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Introduction

Retirement experts agree that Americans continue to face a financial retirement crisis
— they are not prepared to retire. Workers face an increasing risk of not having enough
funds to maintain their lifestyle through retirement.

Many factors contribute to Americans’ retirement insecurity. One possible cause is
the ongoing shift from defined benefit pension (DB) plans to defined contribution (DC)
plans, which puts greater responsibility on individuals to plan for retirement.! From 1979
through 2010, the percentage of private sector workers covered by a DB plan decreased
dramatically from 62 percent to 7 percent, while the percentage covered by a DC plan
increased from 16 percent to 69 percent.” Despite the decline in DB coverage among the
private sector, the public sector remains committed to DB plans, providing DB coverage
to more than 85 percent of public sector workers in 2010.°

This paper identifies key findings about retirement readiness among workers in the
U.S. and strategies to help individuals plan for retirement. It concludes by noting poten-
tial opportunities for employers to engage their employees in retirement planning.
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Retirement readiness

Retirement confidence among
Americans remains low despite
the improving economy.
Research indicates 13 percent of
Americans are “very confident”
and 38 percent are “somewhat
confident” about having enough
money to live comfortably
throughout retirement.
Retirement confidence is
low because Americans now
realize how much they need to
save to retire comfortably. Many

Americans are preoccupied by

Retirement confidence among Americans

very confident ]3%

somewhat confident 38%

more immediate financial concerns such as high debt, job uncertainty, making ends meet,

and paying for health insurance or medical expenses. Half of all Americans do not even have

$2,000 in savings to cover an unexpected need.*

Research also shows that Americans are having a harder time preparing for retirement.

Issues complicating retirement planning include:

+ Bleak economy

+ Fewer pensions

+ Middle class salaries not keeping up with inflation

« Social Security status (unsure that Social Security will be there when they retire)’

Certain populations are at greater risk than others when preparing for retirement such as

individuals under 30 years old (Millennials), women, and low-income families.® Those with

higher household incomes and educational levels, however, are more likely to save for retirement.

Retirement planning strategies

To address the lack of retirement readiness, many employers are considering or actively

implementing strategies to help employees plan financially for retirement. Strategies include:

* Boosting financial literacy

+ Leveraging behavioral economics

+ Tailoring retirement education

+ Being a key source of information for employees
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Boosting financial literacy

Studies show that low financial literacy can lead to inadequate savings. As a result, financial
literacy has gained attention from interest groups, policy makers, government agencies, and
other organizations.”
Findings also indicate that efforts to boost financial literacy, particularly among the newly
hired, should:
+ Focus on the understanding of key concepts to improve employees’ overall financial
literacy (e.g., inflation, numeracy, and risk diversification)
* Recognize that debt management and retirement savings go hand in hand —
Employees should look at their entire financial picture when planning for retirement
+ Provide employees with basic retirement plan information

+ Remind employees about investment risk®

Some employers have their own financial literacy programs while others are partnering
with interested stakeholders to help individuals achieve more secure financial futures. For
example, the California State Controller’s Office works with governmental and nongovernmen-
tal stakeholders to promote and organize financial literacy events for public awareness.’

Findings show that it is critical to understand existing legislation that guides the avail-
ability and format of financial education. It is also important to recognize what drives saving
behavioral changes and to measure the effectiveness of financial literacy programs based on

participant savings behavior versus participation.”

Leveraging behavioral economics

Traditionally, employers left the choice of participating in a DC plan to the employee. Research
shows few employees take action to enroll in a DC plan, and when they do participate, they
are not saving enough. A potential strategy to address this challenge is for employers to adopt
automatic features, requiring employees to opt-out rather than opt-in. Findings from behav-
ioral economic research indicate that many employees typically do not take action to opt-out,
thus increasing participation and employees’ savings."'

Two effective methods are automatic enrollment and automatic escalation. Automatic
enrollment is an essential strategy to overcome workers’ procrastination tendencies. Retirement
plans with an automatic-enrollment feature have the highest employee participation rates.

The enrollment rates average 50 to 80 percent without automatic enrollment compared to

over 90 percent of those who have automatic enrollment.'
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Another effective method is automatic escalation, particularly when tied to pay raises.
Based on a recent study, an employer who implemented automatic escalation saw 78 percent of
employees almost quadruple their saving rate in slightly less than four years."

Although automatic enrollment and automatic escalation have proven to be highly effective,
there are certain legal restrictions to consider before implementing any automatic features. In
addition, these two methods may not be appropriate for all employees. Retirement readiness
requires planning for individual lifestyles, basic needs, and expectations of providing or receiv-

ing support from family."

Tailoring retirement education

Tailoring retirement education to meet employees’ specific needs provides a more individualized
approach to retirement planning. Research shows that designing employee-centric materials
that incorporate an employee’s perspective is an effective method of outreach.
Tailored retirement education is not a one-size fits all approach. Tailored retirement
education:
+ Includes levels of customization based on the employees’ needs and learning style
+ Considers generational differences in levels of retirement readiness and financial
literacy
« Focuses on employees’ retirement goals and shows how the plan offered is an
important piece of a successful retirement strategy

« Focuses on all aspects of employees’ financial life™

Employers are recognizing the benefits of using technology to tailor retirement education
to effectively reach specific audiences. Online tools are becoming more prevalent, allowing
customized ways to educate individuals about retirement savings and personal finances.'®
Research shows that online calculators help individuals set more adequate savings targets
for retirement. Younger households in particular are predicting savings targets that are more
likely to be adequate than their older counterparts.

Mobile applications are also becoming a standard business practice. Many financial service
providers are offering mobile applications to allow a member to view their account status via
their mobile device. An example includes how a member checks a bank account through a
mobile device. Research further indicates mobile applications, virtual planning tools, and
live interactive webcasts provide timely and accessible financial information, especially for
Millennials."” In addition, social media offers a low-cost means to connect with members of
all ages and may be an effective way to engage and educate employees. The effectiveness of
these tools, however, should be studied further.
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Being a key source of information for employees

In addition to tailoring retirement education, it is important to consider the timing of this
education. Research indicates that the timing of retirement education is particularly important
when encouraging employees to take action and that employers are in the ideal position to
provide employees with this information.'®

Regular reminders of the value of retirement planning and providing financial information
to employees at “teachable moments” appear to be effective.”” Examples of “teachable moments”
include providing information at the time of hire, when an employee receives a pay increase, or
when an employee experiences a life event such as marriage or the birth of a child.

Research shows that organizations are starting to use timelines to provide retirement
education at life, decade, and career stages to help employees understand that retirement is an
ongoing journey. Receiving information years before actual retirement, advance understanding

of the importance of lifetime income, and early action from employees is highly beneficial.?’

Conclusion

With the ongoing shift of responsibility from the employer to the employee for retirement
planning, it is essential for working individuals to begin planning for retirement early in their
careers. There are potential opportunities for employers to help engage their employees in
planning for retirement as they are uniquely positioned to provide their employees with timely
and accessible retirement education.

To develop an effective strategy that works best for an organization, research shows it
is important to assess employees’ retirement readiness and understand their demographics.
Findings from the assessment will help shape a strategy that best suits employees’ needs and
adopting the right technologies can help support the implementation. It is also important to
develop measures to evaluate the effectiveness of the strategy, which is critical to continuous
improvement.

Strategies to engage workers to plan for retirement early in their careers can lead to greater

retirement readiness and increased retirement security.
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Glossary

Auto Enrollment: An automatic feature
in a defined contribution plan that allows
employers to enroll eligible employees in
the plan unless the employee affirmatively

elects otherwise.

Auto Escalation: An automatic feature

in a defined contribution plan that allows
employers to increase employee contribu-
tions incrementally every year or upon pay
raises or promotions unless the employee

affirmatively elects otherwise.

Behavioral Economics: A method of
economic analysis that applies psychologi-
cal insights into human behavior to explain

economic decision-making.

Career Stages: Stages that employees experi-
ence throughout their career, starting when
newly hired and ending when they leave or

retire from the organization.

19 Clark, Robert L., and Melinda Morrill.
“What Influences New Hires to Save for
Retirement?” Insight: Emerging Research
[from the Study of Financial Literacy.
Financial Literacy Center, November
2010. Web. 19 December 2013.

20 Lifetime Income Risk Joint Task Force.

Defined Benefit Plan: Retirement plan

that provides a guaranteed benefit, generally
paid in the form of a life annuity and based
on a predetermined formula. Benefits are
generally calculated based on age at retire-
ment, years of service and final compensa-
tion. Employer contributions are actuarially
determined and may vary annually. The

plan may require employee contributions.

Defined Contribution Plan: Retirement
plan that provides a non-guaranteed benefit
based solely on the value of a participant’s
individual retirement account. Benefits
depend on the value of the individual’s
account upon retirement, which varies
depending on contributions and investment
earnings and losses. Benefits cease when the
account balance is depleted, regardless of the
retiree’s age or circumstances. Contributions
depend on the plan terms and can include

both employer and employee contributions.
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Demographics: Assessment of population
factors such as age, race, gender, economic
status, level of education, income level, and

employment, etc.

Financial Literacy: Combination of finan-
cial awareness, knowledge, skills, attitudes,
and behaviors necessary to make sound
financial decisions and ultimately achieve

individual financial well-being.

Generations: A group of individuals born

and living during the same time, such as:

* Baby Boomers (born between 1946 and
1964)

¢ Generation X (born between 1965 and
1979)

 Millennials (born between 1980 and 2000)

Life Events: Events that individuals experi-

ence throughout their life that changes their
status or circumstances, such as the birth of
a child/children, marriage, divorce, death of

spouse, or job loss.

Online Tools: Tools available online and
mobile applications that provide users

with readily accessible information, such as
account information, a retirement calculator
or virtual planning tools. Other examples
include social media where users interact

or exchange information in virtual commu-

nities and networks.
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