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Statement of the Advisory Board

In December of 2004, we joined the Aspen Institute’s Initiative on Financial Security in a ground-
breaking partnership between the financial services industry and public policy experts to address the
nation’s deepening savings crisis. The proposals contained in this volume are the culmination of
more than two years of work to craft innovative ways for more Americans—across income levels,

and at every stage of life—to save, invest and own.

We questioned top policy experts, economists, finance journalists and business leaders from around
the nation to understand the full magnitude of the savings and ownership challenge in America. We
asked for their boldest ideas for improving our national savings system and expanding its reach into
the area of most dire need: the tens of millions of working families with limited or no savings assets.
And we examined ways the financial services industry could design new products, or improve exist-
ing ones, to provide fresh savings opportunities for low- and moderate-income households while

creating entirely new market opportunities.

Today, we are proud to stand behind this report, which introduces both a new way of understand-
ing national savings policy at the theoretical level and a promising set of pragmatic savings vehicles
that can help put more of our citizens on the pathway to financial security. While the details of these
recommendations will evolve as they move toward implementation, we believe this is a powerful

approach to addressing the country’s savings crisis.

We recognize that the savings challenge is not new. But we believe it has reached a critical point.
The statistics are compelling. The personal savings rate is currently negative—at its lowest point
since the Great Depression—and the national savings rate is the lowest among the G-20 countries.
As 80 million baby boomers in the United States approach retirement, we must confront the reali-

ty that the vast majority of them do not have enough savings to carry them through their later years.

The financial security of households is not our only concern. Greater savings and investment are also
fundamental to the country’s economic health, now and in the future.

Today’s savings system does provide some opportunities for some households to save for important
y &s Sy
goals such as education, homeownership or retirement. But it also features structural, system-wide

weaknesses that must be addressed.

The status quo excludes significant portions of the population—especially lower-income households
that, contrary to popular belief, can and will save more if provided the proper opportunities and
incentives. The current savings system is extremely complex, and therefore poorly understood and
difficult to enter and navigate. The emphasis on encouraging savings through tax relief, rather than
direct government investment, has rewarded primarily the wealthier households who need help

least. And the current system has failed to generate an adequate level of savings even among house-
holds it does reach.

SAVINGS FOR LIFE: A PATHWAY TO FINANCIAL SECURITY FOR ALL AMERICANS



The time to address the nation’s savings crisis is now. Because the financial services industry must
ultimately deliver new savings products, it is essential that business leaders lend their knowledge and

experience to the process of building a more sensible system for saving.

We are pleased to issue the enclosed report, and look forward to a national dialogue across sectors

that ultimately results in a more effective system of saving for all Americans, from cradle to grave.
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EXECUTIVE SUMMARY

The Case for Savings for Life

Among Americas founding principles is the ideal that each citizen’s ability to succeed—to achieve financial secu-
rity, to do better than the generation that came before—should be as limitless as individual potential.

A sound national savings policy is essential to achieving the American Dream. Policymakers have long identi-
fied saving as the key to a secure retirement. But the benefits of saving are far broader. Having the opportunity
to save at every point in the life cycle enables people to get an education, to buy a home, to start a business, to
sustain them in emergencies—all springboards to financial security and upward mobility.

Higher rates of saving can also strengthen the national economy. Greater household assets can lead to a more
educated workforce with more employment opportunities, a key to national productivity in our increasingly
global economy.

Unfortunately, the savings picture in the United States today is bleak. The U.S. personal savings rate has been
declining for decades, sliding from 10.8 percent in 1984 to -1.0 percent in 2006. And our net national savings
rate is the lowest among the G-20 countries.

The problem is particularly acute with regard to retirement savings, the most important asset after homeown-
ership for most Americans. Of the bottom 20 percent of households (in terms of income), only ten percent own
tax-favored retirement accounts, with a median value of $4,500—a tiny fraction of total retirement needs. The
bottom quartile of earners owns just one percent of total retirement account assets. Retirement accounts held
by the top ten percent of wage earners have a median value of $130,000—still well short of what they will
require for a financially secure retirement.

Most households do not save enough to meet even half of their retirement needs. According to a Congressional
Budget Office study, roughly a quarter of baby boomers are completely unprepared for retirement, and anoth-
er quarter are somewhat unprepared.

A dearth of home ownership—a key means of achieving financial security throughout life and of monetizing
savings in retirement—is also contributing significantly to the American asset deficit when viewed in light of
racial and ethnic disparities. In 2004, 76 percent of White, non-Hispanic Americans were homeowners, com-
pared with 51 percent of all non-White, non-Hispanic Americans, whose homes were also worth substantially less.

If the current savings situation is dire, it will soon become much worse. The peak years for saving occur in work-
ers 50’s and 60’s, after which individual saving characteristically declines. According to the U.S. Census, the
percentage of the population over 65 will grow from about 12 percent today to about 21 percent by 2050, a
gradual increase in net spenders relative to net savers.

The time to change course is now. The U.S. needs a sensible savings policy that allows all Americans to save,
invest and own, at every stage of life.

Today’s savings system consists of a confusing patchwork of plans, most of them income-based programs that
rely on tax subsidies to generate retirement savings. Unfortunately, those plans are not currently available to
many Americans, and they are far too complex for easy, universal use.
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More importantly, the emphasis on promoting saving through tax relief disproportionately favors those who
already fall into higher income brackets. The government now issues more than $300 billion a year in tax sub-
sidies that primarily benefit those who would save even without the government’s helping hand. And more and
more working families are left behind.

Simplifying the saving system is a laudable, even necessary, long-term goal. But it is not enough. The govern-
ment also must step up to the challenge by building durable “on-ramps” to the savings system for low- and mod-
erate-income citizens.

The Unique Approach of the Initiative on Financial Security

The Initiative on Financial Security (IFS) Advisory Board is drawn mainly from the top ranks of executives from
the financial services industry. Our unique mission is to bring the expertise of the financial sector to bear on the
problem of helping families save. For decades, these two indispensable players in any savings system—the pub-
lic policy thinkers who provide the ideas for new savings vehicles, and the private firms that must ultimately
offer and administer them—have not collaborated in developing savings policy that works for industry, govern-
ment, and households.

We believe that by truly engaging the best minds in finance, we can find common ground on which to build a
new set of savings vehicles that would help more Americans save, invest and own. And at the same time, we can
build a vibrant new market of savings product consumers.

We also seek to address another basic market weakness. Nearly half of the nation’s households have virtually no
connection to the financial services industry because they do not participate in a retirement savings plan, the
most widely held savings vehicle. And the business community has not adequately engaged them because it has
not perceived their full potential as new consumers.

What is needed is the right nexus to bring the financial services sector and low- and moderate-income
Americans together. Given the right savings vehicles with the right incentives for both individual savers and the
financial services industry, more Americans can access the pathway to greater savings.

After more than two years of work, we have concluded that five principles should drive savings plans:

* Savings plans should be targeted to meet needs at every point in the life cycle. Savings products should pro-
mote saving for specific goals—education, homeownership, retirement—that we each face in our lifetime.

* Savings plans should be universal. Savings plans should be available to all Americans at every income level.

* Savings plans should be simple. Many potential savers stay out of current savings plans because of their com-
plexity. Better plans would be designed with simplicity and ease of participation in mind.

* Savings plans should include a government match. Current savings plans rely on tax subsidies, which dispro-
portionately favor high-income households. Better plans would include a government “match” for low- and
moderate-income households to provide the right incentives for more Americans to save.

* Savings plans should be designed in cooperation with the private sector. The financial services industry has
deep experience and knowledge about what does and doesn’t work in the market. And they are the ones who
must ultimately offer and administer the plans. The industry should play a central role in creating new plans.
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Recommendations

Based on those principles, we have developed a package of four complementary savings vehicles that we believe
can significantly improve the savings options for all Americans:

* Child Accounts to build savings from the beginning of life. All children born in the U.S. would receive a
beginning endowment provided by the government to open an investment account. Based on the United
Kingdom’s Child Trust Fund, this market-based, retail-sold account product would give every child a finan-
cial jump start and help build financial literacy.

* Home Accounts to be used for a down payment on a home. These FDIC-insured accounts would allow more
low- and moderate-income families to become homeowners by providing a government match on their savings.

* America’s IRA—standardized, simple Individual Retirement Accounts with a government match for low- and
moderate-income Americans who do not have access to retirement plans where they work. America’s IRA
would use existing IRA products and distribution channels and would feature a one-time incentive for open-
ing the account.

* Security “Plus” Annuities—basic life annuities to provide an additional layer of lifetime, guaranteed income
as a complement to Social Security. It would partner the familiar and universal Social Security program with
the private market, and would provide many of the 80 million soon-to-retire baby boomers with a simple,
low-cost annuity product that protects them from outliving their savings or losing them in a market down-
turn.

We believe these savings vehicles can serve as the first steps toward a more sensible system of
saving, for every American.
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THE CASE FOR CHANGE

The opportunity to build a better life has always
been an American ideal. Among our founding prin-
ciples is that each citizen’s ability to succeed—to
achieve financial security, to do better than the gen-
eration that came before—should be as limitless as
individual potential.

We at the Initiative on Financial Security believe that
a sound national savings policy is essential to achiev-
ing the American Dream. Policymakers have long
identified saving as the key to a secure retirement,
and rightly so. But the benefits of saving are far
broader. The opportunity to save at every point in
the life cycle drives the ability to buy a home, to get
an education, to start a business—all springboards to
financial security and upward mobility.

Greater personal saving is not a panacea for all prob-
lems, of course, either for individuals or for the econ-
omy. But it is clear that helping more Americans
save, invest and own must be a major element of any
serious effort to build greater household and nation-
al prosperity. And that project should begin today.

The savings picture is bleak. Too narrow in its focus
on retirement, our savings system also leaves too
many Americans out. The current patchwork of sav-
ings plans is often redundant and far too complex for
easy, universal use. More importantly, the emphasis
on promoting savings through tax relief dispropor-
tionately benefits those who already fall into higher
income brackets. As income goes up, the govern-
ment’s subsidy goes up, too. As a result, the govern-
ment now grants hundreds of billions of dollars in
tax subsidies that primarily benefit those who would
save even without the governments helping hand.
And more and more working families are left behind.

The lost opportunities aren’t limited to low- and
moderate-income households. Higher rates of saving
can also strengthen the national economy. Greater
savings can stimulate economic opportunity through
greater investment, both at the national and house-
hold levels. That growth, in turn, can help correct

America’s current account deficit and decrease
reliance on overseas investment. An increase in
household assets should also provide our workforce
with more educational and employment opportuni-
ties, a key to national productivity in our increasing-
ly global economy. Expanding that economic poten-
tial through a stronger savings policy should be a top
national priority.

Unfortunately, the economic indicators show that
the United States is moving inexorably in the wrong
direction. Our personal savings rate has been declin-
ing for decades, sliding from 10.8 percent in 1984 to
-1.0 percent in 2006." And our net national savings
rate is the lowest among the G-20 countries.” Those
trends will likely lead to slowing rates of income
growth and lower standards of living for the middle
class, even as the gap between rich and poor grows
wider.

The time to change course is now. Simplifying the
savings system is a laudable, even necessary, long-
term goal. But it is not enough. The government
must also step up to the challenge by building
durable “on-ramps” to the savings system for low-
and moderate-income citizens.

We need an entirely new approach that will allow all
Americans—across income levels and at every stage
of life—to save, invest and own.

The State of Saving in America

By any reasonable measure, the level of both house-
hold and national saving in the United States is dan-
gerously low.

While the U.S. net national saving rate (or savings as
a percentage of gross national income) is zero, the
United Kingdom saves 4.1 percent, Japan 5.3 per-
cent, Germany 6.4 percent, and South Korea 19.1
percent.’ And the personal saving rate (excluding
most business spending and government deficits) is
at its lowest point since the Great Depression.
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Some argue that the current record-high level of
household assets makes the low level of household
saving unimportant. But the growth in assets is
almost entirely attributable to significant increases in
capital gains, including equities and housing. And
the increased value of those assets, while important,
doesn’t offset the decline in savings over the long run.

Appreciation of those assets is not likely to be sus-
tainable at the current rates, and does not directly
lead to the kind of greater investment necessary to
drive economic growth. Also, the rise in asset value
today does not necessarily lead to higher investment
tomorrow. A sharp increase in the value of a working
mother’s home, for example, may provide her with
the incentives to spend more or work less, but does
not make it easier for her children to buy homes.
These factors can lead to declines in future national
income.

Assets are valuable, in part, because they foster finan-
cial stability and economic mobility. But many low-
and moderate-income families have no assets, and
are therefore less able to plan for the future or pay for
unplanned family emergencies, including medical
problems, natural disasters and sustained periods of
unemployment.

The distribution of assets is even more uneven than
income. In 2003, while the average household in the
poorest income group had about half the income of
the average for all households, it had essentially zero
net worth. The bottom 50 percent of households in
2004 had an average net worth of only $23,000,
while the bottom 25 percent had no net worth at all.*

The problem is particularly acute with regard to
retirement savings, the most important asset after
home ownership for most Americans. Of the bottom
20 percent of households (in terms of income), only
ten percent own tax-favored retirement accounts,
with a median value of $4,500—a tiny fraction of
total retirement needs. The bottom 25 percent of
earners owns just one percent of total retirement
account assets. Among the top 20 percent of earners,
85 percent own retirement accounts. Retirement

accounts held by the top ten percent of wage earners
have a median value of $130,000—still well short of
what they will require for a financially secure retire-
ment.’

Most households do not save enough to meet even
half of their retirement needs. According to a
Congressional Budget Office study, roughly a quar-
ter of baby boomers are completely unprepared for
retirement, and another quarter are somewhat
unprepared.®

Home ownership—a key means of monetizing sav-
ings in retirement—is also contributing significantly
to the American asset deficit when viewed in light of
ethnic and racial disparities. In 2004, 76 percent of
white Americans were homeowners, compared with
51 percent of minority Americans, whose homes
were also worth substantially less. At the same time,
56 percent of all white Americans owned retirement
accounts with a median value of $41,000, compared
to 33 percent of others, whose accounts had a medi-
an value of just $16,000.”

The critical state of personal and household saving
can hardly be overstated. Low- and moderate-
income Americans must save more if they are to reap
the full benefits of citizenship—and they can. But
the failures of the present system make clear the des-
perate need for rethinking our national savings policy.

If the current savings situation is bleak, it will soon
become much worse. The implications are signifi-
cant not just for low- to moderate-income families,
but for the national economy as well.

The peak years for saving occur in workers’ 50s and
60s, after which individual saving characteristically
declines. According to the U.S. Census, the percent-
age of the population over 65 will grow from about
12 percent today to about 21 percent by 2050, a
gradual increase in net spenders relative to net
savers.® That shift means the challenge of increasing
personal savings and government savings (because of
pressures on Social Security and Medicare) will only
become greater.
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At the same time, long-term income inequality is at
historically high levels and growing worse. A recent
analysis of Congressional Budget Office data by the
Center on Budget and Policy Priorities showed that
increases in income have become increasingly con-
centrated at the top of the income scale over the past
25 years.’

Studies have further shown that the percentage of
people who remain mired in the same income brack-
et over the course of a decade increased in the 1990s."°
Even as the boom economy boosted pay rates for
low-income workers by as much as ten percent in the
late 1990s, fewer were able to move on to better jobs.
Despite a fairly robust low-income job market, the
road to the middle class is crumbling.

The Benefits of Smart Savings Policy
The lack of a sensible U.S. savings policy that pro-

motes financial security at every point in the life
cycle is one important cause of the difficulty
Americans have achieving social mobility. The bene-
fits of smarter saving are both straightforward and
compelling.

Saving—not just for retirement, but throughout
life—smoothes the path to the middle class by creat-
ing economic opportunities. The ability to buy a car
can allow a person to get to a new and better job.
The higher income from that job can lead to pur-
chase of a home. Equity from that home can finance
a business or a child’s college tuition, and so on.
Research has also shown that higher levels of assets
promote confidence, self-sufficiency and civic
engagement.'!

In particular, more saving leads to greater education-
al opportunity, a key determinant of financial securi-
ty. Studies have shown that family assets correlate
strongly with child achievement, for a number of
> Families with greater assets tend to own
homes in better neighborhoods, rather than renting,
and for longer periods of time, affording children
better and more consistent educational opportunities
and resources.

reasons.’

A key driver of career advancement is a college
degree. Income of college graduates has soared in
recent decades, but these are primarily the children
of wealthier families. Unfortunately, higher educa-
tion remains largely out of reach for most low-
income families. The number of low-income stu-
dents who go on to claim a bachelor’s degree has
barely budged in 30 years. In 2001, only six percent
of low-income students had completed a bachelor’s
degree by age 24, compared to 19 percent for mod-
erate-income students, and 52 percent for high-
income students.?

Families are also less susceptible to financial ruin
resulting from medical or employment emergencies
if they have ready access to assets. Smart saving can
literally mean the difference between a temporary
setback and a plunge into poverty.

There is no question that saving is difficult for most
people. But recent research shows that many do save
when they have the right incentives and opportuni-
ties.

The Flawed State of the
Savings Policy Status Quo

The idea that the United States needs a universal sav-
ings policy is not new. But policymakers have
focused primarily on income-based plans driven by
tax subsidies, most of them geared toward retirement
savings. Unfortunately, those plans are currently
beyond the reach of many Americans. We need sav-
ings policies that enable all citizens to save, invest
and own, regardless of income.

The government in 2005 spent an estimated $317
billion subsidizing housing and retirement savings.
For the most part, that investment came in the form
of tax expenditures, with the rest in direct govern-
ment spending, primarily for low-income housing. A
substantial portion of those subsidies goes to individ-
uals at the middle- or upper-income levels, many of
whom would save regardless of government incen-
tives. Because the subsidies are proportional to rates
of taxation, a person in the ten to 15 percent tax rate
receives a smaller subsidy than someone in the 30
percent tax rate.
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Of course, those in higher tax brackets are more like-
ly to already have a college education (and be able to
afford one for their children), own a home, and have
employment-based savings plans. According to the
Joint Committee on Taxation, more than 90 percent
of government subsidies for home ownership, for
example, accrue to households who make more than
$50,000 a year."

Moreover, most tax subsidies are applied to contribu-
tions, rather than saving. Many households borrow
on one side of their ledger—through a mortgage or
home equity loan, for example—while making
deposits in tax-subsidized accounts on the other side.
Many subsidies therefore go to those who do not
increase their savings at all.

The public policy process has also produced its own
set of problems for low- and moderate-income
households who need to save more.

Thanks to aggressive action by Congress (much of it
in the last ten years), there are now eight plans for
retirement savings, and relatively new savings plans
for education and healthcare. By some measures, sav-
ings plans have been a success. They now dominate
the private pension system, are highly valued by
employees and have introduced millions to equity
investing."

Yet today’s savings system has serious weaknesses. In
particular, work-based plans like 401(k)s often
exclude part-time workers, who tend to be low-
income, and many employers do not offer plans.
Savings rates vary widely, but average savings rates
are low among both lower and higher income savers.
And because of the sheer number of plans and their
complexity, the savings options are poorly under-
stood by both savers and employers, deterring partic-
ipation.

Repairing all of these systemic flaws would require
comprehensive reform, a worthy goal. But there is
much we can, and must, do today to build a saving
society for all Americans.

What is needed is a fundamentally new approach to
saving that leverages existing private market capabil-

ities and helps Americans obtain the basic assets that
make financial security possible.

After more than two years of work, we concluded
that five principles should drive savings plans:

* Savings plans should be targeted to meet needs at
every point in the life cycle. Savings products
should promote saving for specific goals—educa-
tion, homeownership, retirement—that we each
face in our lifetime.

* Savings plans should be universal. Savings plans
should be available to all Americans at every
income level.

e Savings plans should be simple. Many potential
savers stay out of current savings plans because of
their complexity. Better plans would be designed
with simplicity and ease of participation in mind.

* Savings plans should include a government
match. Current savings plans rely on tax subsidies,
which disproportionately favor high-income
households. Better plans would include a govern-
ment “match” for low- and moderate-income
households to provide the right incentives for more
Americans to save.

Savings plans should be designed in cooperation
with the private sector. The financial services
industry has deep experience and knowledge about
what does and doesn’t work in the real world. And
they are the ones who must ultimately offer and
administer the plans. The industry should play a
central role in creating new plans.

We believe the savings vehicles we propose
can serve as the first steps toward a more
sensible system of saving, for every
American, at every stage of life.
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THE CASE FOR A NEW PARTNERSHIP
BETWEEN THE PRIVATE AND
PUBLIC SECTORS

In the last days of 2004, led by a core group of
experts in economic development, pensions and ben-
efits, finance and government, IFS set out to create a
team of bipartisan voices to fundamentally rethink
the way the United States approaches savings policy.

Our Advisory Board was drawn mainly from the
ranks of top executives from the financial services
industry. Our objective was to bring the best minds
in the business and policy worlds together to identi-
fy ways to change the dysfunctional national savings
dynamic and, ultimately, to recommend a set of sav-
ings products to help more of our citizens save,
invest and own.

Our founding premise was that a substantial per-
centage of the nation’s families—mostly low- and
moderate-income households—have been unneces-
sarily left out of our savings system. We believed
both data and experience proved that these families
can save more, and they do—when offered the right
opportunities. But in order to work, savings plans
need to create the right incentives, both for con-
sumers and for the financial services industry.

We were inspired by renowned finance writer C.K.
Prahalad, author of 7The Fortune at the Bottom of the
Pyramid, who challenged us to think beyond con-
ventional approaches and provide innovative finan-
cial services that would reach millions of working
families who had been left out of the existing savings
and investment systems.

Our unique mission was to bring the expertise of the
financial sector to bear on the problem of helping
working families save. For decades, these two indis-
pensable players in any savings system—the public
policy thinkers who provide the ideas for new savings
vehicles, and the companies that must ultimately
offer and administer them—have not collaborated in
developing savings policy that works for industry,
government, and households.

The reasons for this lack of collaboration are com-
plex, but a few are instructive:

* The financial services industry has not been per-
suaded that low- and moderate-income families
can save more than they do, even when given the

opportunity.

* Industry also believed that even if more families
saved more money, the number of new participants
would be small, and the scale of their savings
would never be large enough to achieve significant

profitability.

* While savings vehicles designed to increase savings
by low-income families had been a success on a
small scale, it has been difficult to extrapolate their
likely success, and profitability, on a large scale.

* Policymakers have been suspicious that any solu-
tions supported by industry would contain high
and hidden fees that would unreasonably offset the
potential gains of lower-income savers.

We believed that all of those premises were demon-
strably wrong. And we believed that by truly engag-
ing the best minds in the financial services industry,
we could find common ground on which to build a
new set of sensible savings vehicles that would put
more Americans on the path to saving, investing and
owning. And at the same time, we could build new
market opportunities through savings products for
the underserved.

We also sought to address another basic market fail-
ure. Nearly half of the nation’s households have vir-
tually no connection to the financial services indus-
try because they do not participate in a retirement
savings plan, the most widely held savings vehicle.
This lack of first-hand experience with savings prod-
ucts, combined with a widespread financial illiteracy,
has discouraged millions of families from seeking out
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more opportunities to save. And the business com-
munity has failed to engage them because it has not
perceived their full potential as new consumers.

What is needed is the right nexus to bring the finan-
cial services sector and low- and moderate-income
Americans together. Given the right savings vehicles
with the right incentives for both the public and the
industry, more Americans can access the path to
greater savings.

The rationale for partnering with the financial serv-
ices sector was a powerful one. The industry is hun-
gry for new markets, and eager to understand the
way changing demographics—namely the aging of
the baby boomers and the accelerating gap between
rich and poor—are changing the marketplace. The
industry has unique, deep familiarity with the ways
in which government can create markets through
subsidies, including savings vehicles like 401(k)s and
IRAs. And the private sector has built sophisticated
marketing techniques to inform consumers and
shape the demand for their products.

To be sure, some companies are focused on serving
the mass affluent and high net-worth markets. But
many of the biggest players are eager to investigate
new market opportunities for improved savings vehi-
cles. Some of the companies on the Advisory Board
were prescient enough to see the extraordinary mar-
ket opportunities presented by low- and moderate-
income households. And others see the benefits of
being ahead of the curve. By joining the policy
process by which new savings policy is developed,
they can add their unique expertise in the debate and
help us understand how to craft policies that work
not just for families, but also in the American mar-

ketplace.

Our approach was well-summarized by one of our
member CEOs. He commented that what was
unique about the IFS approach was that the prob-
lems we sought to tackle—retirement security, col-
lege affordability, homeownership, children’s savings
and building financial literacy—have long been
viewed as essentially public problems, or matters of
individual responsibility. In fact, they are problems

that invite the advice and insight of financial leaders
whose institutions provide the backbone of the
American savings system.

Our objective was to bring the best thinking on both
the policy and business sides of the equation to bear.
The result is a set of savings policies that can substan-
tially improve the savings picture for all Americans,
even as they enhance the business bottom line.

As we worked to assemble a set of sensible savings
products, our Advisory Board executives often
acknowledged that these new vehicles would not
always be profitable at the early stages. But they
believe that they have the potential to become so.

We have worked to build on the lessons of the mar-
ketplace by keeping what works about existing sav-
ings policies. IRAs and annuities, for example, are
standard market vehicles. But we have rethought
them from the ground up and added new features
designed to make them more accessible and useful to
a much broader potential market audience.

All four of the products we now propose have been
vetted by product teams and executives who have
closely analyzed them to determine how their insti-
tutions could offer them at a sustainable level, and
have made important recommendations on key fea-
tures of product design.

The end result is a set of savings vehicles we believe
can help more Americans save, invest and own—all
indispensable steps on the path to the American
Dream.
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SAVINGS FOR LIFE:
FOUR RECOMMENDATIONS

Child Accounts: Beginning at the Beginning

Saving, like every other good habit, is best learned at
the beginning of life. An earlier start on saving means
more money in the account through the magic of
compounding. And it instills a saving mindset that
can persist throughout life.

Child Accounts provide the first crucial savings
opportunity. From birth, every child should have an
investment account initially funded through a mod-
est government contribution. Contributions from
family and friends and matching contributions for
low-income children, along with investment earn-
ings, would help the account grow. Child Accounts
can also provide a hands-on opportunity for teaching
financial literacy.

Every child at age 18 would have a head start for
entering adulthood—to invest in education, to buy a
car or pay for work-related expenses, to start a busi-
ness, or to help rent or buy a first apartment or
home.

Basic Features

* At birth, each child would be given a $500 certifi-
cate for an investment account.

* Parents would take these certificates to a participat-
ing financial institution to open an account that
would grow tax-free.

* Family, friends, churches and charities would be
able to add up to $2,000 a year in new contribu-
tions.

* Low- and moderate-income families would be
encouraged to save through a 100 percent govern-
ment matching contribution up to $1,000 annually
($2,000 maximum on all account contributions).'®

* The standard Child Account would have a simple
design, one basic investment fund structured for an
18-year investment horizon, and limits on account
fees and expenses.

* Account funds would be locked up until the child
reaches age 18. Then, assets could be used for any
purpose, with incentives for use towards education,
home ownership, business startup or retirement
income.

Why Child Accounts are

Different — and Necessary

The U.S. savings system today doesn’t include a vehi-
cle like Child Accounts—a universal, tax-favored,
private-sector investment account with unrestricted
access to funds at age 18 and personally owned by
children themselves. The federal government cur-
rently doesn’t invest in children through savings
accounts with start-up or matching contributions.
And there is no savings account that is universally
available to all children.

Today, anyone can open a standard investment or
savings account or state-law custodial accounts for a
child.” These accounts enjoy no special tax benefits
and their growth can, in fact, be adversely affected by
the federal “kiddie” tax.!® Federal law does include
two tax-favored accounts for children: Coverdell
IRAs and state-based 529 plans. Both accounts
reserve tax benefits largely for assets spent on educa-
tion (only higher education in the case of 529 plans).
In these accounts, contributors can change the name
of account beneficiaries at any time or even withdraw
contributed funds, subject to some tax penalties.

The Child Trust Fund Model
from the United Kingdom

Though Child Accounts are an American idea, they
do not yet exist in the U.S.” They do, however, exist
in the United Kingdom as the Child Trust Fund.
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The U.K. launched its universal child account pro-
gram in 2005. It gives families of all newborns a
voucher for 250£, or about $500, with children from
low-income families (roughly 35 percent) receiving
an additional 250£.*° Families open a Child Trust
Fund (CTF) for the child by redeeming the voucher

with a participating private-sector institution.

The theory behind CTFs is that the opening of an
account and the initial government contribution will
stimulate additional contributions by families and
friends. The U.K. permits contributions up to
1200£ or roughly $2,400 each year. CTFs belong to
the child, and at age 18, assets may be withdrawn
from the account for any purpose.

In the U.K. model, private-sector institutions service
CTFs—including marketing the accounts (and
receiving vouchers), facilitating contributions, keep-
ing track of contributions, making and changing
investments and sending out annual statements. To
pay for these services, the provider charges a variable
fee, but no more than 1.5 percent of the account’s
value each year.

Although the U.K. experiment is new, its initial
reception and experience are promising. A baseline
survey by the University of Bristol of parental behav-
ior before and after the introduction of these accounts
reveals positive effects on savings behavior.”!

Competing Proposals

There have been several proposals for savings
accounts for children in the United States. These
plans do not use a private-sector delivery model, but
instead would create a new federal program for the
accounts. Most of these proposals havent promoted
general-purpose saving, but would restrict the use of
the accounts to special purposes such as education,
home purchase or retirement. Furthermore, many do
not feature an initial government endowment or
continuing matching contributions.

Several child account proposals have actually been
designed to help fix the retirement security issue.
The dollars in these accounts are not intended to
launch children into adulthood, but are reserved for
their retirement years.

The most widely promoted proposal, the ASPIRE
Act, would create universal accounts with a $500
endowment and additional matching contributions
for the poorest families.”” The initial endowment
would have to be repaid by age 30. Investments
would be offered through the Thrift Savings Plan for
federal employees, and young adults could make
withdrawals after age 18 for home-ownership, high-
er education, or retirement. The ASPIRE Act does
not involve the private sector in the marketing and
administration of these accounts, clearly setting it

apart from the U.K. model.
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Why Child Accounts Are The
Way Forward

We propose a savings vehicle that puts all children on
the path to financial security from the very begin-
ning of life.

Child Accounts would be universal—each child,
regardless of income, would receive a jump start in
life. They would be delivered through the private
market and administered by financial services com-
panies. The federal government would provide
matching contributions for low-income families and
would regulate the accounts.

Child Accounts would also be simple, with limited,
basic investment choices, and would allow no with-
drawals for 18 years. They would impose no restric-
tions on the use of the accumulated assets at age 18,
allowing young adults to choose what to do with
their savings—whether they help pay for their edu-
cation, purchase a car that enables them to commute
to a new job, put a down payment on a home or con-
tinue to save.

Benefits and Costs

* The plan would require a $2.1 billion public invest-
ment for the first year, and $26.6 billion over 10
years ($20.7 billion endowment; $5.9 billion match).

* After the first three years, private contributions and
investment income exceed the government’s initial
contribution.

* Based on modest family contributions and invest-
ment growth, this market is projected to reach
$100 billion over ten years.

* With a $50 per month contribution (or $25 with a
match), the accounts would be worth about
$16,000 (about $10,000 in today’s dollars) in 18
years. That amount would pay for two years of
tuition at a community college today, as well as a
third year at an in-state public college. This
amount would also be significant seed capital to start
a small business or purchase a business franchise.

Questions and Answers about
Child Accounts

Why should affluent children get $500 from the
government? Is this the best use of limited govern-
ment resources?

Child Accounts aren’t a social welfare, anti-poverty
program. They dont pay for benefits and services
today. Instead, they are a long-term investment in
children and their financial futures.

They are available to all children for two reasons.
First, it isn’t possible to predict which children, seem-
ingly wealthy at birth, will be poor at age 18—and
vice-versa. Second, a universal program makes saving
a universal experience and a hands-on lesson in
financial literacy for all children. Universality also
includes everyone connected with a child in a real-
life experience that teaches better saving and investing
skills and boosts the financial aptitude of adults as
well as children.

Why should some children get matching contribu-
tions but not others? Can low-income families real-
ly save, or will these matching contributions be
ineffective?

The matching policy explicitly helps children from
poorer families keep pace. For example, many of
these families would not be able to contribute $166
each month ($2,000 a year). With the match, they
could reach the same $2,000 with a more feasible
contribution of $83 a month.

Although a matching policy would add some degree
of administrative complexity to Child Accounts, the
positive behavioral effects are well worth it.
Experiments in the U.S. have shown that matching
contributions can be a powerful incentive for saving
among low- and moderate-income families. In addi-
tion, matching contributions help small accounts
grow more quickly, providing larger balances at age
18 and making the account economics more attrac-
tive to financial institutions.
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How large could Child Accounts be at age 18?

That depends on the amount of contributions, their
earnings, and limits on account fees. A child who
receives only the initial $500 government contribu-
tion would have over $1,200 (over $700 in today’s
dollars) in the standard lifecycle investment, net of
all fees. On the other hand, a child who receives the
maximum amount of contributions each year would
have about $55,000 (about $33,000 in today’s dol-
lars) at age 18.

Why should we have a private market model for
these accounts? Wouldn’t a government-run system

like the TSP be cheaper?

There are many advantages to a retail model. Child
Accounts will have over four million new accounts
each year (compared to 700,000 in the U.K.). Most
of those accounts will be small and remain small.

The private sector currently manages millions of
accounts, many of them small, for employer-based
plans. In addition, the private sector already has
many large players with the relevant account admin-
istration and investment management systems that
Child Accounts will require. The 401 (k) plan market
is competitive, for example, which drives down costs
to savers. The private sector also has the relevant
marketing, communications and financial education
materials that would help increase contributions to
accounts.

The government Thrift Savings Plan is a well-run,
low-cost program. Its direct costs are kept low in part
because government agencies absorb the cost of the
necessary administrative services. TSP accounts are
also relatively large (about $50,000 on average)
which helps reduce the fees charged to individual
accounts. Scaling up the TSP for Child Accounts
would be a challenge, and the ultimate costs to tax-
payers and to accounts are uncertain.

Would private-sector financial institutions offer
Child Accounts? Would they be able to offer these

accounts if fees were limited?

A universal program of child accounts would appeal
to the financial industry. Many financial institutions
would offer these accounts, while others would like-
ly follow the practice in the U.K. of partnering with
retailers and other institutions. Successful operation
in the child account market will depend on compa-
nies being able to obtain a significant market share of
accounts and maximize contributions to build
account size.

Capping the fees would challenge the industry. But
the blend of simple account structures and standard-
ized customer choices would keep costs low. If fees
were limited to 1.5%, as they are in the U.K., the ini-
tial revenue on a $500 account would be a modest
$7.50. To make these accounts profitable, the private
sector would have an incentive to continually encour-
age families to make additional contributions to
accounts—an incentive that would be missing in a
government-delivered program.

Why not begin the program through the govern-
ment and allow the private sector a larger role at a
later date?

Situating the accounts in the private sector from the
beginning allows families to develop an initial rela-
tionship with a financial provider who will seek from
inception to maximize deposits. Moreover, for many
families, sending monthly contributions to a familiar
financial provider may be more appealing than using
a new government entity. And it is these early
deposits that have the time to grow and encourage a
habit of thrift and investing in families.

Practically speaking, establishing a two-track system
is more costly to taxpayers and less efficient. Even
holding accounts for the first five years would mean
building a new government system to keep records
and manage money for some 20 million account
holders—a program seven times as large as the feder-
al Thrift Savings Plan.

How can we trust young adults to spend these
funds wisely without restrictions? Won’t they mis-
use the funds or become prey to other schemes once
they have control of the funds?
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Child Accounts encourage choice and responsibility
as a first step for young adults to secure their futures.
While many would use their accounts for higher
education, others may need to buy a car, a suit or a
computer to get to a first job. They should have
choices, because it is their money. Furthermore,
unrestricted use would avoid building costly infra-
structure to police the use of these accounts.

Some children may waste their funds, of course.
Some will indeed fall prey to the schemes of others—
and they would be able to turn to the legal system for
recourse. But many others will make good choices.
Adopting the U.K. model of unrestricted use is a risk
we choose to take, knowing that we have 18 years to
teach these children, and their families, about basic
financial principles and skills.

Child Accounts in the Real World

Delroy is born to Fran and Al in Jefferson, Iowa, on February 2, 2008. Al is a custodian at the local elementary school, and
Fran works part-time as a secretary at a nearby medical practice. In a good year, Fran and Al together earn about $38,000.

Fran and Al take Delroy’s $500 certificate to their local bank and open a Child Account. They decide to invest in the age-
based equity investment fund. Fran and Al decide to contribute two percent of their income, or about $760 every year, to
Delroy’s account. Fran’s parents contribute another $200 every year and Al’s sister adds another $150 annually. Delroy also
qualifies for a matching contribution of $900 annually from the federal government.

Assuming Delroy’s account grows at a six percent rate, he will have over $67,000 in his account at age 18 (or about $39,000
in today’s dollars). That will more than pay (again, in today’s dollars)® for four years of tuition at the state college 40 min-
utes away from home.
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Home Accounts:
The Foundation of the American Dream

Buying a home is an important milestone in adult-
hood. Beyond securing the basic human need for
shelter, becoming a homeowner helps establish solid
membership in the American middle class. And
home equity, as a financial asset, can be a spring-
board to the acquisition of other important assets
like a college education, a small business and a secure
retirement.

By offering a modest government matching incen-
tive of $5,000, Home Accounts would encourage
millions of low- and moderate-income Americans to
save for a down payment on a home.*

Basic Features

* Home Accounts would be FDIC-insured. Interest
rates paid on these accounts would vary by partici-
pating financial institutions.

* Low- and moderate-income savers would get a 50
percent federal match to their contributions, up to
a lifetime cumulative cap of $5,000.”

* Matching contributions would be delivered
through the tax system and directly deposited in
accounts.

* Account assets could only be withdrawn for down
payment and closing costs when buying a home.
Penalties would apply for withdrawals used for
other purposes, but accounts could be converted
into retirement accounts.

Why Home Accounts are
Different—and Necessary

The U.S. savings system today does not reward
short-term savings for a specific purpose like buying
a home. Yet assets in the form of home equity direct-
ly lead to greater financial security. For the American
population as a whole, the value of assets in a pri-
mary residence exceeds the value of retirement
accounts.” Because minority and lower-income
Americans have lower rates of homeownership, they
lag far behind in this key component of financial
well-being.

Housing advocates have advanced many different
approaches to stimulating homeownership: expand-
ing bank lending by changing what secondary mar-
kets will purchase, developing alternative credit scor-
ing assessments, building second mortgage pools
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that have the effect of reducing the housing prices in
high-cost markets, and providing subsidies to devel-
opers, among other ideas.

Yet a growing body of work is focused on the down
payment. Two approaches have been suggested. One
approach eliminates the need to save for a down pay-
ment by offering zero-down-payment mortgages—
in other words, through 100 percent financing.
These mortgages require homebuyers to assume
more debt and increase the ultimate costs and risk.
More debt just increases the risk of foreclosure and
bankruptcy. This is a bad policy for working families
who would be better served by saving more and bor-
rowing less.

Helping buyers have more cash in hand when pur-
chasing a home is the second approach. We believe
this is by far the better approach for working families.

A down payment account policy is based on the pos-
itive results of years of experiments with Individual
Development Accounts (IDAs). IDAs provide
matching dollars to reward personal savings toward a
home, small business or education. Their success has
shown that there is both capacity and interest among
working families to save in a more structured way.

The results of the controlled study portion of the
American Dream Demonstration are instructive.
Among participants in this IDA study—all of whom
had an average household income of under
$18,000—the homeownership rate increased by 14
percent compared to non-participants.” IDAs for
homeownership have been successful even in high-
cost housing markets like San Francisco.?®

Providing government savings incentives to help
Americans save to buy homes is also a real key to
addressing racial disparities in home ownership.
While 76 percent of white families own their own
homes, this is true for only 51 percent of minority
families.” These disparities have been troublingly
persistent. Even though minorities comprised 49
percent of new homeowners between 1995 and
2005, the percentage of minority homeowners
remains 25 percent behind that of white families.”

Persistent lower rates of homeownership among
minority and low-income households will not be
solved by increasing their debt and risk through zero-
money-down mortgages. For families struggling to
save, Home Accounts are a sensible way to bring the
dream of homeownership closer to reality. Making
the savings side of the home ownership equation
more robust is a smart use of public dollars to help
create a pipeline of financially prepared homebuyers.

Why Home Accounts Are The
Way Forward

Home Accounts take the successful IDA experiments
one significant step forward by delivering matching
contributions directly into a savings account. While
these accounts may be modest in size ($15,000 if the
full match is gained), they could represent an impor-
tant new market of savers for the private sector.

Benefits and Costs

* Home Accounts would open homeownership
opportunities to millions of low- and moderate-
income families.

* In five years' time, Home Accounts are conserva-
tively projected to create a market of $35 billion in
assets and would leverage $60 billion in new mort-
gages each year.

* Prospective homeowners will have an alternative to
zero-down-payment mortgages through a struc-
tured and matched savings program.

* Financial institutions would have a ready pool of
active savers who will become mainstream mort-
gage clients.

* Annual costs are expected to range between $2 bil-
lion and $4 billion, with an expected five-year cost

of $10 billion.

Questions and Answers about
Home Accounts

Why would a low- or moderate-income household
participate in this program?

A savings match program that adds up to $5,000 to
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down payment and closing cost funds would enable
low- to moderate-income Americans to buy a home
with less debt and less risk of foreclosure.

How many low- and moderate-income families
could open accounts and eventually become home-
owners as a result of this policy?

During the first five years, up to 4.5 million Home
Accounts are projected, the majority of which are
expected to be used for the purpose of buying a
home.

Why would a financial institution participate in the
Home Accounts program?

After five years, financial institutions could expect to
tap into a projected $35 billion savings pool. While

years. Because the Community Reinvestment Act
provides credit for lending to underserved communi-
ties, it is also possible that an additional CRA credit
could be offered to institutions that offer these
accounts.

What challenges do financial institutions face in
offering Home Accounts?

These accounts are nearly identical to standard sav-
ings accounts, so any additional operational and
administrative challenges should be minimal.

What happens to the account if the saver does not
buy a house?

The account could be converted, without penalty, to
a retirement account.

these accounts are modest in asset size, financial
institutions would also be able to convert these assets
into mortgages. Home Accounts are expected to gen-
erate $60 billion in annual mortgages within five

Home Accounts in the Real World

Francine is also born in Jefferson, Iowa, on February 2, 2008. Her parents open her Child Account at the same
bank and invest it the same way as Delroy’s parents did. Her family is able to contribute $1,000 to her account
every year for five years, and the government gives her the full $1,000 annual match. But then her father dies,
and no more contributions are made to her account.

When Francine turns 18, her account is worth about $27,000 (about $16,000 in today’s dollars). She uses her
account to train as a hairdresser and then opens up her own small business. She earns about $28,000 a year (in
today’s dollars) in most years.

Francine would like to buy her own home and move her business there. So she opens up a Home Account. She
contributes $2,000 each year for five years and earns a $1,000 match from the federal government each year, too.
After five years, Francine has over $16,000 in her account—the result of her savings, her interest and $5,000 of
government matching money which she tapped each year at tax time. She uses her entire account to pay a down
payment and closing costs on a house costing $110,000. Francine gets a 30-year fixed-rate mortgage of 6.125 per-
cent, which gives her monthly mortgage payments of $571—even lower than what she had been paying in rent.
She now has home equity valued at $14,000 in her home.
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America’s IRA:
Building Retirement Security for Working Americans

Building enough savings for a comfortable retire-
ment is an essential part of the American Dream.
Congress has put considerable effort into crafting a
better national system for retirement saving. And
yet, despite decades of work, most working
Americans will not have saved enough to enjoy a
financially secure retirement. The problem will only
grow worse as 80 million baby boomers leave the
workforce, stretching limited public resources.

Americas IRA moves low- and moderate-income
Americans toward greater income adequacy in retire-
ment through good incentives for long-term saving.
Its simple plan design allows the private sector to
offer a profitable and simple savings vehicle through
existing platforms.

Basic Features

* The plan uses the existing IRA structure rather
than creating another savings plan. The same
financial services firms that offer IRAs today could
easily offer America’s IRA.

* Americas IRA offers an annual dollar-for-dollar
match, capped at $2,000 to savers earning under
$40,000 (a partial match is available up to
$50,000).

* The plan would also offer a “toaster:” a one-time
incentive of $1,000 to those earning below
$12,500, with a partial payment for incomes
between $12,500 and $30,000.

* Matching contributions are deposited directly to
accounts through the tax system.

To make savings simple, America’s IRA offers only
two investment options: an age-based mutual fund,
and a risk-free principal preservation product.

Why America’s IRA is Different—
and Necessary

Recent studies from the Boston College Center for
Retirement Research project that 43 percent of
American households are at risk of an insecure retire-
ment.*! The basic American pension system—Social
Security—by itself is insufficient, although it provides
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over 90 percent of the retirement income received by
low- and moderate-income workers.*> And in the
future, Social Security will provide even less income
as replacement for pre-retirement earnings over time,
requiring workers to find additional sources of
income when they leave the workforce.

The obvious solution is to “scale up” the private pension
system. But that system has two structural problems.

The first is coverage. Only about 50 percent of the
private-sector workforce has access to work-based
retirement plans at any point in their working
lives—a percentage that has varied little for
decades.” This percentage is substantially lower for
low- and moderate-income workers who tend not to
have the kind of jobs, or the consistent work histo-
ries, that are rewarded with plan participation. For
example, the percentage of low- to moderate-income
workers with access to employer retirement plans
decreases dramatically below 50 percent as annual
income drops below $40,000 per year.**

The second flaw in the current system is income ade-
quacy. Over the last 20 years, the private pension sys-
tem has shifted from defined benefit plans to defined
contribution plans such as 401(k) plans. 401(k)
plans put the burden of saving for retirement square-
ly on the shoulders of workers; employers usually
only match worker contributions, if they contribute
at all. Workers assume the risk of deciding whether
to save, choosing the right amount to save, investing
their funds in the right way, and spending down
their accounts so they last a lifetime.

These are difficult assignments with no clear right
answers that most workers are ill-equipped to han-
dle. Many deal with the uncertainties inherent in
401(k) plans by failing to save at all, or by saving too
little and by failing to invest appropriately.”

IRAs were created more than 30 years ago for work-
ers without an employer-based plan.** However, few
Americans actually contribute to IRAs. Most assets
currently held in IRAs represent rollovers of accounts
from employer-sponsored plans.

IRAs have failed to appeal because many potential

savers lack a connection to the financial services mar-
ketplace. In turn, the financial services industry has-
n't aggressively marketed IRAs to savers with small
amounts to invest.

Low- and moderate-income savers have few incen-
tives to save in IRAs. Tax deductions are irrelevant,
and IRAs don’t offer the matching contributions that
help raise participation in work-based plans. The
federal government does offer a Saver’s Credit, but it
is not refundable, so low-income savers with no tax

liability do not benefit.

Why America’s IRA is the
Way Forward

Americas IRA is designed to tackle both the coverage

and retirement income adequacy problems.

First, America’s IRA would give low- and moderate-
income workers a well-designed retirement savings
vehicle that is the functional equivalent of an
employer-based plan using existing IRA products
and channels.

Second, America’s IRA will include a new govern-
ment matching structure to provide savings incen-
tives. The matching structure is designed to reward
those who consistently save at least three percent of
their income a year with substantial income on top
of Social Security in retirement.

Benefits and Costs

* America’s IRA gives the 62 million low- and mod-
erate-income Americans who may never have an
employer-based plan the ability to increase their
retirement income significantly by saving just three
percent of their income each year.

* The savings incentives in America’s IRA—the dol-
lar-for-dollar match and one-time grants—are esti-
mated to cost roughly $40 billion over ten years
with a 10 percent participation rate. By compari-
son, the Saver’s Credit, for which only a small per-
centage of low- and moderate-income workers
qualify, delivers only about $1 billion in savings
incentives per year or $10 billion over ten years.””

* Low- and moderate-income workers can save more

SAVINGS FOR LIFE: A PATHWAY TO FINANCIAL SECURITY FOR ALL AMERICANS 25



than two times their salary, which, if converted
into an annuity, could replace about an additional
20 percent of their pre-retirement income.

Questions and Answers about

America’s IRA
What is the purpose of America’s IRA?

Many low- and moderate-income workers are at risk
of financial insecurity in retirement because they are
excluded from employer-based plans.”® This risk will
only increase in the future as Social Security provides
less replacement income.”

How is America’s IRA different from the tradition-
al TRA?

In many ways, it’s not. It’s the same IRA available to
everyone. But it has some extra features designed to
replicate the benefits (and avoid the deterrents) to
saving found in work-based plans:

* Matching contributions from the federal govern-
ment—a dollar-for-dollar match for those earning
$40,000 or less and a partial match for those earn-
ing between $40,000 and $50,000.

* A simple design—just two basic investment choic-
es.

* Easy to administer—matching contributions are
delivered through the income tax system directly to
accounts.

What are the primary benefits of America’s IRA?

Americas IRA was designed with successful savings
outcomes in mind. Those who participate have the
opportunity to achieve an additional layer of retire-
ment income on top of Social Security.

* Low- and moderate-income workers can save more
than two times their salary, which, if annuitized,
corresponds to replacement income of about 20
percent.

* Added to Social Security benefits, Americas IRA
could enable low- and moderate-income workers
to achieve approximately an 80 percent income
replacement rate.

Isn’t America’s IRA just a gimmick, a giveaway of
tax dollars?

No. It just gives low- and moderate-income workers
without an employer plan roughly the same financial
incentives and savings support services enjoyed by
workers with an employer plan. And it does so with-
out creating a new government program.

Isn't there a way to include these workers in
employer-based plans instead?

Congress has been trying since 1942 to require
employers to include more low- and moderate-
income workers in their plans. Pension coverage
rates, however, haven’t budged for decades. Having
a better employer-based pension system is, of course,
an important social goal but it is not one likely to be
realized soon. In the meantime, workers without a
plan need a more effective savings solution than
existing IRAs which have failed to generate much
new net saving since they were created over thirty
years ago.

Will America’s IRA jeopardize the employer-based

pension system?

Unlikely. Employers with significant numbers of
higher-income workers would not be tempted to ter-
minate their current plans in favor of America’s IRA
for two reasons. First, workers can contribute far less
to an IRA ($4,000) than to a 401(k)-type plan
($15,500) and, second, only low- and moderate-income
workers are eligible for a matching contribution.

America’s IRA will enhance the private pension sys-
tem where it needs it the most. It will provide an
efficient and effective savings vehicle for workers at
small employers who have historically been reluctant
to offer employer-based plans.

Wouldn’t improving the Saver’s Credit fix the prob-
lem?

The Saver’s Credit currently provides a government
match for saving by some low- and moderate-income
workers. The match is modest and not available
unless a worker owes taxes, which many low- and
moderate-income workers do not.
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Reforming the Saver’s Credit to cover more workers
and increase the match is a desirable improvement in
the current system. It will not, however, replicate the
synergies America’s IRA is capable of creating
between low- and moderate-income workers and the
financial services industry.

Why is a private sector delivery system appropriate
for America’s IRA?

Americas IRA harnesses the energy of the private
sector to drive savings behavior in the same way
401(k) plans do. Americas IRA is designed to grow
savings accounts quickly beyond the small balance
problem so that the private sector views low- and
moderate-income consumers as a valuable market.
This gives the private sector an incentive to extend
the marketing, educational, and administrative and
investment services it now provides to employer-
based plans to individual low- and moderate-income
savers. In turn, the industry will help persuade more
low- and moderate-income workers to become savers.

Alternative proposals call for an intermediary
between savers and the private sector. Some advocate
expanding the Thrift Savings Plan for federal
employees to include workers without an employer
plan. Others would require employers to offer pay-
roll deduction services to IRAs for such workers.
The first approach requires building a new adminis-

trative system that will be costly to taxpayers. The
second imposes a new employer mandate that fails to
address the disconnect between low- and moderate-
income savers and the financial services industry.

America’s IRA is ultimately a more effective savings
approach through its use of a familiar savings prod-
uct, simpler investment options, existing private sec-
tor services, and expanded government funding for
savings incentives to low- and moderate-income
savers.

How much might the matching contributions cost?

We estimate that in today’s labor force there are 62
million Americans who would be eligible for
America’s IRA.“ If 10 percent decide to participate,
the cost would be about $40 billion for 10 years.*

Why would a private-sector firm be interested in
the America’s IRA program?

At a 15% take-up rate, America’s IRA is estimated to
generate $155 billion in new assets under manage-
ment in 10 years using existing financial products.
As accounts grow, America’s IRA should be as prof-
itable for most firms as traditional IRAs. The “toast-
er” plus government match in the first year would
help build the account size of Americas IRA and

increase its profitability.

America’s IRA in the Real World

Jason is also born in Jefferson, Iowa, on February 2, 2008. His parents open a Child Account for him, but never
contribute. As a result, he has no money for college or to start a business. He works in a small hardware store, and
his income is around $20,000 in most years. His employer does not offer a pension plan at work.

When Jason turns 37, he decides that he needs to begin saving. Social Security is his parents’ only income in retire-
ment, and he realizes that won't be enough for him. So he opens an America’s IRA and is able to save three per-
cent of his income for four out of every five years. He also receives a dollar-for-dollar matching contribution from
the government. At age 67, when he is eligible for full Social Security benefits, his account is worth about

$134,000 (about $63,000 in today’s dollars). *
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Security “Plus” Annuities:
Secure, Supplemental Income for Life

Turning savings into income that will last through-
out retirement is a difficult task. Savers dont know
how long they will live, or, therefore, how much they
can safely spend each year from the assets they have
accumulated. Purchasing a life annuity with a por-
tion of savings reserved for retirement is one solution
to the problem.®

Over the next 20 years, more than 80 million baby
boomers will retire. Many of the 76 million eligible
for Social Security will need some annuity income
beyond those benefits in retirement.

The Security “Plus” Plan is designed to jump-start a
market for life annuities for baby boomers. It would
provide America’s retirees with an opportunity to
buy an extra layer of secure income on top of Social
Security through a simple and convenient govern-
ment-facilitated program.

Basic Features

* All new retirees are eligible to buy a Security “Plus”
annuity.

* Retirees have a one-time opportunity in their first
year of receiving Social Security benefits to buy as
large a Security “Plus” annuity as they wish (up to
$100,000 in purchase amount).

* For married retirees, Security “Plus” annuities will
offer spousal benefits.

* Security “Plus” annuity payments are automatical-
ly added to monthly Social Security checks.

* Through a competitive bidding process, the feder-
al government pre-selects a private market annuity
provider to underwrite Security “Plus” annuities on
a group basis.

* The federal government provides record-keeping,
marketing, distribution and other administrative
services at modest cost, keeping Security “Plus”
annuities low-cost and a good value.

SECURITY “PLUS” ANNUITIES
STRUCTURE
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New Retiree

Annuity

Purchase

Client
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Apply for benefits
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Check Guaranteed Purchase a Security
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* A private-sector call center under contract to Social
Security is available to explain Security “Plus”
annuities, provide individualized cost estimates
and purchase assistance, and remind retirees when

their eligibility will end.

Why Security “Plus” Annuities Are
Different—And Necessary

Few retirees buy life annuities today. Many don't
understand how annuities work, and financial advi-
sors and brokers often fail to recommend them. Few
plans offer annuities because they impose extra legal
liability on plan sponsors. Only about 25 percent of
401(k) plans offer a life annuity, and few participants
in these plans choose to buy one.* And assets rolled
over to IRAs are seldom used to buy annuities.

Annuities also have some significant problems. The
market for life annuities is underdeveloped, and they
are often unattractively priced for individual con-
sumers. State-based guarantee funds, designed to
protect purchasers in the event of insurance compa-
ny insolvency, may fail to cover all claims and con-
sumers. In addition, annuities can be subject to high
fees, taxes and expenses under state law.

It’s widely recognized that annuities will need to play
an important role in securing the retirement income
of baby boomers. Two options are generally pro-
posed to encourage their use.

First, many advocate requiring annuities in 401 (k)
plans to be a payout option, to be the default payout
option, or to be the only payout option. Plan spon-
sors will strongly resist this proposal unless they
receive relief from legal liability.

A second problem is that the decision to purchase an
annuity is highly personal. The academic literature
suggests that deciding when to purchase an annuity,
and how much, depends on many individual, highly-
variable factors. Requiring annuities without
accounting for individual circumstances doesn’t
make sense. It is also likely to discourage saving in
401(k)-type plans, particularly by younger workers
with other savings goals.

The second option encourages more annuity put-
chases through tax incentives. Tax subsidies and
incentives are always of greater value to higher-
income taxpayers. They wouldnt encourage low- and
moderate-income workers to buy annuities.

Why Security “Plus” Annuities Are
The Way Forward

Security “Plus” annuities directly take on the sys-
temic problems troubling today’s life annuities mar-
ket. This proposal offers a basic life annuity, priced
on a group basis, that is low-cost, simple, widely-
available, easy to understand and purchase, and
offered with consumer protections beyond those
available today.

Security “Plus” annuities use the federal government
as an intermediary to market and distribute annu-
ities, provide supportive administrative services and
select annuity providers. This keeps the private sec-
tor in its customary role as an underwriter of group
annuities and prices annuities at current market rates
but without premium taxes or advisor fees.

Benefits and Costs

* Security “Plus” annuities simplify the annuity pur-
chase decision for the two to four million baby
boomers expected to retire each year between now
and 2030.

Security “Plus” annuities minimize the risk that
retirees will outlive or lose their savings. If just 10
percent buy a Security “Plus” annuity, that means
200,000-400,000 Americans each year will
increase their financial security in retirement.

As life expectancy increases and the baby boom
generation retires, the aging of America will
increase the fiscal pressures on the federal govern-
ment. Security “Plus” annuities enlist the help of
the private sector in providing some additional
secure lifetime income for retirees.

Security “Plus” annuities educate millions of
Americans about the benefits of annuities while
helping the private life annuity market develop to
meet the needs of an aging America.
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Questions and Answers about
Security “Plus” Annuities

Are Security “Plus” annuities really necessary?

Yes. The U.S. needs a vibrant life annuities market to
help secure retirement income. Americans need to
understand annuities better, and better annuities
need to be available to them. Such a market current-
ly doesn’t exist.

What types of annuities will be available?

Security “Plus” annuities are intended to be simple
and low-cost. The basic annuity will be a single life
annuity for single retirees and a joint-and-survivor
annuity for married retirees. Additional options
could include an annuity with a cash refund of pre-
mium feature and an annuity with a 10-year certain
feature.

Will Security “Plus” annuities protect against infla-
tion like Social Security benefits?

Social Security benefits currently have a built-in
adjustment for inflation. It is desirable for Security
“Plus” annuities to do so as well but this may not be
feasible. The private annuities market in the U.S.
today does not offer inflation-protected annuities.
Whether Security “Plus” annuities can be inflation-
protected will depend on the willingness and ability
of the private sector to offer this feature as well as its
costs and benefits.

Won't this just create another inefficient govern-
ment agency?

No. Security “Plus” annuities would be delivered
through an existing agency currently in charge of the
primary retirement income of millions of Americans
with private-sector players providing supplemental
services. A private-sector call center will provide the
information and customer contact function as it
exists in 401(k) plans today.

Using the Social Security Administration is appro-
priate because it already has the personal data on
potential annuity purchasers. It is also the most log-
ical marketing point. Americans will learn about

annuities when they sign up for Social Security ben-
efits—a moment when a decision to purchase an
annuity is highly relevant. Finally, this agency can
make annuity payments efficiently by adding them
to monthly benefit checks.

Why is there a 12-month time window and
$100,000 limit on annuity purchases?

Security “Plus” annuities are not intended to turn
the Social Security Administration into an insurance
company, or to supplant the private annuities mar-
ket. Consumers who wish to purchase larger annu-
ities when Social Security benefits begin or addition-
al annuities later in life can always obtain them from
the private sector.

How much extra income could a Security “Plus”
annuity provide?

That depends on how much a retiree decides to
invest as well as current interest rates and other cost
factors. As an example, using today’s annuity pur-
chase rates from the Thrift Savings Plan for federal
employees, a retiree at age 67 could purchase an

additional $308 in monthly income for life for
$40,000.

How significant is the income that a Security
“Plus” annuity could provide?

That depends on how large an annuity is purchased
and current interest rates. Using today’s rates, a
$50,000 investment would produce a $385 monthly
check. This would replace about 15 percent of pre-
retirement income for a worker earning $30,000 a
year and 6.5 percent for a $70,000 worker.

What role would private-sector annuity companies
play in Security “Plus” annuities?

The federal government provides the marketing,
administration, payment and customer service func-
tions that a private annuity company usually per-
forms. The insurance company would be asked to do
just what it does best: invest funds in order to pro-
vide a guarantee of lifelong payments.
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What is the anticipated size of the market for
Security “Plus” annuities?

Assuming that five percent of new retirees buy a
Security “Plus” annuity, about 3.8 million new
annuities would be purchased between 2008 and
2030. If ten percent purchased these annuities, there
would be 7.6 million new annuities. With $20,000
on average in purchase amount, Security “Plus”
annuities would generate $76 billion in new funds
under management at a five percent take-up rate and
$152 billion at a ten percent take-up rate. Similar

Instead of offering annuities directly, why doesn’t
the Social Security Administration just provide new
enrollees with information about private-sector
annuities?

Experience from 401(k) plans indicates that infor-
mational material alone is not effective in helping
people make complex financial decisions. A turn-key
product that is easy to understand and has few choic-
es helps people not just make a decision, but make a
good decision. The Security “Plus” Plan is intended
to be that turn-key product for annuities.

figures for a $50,000 average purchase amount
would be $190 billion and $385 billion, respectively.

Security “Plus” Annuities in the Real World

Delroy, Francine and Jason all turn 67 in 2075, and each decides to retire and apply for their Social Security benefits.

Delroy has done well. He became an accountant and worked for several manufacturing businesses. He con-
tributed to his employers’ 401(k) plans and rolled over his savings to an IRA, which is worth about $500,000 in
today’s dollars. Delroy knows he could easily live another 25 years and is concerned about making sure his money
will last. He is uncertain about how much of his IRA he should spend on an annuity, and when he should do
so—or, indeed, whether he should do so at all. So he decides that a good first step would be to spend about 20
percent of his IRA on a Security “Plus” annuity. Investing $100,000 in a Security “Plus” annuity will buy him an
additional $770 a month, or over $9,000 every year, in secure, guaranteed income for life.®

Francine’s business has given her an adequate income for most of her life but, due to ill health, she is forced to
work less, beginning in her 50s. She arrives at retirement with her mortgage paid off, but with only modest sav-
ings. She also has an America’s IRA, but her account at retirement is worth only about $30,000 in today’s dollars.
She decides that having more secure income is critical to maintaining her standard of living. So she buys a Security
“Plus” annuity with $25,000 of her savings, keeping $5,000 for emergencies. The Security “Plus” annuity gives
her an additional $192 in monthly income, or over $2,300 in annual income for life.

Jason’s primary income in retirement comes from Social Security. He has no home and his America’s IRA repre-
sents his only savings. His income just before he retires is about $60,000 in 2075 dollars. Jason expects to work
one or two days a week for several more years to increase his retirement income. He believes he will need about
80 percent of his pre-retirement income when he fully retires. His Social Security benefits will equal about 56 per-
cent of his pre-retirement income. By buying a Security “Plus” annuity with his America’s IRA, he can increase
his retirement income by 20 percent. Between Social Security and his annuity, Jason will have 76 percent of his
pre-retirement income for the rest of his life.
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Conclusion

The fair opportunity to accumulate savings is a primary engine of personal success. If we can mean-
ingfully boost the level of assets held by low- and moderate-income families, we can help bridge the
divide between those who have, and those who have not. And we can rebuild the broken pathway
to the American Dream for tens of millions of our fellow citizens.

At the same time, boosting the national savings rate can help put the U.S. on a course toward greater
prosperity.

The way forward must begin with the recognition that much about the current savings system has
not worked. The critically low current levels of personal and national savings compel that conclu-
sion. The government’s massive investment through tax relief simply has not reached the segments
of our population that need help the most. And we have for too long ignored the necessity of more
direct government investment in the future of our people.

We must also bridge the divide between working families and the financial services sector. Sound
savings vehicles offer something important to everyone. For consumers, they offer responsible ways
to save, invest and own. For industry, they represent an entry point into a potentially massive new
market—and an opportunity to make an extraordinary contribution to our national life.

We believe the savings vehicles we propose can serve as the first steps toward a more sensi-
ble system of saving, for every American, at every stage of life.
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Technical Appendix

This appendix describes the modeling assumptions and logic that were used to develop the four recommenda-
tions in “Savings for Life,” and presents a more detailed analysis of savings behavior, government outlays, and
market size for each product.

Child Accounts

The Child Accounts model projects individual account behavior over 18 years to derive market size and govern-
ment outlays over time.

Using Census data regarding population growth projections and the distribution of family income, the 4 million
children born in the US each year are divided into three income categories (low-, middle-, and high-income) and
three types of savings patterns: non-savers, “moderate savers” who make modest contributions, and “aggressive
savers” who tend to maximize account values.

Distribution of Families by Income and Savings Behavior

Income Range % of All Non-Savers Moderate Aggressive
Families Savers Savers
Low-Income Families Under $40,000 35% 80% 15% 5%
(Match-Eligible)
Middle-Income Families | $40,000-$100,000 45% 70% 25% 5%
High-Income Families Over $100,000 20% 60% 30% 10%

Based on these behavioral assumptions, each of these nine groups is tracked for 18 years of saving, assuming con-
sistent behavior: each group saves or does not save, accounts held by low-income families receive a government
match on their savings, and each account receives investment income during the year. For modeling purposes, a
1.5% fee is deducted from the account at the end of each year and transferred to the account provider to cover
both account maintenance and applicable fees of the underlying investments. This replicates the Child Trust Fund
policy in the United Kingdom, which has a 1.5% cap on variable fees and no fixed fees.

All accounts are invested in a lifecycle fund that is re-allocated toward bonds and cash as the child ages, resulting
in a projected 8% rate of return until age 6 and decreasing thereafter, reaching a 4.6% return at age 18. Individual

account growth is not adjusted for inflation. However, present-value calculations are offered.

Summary of Results
Individual Account Growth
Monthly Contributions Year 5 Year 10 Year 18
Non-Savers $0 $695 $934 $1,295
Low-Income Moderate Savers $20, matched 1:1 $3,319 $7,214 $14,437
Middle-Income Moderate Savers $50 $3,791 $8,301 $16,388
Middle-Income Aggressive Savers $100 $7,586 $19,370 $42,966
High-Income Aggressive Savers $167 ($2,000/year) $11,224 $26,772 $55,771
Assets Under Management
Year 1 Year 5 Year 10 Year 18
First-Year Cohort Accounts (billions) $2.8 $8.4 $17.1 $32.8
Cumulative Accounts (billions) $2.8 $27.8 $97.3 $316.3
Number of Accounts (millions) 4.0 20.5 41.7 77.5
Average Account Balance $686 $1,359 $2,331 $4,081
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Government Outlays (Billions)

Year 1 Year 5 Year 10 Year 18
Annual Endowment $2.000 $2.062 $2.143 $2.279
Annual Match $0.093 $0.530 $1.095 $2.046
Cumulative Outlays $2.093 $11.709 $26.597 $57.344
Conclusions

This analysis reveals that depending on contribution levels and investment performance, Child Accounts can
grow to over $1,200 without further contributions ($750 in today’s dollars), or as large as $55,000 ($33,000 in
today’s dollars) if contributions are maximized. They represent a market of approximately $100 billion within ten
years, with average account balances over $2,000. The government outlay over ten years is approximately $27 bil-
lion. Each year as accounts mature, that cohort’s total government contributions are leveraged more than eight
times by private contributions and investment income.

Home Accounts

The Home Accounts model projects savings and home purchases of prospective homebuyers as well as the mar-
ket size and government outlays for an entire market of down payment savers. Home Accounts are targeted to
support households with incomes under $75,000 (and individuals earning less than $50,000) who do not cur-
rently own homes.

The model focuses on savers in the bottom four income quintiles.! Each of these four quintiles is assigned a uni-
form savings pattern, with annual savings ranging from $850 for the bottom-quintile savers to $5,000 for fourth-
quintile savers. In the modest scenario modeled for Home Accounts, each saver makes deposits and receives a 50%
government match (up to $5,000) on savings for three or four years before potentially purchasing a home. Modest
takeup assumptions (2-4%) grow over time, and taking attrition into account, at least 75% of Home Accounts
savers are projected to eventually buy homes.

At the end of the savings period, account assets are assumed to be used for a down payment and closing costs
toward the purchase of a home. Metrics for each quintile’s mortgage eligibility—based both on annual household
income and the accumulated down payment of 5 or 10%—are used to determine a home price that would be
considered affordable for that buyer. Affordability is based on a total housing cost—mortgage payments, proper-
ty tax, and insurance—of no more than 45% of income for households in the bottom two quintiles and 30% of
income for households in the third and fourth quintiles. All home purchases are projected to be 30-year fixed mort-
gages with an interest rate of 7.07%. In the aggregate, these home purchases constitute new mortgage activity.

Assumptions
Quintile 1 Quintile 2 Quintile 3 Quintile 4
Mean Household Income $10,294 $25,865 $43,293 $68,040
Annual Savings $850 $1,500 $3,000 $5,000
Years of Saving 3 4 4 4
Home Purchase Price $52,464 $128,571 $141,667 $208,333

1 Since household incomes in the fourth quintile approach $85,000, takeup rates have been adjusted to account for the 40% of households in this quintile that would not
be eligible for a match.
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Summary of Results

Home Account Assets Under Management

Year 5 Year 10
Active Home Accounts (millions) 4.5 7.5
New account deposits (billions) $15.4 $25.5
Total account deposits (billions) $35.2 $70.1

New Mortgage Activity

Year 5 Year 10
New homebuyers, cumulative (millions) 0.60 3.88
Annual mortgages (billions) $58.6 $93.7
Cumulative mortgages (billions) $63.9 $456.6

Government Outlays (Billions)

Year 5 Year 10
Annual cost to government $2.4 $4.2
Cumulative cost to government $10.4 $27.9

Conclusions

Given conservative takeup of this product and modest savings by prospective homebuyers, Home Accounts can
create approximately four million new homeowners over ten years. These modest savings accounts leverage $64
billion in mortgages after five years and $457 billion after ten years, at a cumulative government outlay of $28
billion over a ten-year period.

America’s IRA

The America’s IRA model projects both the asset accumulation of one typical low-income saver and the market
size and government outlays for an entire market of savers. The target market for America’s IRA is the approxi-
mately 62 million American workers who do not have access to employer-based retirement plans in any given year,
the majority of whom have annual incomes below $50,000.2

Total market size and government outlay estimates are derived from takeup assumptions across a representative
portfolio of potential savers whose incomes range from $5,000 to $50,000 and who are currently excluded from
employer plans. Workers in this income range are divided into cohorts of $2,500 each, with participating savers
assumed to have identical savings behavior: they each contribute 3% of income during four out of every five years.

In order to understand the dynamics of individual account growth and the effects of government contributions
on these accounts, a single, representative account is constructed for a saver whose starting income is $20,000.
This case study is tracked for 30 years based on an income trajectory that increases over time and then declines
as the saver ages, with average real wage growth at approximately 1% per year over this time period.3 The annu-
al inflation rate is assumed to be 2.5%. Yearly contributions are incorporated into the model, along with the par-
tial first-year government subsidy and the 100% government match on contributions that this saver would
receive. Investment returns are projected to be 5% net of fees, resulting in a 2.5% net annual return. This rate of
return is conservative for a portfolio with equity exposure, but America’s IRA is a product designed to operate as
either a lifecycle investment account or a principal-protected product.

2 These statistics represent the total number of workers based on information provided in Table NC8, “Pension plan coverage of workers, by selected characteristics, sex,
race and Hispanic origin and poverty status: 2001” from the March 2002, Current Population Survey published by the US Census Bureau. Available at:
hetp://pubdb3.census.gov/macro/032002/noncashnc8_001.htm. These numbers were adjusted for inclusion of minors and retirees in these data.

3 Urban Institute calculations based on Eric Toder et al. “Modeling Income in the Near Term: Revised Projections of Retirement Income Through 2020 for the 1931-
1960 Birth Cohorts.” Final Report. Washington, DC: The Urban Institute, June 2002.
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To consider whether America’s IRA would demonstrate sufficient asset accumulation to achieve a level of retire-
ment adequacy, the end balance after 30 years of projected saving was assumed to be converted into an immediate
life annuity using the annuity estimator of the federal Thrift Savings Plan (TSP). For an annuity purchase at age
67, this calculator used a 5.25% annuity interest rate, which means that each year, total annuity payments
received would equal approximately 9.25% of the annuity purchase. The value of this annuity, coupled with pro-
jected Social Security benefits based on lifetime earnings, was then compared to an adequacy definition of 80%
of pre-retirement income.

Summary of Results
Account Growth for a $20,000 Worker Starting At Age 37

Age 37 Age 42 Age 47 Age 57 Age 67
Annual Income $20,000 $27,948 $37,264 $52,741 $59,533
Annual Contribution $615 $780 $1,086 $1,553 $1,762
Government Matching $615 $780 $1,086 $1,553 $1,762
Contribution
Investment Earnings $87 $1,161 $4,637 $23,606 $70,417
End-of-Year Balance $1,817 $7,277 $17,849 $59,235 $133,691

Assets Under Management (Billions)

Year 10 Year 30
10% Uptake $103.6 $770.8
15% Uptake $155.4 $1,156.2
20% Uptake $207.2 $1,541.6

Cumulative Government Outlays (Billions)

Year 10 Year 30
10% Uptake $42.5 $267.7
15% Uptake $63.7 $401.5
20% Uptake $84.9 $535.4
Conclusions

This analysis reveals that persistent, matched savings by an uncovered employee earning $20,000 could yield an
account balance of over $130,000 after 30 years ($63,000 in today’s dollars). As an annuity, this could add
approximately $485 in monthly income for life, in today’s dollars—or more than 20% of that worker’s pre-retire-
ment income. If 15% of Americans in the target market become savers in America’s IRA, this market could grow
to $155 billion over ten years. At this rate, the government outlay over ten years is approximately $64 billion.

Security “Plus” Annuities

The Security “Plus” Annuities model projects both the potential annuity purchases of new retirees and the mar-
ket size for an entire market of new annuitants. The target market for Security “Plus” is the approximately 80 mil-
lion Baby Boomers who will be retiring between 2008 and 2030. Although expected to grow as Baby Boomers
retire, the immediate life annuities market is currently small with annual sales of approximately $6 billion in 2004.

4 Kaja Whitehouse. “Annuities, Meet 401(k)s.” The Wall Street Journal, August 15, 2005.
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Total market size is derived from takeup assumptions across a market of potential new retirees. There will be
approximately 3.5 million Baby Boomers retiring on average each year, of which about 90% are eligible to receive
Social Security benefits.> Based on takeup and average purchase amount assumptions for these 3.15 million new
retirees, the model projects annual and cumulative market sizes. Each new retiree has only one opportunity to
purchase a Security “Plus” annuity— during the first year following initial receipt of Social Security benefits—
and annuity purchases are limited to $100,000 per retiree.

In this model, Security “Plus” annuitants receive monthly, lifetime benefits in an immediate life annuity calculat-
ed using the annuity estimator of the federal Thrift Savings Plan (TSP).® This annuity calculator used a 5.25%
annuity interest rate, which means that for an annuity purchased at age 67, each year total payments received
would equal approximately 9.25% of the annuity purchase. Monthly benefits would be lower in the case of joint-
and-survivor annuities and other types of annuity products that could be made available.

Summary of Results

Individual Annuity Payments Under Security “Plus”
Additional Replacement Income

Annuity Purchase Yearly Benefit Monthly Benefit $20,000 Worker $40,000 Worker
$20,000 $1,848 $154 9.2% 4.6%
$50,000 $4,620 $385 23.1% 11.6%
$100,000 $9,240 $770 46.2% 23.1%

Market Size for Security “Plus” Annuities (Billions)

5% Takeup

10% Takeup

Annuity Purchase Annual New Cumulative Annual New Cumulative
Market Market Market Market
$20,000 $3.5 $76.0 $6.9 $152.0
$50,000 $8.6 $190.0 $17.2 $380.0
Conclusions

This analysis reveals that depending on accumulated savings and today’s annuity purchase rates, a new retiree is
able to purchase an additional lifelong monthly benefit of up to approximately $770 through Security “Plus”
annuities. For a worker whose annual earnings while working were approximately $40,000, this benefit is able to
replace 23% of pre-retirement income. Even if only 5% of eligible retirees purchase a Security “Plus” annuity,
assuming an average annuity purchase amount of $50,000, this $8 billion annual market would be larger than
today’s annuities market, and would become a market of over $190 billion between 2008 and 2030.

5> These projections are based on data obtained from the Office of the Chief Actuary, Social Security Administration, in a personal communication dated January 17, 2007.

© Annuity estimates are for a single life annuity. Available at: hetp://calc.tsp.gov/annuityCalculators/calcAnnuitySingle.cfm
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