers were significantly less likely
than both black and white workers to participate in a retirement plan); Jack VanDerhei & Craig Copeland,
The Impact of PPA on Retirement Savings for 401(k} Participants, EMPLOYEE BENEFIT RESEARCH INST. ISSUE
BRIEF, no. 318 (June 2008) (noting that industry studies have shown relatively low participation rates
among young and low-income workers); Fidelity Investments (2007), supra note 44 (stating that, in 2006,
among employees earning less than $20,000, the participation boost from automatic enrollment was
approximately 50%); U.S. GOV'T ACCOUNTABILITY OFFICE, GAO-08-8, PRIVATE PENSIONS: LOW DEFINED
CONTRIBUTION PLAN SAVINGS MAY POSE CHALLENGES TO RETIREMENT SECURITY, ESPECIALLY FOR MANY
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Low-INCOME WORKERS (Nov. 2007); Daniel Sorid, Employers Discover a Troubling Racial Split in 401(k)
Plans, WASH. POsT, Oct. 14, 2007, at Fé.

% See Fidelity Investments (2007), supra note 44 (noting that, in 2006, the average deferral rate for
participants in automatic escalation programs was 8.3%, as compared to 7.1% in 2005).

* See The Vanguard Group, Inc. (2008), supra note 10 (post-PPA, two-thirds of Vanguard’s automatic
enrollment plans implemented automatic annual savings increases, compared with one-third of its plans
in 2005); Hewitt Associates LLC (June 2008), supra note 41 (35% of employers offer automatic contribution
escalation, compared with 9% of employers in 2005); Transamerica Center for Retirement Studies (2008),
supra note 22 {26% of employers with automatic enroliment automatically increase the contribution rate
based on their employees’ anniversary date of hire).

* A leading provider states that “QDIA investments are often more broadly diversified than portfolios
constructed by participants. Increased reliance on QDIA investments should enhance portfolio
diversification.” The Vanguard Group, Inc. (2008), supra note 10. See also Fidelity Investments (2007),
supra note 44 (where a lifecycle fund was the plan default option, overall participant asset allocation to
that option was 19.4% in 2006; where the lifecycle fund was offered but not as the default option, overall
participant asset allocation to that option was only 9.8%).

* Selection of Annuity Providers: Safe Harbor for Individual Account Plans, 73 Fed. Reg. 58,447 (Oct. 7,
2008) (to be codified at 29 C.F.R. pt. 2550).

* See Holden & Hadley (Dec. 2008), supra note 40.

* One survey found that 92% of companies surveyed stated that their plan is intended to comply with
ERISA section 404(c). Deloitte Consulting LLP (2008}, supra note 8.

¥ In 2006, the percentage of single investment option holders who invested in lifecycle funds - “blended”
investment options - was 24%. 42% of plan participants invested some portion of their assets in lifecycle
funds. The average number of investment options held by participants was 3.8 options in 2006. Fidelity
Investments (2007), supra note 44.

* In 2007, 77% of employers offered lifecycle funds as an investment option, compared with 63% in 2005.
Hewitt Associates LLC (June 2008), supra note 41. See also Fidelity Investments (2007), supra note 44
(noting that, in 2006, 19% of participant assets were invested in a lifecycle fund in plans that offered the
lifecycle fund as the default investment option, compared with 10% of participant assets in plans that did
not offer the lifecycle fund as the default investment option).

* See Target-Date Funds: Still the Right Rationale for Investors, The Vanguard Group, Inc. (Nov. 28, 2008)
(noting that “even investors entering and in retirement need a significant equity allocation” and citing the
17- to 20-year life expectancy for retirees who are age 65). See also Fidelity Investments (2007), supra note
44 (“In general . . . the average percentage of assets invested in equities decreased appropriately with age
... to a low of 45% for those in their 70s.").

“LR.C. § 401(a)(35); ERISA § 204(j).

" Hewitt Associates LLC (June 2008), supra note 41.

2 Hewitt Associates LLC (June 2008), supra note 41.

“ Holden, VanDerhei, Alonso, & Copeland (Aug. 2007), supra note 15. See also Fidelity Investments (Jan.
28, 2009), supra note 3 (noting that, at year-end 2008, company stock made up approximately 10% of
Fidelity's overall assets in workplace savings accounts, compared with 20% in early 2000).

* Holden, VanDerhei, Alonso, & Copeland (Aug. 2007), supra note 15. See also William J. Wiatrowski,
401(k) Plans Move Away from Employer Stock as an Investment Vehicle, MONTHLY LAB. REV., Nov. 2008, at 3,6
(stating that (i) in 2005, 23% of 401(k) participants permitted to choose their investments could pick
company stock as an investment option for their employee contributions, compared to 63% in 1985, and
(ii) in 2005, 14% of 401(k) participants permitted to choose their investments could pick company stock as
an investment option for employer matching contributions, compared to 29% in 1985).

.
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* See U.S. GOV'T ACCOUNTABILITY OFFICE, GAQ/HEHS-98-2, 401(k) PENSION PLANS: LOAN PROVISIONS
ENHANCE PARTICIPATION BUT MAY AFFECT INCOME SECURITY FOR SOME (Oct. 1997) (noting that plans that
allow borrowing tend to have a somewhat higher proportion of employees participating than other
plans).

* See LR.C. §§ 72(p) and 401{k)(2)(B).

¢ See, e.g., Reid & Holden (Dec. 2008), supra note 1 (stating that, in 2008, 1.2% of defined contribution plan
participants took a hardship withdrawal and 15% had a loan outstanding); Fidelity Investments (Jan. 28,
2009), supra note 3 (noting that only 2.2% of its participant base initiated a loan during the fourth quarter
of 2008, compared with 2.8% during the fourth quarter of 2007, and 0.7% of its participant base took a
hardship distribution during the fourth quarter of 2008, compared with 0.6% during the fourth quarter of
2007); Holden, VanDerhei, Alonso, & Copeland (Aug. 2007), supra note 15 (noting that most eligible
participants do not take loans); Fidelity Investments (2007), supra note 44 (noting that only 20% of active
participants had one or more loans outstanding at the end of 2006). Most participants who take loans
repay them. See Transamerica Center for Retirement Studies (2008), supra note 22 (only 18% of
participants have loans outstanding, and almost all participants repay their loans).

“LRC.§72(t).
# See LR.C. § 402(c)(4).

™ In 2007, among participants eligible for a distribution due to a separation of service, 70% chose to
preserve their retirement savings by rolling assets to an IRA or by remaining in their former employer’s
plan, compared with only 60% in 2001. The Vanguard Group, Inc. (2008), supra note 10; How America
Saves 2002: A Report on Vanguard Defined Contribution Plans, The Vanguard Group, Inc. (2002).

" See Sabelhaus, Bogdan, & Holden (Fall 2008), supra note 43 (stating that retirees make prudent choices at
retirement regarding their defined contribution plan balances: 18% annuitized their entire balance, 6%
elected to receive installment payments, 16% deferred distribution of their entire balance, 34% took a
lump sum and reinvested the entire amount, 11% took a lump sum and reinvested part of the amount, 7%
took a lump sum and spent all of the amount, and 9% elected multiple dispositions; additionally, only
about 3% of accumulated defined contribution account assets were spent immediately at retirement).

z Brady & Holden (Dec. 2008), supra note 1.

®Id. Itis highly doubtful that Americans would have saved at these levels in the absence of defined
contribution plans given the powerful combination of pre-tax treatment, payroll deduction, automatic
enrollment and matching contributions. :

™ See BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, FEDERAL RESERVE STATISTICAL RELEASE Z.1,
FLOW OF FUNDS ACCOUNTS OF THE UNITED STATES (December 11, 2008); Brady & Holden (Dec. 2008), supra
note 1. ‘
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Target Date Funds—a good idea co-opted

Comments submitted by Joseph C. Nagengast, Target Date Analytics LLC

Terminology:

Target Date Funds are also sometimes called LifeCycle Funds. They are intended to be
comprehensive investment solutions rather than single asset-class funds; such as a large cap
growth fund or a high yield bond fund.

Target date funds {“Tdfs”) use a broad range of asset classes in an asset-allocation portfoiio
and adjust the mix of assets over time.

Asset allocation is simply the process of assigning a portion of the portfolio’s assets to different
asset classes; for example: 25% domestic equities {stocks); 15% foreign equities; 40% mid-term
bonds; and 20% treasury bills.

Asset classes are those categories (and others) just mentioned, such as domestic equities,
foreign equities, real estate, commodities, domestic bonds, foreign bonds, etc.

Asset Allocation funds have been around for a long time. They include such strategies as
balanced funds {a set mix of stocks, bonds and cash) and risk-based funds (balanced funds with
varying degrees of inherent portfolio risk) such as conservative, moderate aggressive funds.

Risky asset and reserve asset The principles of modern portfolio theory call for building
portfolios out of a mix of a Risky Asset (with high potential performance and corresponding
high risk} and a Reserve Asset {with relatively low earnings and risk characteristics. As
commonly practiced, these two broad asset classes are often interpreted to be Stocks (risky)
and Bonds {less risky) although that is not quite accurate.

What makes target date funds different from other asset allocation strategies is the use of a
Glidepath.

A glidepath is quite simply the line, as it changes over time, between the risky asset and the
reserve asset. {See Figure 1, Glidepath illustration)

Accumulation Phase is the part of an investor’s lifecycle {this term actually has a long-accepted
economic meaning quite separate from its use as a label for tdfs) during which investors set
aside money for their retirement. During this phase, cash fiows are predominantly positive; that
is, contributions are going in, {except for occasional loans and hardship withdrawals) and very
little dollars are coming out. This will be seen to have important implications for the design of
the glidepath.

Decumulaton (distribution) Phase is the period beginning concurrent with retirement or
shortly thereafter when investors begin drawing down their accumulated savings to fund their
retirement. Note that current law requires minimum withdrawals begin at age 70 %. This also
has important implications for the glidepath design.
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Background: a brief history of target date funds

(See figure 2 for an illustration of the growth of target date mutual funds.)

The first tdfs were designed in response to one of the most persistent problems plaguing 401(k}
plan sponsors (the employer) and service providers; that is, with the investment responsibility
now in the hands of each participant, it was clear that the challenge was greater than the
average skills of plan participants. Those in the retirement plan business began to acknowledge
that participant education efforts were never going to make every participant into an expert
investor, and they began to distinguish “do-it-myself” participants from “do-it-for-me”
participants. Target date funds were specifically designed for this latter type of participant,
those who preferred to have someone do it for them.

Wells Fargo and Barclays Global Investors, working together at the time, rolled out the first
target date funds in March 1994. Their strategy was to get the investor safely to the target date
and at that point to fold the dated fund into their Income fund (known there as “Today”). The
LifePath 2000 Fund was “folded into” the Today fund in the year 2000. They didn’t introduce
their mid-decade funds {2015, 2025) until after 2005 so we didn’t see a 2005 fund folding in at
its target date.

Later in that decade and in the next, Fidelity, T. Rowe Price, Principal and Vanguard got into
target date investing and began promoting them more heavily. The numbers of doliars pouring
into target date strategies swelled when the ranks of former do-it-myself investor gave up and
became do-it-for-me investors following three rough years in the market, 2000—2002.

When plan sponsors and participants really started adopting tdfs in big, meaningful numbers
(2002—2007), the race was on for performance numbers.

Where the train went off the track

The way to win the short term performance horse race (and the resulting market share) was
through higher equity allocations. Each of the major fund families found justifications for 1)
increasing the equity allocations across the glide path, and 2) extending the glidepath from the
target date out to some imagined date based on life expectancy. Some extend their glidepath
as much as thirty years beyond the target date.

We suspect that investors in 2010 funds believe that date in the name of the fund is significant
to the design of the fund, but in these extended glidepath funds that date has no significance to
the design of the fund. Rather the point at which the glidepath finally ends is the significant
date. If the fund managers are going to continue this risky practice, at the very least they should
be required to re-label their funds. 2040 would be a more appropriate and transparent name
for the fund in the example above.

These two changes correspond to the two biggest contributors to risk in tdfs are 1) the amount
of equity in the fund, and 2) the design of the glidepath. Remember, the glidepath is merely the
dynamic aspect of the asset allocation.
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There is some theoretical rationale for employing a glidepath throughout the accumulation
phase. No credible rationale has ever been proffered for using a glide path in the distribution
phase.

This is what drove the majority of target date funds so far off course and caused the
unacceptably large losses to 2010 funds in 2008. The problem arises from fund managers
attempting to use the key engine of target date funds, the glidepath, for purposes other than its
primary function—getting investors safely to their target date with their accumulated
contributions plus inflation, intact. When the glidepath is enlisted to perform other functions,
its ability to achieve its primary function is degraded. (See “What Target Date Funds Can
Do.doc”)

In popular discourse, the cause for the unacceptable and very great losses in short-dated funds,
is also attributed to the dominance of all -proprietary funds in the underlying investments and
to the lack of alternative investments such as commodities and TIPS in the portfolios. Itis true
that these two factors contribute to poor performance but their impact on overali performance
is much less than the two primary causes, 1) excessive equity-laden portfolios close to and
beyond the target date, and 2) glide paths which ignore the target date.

Both of these flaws stem from misunderstanding or misappropriating the purpose of target
date funds as we discussed above. These excessive losses weren't necessary. Please see “Dec
2008 OT1 Defensive.pdf” and “OTI Performance Report 12312008.pdf.”

Recommendations

We at Target Date Analytics LLC are very much in favor of target date investing. Tdfs can be an
enormous boon to the investment needs of defined contribution participants. Properly
designed and managed they will stand participants very well as they accumulate and prepare to
spend down their retirement nest egg. We urge the Senate to do nothing that would stop the
adoption of target date funds in qualified retirement plans. At the same time, we think there
are legitimate areas for improvement, improvements that may not be effected by market
forces alone. These include the following:

e The name of each fund must bear some relationship to the way the fund is managed,
that is, its glidepath. As in the example above, if a fund labeled 2010 is actually targeted
to “land’ at 2040, it should be re-labeled as a 2040 fund.

e In turn, the glidepath must be designed to provide for a predominance of asset
preservation as the target nears and arrives.

» Prospectuses should be clear about the objectives of the funds—specifically, no circular
definitions of fund objective should be allowed. Language describing the objective of a
fund as dependent on its allocation should not be permitted. The abjective is properly
dependent on the fund’s allocation; not the other way around.

Target Date Analytics LLC is an independent registered investment advisor, dedicated to the analysis of
target date funds. We develop and maintain target date indexes for accurate benchmarking and for
licensing purposes. For more information, go to: www.tdbench.com.
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IMFUKIANT NUIES
Information about the Data and Figures Displayed in This Document

The PLANSPONSOR On Target Defensive Indexes are one of four series of target date indexes, each series consisting of the following target date indexes: Current, 2010, 2020, 2030, 2040 and 2050, The four On Target
Index ("OTT") series are: Defensive, Conservative, Moderate and Aggressive. The OT( were designed and are maintained by Target Date Anaiytics LLC and are sponsored by PLANSPONSOR (a publication of Assat
International, Inc.). The Defensive OTI is considered the “signature” series of OTI. The Conservalive, Moderate and Aggressive OTI series are designed as to gi ined by current target date
fund managers.

Tota! Retum and Average Total Retum for the PLANSPONSOR On Target indexes were calculated by using the widely reported retums of the underlying indexes and funds which constitute the OTI. The glide path and
allocation model for the OTI do not change with market fluctuations thus providing edditional support for the use of back-tested retums. Nevertheless, the decisions made by Terget Date Analytics LLC with regard to the
models are not ly the same decisions they would have made at the ical incaption of the , len years prior.

All of the undertying funds which constitute the PLANSPONSOR On Target Ind are ially available i t funds. The returns for the OTI reflect the full cost of the underying funds which constitute the OTI.
That is, the reported retums are net of all expenses of the underlying funds.

Tota! Retumn and Average Total Ratum for the non-TDA commercially available tasget date fund products in this report were obtained from Momingstar Principia® as of the date indicated in the report. Momingstar makes
every effort to ensure accuracy of this data but cannol guarantee completeness and accuracy. Target Date Analytics LLC has no affiliation with any of the funds reported by Morningstar® and no affiliation with Momingstar®.

“Current” is the category name Target Dale Analytics LLC applies to target date funds, such as 2000 and 2005, which have passed their target date and are still operating as separate funds, and to those funds in & target
date series which are intended to serve investors in the post-target date period, such as “retirement income” or "today” funds. In those cases where more than one fund offered by a fund famity falls into the “Cument”
category, results shown for that family are the average of the results for the several *Current” funds.

Nothing in the above should be interpreted as an offer to sell investment securities, nor a solicitation of an offer to sell or purchase investment securities.

Target Date Analytics LLC makes every effort to ensure accuracy in these reports but cannot gt t p or

Past performance is not a guarantea of future performance.

6€1
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PLANSPONSOR On Target® Defensive Index (OTI)

Year-to-Date PERFORMANCE REPORT*
(as of December 31, 2008) )

One-Year Total Percentage Return  January 1, 2008 — December 31, 2008

e Vanguard .. Fidelity
. -Target Date .~ QOnTarge Target Freedom -
T Retirement ~  Funds .

" T. Rowe Price

Retirement

Current . {10.93) (12.14) {18.69)
2010 .- - {4.68) (20.67) {25.32) (26.71)

2020 (23.28) (27.04) (32.12) (33.48)

.. 2030 . (29.89) {32.91) (36.93) (37.79)
2040 {29.89) {34.53) (38.80) (38.85)

r A
Total % Return by Target Date
YTD as of 12/31/2008

Current 2010 2020 2030 2040
BPLANSPONSOR On Target Defensive Index ®Vanguard Target Retirement
\_ BFidelity Freedom Funds B T. Rowe Price Retirement

*See IMPORTANT NOTES section of this document.
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PLANSPONSOR On Target® Defensive Index (OTI)

3-Year PERFORMANCE REPORT*
(as of December 31, 2008)

3-Year Average Annualized Percentage Return January 1, 2006 — December 31, 2008

PLANSPONSOR  Vanguerd Frgrsiyy ,
Target Date On Vargot jifatget liFteedom ﬁ
Dafensive index FRES
Current 3.63 0.82 (0.68) (1.74)
2010 3.45 - (4.24) {4.10)
2020 (1.95) - {6.32) (6.63)
2030 (4.33) - (8.03) (8.27)
2040 (4.34) - (8.77) (8.78)
4 N
Average Annualized % Return by Target Date
3-Year Performance as of 12/31/2008
6 - n
. ‘Pl | | V
I [ i
2 4 b Lo
4 4 »LA ~
6 ' -
-8 S L]
%
-10 -
Current 2010 2020 2030 2040
' "OPLANSPONSOR On Targe! Defensive Index ~ OVanguard Target Refirement '
\_ | _ OFidelity Freedom Funds OT. Rowe Price Retirement 5/

*See IMPORTANT NOTES section of this document.
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PLANSPONSOR On Target® Defensive Index (OTI)

5-Year PERFORMANCE REPORT*
{as of December 31, 2008)

5-Year Average Annualized Percentage Return January 1, 2004 - December 31, 2008

SE { Vanguard Fi&elity )
. Target Date- Target Freedom
. : : Retirement . .Funds,

T. Rowe Price
Retirement

2.85 - {0.59) (0.32)
1.66 - {1.32) {0.97)
1.66 - {1.62} (1.30)
4 _ N
Average Annualized % Return by Target Date
5-Year Performance as of 12/31/2008
6 - .
5
4
3
2
1
0 .
-1 A
-2
Current 2010 2020 2030 2040
r BPLANSPONSOR On Target Defensive index ®Vanguard Target Retirement
\_i @ Fidelity Freedom Funds 8T. Rowe Price Retirement

*See IMPORTANT NOTES section of this document.
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IMPORTANT NOTES
About the Data and Figures Displayed in This Document

The PLANSPONSOR On Target Defensive indexes are one of four series of target date indexes,
each series consisting of the following target date indexes: Current, 2010, 2020, 2030, 2040 and
2050. The four On Target Index (“OTI") series are: Defensive, Conservative, Moderate and
Aggressive. The OTI were designed and are maintained by Target Date Analytics LLC and are
sponsored by PLANSPONSOR (a publication of Asset International, Inc.). The Defensive OTtis
considered the “signature” series of OTl. The Conservative, Moderate and Aggressive OTI series
are designed as accommodations to strategies maintained by current target date fund managers.

Total Return and Average Total Retum for the PLANSPONSOR On Target Indexes were
calculated by using the widely reported returns of the underlying indexes and funds which
constitute the OTI. The glide path and allocation model for the OTI do not change with market
fluctuations thus providing additional support for the use of back-tested returns. Nevertheless,
the decisions made by Target Date Analytics LLC with regard to the models are nol necessarily
the same decisions they would have made at the theoretical inception of the Indexes, ten years
prior.

All of the underlying funds which constitute the PLANSPONSOR On Target Indexes are
commercially available investment funds. The returns for the OTI reflect the full cost of the
underlying funds which constitute the OTI. That is, the reported returns are net of all expenses of
the underlying funds.

Total Return and Average Total Return for the non-TDA commercially available target date fund
products in this report were obtained from Morningstar Principia® as of the date indicated in the
report. Morningstar makes every effort to ensure accuracy of this data but cannot guarantee
completeness and accuracy. Some three- and five-year average annual retums are not reported
(e.g., Vanguard Target Retirement 2010, 2020, 2030 and 2040 funds) as those funds do not have
three or five years of performance history. Target Date Analytics LLC has no affiliation with any
of the funds reported by Momingstar® and no affiliation with Morningstar®.

“Current” is the category name Target Date Analytics LLC applies to target date funds, such as
2000 and 2005, which have passed their target date and are still operating as separate funds,
and to those funds in a targel date series which are intended to serve investors in the post-target
date period, such as “retirement income” or “today” funds. In those cases where more than one
fund offered by a fund family falls into the “Current” category, results shown for that family are the
average of the results for the several "Current” funds.

Nothing in the above should be interpreted as an offer to seil investment securities, nor a
solicitation of an offer to sell or purchase investment securities.

Target Date Analytics LLC makes every effort to ensure accuracy in these reporis but cannot
guarantee completeness or accuracy.

Past performance is not a guarantee of future performance.

Targe1 Dale Anatytics

www.TDBench.com
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Selecting a target date fund family is an important but complex decision that is best
made by matching the objectives of the fund family to those of the plan’s participants.
Several such objectives have been suggested but only one set stands out as universal
and practical: (1) The floor objective (high likelihood) is to deliver at target date
accumulated contributions intact plus inflation, and (2} A target objective (reasonable
likelihood) is to grow assets as much as possible without jeopardizing the floor
objective. For reasons described in the article attempts to achieve other objectives
jeopardize the attainment of these universal objectives. These alternative objectives

include:

. Make up for inadequate savings

. Overcoine “longevity risk”

. Guarantee returns

. Guarantee income

. Provide adequate retirement income
L]

- Adjust for individual human capital differences

What Target Date Funds Can Do... and what they can’t

At the core of the target date concept is the glide path; which is nothing more than an asset
allocation strategy that changes over time. The glide path itself is the line marking the difference
between the risky asset and the reserve asset, as it changes over time. It is important to
understand what a glide path strategy can do and what it cannot do.

Throughout the eighties, nineties and welt into the first decade of this millennium, we, in the
retirement plan and investment businesses, worried aloud and often about participants’ poor
investment decisions. Aside from inadequate deferral rates, the biggest issues were inadequate
diversification, inappropriate risk profiles and failure to adjust over time.

The simple genius of a glide path solves each one of those problems. They can efficiently
deliver time-based portfolioc management—allocation and rebalancing services—to millions of
Americans saving for retirement. Target date funds offer a-substantial improvement over the
current investment portfolios of most participants in DC plans, who previously had been left to
compete as amateurs in a professional arena.

Why a glidepath?

Imagine a twenty-year old participant, at the start of her investment life-cycle. Assuming she will
retire at age seventy, this participant has fifty years to put aside money for retirement, fifty years
to manage or delegate an investment strategy that will get her safely to her retirement date with
her contributions intact, plus whatever growth can be managed without jeopardizing the
protective goal. Now allow us the liberty of letting this investor represent virtually all twenty-year
olds in the work force, dependent on what they put aside, employer contributions, if any, and the
rate of growth for the financial success of their retirement. We can aggregate most participants
this way, based on their age, because the one factor we know about all of them is their age, and
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we can assume they all have approximately the same number of years until retirement.
Morsover, to improve the model, we allow participants to choose which target date they want to
aim for.

In the early years, our cohort of twenty-year old participant investors can take a swing-for-the-
fences approach. They don't need to worry about too much about short-term losses, or short-
term variability. They have small account balances and so even Iarge percentage losses
translate to small dollar losses. Their own contributions can quickly replace short term losses,
and if anyone enjoys the benefits of long-term reversion to mean forces to help restore their
account balances, they do.

in the later years, as the target date nears, we assume their account balances have grown
geometrically, and as a result even small percentage losses can mean very large, unacceptable
dollar losses. Moreover, when the target date is near, the probability that reversion-to-mean will
restore any sustained losses is greatly reduced. Finally, participants near their target date can't
hope to make up for losses by contributing more; that power too has been eroded by the
passage of time.

To adjust the balance between asset growth and principle protection over time the investment
glidepath was developed—allow for more growth (and volalility} in the early years and then
begin reducing that exposure to risk over time according to a strategic plan—the glidepath.

There it is. That's the basic rationale for employing a glidepath.

Given the above, we can posit a working definition of the primary objective of target date funds.
That primary objective might be stated as follows, “Manage the portfolios of ail participants over
their saving life cycle so that they arrive at the target date with their total contributions intact,
plus inflation.” In addition, to the extent we don’t jeopardize this primary, or floor objective, we
can add a secondary, target, or ‘stretch’ objective, “To the extent the primary objective is not
sacrificed, the fund will attempt to achieve growth of assets.”

We don't suggest that the above fanguage will be suitable for every situation. However, we do
believe that these two objectives, along with their priority ordering could serve as a guideline or
starting point for most target date fund objectives.

But as the target date arena gets more competitive, and providers seek ways to differentiate
themselves from the pack, the competitive positioning may be taking its toil. Coming to market
with a difference may make for a compelling ad campaign, but if the difference is more gimmick
than substance, worse yet if the distinction of a new fund family is its ability to provide a non-
core benefit, the ability of the glide path to deliver on its core promise will likely be
compromised. Said another way, if the glide path is pressed into service for other missions it
may lose its ability to deliver on its core mission.

Here’s a list of objectives that many target date funds attempt to achieve, but which can only be
attempted by sacrificing the fundamental glide path proposition—the primary objective. If these
goals could be achieved without sacrificing the primary goal of target date funds, we would
indeed live in the best of all possible worlds. Unfortunately, we still live in a financial world in
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which increased returns come at the cost of increased risk. Plan sponsors should be aware that
each of these ancillary objectives comes at a cost.

Make up for inadequate savings

Overcome “longevity risk”

Guarantee returns

Guarantee income

Provide adequate retirement income

Adjust for individual human capital differences

Let's take a look at each of these non-primary objectives and see how they jeopardize the core,
or primary objective of target date funds.

Make up for inadequate savings

This is an admirable goal, but it is also naive. It has been said, you can't solve a savings
problem with an investment solution. Why? Because in attempting to do so, you not only fail to
solve the savings problem, you also must put at serious risk, the already inadequate portfolio of
savings. Remember the simple risk/return dynamic Taking more risk means incurring increased
chance of loss. This is true in the long term and the short term but it is most painfully true in the
short term. Consider this year, in which some 2010 funds have lost over 14% of their value
between January 1 and September 30, 2008.

.

Total % Return by Target Date
YTD as of 9/30/2008

Current 2010 2020 2030 2040
QPLANSPONSOR On Target Defensive lndex  #Vanguard Target Retirement
BFidelity Freedom Funds BT.Rowe Price Retirement J

Qvercome “longevity risk”

This goal has lots of ‘street appeal.’ It is sometimes stated as the risk of outliving your money.
But it muddles the carefully defined roster of investment risks (market risk, financial risk, interest
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- rate risk, enterprise risk, liquidity risk, counterparty risk, economic risk, etc.) by pandering to
investor fears that they may not have enough money to last their lifetimes. Do investment
management companies list “longevity risk” in their prospectuses along with these well-defined
investment risks? Of course not, because it is not an investment risk at all. Living a long time is
generally considered to be a good thing. Longevity is not the risk. The risk comes from not
having enough money to last as long as your do. The only real way to make sure your money
will last is to have so much you can self-insure, or to pool your assets and your risk with others
in insurance contracts.

Guarantee returns

The only ways to “guarantee” returns are to invest in a no-fisk portfolio, which by definition will
not provide enough retums to keep pace with inflation, or to purchase an annuity. Scores of
academics and professional researchers are involved in the task of developing combinations of
insurance and portfolio-based strategies designed to provide investors with a comfortable level
of returns without giving up so much in cost that the game is not worth the candle. If the solution
were as simple as increasing the amount of equity in a portfolio the discussion would have been
over long ago.

Guarantee income

Again, the only guarantees in finance come from insurance, either self-insuring, which in this
case means you don’t need it, or through a contract with an insurance company, which, for an
individual terminating defined contribution participant, means no purchasing power. The
argument that you can assure an investor of income through portfolio construction, always
seems to hinge on the requirement that the participant hold a lot of equities when he or she can
least afford losses, at or near the beginning of the withdrawal period. And these strategies are
not guarantees, although from the materials and the presentations one would think that the
results are certain.

Provide adequate retirement income

This objective is really a combination of “make up for inadequate savings” and “guarantee
income,” and the objections to it are the objections already raised for those two distracting
objectives. Clearly, in this country we are facing a problem of insufficient retirement income, but
the solutions proposed in the construction of target date portfolios won't provide the answer.
They will only serve to disable the one thing target date funds can do, provide suitable portfolio
management over the accumulation phase.

Moreover, attempting to provide retirement income for participants by extending the glidepath
past the target date reveals a fundamental misunderstanding of the purpose for a glide path.
While we can provide a rationale for utilizing a glidepath in the accumulation phase, no one to
date has offered a rationale that can connect a glide path to the recurring, regular withdrawal of
assets from a portfolio.

We may yet get to a national solution for ensuring that every person entering retirement has
adequate income, but asking a glidepath to carry that load is surely not the answer. Every day |
see people riding their bikes past my office to the beach, but they're usually smart enough to get
off once they get to the sand. What worked on the road doesn’t work in the sand and surf.

Adijust for individual human capital differences

This is a particularly baffling development. Target date funds emptloy a glide path to make one
very big, and very useful assumption, that most participants with the same number of years until
their retirement date, can be efficiently aggregated into pools of investors with the same broad
characteristics that change in the same way over time. Admittedly, this is an imperfect strategy,
but its imperfections are easily overweighed by the great efficiency and utility it brings to large
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numbers of investors. Many young investors have too littie financial assets to be able to afford
personal financlal planning assistance. As their assets grow, over time, with the efficient use of
a glide path and age aggregation, the investors will reach the position wherein they can and
should be able to benefit from more personalized investment strategies. Until then, attempts to
undo the aggregation feature of the glidepath will be counterproductive.

Concluding Remarks

In selecting a suite of target date funds, plan sponsors need to keep their eye on the ball; that is,
the primary objective of target date funds. Unfortunately, competition for plan assets has led
providers to offer target date structures that focus on other objectives. These offerings have
appeal because they appear to solve additional problems; however, those objectives jeopardize
the attainment of the primary objective and for that reason they should be avoided. Providers
and plan sponsors need to come back to the basics. Then we can get on to the other problems
facing plan participants, inadequate savings and security of retirement income.
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Executive Summary

A just society treats seniors with dignity, respecting their purpose, independence, and contributions.
Promoting Jifelong sustainable well-being for seniors benefits all citizens and strengthens the nation.
This report examines the long-term economic security of seniors, depicts current trends and suggests
policies promoting the enduring well-being of seniors.

Security for seniors was buill on the three-legged stool of retirement (Social Security, pensions, and
savings) at the core of the social contract that rewards a lifetime of productivity. Economic security
of seniors, however, is being challenged by two simultaneously occurring trends: a weakening of the
three legs of retirement security income and dramatically increasing expenses, such as for healthcare
and housing. These fundamental changes in the lives of older Americans make it not only more dif-
ficult for seniors to enter retirement with economic security but also to remain economically secure
throughout retirement.

1n light of these altering conditions, this report assesses how the social contract is holding up into
the Twenty-First Century. Using national data' for seniors age 65 or above, we created the Senior
Economic Security Index (SESI) to measure the long-term economic security of senior households
throughout their retirement years. The fundamental components that frame economic stability for
older Americans in the SESI are Housing Costs. Healthcare Expenses. Houschold Budget, Home
Equity, and Household Assets. These factors are critical because:

> Research documents that the largest living expenses for older Americans are housing and
health expenses.

> Household budgets measure the capacity of senior households for meeting annual essen-
tial expenses.

> Research points to home equity as the Jargest source of wealth for all US citizens and in
particular for older Americans.

& Financial household assets establish long-term stability.

The Senior Economic Security Index finds that

vulnerable. That is, close to four of five senior households do not have sufficient economic security to
sustain them through their lives. This risk is especially pronounced for single senior households—with
84 percent among them facing financial insecurity.

The data used in this report do not reflect the housing and stock market meltdowns and economic
recession of 2008. This changing economic envi ace the challenges facing seniors
today and highlights the importance of a comprehensive assessment of security. The SESI provides a
benchmark of the economic life prospects of older Americans and underscores areas of strength and
vulnerability that public policy can address. )

THE NEW ECONOMIC {IN)SECURITY OF SENIORS
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More than half of all senior
households (54 percent) do
not have sufficient financial
respurces to meet median
projected expenses based
on their current financial
net worth, projected Social
Security, and pension in-
comes.

Single seniors face an even
mare troublesome situation.
Fifty-seven percent among
them are at risk of financial
crisis based on their project-
ed assets. Forty-nine percent
of senior couples face the
same risk.

Only cne third of seniors
(31 percent) have household
budgets that allow for addi-
tional savings for larger and
unforeseen expenses, and
another third have no addi-
tionat funds after paying for
essential expenses.

Paying out-of-packet health
expenses, including costs for

A(SEE ALSO TABLE 1 ON PAGE 8)
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FIVE: FACTORS OF THE SENIOR ECONO

_Home Eqm d
‘therefore’ do nnt have

additional insurance coverage, is burdensome for four out of ten senjor households, With
increased healthcare needs associated with older age, as well as cuts in medical provisions,
these expenses will eat up an increasingly larger share of fixed budgets in senior house-

holds in the future.

High housing costs put forty-five percent of ali senjors’ budgets at risk. Single seniors face
even more pronounced challenges with more than half (55 percent) at risk with respect to

their monthly housing expenses.

Overall, more than half of all senior househaolds are secure with respect to home equity due
to the large number of homeowners among them, especially among senior couples, Single
senjors are much more vulnerable in this area with three out of ten either not owning their
home or holding a fow amount of home equity.
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The current generation of Americans age 65 or older is better prepared for retirement than subsequent
generations will be, primarily due to declining employer-based retirement savings and rising debt of
younger families. Even with current trends that include dramatic cuts in defined benefit pension pro-
visions, persistent increases in healthcare costs, increasing debt for seniors, the current housing crisis,
and sharp declines in the stock market, today’s senior citizens represent a best case scenario of senior
economic security for the foreseeable future.

Our recommendations therefore focus on policies that impact houscholds at different life stages in
their rctirement planning. Thus, while we report on the economic security status of older Americans,
this work helps to identify retirement-related vulnerabilities for younger families and policy interven-
tions designed to ensure their economic security in retirement.

POLICIES TO REBUILD THE FOUNDATION OF SENIOR ECONOMIC SECURITY

In order to rebuild the foundations of the social contract that promotes retirement security, policy
approaches need to focus on income provisions and expense controls for seniors. Our policy recom-
mendations on the income side of senior economic security include:

b Strengthen Social Security, especially for vulnerable groups. Not only does Social Security
need to remain a secure source of financial support for all retirees, it should be strength-
ened for beneficiaries, particularly to ensure that those with lifetime employment in low
wage work receive economically sustainable benefits. Strengthening the special minimum
benefit to assure above poverty benefit levels is one example of a first step to achieve this
goal.

<

Pension Provisions. With increasingly reduced worker access to pension plans
and a marked shift from defined benefit to defined contribution plans, this leg of retire-
ment security no longer holds its weight. Pension provisions need to be rebuilt by provid-
ing incentives for employer-based access to pensions and government interventions that
secure the stability of existing pension benefits.

> Expand Asset Building Opportunities for all Households Throughout the Life Course,
including access to, and automatic enrollment in, defined contribution pension plans, fi-
nancial education, adequate income opportunities, matched savings accounts for those
with lower incomes, and protection of assets (mostly housing wealth).

v Provide Employment Flexibility for seniors who desire and are able to remain in the work
force. Examples include flextime and bundled work days; amount of time spent working,
including job-sharing options; and career flexibility with various points of entry, exit, re-
entry over a working career. When, where, and how to work, as well as what to receive for
working are key to flexible work arrangements providing a better institutional fit for older
workers and their continued productive employment.

THE NEW ECONOMIC (IN)SECURITY OF SENIORS
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Policy recommendations addressing the expense side of retirement security encompass:

>  Address the Medicare Crisis as part of the larger national healthcare crisis. Healthcare
costs, especially Medicare expenses, consume a prominent and growing proportion of the
national budget. The need for building a more cost effective and equitable healthcare sys-
tem can no longer be ignored. Without attention to healthcare access and affordability,
progress in all other areas of retirement security will be negated.

o Institute a Universal Long-Term Care Public Insurance Program to protect against the
cost of long-term care, as done in other countries, to mitigate economic risks associated
with ill-health and long-term care needs.

Future retirees will be worse off, unless we attend to policies that grow and stabilize their resources
for the future, and attend to the rising costs for seniors. Policymakers have an opportunity to reaffirm
their commitment to ensure that elders have the resources to live without fear of poverty. Building on
past commitments to our elders, we must strive to construct a new retirement security system of the
Twenty-First Century that meets the needs of our diverse and aging population.
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Introduction

The social contract for seniors in the Twentieth Century was based on the assumption that years of
work should be rewarded with a retirement characterized by economic security. With the incorpo-
ration of Social Security, and newer programs such as Medicare, our society has continuously seen
the contract grow and adapt to changing times, Pr ing lifelong ble well-being for seniors
benefits not only them but is a broader family policy for all citizens, thus strengthening the nation’s
stability. This report examines the long-term economic security of older Americans, depicts current
trends, and suggests policies promoting long-term senior well-being.

The traditional conception of senior economic security builds on income support from three comple-
mentary sources: Social Security, pensions, and savings. Often referred to as the three-legged stool of
retirement security, seniors have relied on income from these three sources as part of the secial con-
tract that ds & lifetime of productivity with security, dignity, and respect in older age.

Economic security of seniors is being challenged by two simul ly occurring trends: a weakening
of the three legs of retirement security and dramatically increasing expenses, such as for healthcare
and housing. These fundamental changes in the lives of older Americans make it more difficult for se-
niors to enter retirement with economic security as well as to remain economically secure throughout
retirement.

Seniors are living longer than ever before, an average of 18 years after they reach age 65. This means
that they need sufficient income and assets to meet essential needs, to be able to spend a modest
amount abave essential exp to pected costs such as healthcare expenditures or
long-termn care expenses, and to pass anythmg along to help children or grandchildren get a good
start in life. These shifting realities also mean that many opt for working longer, if they have the op-

portunity to do so.

At a time when the economic resources of seniors must last more years, there is a dramatic shlft in
ployer-provided pensi Employer-based retirement coverage is declining !

to cut back costs among those who have employer-based pensions.? Even when pnvate pensmns are

available to workers, they are increasingly less secure with the ongoing shift from defined-benefit to

deﬁned-conmbutxon pensions. The current economic crisis clearly reveals the vulnerability of pen-

sions.

In 1980, among private employees with pensions, the vast majority (83 percent) had defined-benefit
pensions, which provide a guaranteed monthly income to retirees upon retirement. Workers with
defined-contribution plans, however, have no such guarantee since the value of their retirement ac-
counts may fluctuate due to changes in the value of their investments. By 2004, 89 percent of private

" workers with pensions had defined-contribution plans, while just 39 percent of workers had defined
benefit plans.?

. With the decline of guaranteed pension incomes for older Americans, more and more face economic
uncertainty during their retirement years. Many employers are also cutting back on health benefits
for retirees either by cutting them entirely, reducing covered benefits, shifting health insurance costs
to current employees and retirees, or increasing out of pocket medical expenses. The proportion of
companies who offer health coverage for retirees has declined from 66 percent in 1988 to 33 percent
in 2007

THE NEW ECONOMIC (IN)SECURITY OF SENIORS
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The reti and health sy that older Americans rely on, Social Security and Medicare, are
becoming stretched by expanding numbers of beneficiaries. As baby boomers retire, there will be
fewer workers paying Social Security taxes to support a growing number of retirees eligible for ben-
efits. Medicare costs continue to rise much faster than inflation, the result of rapidly rising overall
healthcare costs. Because today's retired workers, particularly blue collar workers, are more likely to
have healthcare coverage and pension income under an employer-based retirement plan, the current
generation of retirees is in a very real sense the best prepared generation for retirement that we will see
for decades to come.

Subsequent generations will face even more severe challenges. From this perspective, this study of the
economic security of seniors in 2004 paints a highly optimistic picture of the economic prospects that
workers who are not yet 65 will face when they retire—if current trends in pensions and health cover-
age are not reversed.

The impact of the current housing crisis which has reduced the asset holdings of many households,
and thereby reduced the largest asset of most retired households, will be seen many years down the
road. An indication of the impending crisis is that the number of older Americans who are filing for
bankrupicy has now reached record levels.® The 2008 recession bodes a more uncertain future.

This report examines the economic security of senior households with members age 65 and above.
While Social Security and Medicare have been successful in reducing abject poverty among seniors by
providing a stable minimal source of income and health coverage for almost all people 65 and older,
significant pockets of economic insecurity persist for many older Americans.

These economic challenges are immediately in front of the nation. Within the context of Social Secu-
rity, Medicare, and the U.S. economy, this report provides evidence in three key areas:

> Description of the economic status of older Americans: Are senior households able to
maintain economic well-being above the income poverty line to ensure long-term eco-
nomic security; and how many are holding on by a thread, having difficulty even meeting
essential needs?

> Analysis: Why are some seniors economically secure while others are vulnerable and tiv-
ing by a thread?

> Policies: Are there areas that can be strengthened through public policies to ensure the
economic security of seniors?

SUBSEQUENT GENERAT\ON
EVEN MORE SEVEREN
CURRENT TRENDS lR
HEALTH COVERAGE A
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Measuring Senior Economic Security

The Senior Economic Security Index (SESI) measures the economic capacity of older Americans over
their lifetime. This approach differs from previous methods of measuring senior economic security.
Traditionally senior economic security has been measured in relation to the prevailing federal pov-
erty line. The poverty line is a snapshot in time that gauges the capacity for annual income to provide
basics needed for minimal well-being. The life course approach of the SEST moves the discussion to a
more policy-relevant conversation about the capacity of older Americans to sustain an adequate level
of economic well-being throughout every stage of their life.

SES! offers a framework to assess the strengths and vulnerabilities of economic security among older
Americans—and, importantly, helps to identify policy areas to strengthen well-being. In developing
this concept, we identified essential factors for economic security and well-being, and set common-
sense and research-tested thresholds while creating an index anchored to a single, easily understood
and interpreted metric.*

The traditional view of retirement security focuses on three complementary income sources to cover
living costs during retirement. These are Social Security, pensions, and savings.

The SESI examines these resources but widens its lens to encompass other factors affecting economic
stability and vulnerability:” Housing Costs, Healthcare Expenses, Houschold Budgets, Home Equity.
and Household Assets.

These five factors were selected for the following reasons:

& Abody of research documents that largest living expenses for older Americans are housing
and health expenses. -

& Household budgets are important because they measure the capacity of senior households
to meet annual essential expenses.

& Research points to home equity as the largest source of wealth for all U.S. citizens and in
particular for older Americans.

> Financial assets establish long-term stability.

Our understanding of senior economic stability has come a long way. Previous efforts to examine
senior economic security have focused on the self-sufficiency capacities of older Americans for short
periods, typically regionally determined living expenses for one year. The Elder Economic Security
Standard" provides a benchmark for the capacity of seniors to meet a realistic level of basic expenses.
The National Retirement Risk Index uses replacement rates comparing pre and paost retirerment con-
sumption to assess whether assets and savings would support proportionate consumption levels dur-
ing retirernent.’

The SESI extends this line of research by delivering a policy-relevant marker with significant implica-
tions for revitalizing America's social contract. By building financial assets and housing wealth into a
longer-term, economic security calculation, SES| ide: ¢ i ct: 1d

i £ ili i i ad X
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The Senior Economic Security Index (SESI)

The five components that comprise the Senior Economic Security Index (SESI) include measures for
housing, health security, family budgets, home ownership and equity, and asset security, We used the
2004 Consumer Expenditure Survey to build this Index.” The Consumer Expenditure Survey con-
tains detailed information on household budgets as well as income and assets and other critical ele-
ments comprising the SESL In the analyses we include households in which all members are age 65 or
older, excluding single seniors that live in multi-generational households. The data alsa do not contain
information of elders in long-term care institutions.”

Below we outline the rationale for each of the factors measured by the SESI on a spectrum from eco-
nomic security to risk.

TABLE 1: ECONOMIC SECURITY AND RISK THRESHOLDS FOR EACH FACTOR

expenses

Factor Standard for Senior Economic Risk to Senior Economic Security
Security
Housing "Housing consumes 20 percem or. LESS of | Housing consumes 30 percent or MORE
- . income of income

Health Medical expenses, including supplemen- | Medical expenses, including supplemen-
tal health insurance, LESS THAN 10 per- | talhealth insurance, 15 percent or MORE
cent of total before tax income of total before tax income

Budget $10,000 or MORE after annual essential | Risk when budget atzero or negameafter

essential expenses

Home Equity

Home equity of $75,000 or above

Renter/no home equity

Assets

‘Net financial assets plus Social Securi-

ty/pension income MINUS median ex-
penses over life expectancy GREATER

“or EQUAL to $50,000 for smgle seniors,

$75,000 for senior couples.

| Net financial assets phis Social Security/

pension incore MINUS median expens-
es over life expectancy EQUAL to 210 Of
lcss

SESI

Asset secure PLUS ‘security in a! least
two'? other factors

Asset fragile PLUS fragility in at least
two other factors
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HOUSING SECURITY AND RISK FOR OLDER AMERICANS

Housing costs are the largest expense, not only of seniors but for all U.S. households. The Department
of Housing and Urban Development {HUD) has set guidelines that declare housing expenses at 30
percent or more of income as a financial burden. We adopt this standard for senior households. Senior
households spending 30 or more percent of their total income on housing are at increased economic
risk, as defined in the SESI, whereas senior households spending 20 or less percent of their income on
housing are housing secure. :

HEALTH SECURITY AND RISK FOR OLDER AMERICANS

Rising medical expenses, chronic conditions that need medical attention, and anxiety regarding
unforeseen medical issues are challenges for most senior households. Indeed, healthcare needs and
healthcare costs rise considerably for older Americans. The SESI health factor measures out-of-pocket
medical expenses in relation to income. Although formally insured through Medicare, more and more
healthcare needs and expenses that used to be covered now fall onto private family budgets. These out-
of-pocket medical expenses include expenditures for supplemental health insurance, medical services
and supplies, and prescription drugs.

For the purpose of the SESI, a senior household is considered secure when the household spends less
than 10 percent of its income on medical costs, the threshold used for assessing underinsurance in
prior research.” By contrast, median health expenses for working age families amount to two to four
percent of family income. A senior household is at risk when the household’s medical expense-to-in-
come ratio is 15 percent or higher.™

BUDGET SECURITY AND RISK FOR OLDER AMERICANS

Most seniors rely on fixed incomes. As a result, their budgets have a smaller cushion than many
younger households, In the SESI, we calculate the household’s total income and deduct its essential ex-
penses, which include expenditures for housing, food, clothing, transportation, healthcare, personal
care, education, and personal insurance.

We assess a senior household's annual budget as secure when it has a cushion of $10,000 after essen-
tial expenditures. A cushion of $16,000 provides a basis for commen but non-essential expenses, and
savings to meet unexpected expenses. Such unexpected expenses might include home repair, new
appliances, car repair, and higher out-of-pocket essential expenses such as medical costs in case of °

illness, or large increases in the price of necessities such as heating fuel, gas, or medicine. The marker
for budget security thus is a scant $833 per month for a quality of life beyond basic necessities and a
minimal safety net. A senior household is clearly at risk when it spends more than comes in, leaving
the household with no additional resources to cover expenses that are not essential.

THE NEW ECONOMIC (IN)SECURITY OF SENIORS
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HOMEOWNERSHIP AND HOME EQUITY OF OLDER AMERICANS

Homeownership provides a backbone of economic security for older Americans, both for those who
own their home with a mortgage and those who have paid off their mortgage. Typically, homeowner-
ship allows for stable and relatively fixed costs, as well as a potential source of equity. Especially if the
home was purchased a long time ago and/or if the mortgage is paid off, housing costs may have been
locked in at comparatively low rates.

Owning a home by itself does not provide more economic security. Equally important is the amount
of home equity senior households hold as home equity is the largest asset for most senior households.
It is the asset that many plan to use for assisted living or nursing home expenses. At age 65, a person
has a 25 percent chance of entering a nursing home. At age 85, the majority of older Americans have
long-term care needs. In 2005, the average annual cost of a private room in a nursing home was over
$74,000—ranging from a low of $42,000 to a high of $194,000%. Average monthly assisted living ex-
penses are estimated to range from $2,100-$2,900 (not including application fees) with a large range
among the different types of such communities.

Based on this information, we set the security threshold for the home equity factor at $75,000 which
would provide for just over two years in an average priced assisted living community or one year at
a nursing home. Senior households are at risk on this factor if they do not own a home and therefore
have no home equity. This is a conservative approach to setting economic security as most seniors
require more than one or two years of long-term care.

ASSET SECURITY AND RISK FOR OLDER AMERICANS

Do older Americans have sufficient financial assets to support a moderate lifestyle during their re-
maining years of life (as projected by actuarial estimates)? Our asset calculation includes all financial
assets such as savings, stocks, bonds and equity in real estate other than one’s own home. In addition
to these financial assets, we include the projected income for Social Security, pension and other retire-
ment income over the expected life span for each household (for couples based on the age of the head
of household). Home equity is not included in the asset measure because homeownership and home
equity are a separate factor of the index. Further, we do not want to incorporate an assumption that
families must sell their homes to provide for essential living expenses.

We used median total expenses for single seniors and senior couples as the measure of what seniors
need to support themselves over their remaining years, thus defining a basic standard of living across
income groups.* After deducting the total sum of median expense estimates for all of the projected
remaining years of life from each household’s asset estimates, we set the thresholds for asset security
and risk as follows, Asset security for senior households requires $50,000 for individuals and $75,000”
for couples for long-range economic security. Equivalent to about three years of expenses for these
households, these amounts could cover more than three years of median total expenses above and
beyond their actuarial life expectancy. This represents a crucial economic buffer given that, by defini-
tion, half of seniors will live beyond average life expectancy. A senior houschold therefore is worse off
when there are no sufficient assets to cover the actuarial life span.
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SENIOR ECONOMIC SECURITY AND RISK

Qverall economtic security is established when a senior household is assessed as agsef secute in addition
to security in at least two of the other four factors. Asset secarity captures the three income legs of
traditional retirement security, thus providing the foundation of economic stability for seniors. Ac-
cordingly, overall economic risk to senior households is established when these households are at risk
based on the asset factor in addition to at risk status in ateast two additional fact

HOW SECURE ARE SENIORS?

According to the SESE only 22 percent of seniors meet the criteria for long-range economic security.
More than one in four, or 29 percent, of all seniors are at risk and vulnerable.

‘The stary for senjor couples is better—31 percent are secure and 20 percent are at risk, For single sc-
niors, the Index demonstrates less security and more risk—only 16 percent among them are secure
while 36 percent of all single seniors are vulnerable and at risk of inadequate resources to sustain their
older age life cycle.

FIGURE 1: OVERALL ECONOMIC SECURITY AND FRAGILITY OF SENIORS

78%

All
Seniors

Senior
Couples

Single
Seniors

Not Secure/ At Risk
Not At Risk
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Putin a larger perspective, the SESI shows that 78 percent of seniors are not economically secure; that
is, they are economically at risk or borderline (not secure and not at risk). This means that if present
conditions continue, close to four out of five senior households do not have ec ic security suf-
ficient to sustain them through their lives. This risk is especially proncunced for single senior house-
holds with 84 percent among them not reaching an adequate level of financial security. For senior
couples, this rate is at 69 percent.

The SES! thus pinpoints not only areas of vulnerability, but provides a fuller picture of economic se-
curity among senior citizens. The power of examining the long horizon of the later part of one’s life
course is illustrated by a comparison with the traditional, income-based paverty line.

According to official government data, 13 percent of older ONS CON“NUE'
Americans live in poverty—SESI demonstrates how the tra- PRESENT CONDIT! FIVE SENIOR
ditional poverty line vastly underestimates the life prospects ¥ fOUR uT Of £ ECO-
of seniors as 29 percent are presently at risk as defined by cLOSE DS D T H 0 5US-
the more comprehensive factors in the SESI. In addition, an- HOUSEHO RITY SUFF\C\ENT T

other 49 percent are just getting by on a slender thread where noMmiIC seCy THEIR LWV ES.

an unforeseen crisis puts them at risk, TAIN THEM

Sources of Economic Security and Risk

Of the five factors that comprise the Senior Economic Security Index, not surprisingly the asset or
wealth factor poses the greatest risk for most seniors. This factor annuitizes current Social Security
and pension incomes™ and adds current assets such as savings, property values {excluding one’s own
home), and investments. Such privately held assets are less important when Social Security and pen-
sions provide adequate benefit levels for seniors and protections for long-term care expenses have been
instituted. In fact, secure incomes of Social Securiry and defined-benefit pensions provide among the
securest of economic resources given the volatility of other assets as has been demonstrated so clearly
in the markets volatile markets of 2008. However, with more and more emphasis put on private sav-
ings, including 401(k) plans, assets have become increasingly more vital to fill the gap between Social
Security income and living expenses.

With an average life expectancy of 83 years at age 65, seniors need net financial assets, secure income
such as Social Security, and/or home equity to provide economic security for 18 years, despite other
income losses or increasing expenses. Absent of employment income, few seniors have total assets that
can provide security for even a much smaller number of years.

More than half of all scnior households (54 percent) are at risk of not having sufficient financial re-
sources to face median projected expenses based on their financial net worth and projected Social
Security and pension incomes. Only 30 percent of senior household are secure with respect to their
financial net worth, Social Security and pension assets, the three traditional legs of senior economic
security, as captured by the asset risk factor.

> Overall, close to one third of seniors (31 percent) have budgets that allow for an additional
cushion of savings for larger and unforeseen expenses. Another one-third have no addi-
tional funds after paying for essential expenses.
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> Despite surprisingly high homeowsnership rates well above rates of younger families (71
percent for single seniors, 93 percent for couples), housing-related expenses are high. For-
ty-five percent of all seniors are economically at risk based on their housing expenses.

> Four out of ten senior houscholds are at risk based on their current health expenses. With
increased age, these expenses tend to increase as well. demonstrating that all households
should expect costs to increase with age. Also, given the overall rising heaith costs in the
U.S. system, healthcare premiurns are rising disproportionately to income for seniors re-
lying on fixed incomes, posing an even larger burden for senior economic security in the
tuture.

o  Home equity is the largest asset of seniors. Approximately half of all seniors have median
home equity worth $90.000 or more {pre-2008 housing values). Close to three in five of all
senior houscholds (57 percent) are secure with respect to home equity, and one in five is at
risk.

FIGURE 2: SOURCES OF ECONOMIC SECURITY AND RISK
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Greater economic hardship falls on single seniors. Single seniors are for the most part older (close to
40 percent age 80 or older) and more likely to be female (73 percent). This group also includes a higher
proportion of African Americans and tends to have lower educationa) attainment.

Among the five SESI factors, asset and housing for single seniors are especially troublesome. Fifty-
eight percent of single seniors are at visk based on their assets, and 55 percent are at risk based on their

housing expenses.

The budget factor yields the greatest sccurity and risk gap between single and couple senior households.
Only 19 percent of single seniors are budget secure as compared to 46 percent of senior couples.
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As single seniors tend to be older, this points to the economic risk of older seniors. who are often
women because women generally live longer than men. Subsequent analyses will focus on long-term
cconomic security of older African-American and Latino senior houscholds as well as older seniors.
We already know this will be critically important as 93 percent of older African-American households
and 91 percent of alder Latino households are not economically secure as captured by the overall SESI
measure.

FIGURE 3: ECONOMIC SECURITY OF AFRICAN-AMERICAN AND LATINO SENIOR HOUSEHOLDS
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These compelling statistics reflect the realities of many seniors and demonstrate the roots of eco-
nomic security and fragitity—a fundamental mismatch between income and costs of essential and
other day-to-day expenses. Put simply, many seniors have too little income and face costs that are
too high and rising,

FIGURE 4: SOURCES OF ECONOMIC SECURITY AND RISK FOR SINGLE SENIORS
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Policies to Strengthen the Foundation of Senior Economic
Security

Many countries are undergoing demographic changes that are characterized by an increase in the
proportion of older citizens. Unlike the years before the implementation of Social Security and Medi-
care in the United States, older U.S. citizens now have independent income sources and health insur-
ance coverage, and therefore much more participation in public life. The uncertainties of older life are
mitigated by the risk-sharing policies of our social insurance programs that address unexpected life
circumstances. One of the key advantages of Social Security and Medicare is the large risk pool (most
everyone over 65) that no private plan can replicate.

Unable to keep pace with the trends described in this report, the brittle three-legged stool currently
undermines senior economic security, and we need to rebuild the social contract for our current and
future senior citizens. Our policy rec dations address a bination of income- and expense-
related policies that together can reduce the economic risk for all seniors.

STRENGTHEN SOCIAL SECURITY

Social Security, which significantly reduced poverty among seniors when it was implemented, is the
only strong (certain and inflation-adjusted) leg of the three-legged stool. It therefore continues to play
a vital role in supporting the economic well-being of many older households.

Thirty-six percent of senior singles and 17 percent of senior couples rely solely on income from Social
Security."” Social Security provides at least three-quarters of income for low-income and poor elderly
who have few ather resources.? With Social Security as the only widely available income source that is
guaranteed and adjusted for inflation, it needs to be strengthened and not further weakened by replac-
ing it with private accounts that favor the more affluent.

In addition, Social Security benefit levels need to be adjusted to provide more adequate income for low-
earning beneficiaries. For example, strengthening the special minimum benefit which was instituted
in 1972 10 ensure, at a minimum, poverty level Social Security income for low-wage workers but no
longer provides benefits at this level, would be a first step to reducing economic risk for our elders. In
addition, benefits could be strengthened by reviewing interactions between programs targeting low-
income seniors, and increasing asset limits in means-tested programs to allow for reasonable amounts
of savings for unexpected financial costs and emergencies.”

STRENGTHEN PENSION PROVISIONS

With fewer and fewer workers having access to pension plans and a marked shift from defined-benefit
to defined-contribution plans, the employer-pension leg of retirement security no longer holds its
weight. Pension provisions need to be rebuilt by providing incentives for employer-based access to
pensions. Policymakers should keep in mind that longer range economic security is better anchored
by defined-benefit provisions which provide guaranteed benefits for the rest of the beneficiary's life
and do not require that the retiree stretch what has been saved in a 401{k) plan over an unknown pe-
riod of time. Government interventions are also needed to secure the stability of existing pensions to
ensure the stability of employer and employee investments.

THE NEW ECONOMIC (IN)SECURITY OF SENIORS
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ENHANCE ASSET BUILDING OPPORTUNITIES THROUGHOUT THE LIFE COURSE

Policies for seniors are in essence family policies. Most of us will be among the older population one
day. Therefore, enhancements of asset building opportunities that support household asset-building
and financial management across the life course are critical. These asset building opportunities should
include:

b Access to and automatic enrollment in defined-contribution pension plans for all;

& Education on financial management throughout the life course as well as specifically for
seniors;

> Adequate income opportunities;

& Matched savings accounts or IDAs that permit long-term savings for low-income popula-
tions; and

> Asset protection, mostly as it relates to housing wealth.

FLEXIBLE EMPLOYMENT DURING RETIREMENT

With increased life expectancies and economic insecurity in older age, more and more seniors opt to
work during their early retirement years.? Institutional and structural gaps interfere with the desire
of many older workers to continue work but not necessarily full-time.

Flexible work arrangements offer older workers choices that are perhaps more appropriate to their
desires, stage in the life course, and productivity for employers. Such arrangements might include
scheduling flexibility, including flextime and bundled work days: amount of time spent working, in-
cluding job-sharing options; and career flexibility with various points of entry, exit, and re-entry over
a working career.

When to work, where to work, how to work, and what to receive for working are key to flexible work
arrangements providing a better institutional fit for older workers and continued productive employ-
ment. Indeed, one study indicates that one in four older workers continue to work because their em-
ployer provided flexible work options.”

ADDRESS THE MEDICARE CRISIS

Without attention to healthcare access and affordability, progress in all other areas of retirement secu-
rity will be negated. Seniors are especially anxious about health risks and the volatility of healthcare
costs. The U.S. healthcare system is one of the most expensive healthcare systems in the world, ironi-
cally achieving health outcomes that are often no better, and sometimes worse, than those in other
countries. Like all healthcare costs, Medicare costs have risen and continue to rise disproportionately
to other expenses. As such, Medicare reform needs to be addressed in the context of a reorganization
of the overall healthcare system. The system needs to be restructured in order to curb current escalat-
ing costs and to provide health services to all citizens.
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INSTITUTE LONG-TERM CARE INSURANCE

One of the major economic security threats to each U.S. citizen is the need for long-term care. Current
policies require spending down assets in order to qualify for Medicaid, the only public program that
provides coverage for such expenses in many cases. Private long-term care insurance programs are
unaffordable for most. Federal long-term care insurance would spread the risk of needing long-term
care among all U.S. citizens. A proposal put forward by Senators Kennedy and Harkin, the Commu-
nity Living Assistance Services and Supports (CLASS) Act of 2007, addresses the need for a federal
long-term care insurance program for all citizens.

Conclusions

Even though today’s seniors present a best-case scenario, they face a bleak outlook based on the data
presented here. Future retirees will be worse off, unless we attend to policies that grow and stabilize
their resources for the future, while attending to the rising costs for seniors. Policynakers have an
opportunity to reaffirm their commitment to ensure that elders have the resources to live without
fear of poverty or economic insecurity. Building on past commitments to our elders, we must strive to
construct a new retirement security system of the Twenty-First Century that meets the needs of our
diverse and aging population.
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An open letter to the financial services
industry, government policymakers,
employers and community leaders:

At the very heart of this great and wealthy nation lies a terrible irony and
pressing challenge: despite our wealth and in the face of decades of
social progress, we are not doing enough as individuals and collectively
as a nation to assure the long-term financial security of our citizens in
retirement. Few other issues touch our population as broadly, yet for
some, the challenge is even greater.

For middle-class African- Americans, the march toward financial security
has been an uphill journey marked by half steps, pauses and, for some,
retreat. Over the last decade, Ariel Mutual Funds and The Charles
Schwab Corporation have annually commissioned research comparing
the saving and investing habits among middle- and upper-income Blacks
and Whites. The results consistently show that Blacks save less than
Whites of similar income tevels and are less comfortable with stock
investing, which impedes weaslth building across generations and
contributes to an impending retirement crisis in the African-American
community. This difficult situation will be worsened by the changing
state of America’s pension system, which will hit middleclass Blacks
especially hard because of a disproportionate dependence on traditional
defined benefit pensions. In short, middle-class Blacks may not be able
to realize a key part of the American dream: a comfortable and secure
retirement after a job well done.

To mark the survey's tenth year, Ariel and Schwab are issuing this report
on African-American saving and investing. These findings raise several
critical questions for a community, an industry and a nation committed
to ensuring equal access to the broad benefits of life in the world's
wealthiest country. What proactive measures can our industry, govern-
ment, employers and communities undertake to protect middie- and
upperincome Blacks from experiencing a profound decline in their
financial wellbeing in their retirement years? How can we foster a
cultural shift toward wealth building that will lead to greater economic
opportunities for future generations of African-Americans? And how can
we preserve Black economic gains and shrink the wealth gap?
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This research suggests that employers play a critical role both in
educating Blacks about saving and investing and in ensuring equal
participation among all employees; that family and community can
facilitate and reinforce the merits of investing; that govemment —
including the education sector — can affect future generations by intro-
ducing basic personal finance concepts into every classroom; and that
the financial services industry can serve as the bridge connecting all
of these constituencies. '

Our hope is this research will spur a national dialogue on the issue of.
saving and investing, and encourage a collective momentum toward
action. if we can elevate the level of saving and investing in one
reluctant community, we can make progress in every community, and
ultimately reduce poverty and promote opportunity.

Sincerely,

ChoB R St

Charles R. Schwab
Founder, Chairman & CEQ
The Charles Schwab Corporation

Sincerely,

John W. Rogers, Jr.
Chairman & CEO

Ariel Capital Management, LLC
Ariel Mutual Funds

Sincerely,

P =

Mellody Hobson

President

Ariel Capital Management, LLC
Ariel Mutual Funds
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Introduction

In the last quarter century, the American middle-class has become
increasingly familiar with the stock market. The explosive growth of
mutual funds, lower-cost brokerages and channels of information about
the financial markets, combined with easily accessible employerbased
investment opportunities, has made stock investing, once the realm
only of the privileged, available to people at every income level.
Furthermore, historically stocks have outperformed all other asset
classes — including the American home.

But anyone new to investing in the last 20 years — as most Black
investors are — would be forgiven for thinking it is a risky proposition.
The stock market crash of 1987 the bull market of the 1990s, the dot-
com bubble, the terrorist events of 9-11, the radically changing pension
plan system and most recently, the crisis in the sub-prime mortgage
market have left many investors anxious. A decade of survey research
shows that not only stock market volatility, but also social and cultural
factors, are among the chief reasons more than four in ten middle-class
Blacks forego stock investing entirely or have retreated from the stock
market, removing them from one of the great wealth creators of the
American economic system.

As the largest Black-owned mutual fund company in the country, Ariel
Mutual Funds has long sought to promote saving and investing among
African-Americans. Ariel and Charles Schwab joined forces to establish
The Black Investor Survey: Saving and Investing Among Higher Income
African-Americans and White Americans, which has become the defini-
tive source of information on Black investment behavior. Every year
since 1998 a random sample of 500 African-Americans and 500 Whites
with household incomes of at least $50,000 are surveyed by phone.’

In 2007 for the first time, current retirees were also surveyed to
determine the specific issues they are facing in their retirement years ?
Not surprisingly, the results show that retired Blacks have less money
saved than retired Whites with similar incomes. Together, the surveys of
both retirees and non-retirees paint a picture of Black America at consid-
erable financial risk in their retirement years — a situation that creates
a challenge for the entire nation and an opportunity for the financial
services industry.



Question: “Dao you personally,

or with a spouse, have any money
invested in the stock market right
now, cither in individual stocks
or in a stock mutual fund?”

Stock market participation of houssholds
with $50,000 or over in income

African-American

Sourca: The Arek-Scriwab Black Invesior Swivey
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Survey findings

Blacks trail Whites in savings and stock market particip

Ten years of survey research indicates that middle-to-upperincome
African-Americans remain underinvested in the stock market and are no
more likely today to be stock investors than they were a decade ago.
Whites, on the other hand, are just as likely to be investors today as
when the study began.® Given their higher rates of involvement in the
stock market, it's no surprise that Whites tend to save more on a
monthly basis than their Black counterparts and therefore have accumu-
lated nearly twice as much savings.* The savings gap is compounded
over time, resulting in Whites having a significantly larger nest egg
upon retirement. 1t is important to note that while Whites have saved
considerably more than Blacks, the harsh reality is they, 100, are
underinvested and ill-prepared for retirement. Nevertheless, the large
disparities between Black and White market participation and savings
are consistent year over year, even when other demographic factors’
such as income and education are held constant.

Five years into the survey, the gap between Black and White stock own-
ership was narrowing just as the dotcom bubble burst and the terrorist
attack ot September 11, 2007 occurred. The resulting drop in stock prices
in time drove many Blacks to move money away from the market. By
2003, the percentage of Black investors had dropped dramatically. One
of the first surveys asked whether a downturn in the market would
prompt a withdrawal of money, and considerably more Blacks than
Whites said yes.® Meanwhile, stock market participation among middle-
and upperincome Whites has remained remarkably consistent.
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Among the retirees surveyed this year, Blacks had less money saved
for retirement than Whites even when controlling for factors such as
peak income and education. Further straining their financial position is
the fact that Blacks consistently say they plan to retire éarlier than
Whites, and, indeed, the retiree survey shows they did retire two years
earlier in age, which means they are tapping retirement funds earlier
(at 68, on average).®

It is important to note that a larger percentage of middle-class Blacks
than Whites work for employers that tend to provide traditional
pensions, such as the government. Pension plans and Social Security
have traditionally played a much larger role in retirement income for
African-Americans than these sources do for Whites. In this context, it
is not surprising that most Black retirees surveyed say they are living
comfortably despite their lower overall savings.’

Nevertheless, there is growing awareness that the retirement funding
landscape is changing. More than four out of five working Blacks and
Whites today say that a defined contribution plan, such as a 401{k), will
help fund their retirement; seven years ago fewer than half of working
Blacks had that expectation.® In fact, half of all working Blacks predict
that a plan such as a 401(k) will be their most important source of
retirement income. However, in the last seven years there has not been
a corresponding narrowing of the gap of African-American saving and
investing, suggesting that the changing perceptions among working
African-Americans today about how their retirement will be funded have
failed to spur changes in actual saving and investing patterns.
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Source: The Ariel-Schwab Black Investor Survey

Despite general satisfaction, retirees within the first decade of their
retirement show an undercurrent of concern: a sizeable minority of both
Black and White retirees fear that they wili outlive their retirement
savings. About half of young retirees worry about medical issues
impacting them financially with significant percentages of Blacks and
Whites spending more on health care in their retirement than they
expected.® These anxieties, not surprisingly, are correlated with the size
of the nest egg — the more money saved the fewer worries people
have in retirement.

So, while Blacks in the last decade have shown interest in the market
(at least when it appears to be a safer option) and furthermore
have come to expect that the market will be an important source
of retirement funding {in the form of defined contribution plans), they
nevertheless have been slow to adopt behaviors necessary for ongoing
investing success. Why?
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Blacks are more likely to become
mvestoxs when they begin earning
six-figure incomes,
regardless of their age, whereas for
Whites, becoming an investor typically

occurs as they enter their thirties,

regardless of income.
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Attitudes about investing drive behavior

First of all, the concept of saving for retirement does not resonate in the
same way in the Black community as it does among Whites. Year after
year, the survey has found that fewer Blacks list “retirement” as their
primary reason for saving, with higher percentages of Blacks saving for
“college” or an "emergency” This is especially true for Blacks under 35,
who are only half as likely as Whites under 35 to be saving for retire-
ment.” In fact, alf other factors being equal (age, income, etc.), Blacks
are 15 times less likely to cite retirement as their main savings goal.
And because the research shows that retirement as a savings gbal is
strangly correlated to investing in the market for both Blacks and Whites,
it follows that fewer Blacks invest.”

Additionally, Blacks are more likely to become investors when they
begin earning six-figure incomes, regardless of their age, whereas for
Whites, becoming an investor typically occurs as they enter their
thirties, regardless of income.” This "wage versus age” distinction
means that many Blacks miss out on the benefits of compounding by
waiting too long to begin.

Fewer dollars, lower expected retums:
Effect of compounding over time
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Blacks are banking on real estate

One of the single most consistent findings in the Ariel-Schwab Black
Investor Survey is that more Blacks than Whites view real estate as a
better investment than the stock market. In 2007 only one-third of
Blacks consider stocks and mutual funds to be the best investment
overall, while nearly half feel real estate is the best investment; for
Whites, these proportions are reversed.” Except at the very height of
the bull market in 2001, real estate has outpolled stocks and mutual
funds combined among Blacks, whereas Whites have generally favored
stocks and mutual funds over real estate.™

Many Blacks think real estate is less risky, believe it can be used to earn
rental income and assume it will never go down in value. In fact, nearly
half of all working Blacks believe they will rely on rental income intheir
retirement.™ Given these perceptions, it is not surprising that Blacks
may forego investiné in the stock market in favor of purchasing and
upgrading real estate investments.

The retiree survey, however, tells a story that many working Blacks
might find surprising. The idea that real estate is not just a nest, but also
a nest egg is not borne out by real-life experience. Among retirees, far
fewer Blacks choose real estate over mutual funds and stocks as the
best investment, and fewer than two in ten actually rely on rental
income for their retirement. '
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Social and cultural issues play a role

Finally, in addition to behaviors and perceptions around investing that
result in the Black-White gap, underlying social and cultural issues are
at work, starting with the family. Middle-class Blacks tend to have
greater financial burdens related to their families. Blacks are more than
1.5 times more likely to support adult children and aging parents.” They
are more likely to have extended family living in their homes and are less
likely to be married.

But the survey has found that, even when these financial burdens
caused by family structure are not present, Blacks still remain less likely
to invest. In fact, if one compares a Black person and a White person of
the same age, income, gender, family structure and education, the
White person is almost twice as likely to be an investor as the Black
person — that is, all other significant demographic factors wash away,
leaving race as the determinant of likelihood to invest.™

Broadly speaking, there is a relative lack of social and cultural attention
within the African-American community focused on investment/savings
matters. For example, Whites are almost twice as likely to have grown
up in a household where they knew their parents were investors, giving
Whites the advantage of early exposure. This trend still exists today, with
Black parents being considerably less likely than White parents to
expose their own children to various banking and investing activities,
such as opening a savings account for a child. In 2001, just 56% of
Blacks said their child under 18 had a bank savings account, compared
to 68% of Whites; only 36% of Blacks had savings bonds for their chil-
dren, compared to 55% of Whites; and only 21% of Blacks had bought
stocks or mutual funds for their children, compared to 31% of Whites.

Less exposure to the stock market, of course, leads to less knowledge
about the basics of investing. Common phrases like “bull market” and
“bear market” are unclear to almost half of Blacks. Fewer Blacks
than Whites know that a stock represents an ownership share of a
company.® Adding to the general unease with financial facts and termi-
nology is the widely held perception among Blacks that timing the
market is more important than discipline in becoming a successful
jong-term investor — a perception that discourages investing among
those who feel they are less than experts on the subject.”
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Employers, educators and industry all play a role in empowering
Blacks to invest

Both Blacks and Whites strongly believe that individuals — rather than
the-government or employers — are most responsible for planning for
their retirement.? However, Blacks are more likely to believe that the
government and corporate America can do more to guide them toward
a secure retirement. Among Blacks who invest, employersponsored
retirement plans have been the most significant factor in driving.them
toward the stock market investing. Additionally, the role of the employer
has grown dramatically over the past decade, with high percentages of
both Blacks and Whites saying they get investing information from their
employers.? The 2007 survey revealed that 55% of Black investors
attributed their impetus to begin investing to their 401(k} plan, versus
27% in 1998. Furthermore, among Black retirees 45% began investing
through a 401{k) plan.

According to the 2007 retiree survey, fewer Blacks have gone through
some of the basic steps of retirement planning, such as calculating the
amount of money they need to live comfortably in retirement. But
those who had sought professional advice were much more likely
to have made this calculation, much more likely to have saved more
than $100,000 by the time they retired and much less likely to have
retired early.

The great majority of Blacks and Whites believe that financial literacy
should be part of the public school curriculum. The 2001 survey showed
that 80% of Blacks and 80% of Whites with teenage children agree
that the stock market and investing are topics that should be taught
in school.
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A call to action

The trends highlighted in a decade of research by Ariel and Schwab
coupled with the evolution of the pension system toward defined
contribution plans present a critical challenge to the African-American
community, employers and policymakers. How can we better commu-
nicate the importance of saving and investing — both to ensure a secure
retirement and to be able to build wealth across generations — and
provide education to those who need it? How can educators, employers
and the financial services industry stimulate higher saving rates for
people of all incomes? We hope the findings of these last ten years
spark a myriad of ideas and answers to these questions, and that organ-
izations and individuals take up the call to address this issue within their
spheres of influence. The following are clearly important first steps.

1. Educate Our Youth

One of the most effective ways to eliminate the investment gap and
savings gap in this country is to address the issues before they become
a problem. Whether in public school classrooms or through community-
based programs, educating America’s youth about basic money man-
agement including saving and investing should be a top priority. In
Schwab’s 2007 Teens and Money Survey, only 13% of American teens
ages 13 to 18 said they knew what a 401{k) plan is. Even more funda-
mentally, the survey results showed that only 41% of teens know how
to budget their money; only 34% know how to balance a checkbook or
check the accuracy of a bank statement; and only about a quarter of
them {26%) understand how credit card interest and fees work. While
some individual schools have made efforts to teach children the basics,
there is no national investment curriculum. Likewise, many schools or
organizations do not possess the materials and resources they need to
help teach young people how to be educated consumers and investors.

The ideal solution would be required financial education within the
school system throughout all 12 years. A mandated financial fiteracy
exam would help assure America's children are equipped with a basic
set of financial skills to make smart, informed choices. We encourage
the leaders of our educational system to proceed down that path. In the
short term, private enterprise can play a significant role. Another recom-
mendation is for companies—specifically within the financial services
arena—to partner with cities, schoo! superintendents, and/or youth
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organizations to teach children the financial decision-making skills
necessary to secure their future. Private enterprise has a critical stake
here, since most of today’s school-aged children will not grow up and
work for an employer who offers a pension {defined benefit plan} and
instead will carry the responsibility for building their own financial secu-
rity largely through defined-contribution workplace retirement plans.

Following are two examples of ways in which companies have had a
significant impact on increasing financial literacy.

Case Study of Ariel Community Academy

in 1996, in partnership with Ariel Capital Management, LLC and the
Chicago Public Schools, Ariel Community Academy opened its
doors on the south side of Chicago in a predominantly African-
American neighborhood. A part of Mayor Richard Daley’s Small
School Initiative, the Academy is a traditional public schoo! with
classes from pre-kindergarten through eighth grade. in addition to
the mandated Chicago public school curriculum, Ariel introduced
the concepts of saving and investing into the classroom. The school
is the first elémentarv school in the country to have haliways named
after financial marketplaces like Wall Street and LaSalle Street and a
working board rcom furnished with a life-size mural of a bull and
bear, as well as clocks showing Chicago, New York, Tokyo and
London time. Additionally, every morning a bell rings and a student
announces 1o everyone in the building that the stock market is open

and relays yesterday's closing prices for a point of reference.

Through a partnership with Nuveen Investments, a Chicago-based
investment and trust company, the Ariel Nuveen Investment
Program awards a $20,000 grant to each incoming first-grade class
at the Ariel Community Academy. This money follows the students

until their graduation.

In the first few years, the money is invested and managed by a
group of investment professionals from Ariel and Nuveen. As the
students advance through the school's unique investment curricu-
fum, though, they become actively involved in making investment
decisions. Ultimately, a Junior Board of Directors {made up of sixth-,
seventh- and eighth-grade students) is responsible for deciding how
the $20,000 is to be invested. Upon graduation, alt accumulated
profits made on the original gift of $20,000 are divided into two
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in the ,grad‘uatingélass. Each graduate can choose to eith

nois 629 plan. T
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Case Study of Money Matters: Make it Count

A Financial Literacy Program

Sponsored by Boys & Girls Clubs of America and
Charles Schwab Foundation

Many of the nation's teenagers advance into adulthood without
learning the skills that lead to financia! independence and well-
being. To address this important social issue, Boys & Giris Clubs of
America and Charles Schwab Foundation entered into a national
partnership in 2003 and collaborated to create Money Matters: Make
it Count™. The program aims to build basic money management
skills and positively influence a lifetime of good financial habits for
teens ages 13 to 18. Through {fun, interactive activities and exercises
on topics like using a checking account, learning how to budget,
managing debt and saving for college, Money Matters helps teens

learn practical ways to save, spend and make their money grow.

in May 2004, the program rolled out nationwide. Today, it is available
to approximately 2,500 Boys & Girls Clubs across the country,
reaching a large population of teens who might not normally have
access to this type of education — including the large percentage of

Ciub teens who come from disadvantaged circumstances.

In less than three years, nearly 70,000 Boys & Girls Club teens have
completed Money Matters. and 884 Club locations across the United
States have adopted the program. Since 2004, Charles Schwab
Foundation has presented a total of $108,000 in coltege scholarship
grants to 54 teens, ages 16 to 18, who have completed the program

and demonstrated their newly acquired financial literacy skills.
The program components include:

s ATeen Personal Finance Guide, which includes practical tips and
activities to help teens learn important money management skills,

including investing for coliege and saving for the future.

w The Money Marters website, a password-protected, interactive
site that contains 1ools to help teens fearn how to balance a check-
book, make budgeting and investment decisions, and start

a husiness.

m A Facilitator’s Guide to assist Club staff and volunteers in explaining
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_ basic financial concepts. The Facilitator's Guide offers easy-to-
implement small-group activities to reinforce newly. acquired

“money management skills.

Schwab’s Employee Volunteer Prog am, in which Schwals profes :
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2. Ampiify Workplace Education

Employers today have both a greater opportunity and a greater
responsibility 1o provide employees with access to suitable retirement
investment vehicles and to educate them about how to plan for a
successful retirement. The Pension Protection Act's sanctioning of
automatic enrollment as a tool to help employers increase 401(k) plan
participation will help many employees begin to save for retirement who
‘might otherwise have sat on the sidelines.

While many employers have made great sirides toward ensuring their
plans consist of a well-diversified menu of investment options, too few
have focused on employee participation rates by race. We suggest
that corporate chief financial officers, treasurers and human resources
directors investigate their internal plans and analyze participation by race
to determine if differences exist and, if so, take steps to narrow the gap.
The few companies that have gone through this exercise have found
that the investment gap uncovered by the Ariel-Schwab Black {nvestor
Survey is mirrored within their own 401{k) plans.

McDonald's Case Study

McDonald's is the top global foodservice retailer, with more than
30,000 restaurants in more than 100 markets. in the United States,
85% of its 13,000 restaurants are franchised. As a leader in the areas
of diversity and inclusion, McDonald’s incorporates these two

elements into every facet of its business.

At McDonald’s, the employee base reflects the diversity of its cus-
tomers. For this reason, McDonald's has tracked investment patterns
by ethnicity in the United States for the last three years. This data
played a key role in helping McDonald's drive a three-pronged strat-
egy that positively impacted employee investment decisions. And
with more than $2 billon in assets invested in its 401(k}, the enhance-
ments have led to increased participation in company savings

programs among all employees, including African-Americans.
Plan Design

McDonald’s made a radical change to its existing 401{k} plan, which
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s open to all McDonalds staff and employees of no
.restaurants To encourage greater levels of participation amORG s
OSt under—mvested group, restaurant managers, the compai
nsmuted automatic enrofiment. Throtugh sutomatic “enroliment,
g’_McDonaids vmplememed a default 1% contribubion io the reeia‘
ant manager 5401k} undess-the manager chose 0 opt aut or seje

-8 htgher contribution rate : .

A one-time salary increase of 1% was also given' to alf current
salaried restaurant managers to ‘offset “the .mp"scx on thel‘
._'take-home pay and to demonstram the companys commitment
',.]'he!pmg employees save

Inv addmon the - 401{k} match was front-loaded to ensure th
mploy’ 'S, pamcutariy those at xhe restaurant ievei would bene t.
m the mvestment they made in thetr future. Th:s enhancemenf :
.:gave employees $3 for eachr':‘ﬂ they comnbuted on the fxrst 1%.
' ay.and 31 for:each 81 on:the next 4% employees contributed, for

on! gualanteed match of 7% on the first 8% employges’ eave

the '401(k} niatch, the "discretionary match’
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McDonald's also added a no-cost online financial planning tool to
make investment resources more accessible to those who might not

be able to take advantage of the services of a financia!l planner.

Communications

To ensure employees understood their investment options and how
to maximize the benefits available to them, branded employee
newsletters and seminars were added with increased frequency.
Outreach efforts also began with the various diversity employee
groups at McDonald's, including African-American employees. While
these efforts are in the initial stages, financial planning information
was distributed al a recent national conference held by African-

American employee network and additional tactics are underway.

Results

After only two and a half vears, the positive impact of the plan design
changes, new investment options and communications enhance-
ments have not only affected African-American employees, but all
McDonald's employees. Aithough the benefits of these changes are
most dramatic at the restaurant leve!l, where McDonald's has its most
diverse employee population, they have also strengthened staff

employee participation:

s Among African-American restaurant managers, the percentage

participating nearly doubled, from 50% in 2004 to 95% in 2007

a Aggregate account baiances of African-American restaurant
managers increased 41% since 2004 and African-American staff

{non-restaurant) employees’ account balances increased 34%.

w The percentage increase of minorities participating in the plan is
more than double that of non-minorities. Minorities increased

24%, compared to an 11% increase among other employees.

s At 89%, the percentage of African-American staff employees
participating in the plan is close to total percentage for all

McDonald’s employees.

While McDonald's is pleased with the outcome of these efforts, the
company remains committed to further increasing the financial
awareness of its employees and providing them with resources to

make sound decisions about investing in their future.
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Access is only the tip of the iceberg. Employers must give employees
the tools they need to choose the appropriate investments.
Even employees who are automatically enrolled at 3% in an appropriate
target fund need to know the basics of asset allocation and understand
that 3% will likely not ensure a secure retirement. Education and
advice are crucial and data shows that the right approach can make
a difference.

The 2005 survey showed that 49% of Blacks versus 42% of Whites
preferred to receive information on their retirement plans through
one-on-one meetings or in seminars, and 27% of Blacks versus 16% of
Whites prefer using advisors. Additionally, fewer Blacks (28%) than
Whites (37 %) want information through e-mail. This year's retiree survey
also found that, all else being equal, retired Blacks who used a financial
advisor or attended seminars were twice as likely as those who didn't to
have over $100,000 saved.

Blacks are also more likely to trust people who look like them and
share their experience, with three quarters of Blacks surveyed in 2000
agreeing that there are “not enough African-American role models in the
financial community” In 1998, the first year of the survey, 58% of Blacks
said they would be more likely to have an account with a financial
services company with a racially diverse workforce.

America faces an increasing challenge to boost the national savings rate
and provide for a more secure retirement for workers with the kind
of common-sense approaches described here in the Ariel-Schwab
Black Paper. A decade of research conducted by Ariel and Schwab offers
a roadmap for moving forward. it now falls to the financial services
industry, government, employers and individuals to work together to
meet this challenge and to build a brighter future for everyone.
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End notes

' The sample, national in scope, is drawn randomly from census exchanges that have a
median income of $40,000 or more. In order to bolster the African-American sample,
additional interviews are conducted in census exchanges that have a median income of -
$40.000 or more and that have a population that is at least 25% or above African-
American. All respondents are over the age of 18 and have a household income of at
least $50,000. Additionally, all identify themselves as the primary ot joint decision-maker
n the household in terms of investment decisions.

* A sample of 300 Bilack and 300 White retirees were surveyed by phone. All respondents
had household incomes of over $50.000 before retirement and had been retired
between one and ten years.

*in 2007 57% of Blacks own stocks or stock mutual funds, compared with 76%
of Whites. In 1998, the first year of the survey, 57% of Blacks owned stocks or stock
mutual funds compared with 81% of Whites. Over the years, the Black figure rose to as
high as 74%, while the White figure has consistently hovered between 76% and 84%.

* In 2007, the mean total amount of savings and investments is $142,000 for Blacks and
$269,000 for Whites. {The corresponding median numbers are $48,000 and $100,000.)
For Black retirees, the mean total of savings and investments is $151,000, and for White
retirees it is $373,000. (The median savings amount for retired blacks in the survey was
$73,000 compared to $210,000 for Whites.)

 In 1999, 24% of Blacks versus just 10% of Whites said they would “take money out of
the stock market” if there were a major downturn.

¢ In the tirst year of the survey, Blacks on average said they planned to retire at the age of
58, while Whites on average planned to retire at the age of 61. The 2007 retiree survey
showed that in fact Blacks did retire, on average, at 58, while Whites waited until 60.

” When retirees were asked if they were living comfortably or having trouble making ends
meet, 78% ot Blacks and 85% of Whites said they are comfortable.

* In 2000, 47% of non-retired Blacks and 62% of non-retired Whites said they expected
to rely on an employersponsored retirement plan, such as a 401(k), as a source of money
in retirement. In 2007 83% of non-retired Blacks and Whites expect that such a plan will
help pay for retirement.

? The 2007 retiree survey shows that 25% of Black retirees and 22% of White retirees are
worried that they will outlive their retirement savings, and 52% of Black retirees and
51% of White retirees worry that a medical issue could impact them financially. Forty-
one percent of Black retirees and 28% of White retirees say they are spending more on
health care in their retirement than they had expected to.

“In 1998, 37% of Blacks said their most important reason for saving was retirement,
versus 58% of Whites. In 2007 the numbers were statistically identical: 40% of Blacks
versus 56% of Whites said retirement was the most important reason. In 2000, an analy-
sis of respondents under 35 showed this to be true for younger people as well»with half
as many Blacks (21%) as Whites (42%) citing retirement as their most imporntant reason
for saving.

" In 2007, Blacks who say saving for retirement is their main goal are 2.1 times more
likely to be in the market today, all key demographic factors being equal. Whites are
1.7 times more likely to be in the market when saving for retirement is their main goal.
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2 |n 2001, we looked at “fikelihood to invest” and it jumped dramatically for Blacks when
they began earning over $100,000 and skyrocketed when income exceeded $150,000.
For Whites, higher income was not the driver to invest, but rather age. Whites over 35
were three times moare likely to be investors than Whites under 35, regardless of
income, while Blacks of all ages were equally likely to be investors when incomes are
held constant.

1 |n 2007 when asked which of the following — stocks, mutual funds, bonds, real estate,
whole life insurance — is the “best mvestment overall,” 45% of Blacks chose real estate,
compared to 33% for stocks and mutual funds combined. Just 34% of Whites chose real
estate, whereas 45% of Whites chose stocks and mutual funds combined.

“Whites have favored stock market investments over real estate investments in all but
two years of the research — 2003 and 2004. Nevertheless, Blacks have found real estate
investments more attractive than Whites have in every year of the study.

™ In 1999, 32% ot those Blacks who said real estate was the best investment cited "less
risky” as the reasan; 25% cited “never go down in value”; and 21% said you can “earn
rental income.” in 2007, 45% of working Blacks and 32% of working Whites said rental
income would help fund their retirement. In fact, just 16% of retired Blacks and 13% of
retired Whites have any real estate income in their retirement.

% The 2007 retiree survey shows that just 32% of retired Blacks say that real estate is the
best investment overall, versus 29% of retired Whites. Additionally, only 16% of Black
retirees and 13% of White retirees identify rental income as a source of retirement
income.

" In 2000, 32% of Blacks surveyed said they expect 10 support adult children versus
20% of Whites: that same year, 45% of Blacks said they expect to support aging
parents, versus 29% of Whites.

®in 2007, Blacks are 1.88 times less likely to invest than Whites, all else being equal.
Variables included as controls are income, assets, age, gender, marital status, adults
other than spouse in household, education, employment status, government vs.
business employment, and seif-employment.

“in 2004, just 39% of Blacks could correctly link a "bull” market with a nsing stock
market. Only 56% of Blacks (and 65% of Whites) knew that when you own a stock, you
own an ownership share of a company. {Other choices on the multiple-choice question
were a loan to a company, a bet on a company, and “| don't know.’)

» The 2004 survey showed that 30% of Blacks {vs. 15% of Whites) think market timing is
more cnitical 10 investor success than patience or discipline. Those Blacks believing in
market timing are 2.5 times less likely to be investors than those who believe in patience
or discipline.

2 |n 2006, virtually identical percentages of Blacks and Whites (87% and 89%,
respectively) said that individuals should be “very responsible” for retirement planning.

71 1998, just 27% of Black and White investors said that they started investing as a result
of having a 401(k) plan, with the rest saying they started investing on their own, with the
help of a broker or financial advisor, and with the help of a friend.
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BACKGROUND AND OBJECTIVES

®*  Ariel Investments, LLC and The Charles Schwab Corporation commissioned Argosy
Research to conduct the tenth wave of a primary research study comparing and
contrasting higher income ($50,000 or more) African-American and White households
in terms of their savings and investment attitudes and behaviors. Ariel and Schwab have
jointly conducted previous waves of this research every year since 1998.

s The main objectives of this research are the following:

* Identify similarities and differences between high income African-Americans and
Whites with regard to saving and investing.

 Examine the factors, particularly past influences and underlying beliefs, that may
impact how African-Americans and Whites think about financial matters.

» Determine any shifts in attitudes or behaviors over time.

* Assess the expectations and issues that African-Americans and Whites face in their
financial futures.

SY Ariel Investments, LLC/The Charfes Schwab Corporation 2008 Black Investor Survey
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METHODOLOGY
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503 African-Americans and 506 Whites were interviewed by phone between June 11
and July 13, 2008.

All respondents were over the age of 18 and had a household income of at least $50,000.
Additionally, all identified themselves as the primary or joint decision-maker in the
household in terms of investment decisions.

The sample, national in scope, was drawn randomly from census exchanges that have a
median income of $40,000 or more. In order to bolster the African-American sample,
additional interviews were conducted in census exchanges that have a median income of
$40,000 or more and that have a population that is at least 25% or above African-
American.

The survey ran for an average of 11 minutes.

Note: Throughout this report, a bolded number indicates a figure significantly higher
from a statistical standpoint than the number to which it is being compared.

Aricl Investments, LLC/The Charles Schwab Corporation 2008 Black Investor Survey
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HIGHLIGHTS OF PREVIOUS STUDIES

January 1998

-~

The 1998 study revealed a number of interesting differences between the two groups
surveyed, such as how, relative to Whites, African-Americans:

« Are underinvested in the stock market, due to several social and cultural reasons.

* Prefer more conservative investment vehicles, including life insurance; also regard
real estate as the best investment overall.

« Have less wealth than Whites with similar incomes.

January 1999

The 1999 study helped identify why certain attitudes and behaviors are so divergent.
The reasons for the differences were found to include:

» African-Americans were introduced to savings and investing tools later in life.

« African-Americans are motivated to invest in more conservative investment .
vehicles because of the feeling of security those investments provide.

At the same time, this study also uncovered heightened interest in investing among
African-Americans relative to Whites.

Other areas explored included how women and men behave differently. Women are
more likely than men to consider themselves beginner investors, are relatively
underinvested, and are more likely to own conservative investments than men.

Ariel Investments, LLC/The Charles Schwab Corporation 2008 Black Investor Survey
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HIGHLIGHTS OF PREVIOUS STUDIES (CONTINUED)

April 2000
*  The 2000 study found that family obligations, including children’s education, dictate
African-American savings.
* More African-Americans than Whites expect to support adult children; also, more
African-Americans expect to support aging parents.

+ . African-Americans are-saving as much or even more for education than Whites. In
addition, more African-Americans than Whites cite education as the key to financial
success. .

+  On the other hand, African-Americans have considerably less saved for retirement
than Whites and fewer African-Americans cite “retirement” as their most important
reason for saving.

June 2001

» The 2001 study found that even after controlling for demographic and behavioral
variables, African-Americans are still 35% less likely to invest than Whites. In examining
the key factors influencing investing patterns among African-Americans and Whites, we
found:

+ African-Americans become increasingly more likely to invest as they earn more.
Income is not a determinant of investing among Whites.

» Regardless of their income, Whites begin investing at fairly young ages, while the
likelihood of investing for African-Americans does not track with age.

B

ARGOSY Ariel investments, LLC/The Charles Schwab Corporation 2008 Black Investor Survey
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HIGHLIGHTS OF PREVIOUS STUDIES (CONTINUED)
June 2002

*  The 2002 study explored financial attitudes and behaviors in the wake of the lingering
recession, a down market for much of 2001, and the September terrorist attacks:

* Just a handful of Blacks and Whites (6% and 7% respectively) liquidated any
investments as a result of the recession or acts of terrorism.

* . A sharply rising percentage of all investors agreed that, “The recent stock market
volatility has shaken [their] long-term confidence in the stock market.” Blacks in
agreement rose from 32% to 43% since last year; Whites went from 15% to 25%.

«  More Blacks than Whites (49% vs. 39%) felt “more anxious about {their] financial
situation than [they] were a year ago,” and far fewer Blacks than Whites (46% vs.
68% respectively) thought the economy would improve within the next 12 months.

June 2003

* The 2003 survey showed that many higher income African-Americans were retreating from
the stock market. After five straight years of steady increases in the percentages of Blacks who
own stocks, only 61% of Blacks in 2003 had money in the market, down from 74% in 2002
and approaching the 1998 level of 57%. White stock ownership, held steady at 79%.

=  Real estate and other investments were increasingly in favor with both groups.

* With interest rates at 35-year lows, White attitudes toward real estate investing
approached Black historical preferences for real estate investing.
* When asked which is the “better investment” -- home improvements or stocks -- 76% of

Blacks and 61% of Whites chose home improvements, while only 20% of Blacks and

K 33% of Whites chose stocks.
\|

,A R ‘GO S ‘Y Ariel Investments, LLC/The Charles Schwab Corporation 2008 Black Investor Survey
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HIGHLIGHTS OF PREVIOUS STUDIES (CONTINUED)
June 2004

The 2004 survey further explained the gap between African-American and White investing by
uncovering a misperception by Blacks that investors need to be skilled at market timing, or
buying and selling stocks at exactly the right time, in order to be successful.

+ Those Blacks citing patience or discipline as an important factor for investing success are
two and a half times more likely to be investors than those believing that knowing how to
time the market is the most important success factor.

The survey included a 10-question investment quiz that a majority of both Black and White
investors failed, showing that many Americans, both Black and White, misunderstand or are
unfamiliar with market lingo commonly used by the media and investment companies.
Furthermore, many do not know basic facts about investing and the stock market.

July 2005

ARGOSY
WA G

The 2005 study found that for African-Americans, employer-sponsored retirement plans have the
potential to be an effective entrée into the world of investing.

+ African-Americans who are saving primarily for retirement are almost twice as likely to be
stock investors as those who are saving for other reasons, such as to pay for education.
Whites are equally likely to be investors regardless of their goals.

+ Fewer Blacks than Whites overall, however, consider retirement their most important goal.

» Additionally, those Blacks who are investing regularly in retirement accounts contribute
significantly less per month to their accounts, and more Black plan participants than White
participants have withdrawn money from their accounts prior to retirement (36% vs. 24%).

+ Blacks who have help from a financial advisor contribute more money on a monthly basis to
their retirement plans than those who do it alone.

Arie] Investments, LLC/The Charles Schwab Corporation 2008 Black Investor Survey
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HIGHLIGHTS OF PREVIOUS STUDIES (CONTINUED)

June 2006

= The 2006 study found that Black and White Americans differ in their expectations and strategies
about retirement. Notably, African-Americans are significantly more reliant on employer
pensions than Whites.

Two-thirds of employed Blacks, compared to about half of employed Whites work for
employers with a traditional pension plan; however, large percentages of both Blacks and
Whites (50% and 55%) believe that corporate pension funds will no longer exist in a
decade.

All else being equal, African-Americans are twice as likely as Whites to believe
government and corporations bear significant responsibility for ensuring Americans a
comfortable retirement.

*  African-Americans remain optimistic about retirement: fewer Blacks than Whites (24% versus
30%) say they are worried about their retirement; and more Blacks aim to retire early, with
twice as many Blacks as Whites hoping to retire before the age of 60.

* However, for many African-Americans, retirement is just the beginning of a new phase of work.

ARGOSY

While both groups have similar aspirations for retirement (maintain standard of living,
travel more, etc.), three times the number of African-Americans versus Whites (29% versus
10%) say they plan to start a business afier they retire.

More Blacks than Whites say they expect real estate investments to help fund retirement.

Twice as many Blacks as Whites (34% versus 16%) say they are currently saving to buy
real estate, start a business, or both.

Aricl Investments, LLC/The Charles Schwab Corporation 2008 Biack lavestor Survey
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HIGHLIGHTS OF PREVIOUS STUDIES (CONTINUED)

QOctober 2007

ARGOSY

In 2007, African-American stock market participation was at the same level as it was ten years
prior (the first year of the survey): at a low of 57% (compared to a high of 74% in 2002).
White investing was at 76% last year.

Even when all other significant demographic factors are held constant (age, income, gender,
education, and so on), Whites are nearly twice as likely as African-Americans to be investors
than Whites.

While 56% of Whites say that retirement is their most important goal for saving and investing,
only 40% of African-Americans see retirement as their priority. All else being equal (income,
age, etc.), Blacks are 50% less likely to say retirement is their primary savings goal.

African-Americans continue to lag their White counterparts in monthly savings, and the
average value of overall savings and investments by African-Americans is less than half of
what it is for Whites.

Of those who invest, more African-Americans (55%) than Whites (47%) report that they first
started investing as a result of having a 401(k) or other employer-sponsored retirement plan.

When asked which is a bigger worry: day-to-day expenses, or having enough money to retire,

41% of African-Americans cited expenses, and 59% cited retirement. In contrast, only 29% of
Whites cited expenses and 71% cited retirement.

Ariel Investments, LLC/The Charles Schwab Corporation 2008 Black Investor Survey
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'HIGHLIGHTS OF THIS YEAR’S STUDY

July 2008

*  African-Americans are on equal footing with Whites when it comes to accessing and enrolling in
employer-sponsored defined contribution plans, but save far less each month and have a
considerably smaller nest egg than their White counterparts.

About nine in ten of both Blacks and Whites who are working have access to a defined
contribution plan such as a 401(k).

Of those with such a plan, about 90% of both groups contribute regularly.

However, the median monthly amount that Blacks contribute to their 401(k) plan is $169,
while Whites contribute about 50% more, or $249 each month.

As aresult, the median total household savings for retirement reported by Black
respondents is $53,000, in contrast to Whites at $114,000.

» For many younger African-Americans, saving for retirement is more of a dream than a priority.

African-American are half as likely to cite retirement as their most important goal when
saving and investing (after controlling for income, education, age and other key
demographics).

At the same time, 45% of Blacks under the age of 50 (compared to 26% of Whites) say they
want to retire by age 60,

Among those older than 50, however, reality has set in: a far smaller 24% of Blacks and 9%
of Whites still plan to retire by age 60.

Ariel Investments, LLC/The Charles Schwab Corporation 2008 Black lnvestor Survey
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HIGHLIGHTS OF THIS YEAR’S STUDY (cont.)
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With some help from employers, all employees, but particularly African-Americans, would be
likely to ramp up their monthly 401(k) savings.

»  About two-thirds of African-Americans (compared to about a half of Whites) say they
would increase contributions to their retirement plan if employers provided access to
financial advisors, seminars about retirement investing, and/or education about the features
of the plan.

This year’s findings show that 62% of higher income Blacks own stocks or mutual funds versus
82% of Whites.
+  Over the last 11 years, Black stock ownership has fluctuated between last year’s low of 57%
and a high of 74% in 2002. '
«  Over the same period, White stock ownership has consistently hovered around 80%.

While overall stock ownership among Blacks is still lagging, the historical preference for real
estate among Blacks is at historic lows.
«  This year, just 39% of Blacks said real estate was the “best investment overall” compared to
37% of Blacks who picked stocks or mutual funds.
«  Among Whites, just 28% chose real estate compared to 55% who chose stocks and mutual
funds.
+ In 2004, at the height of the real estate bubble, 61% of Blacks and 51% of Whites said it
was the best investment overall.

Ariel Investments, LLC/The Charles Schwab Corporation 2008 Black (nvestor Survey
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TRENDS IN MARKET PARTICIPATION

Do you personally, or with a spouse, have any money invested in the stock market right now,
either in individual stocks or in a stock mutual fund?

(% answering yes) 83%

0,
g% A% Widedd 82%
gl 82% 80%R0% B2
I 76%

7ats -

69% 68%
64% | [ 165%e649

62%

"398 2000 ‘01 ‘0203 '04 05 06 °07 ‘08 98 2000 ‘01 02 ‘03 '04 '05°06°07 ‘08
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PERCEPTIONS OF BEST INVESTMENTS OVERALL

Which of the following do you think is the best investment overall?

Don’tknow (35771 ol AN 40 o 1 - I .
Whole life insurance |-3%—{ T8% | 6%y C3% o/ | 8% | | 8% | L 1%
Individual bonds | % e t-2% [ 1% ] [ 12% | 3% 780 Tse 10, 1] cd%
Individual stocks |7 =87 4% a9 T lge ™1 3% “EI % T —
ndividual stocks ™ Lo 7% le% | | 129 15‘;/ L% |
| 8% | b y
Mutual funds | 21% ™ 1) 12% | 1% - ° J e 15%
20% 20% ° .
21% 35% o
26% 4 39 | | s
\\\r\ " \ N 5
N\\ \\' N N
Realestate | 61% | | o000 | | o0, —~ ™ ] y
"] 4% S1% 1
B 39% 39% 36% 34%
28%
2004 2005 2006 2007 2008 2004 2005 2006 2007 2008
African-American White
m Acicl [nvestments, LLC/The Charles Schwab Corporation 2008 Black Investor Survey
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ADJUSTED FINANCIAL ACTIVITIES DUE TO
HOUSING MARKET UNCERTAINTY

In the last few years, the value of many American homes has dropped considerably. Have
you personally adjusted your spending, saving or investing habits as a result?

100% 100%
38%
Yes 51%
62%
No 49%
— 1 L)
African-American White

Ariel Investments, LLC/The Charles Schwab Corporation 2008 Black Investor Survey
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GOAL FOR SAVINGS AND INVESTING

Of the following, which would you say is your most important goal in saving or investing

money?
100% 100%
To leave money to your children or heirs % | 8%
To obtain a better lifestyle 6% | 10%
..................... ,
To be prepared for an emergency or 18% 14%
(]
future need 1%
To send children to college 15%
55%
For retirement 41%
African-American White
m | Ariel Investments, LLC/The Charles Schwab Corporation 2008 Black Investor Survey
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ANTICIPATED AGE OF RETIREMENT

At what age are you planning to retire?
Base: Not retired

L1%

100% 100%
70 or older %% BN A%
61-70 47%
55%
50-60 36%
26%
Before50 | 10% | A%
Don’t plan to retire | 11%
{ T
African-American White
Average Retirement Age 60 years old 63 years old
AR C?&C‘I) SsY Ariel lnvestments, LLC/The Charles Schwab Corporation 2008 Black lnvestor Survey



ANTICIPATED AGE OF RETIREMENT
BY CURRENT AGE

At what age are you planning to retire?

Base: Not retired

Under 50 years old Age 50 or older
100% 100% 100% 100%
................... Retire B BT
Retire 26% by age 24%
by age 45% 60
60
. Retire 91%
Retire 74% after age 76%
after age 55% 60
60
African-American White African-American White

ARGOSY
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PERCEPTIONS OF INCOME NEEDED TO MAINTAIN
CURRENT LIFESTYLE

When you retire, what percentage of your household income do you think you will need in
order to keep your standard of living similar to what it is now? Would you say it would be
closest to about...?

Base: Not retired

100% 100%
More than 100% 6% SR 5%
100% 14% 15%
0 39%
75% 50%
0, 41%
30% 30%
African-American White

ARGOSY Ariel Investments, LLC/The Charles Schwab Corporation 2008 Black Investor Survey
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DEFINED BENEFIT/CONTRIBUTION PLAN

PARTICIPATION

Do you have any defined benefit retirement plans, either with a current or former employer?
Does your employer provide you with the option to save some of your earnings in a defined
contribution plan? And do you participate in this plan?

DB Plan Participation DC Plan Participation
100% 100% 100% 100%
MN%
Yes | T9% .
° Yes | 91% 90%
29%
21% | | 70 o e
No ) No [ g% 10%
African-American ‘White African-American White
Employer offers 89% 87%

ARGOSY

DC plan

Ariel Investments, LLC/The Charles Schwab Corporation 2008 Black Investor Survey
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CURRENT DEFINED CONTRIBUTION PLAN HISTORY

How many years ago did you first start participating in this plan?
About how much money in total have you accumulated so far in this DC plan?

Number of Years Participating

Assets Accumulated in DC Plan

100% 100% 100% 100%
2M+years | 13% | 10% $100,000+
............. s 22% 29%
11-20 years | ogo; 31% $50,000- [ o [T
$99.999 p—2 1. 13%
................... $25.000- 5%
$49,999 . 21%
6-10 years | 31% 3% | T [ e ’
. $5,000- o :
26%
------------------- $24,999 .
24%
3-5 years 18% 21% | w1 el
Lessthan | { .~ Less than w% |
o 0 $5,000 13%
African-American White African-American White
Average 12 years 11 years Median $32,000 $40,000
/Y]
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MONTHLY RETIREMENT ACCOUNT CONTRIBUTIONS

How much money are you investing per month in any sort of retirement account, including an
employer sponsored retirement plan?
Base: Employed and have money in a retirement plan

‘00% ............ 100%
>$500 per month 15%
23%
$351-500 13%
14%
$201-350 16%
19%
$101-200 18%
25%
$51-100 24%
. 10%
<$50 0% |
. . PO S—————— S 7%
Nothing at this time 1% BN ks,
African-American White
Mean monthly amount $262 $331
Median $169 $249

ARGOSY Ariel Investments, LLC/The Charles Schwab Corporation 2008 Black [nvestor Survey
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e African-

INCENTIVES TO INVEST ADDITIONAL ASSETS Amercn
IN EMPLOYER’S DC PLAN 03 whit

For each of the following scenarios, please tell me if it would encourage you to
invest more money in your employer’s defined contribution plan?
Base: Not retired

[)
Employer offered 2 better match _ 87%
80%
Employer offered a salary increase 78%
and suggested it go to retirement 80%
Employer offered free one-on-one 62%
consultations with FA 51%
Employer offered seminars to learn 65%
more about investing for retirement 46%
DC plan offered special investing 64%
options (e.g., minority-owned funds) 40%
Employer allowed for loans when 59%
needed 39%
Employer provided more education 66%
about retirement plan 43%

4

Ariel lnvestments, LLC/The Charles Schwab Corporation 2008 Black Investor Survey
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DEFINED CONTRIBUTION PLANS FROM FORMER
EMPLOYERS

Do have any defined contribution plans from former employers?
And about how much money in total do you currently have in these defined contribution
retirement plans?

DC Plans from Former Employers

Assets Held in Former DC Plans

100% 100% 100% 100%
249, $100,000+ 33% 46%
4% o °
Yes | S4% $50,000- |—— 1.
$99,999 14%
$25,000-
$49,999 15% i 18%
$5,000- 13%
0, (]
No | 46% 36% $24999 | 24%
0,
Less than o | 13%
$5,000 | 14% 10%
African-American ‘White African-American White
Median $45,000

$89,000

Aricl Invesuments, LLC/The Charles Schwab Corporation 2008 Black Investor Survey
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ACTIONS TAKEN WITH DC PLAN ASSETS

Have you ever...?
Base: Not retired

et mery s[> _

plan to another retirement account 69%

38%
Took out a loan and paid it back
21%
Cashed out all or part of assets 30%
permanently with a penalty 28%

Arie} lnvestments, LLC/The Charles Schwab Corporation 2008 Black Investor Susvey
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IRA OWNERSHIP

Do you have any Individual Retirement Accounts, commonly known as IRAs?
About how much money in total do you currently have in IRAs?

Yes

No

Have an IRA

100%

37%

63%

100%

58%

42%

Total Assets Held in IRA
$100,000+ 22%

$50,000-
$99,999

$25,000-
$49,999

$5,000- 31%
$24,999 25%

Less than
$5,000

African-American White

m African-
American

] white

. African-American
Median: $28,000

White
$44,000

Aricl Investments, LLC/The Charles Schwab Corporation 2008 Black fnvestor Survey

923



African-

TOTAL ASSETS HELD IN RETIREMENT PLANS = American

White
Thinking about all the various retirement plans we have talked about, what would you say is the
total amount of money you currently have saved specifically for retirement?

$500,000+

$200,000 - $499,999

Median assets held ~ African-American ~ White
in retirement plans: $53K $114K

$100,000 - $199,999

$50,000 - $99,999

0,
Less than $50,000 48%

ARGOSY Ariel Investments, LLC/The Charles Schwab Corporation 2008 Black nvestor Survey

LG



RETIREMENT SAVINGS HELD OUTSIDE PLANS ™ inerice

T white

Apart from any of the retirement plans we’ve already talked about, do you have any other
savings earmarked specifically for retirement?
And what form do these additional retirement savings take?

Hold Retirement Assets Outside Additional Retirement Assets

Retirement Accounts . Held in...

100% 100% Life Insurance

Yes 26% 26%
Investment Accounts

................... 440/0

Real Estate

No 74% 74%
° ’ Cash or equivalent
Other

African-American White

AR qo S Y Ariel Investments, LLC/The Charles Schwab Corpocation 2008 Black Investor Survey
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DEGREE OF INVOLVEMENT MONITORING

RETIREMENT PLAN ACCOUNTS

When you receive a retirement account statement, do you usually...?
And about how often do you review the investment in any or all of your retirement accounts?

Reviewing Retirement
Account Statements
100% .................. 100%
Review it carefully | 61% 59%
Take a quick look | 32% 36%
Disregard it | 704 |7 A
African-American White

ARGOSY
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How Often Review
Retirement Plan Statements

Never
Annually
Quarterly 41%50%
Monthly

Weekly

Arie) Investments, LLC/The Charles Schwab Corporation 2008 Black Investor Survey
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DEMOGRAPHIC/FINANCIAL PROFILE

GENDER EDUCATION EMPLOYMENT STATUS
African- African- African-
American  White American  White American  White
% % % % % %
Male 19 47 Some HS or less 5 1 Employed full time* 73 64
Female ol 53 HS graduate 15 13 Retired 14 19
Some college 23 18 Employed part-time* 6 6
College graduate 34 41 Unemployed 4 2
AGE Postgraduate study 23 27 Homemaker 2 8
| Full-time student 1 l
African- *Of these, 21% of African-Americans and 27% of Whites
American  White HOUSEHOLD INCOME are self-employed.
o, o,
1829 ;o 2’ African-
30-39 21 16 American  White TYPE OF EMPLOYER
2049 27 27 % % (of those employed)
50-64 37 19 $50,000-74,999 43 31 African-
65+ 8 16 $75,000-99,999 24 25 American  White
$100,000-149,999 17 26 % %
Mean 47 51 $150,000-250,000 i3 13 Business 49 57
Median 47 52 Over $250,0000 3 5 Government 34 28
. Not-for-profit 17 15
Mean $107K $119K
Median $82K $94K
/Y

ARGOSY
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DEMOGRAPHIC/FINANCIAL PROFILE (CONTINUED)

MARITAL STATUS NON-SPOUSE ADULTS IN HOME
African- - African-
American  White American White
% % % %
Single/never married 25 9 Other adults present 28 26
Not married/living together 3 3 No other adults present 72 74
Married 54 79
Divorced/separated 14 6
Widowed 4 3
VALUE OF SAVINGS AND
INVESTMENTS (ex. real estate) MONTHLY SAVINGS/INVESTMENTS
African- African-
American White . American White
Y % % %
>$1,000,000 3 7 $2,500+ 6 8
-] $500,00-$999,999 10 14 $1,001-$2,500 7 11
$250,000-$499,999 14 17 . $501-$1,000 17 18
$100,000-$249,999 13 18 $351-8500 15 13
$50,000-899,999 20 17 $201-3350 10 15
$25,000-849,999 15 9 $101-5200 14 11
$5,000-524,999 - 14 12 $51-8100 13 9
<8$5,000 11 6 <§50 6 4
Mean $225K $367K Nothing at this time 12 13
Median $75K $1 56K_J
e m Mean $507 $599
Median 3276 $338
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