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W
orkers who reach their full 
retirement age this year 
and draw their first Social 
Security retirement check 
can expect the federal gov-

ernment program to replace one-quarter to 
two-thirds of their preretirement income. How 
much they receive will depend on what they 
earned during their working years. The more 
they earned, the lower the replacement rate.1,2

Most households that want to maintain 
their preretirement level of living must have 
other sources of retirement income to supple-
ment Social Security. Unfortunately, this is not 
the case. According to the Employee Benefits 
Research Institute (EBRI), slightly less than 
two-thirds of workers (64%) report they and/
or their spouses have saved money for retire-
ment (excluding employer-provided contribu-
tions to a retirement plan).3

Savings will be an important source of retirement income for most 
people. But for a wide variety of reasons, many workers are saving far 
less than they will need.

Retirement  
Security:
Why Workers Aren’t  
Saving More

High on the International Foundation’s priority list in 2015 and the years that follow is an initiative to help 
plan sponsors help participants and their families achieve a secure retirement. This article is the second 
in a series of six that will be published in Benefits Magazine during the first half of 2015. It shares what 
the Foundation has learned from research on this topic. Visit www.ifebp.org/RetirementSecurity to read 
the full report, to be available in the first quarter of 2015, and other information and resources.

by | Patricia A. Bonner, Ph.D., CEBS
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Among workers providing informa-
tion to EBRI on how much they have 
saved, 60% report they have less than 
$25,000 (excluding home equity)—
This includes 36% with less than $1,000 
saved.4 Only 10% say they are contrib-
uting the maximum amount permitted 
by their retirement benefit plan or the 
law.5 For a closer look at who is more 
likely to save for retirement, see the 
sidebar. Substantial disparities exist.

Workers know they need to save for 
retirement, but many don’t. This article 
explores the reasons why beyond mac-
roeconomic factors for which workers 
may have no control such as high unem-
ployment and stagnant wages. A better 
grasp of these factors is essential to in-
creasing worker savings and easing the 
retirement crisis.

Higher Mortgage  
and Consumer Debt

One of every two workers says debt is 
the reason he or she is not saving for re-
tirement. In addition, of the workers who 
say they will retire later than previously 
planned, 22% say the delay is due to too 
much debt.6 What gets less attention is 
the amount of debt households are car-
rying into retirement. For many, retire-
ment freedom used to mean more than 
not having to go to work; it also meant no 
mortgage and other debt payments. This 
is no longer the case, with retiree debt 
increasingly draining resources needed 
elsewhere. From 1998 to 2010, the share 
of adults aged 62 to 69 with debt in-
creased from 48% to 62%. Moreover, the 
median value of this debt grew 68%—
from $19,020 to $32,130 per person.7

Leakage
During difficult times, many work-

ers turn to their retirement funds to pay 

pressing short-term expenses. For some, 
cashing in or borrowing from a defined 
contribution (DC) plan is a cheap source 
of money for a down payment on a home 
or educational expenses. In 2013, Aon 
Hewitt analyzed DC plan participant 
behavior and found 6.5% had initiated a 
hardship withdrawal the previous year.8 

About one in four participants (26.6%) 
had an outstanding loan.9

Not all plan leakage stems from fi-
nancial hardship or borrowing for a 
major purchase. When DC plan partic-
ipants move from one employer to an-
other, they must choose what to do with 
the funds remaining in the account set 
up by their previous employer. Accord-
ing to a 2014 study by EBRI, cashouts 
when workers change jobs have a much 
more serious impact on 401(k) saving 
than either hardship withdrawals or 
loan defaults.10

Human Behavior
A 2010 ING survey of plan partici-

pants suggests the reasons people do 
not save more are more complex than 
debt or a lack of money. A stunning 
87% of plan participants who were not 
contributing the maximum to their 
employer-sponsored plan admitted 
they could afford to increase their an-
nual contribution by 1% of their sal-
ary. In fact, 59% confessed they could 
boost their contributions by 3% and 
32% believed they could afford an ex-
tra 5%.11

What explains this contradiction? 
In recent years, behavioral economists 
have been trying to find an answer. 
They are learning the reasons people 
don’t save for retirement are about 
more than whether they can afford to 
do so—Emotions are involved. Two hu-
man behaviors are in play.

 1. Future discounting. People tend 
to focus on the short term versus 
the long term. Given a choice, 
they typically select a smaller 
payoff now versus a bigger payoff 
later. They are more likely to buy 
something for today or set aside 
money for a vacation in a few 
months than save for retirement. 
A short-term purchase is more 
tangible—It is easier to envision 
its benefits over something often 
decades away. The more time a 
person has until he or she retires, 
the less influence retirement has 
on decisions today.

 2. Inertia and procrastination. 
Stop and think about it: People 
who don’t enroll in their retire-
ment plan are making a choice. 
They are choosing to do nothing. 
Failing to do something (inertia) 
and putting off doing it (procras-
tination) impede action even 
when people know it would be in 
their best interest to do some-
thing. Not only do people fail to 
enroll in their retirement plan, 
they don’t take time to assess 
how much they will need to 
achieve a secure retirement. In-
ertia and procrastination are also 
why many people fail to increase 
the amount they are saving and 
rebalance the investments in 
their portfolios. A lack of knowl-
edge combined with the com-
plexity of the retirement plan-
ning process is viewed as the 
root of these behaviors. Many 
individuals perceive participat-
ing in a retirement plan—espe-
cially a DC plan—as a tedious, 
time-consuming, confusing and 
overwhelming process.

retirement security
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Employee Failure to Plan
An essential element in prepar-

ing for retirement is simply having 
a plan. The planning process in-
volves not only figuring how much 
to save through one’s working years, 
but also determining how to tap re-
sources during a retirement that can 
last many years. A complex web of 
unknown factors must be forecast, 
including lifetime earnings, length of 
retirement, health status before and 
after retirement, health care costs and 
other expenses during retirement, 
return on investments, inflation, etc. 
For even the best financial planner, 
assigning values to these elements 
is a challenge, and the younger the 
worker the more difficult it is to make 
predictions.

Planning becomes even more 
complicated when an individual has 
multiple retirement benefit plans. A 
retiree may have both government 
and private plans, plans from current 
as well as previous employers, and 
defined benefit (DB) as well as DC 
plans. Those who are married may 
also be eligible for benefits through 
their spouse. Some workers have ad-
ditional circumstances that make it 
almost impossible to do a plan on 
their own.

In AEGON’s 2014 global survey 
of employees (excluding the self-
employed), not quite two-thirds had 
developed some type of plan (see 
the figure). Those who have planned 
for their retirement have more than 
double the wealth of those who have 
not.12

The EBRI retirement confidence 
survey conducted in 2013 asked work-
ers whether they and/or their spouse 
had made some effort to determine 

what they would need for retirement. 
Not quite half (46%) said they had. 
Among these, 18% did their own es-
timate, 18% asked a financial advisor, 

8% used an online calculator and an-
other 8% had read or heard how much 
they needed. Almost all of the remain-
der (45%) said they have tried to guess 
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Some Workers Save More Than Others
A closer look at who is saving and how much reveals substantial disparities among 
workers. In 2010, U.S. households with earnings in the top fifth income group ac-
counted for 72% of total savings in retirement accounts. This was the only income 
group that had more than its annual income saved in these accounts.1

Given higher income workers tend to have more disposable income, larger tax 
breaks from the U.S. government and the ability to take on higher investment 
risk, this finding should not be particularly surprising. Several factors listed below 
are also likely coming into play. Persons with higher income are also more likely 
to have a retirement plan available through their workplace and more generous 
employer contributions to their plan.
Besides income, other factors that have a positive effect on retirement savings are:
•  Full-time employment versus part-time employment, self-employment and unem-

ployment
•  Employment by an employer that sponsors a retirement plan
•  Employment in manufacturing, transportation, utilities, information and the 

financial industry versus other service occupations
•  Having a better educated worker as head of household
•  Improved health status
•  Having health insurance through one’s employer
•  Being married versus not married
•  Being white or black versus Hispanic
•  Being a native-born Hispanic versus a nonnative Hispanic
•  Being aged 45 and older compared with workers aged 25 to 45
•  Having planned for their retirement or at least made an effort to calculate retire-

ment savings compared with those who had not
•  Using a professional advisor for planning.2

Examining all wage and salary workers aged 21-64, female participation in a 
retirement plan is lower than that of males. However, when one controls for earn-
ings and level of employment (e.g., full- versus part-time), females have a higher 
rate of participation.3

Endnotes
1.   Monique Morrissey and Natalie Sabadisyh. Retirement Inequality Chartbook. Economic Policy Institute, September 

6, 2013, available at www.epi.org/publication/retirement-inequality-chartbook.

2.   Craig Copeland. “Employment-Based Retirement Plan Participation: Geographic Differences and Trends.” Issue 
Brief, No. 392, November 2013, at www.ebri.org/pdf/briefspdf/EBRI_IB_011-13.No392.Particip.pdf; and Monique 
Morrissey and Natalie Sabadisyh. Retirement Inequality Chartbook. Economic Policy Institute, September 6, 2013, 
available at www.epi.org/publication/retirement-inequality-chartbook.

3.   Craig Copeland. “Employment-Based Retirement Plan Participation: Geographic Differences and Trends, 2013,” 
Issue Brief, no. 405, EBRI, October 2014, available at www.ebri.org/pdf/briefspdf/EBRI_IB_405_Oct14.RetPart.pdf.
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how much they need versus doing a 
systematic calculation.13

Are those closer to retirement more 
likely to make an effort to determine 
their retirement needs? A study of U.S. 
baby boomers found just 51.4% had 
done so—only a few percentage points 
more than the general population of 
workers.14

Among those who have used a pro-
fessional financial advisor for planning, 
61% say they saved more for retirement 
as a result. When the financial advisor 
helped them develop a written financial 
plan, the proportion saving more in-
creases to 72%. Self-directed planning 
appears less helpful but it still had some 
impact—49% of those who relied on 

their own thoughts and actions report 
they saved more for retirement.15

Contingency Planning
Retirement and life in general are 

full of uncertainties. The Society of Ac-
tuaries asked individuals whether they 
had considered how they would re-
spond to a number of major life chang-
es that might occur in retirement. Few 
had made plans for how they would 
respond in these scenarios. For ex-
ample, only 23% of married preretirees 
had considered and made plans for the 
death of their spouse or partner. Even 
after retirement, the proportion who 
had planned for such a scenario was 
relatively small at 31%. The percent-
ages planning for declines in the ability 
to do routine physical and mental ac-
tivities were no better and, frequently, 
lower.16

Unrealistic Expectations
One reason individuals do not have 

contingency plans for their retirement 
is very likely unrealistic expectations 
regarding their working lives and re-
tirement. Physical and mental decline 
are inevitable consequences of aging, 
yet many individuals do not believe 
these things will happen to them. In a 
survey of U.S. preretirees and retirees, 
sizable percentages of both groups say 
they will never become:

•	 Less able to manage their money 
(38% and 54%)

•	 Mentally unable to work (34% 
and 46%)

•	 Unable to drive (19% and 33%)
•	 Less able to provide caregiving 

(15% and 30%) 
•	 Less able to do household chores 

(18% and 28%).17

In addition, 23% of married prere-
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learn more >>
Education
Certificate Series
February 23-28, Lake Buena Vista (Orlando), Florida
Visit www.ifebp.org/certificateseries for more information
Money Matters: Your Budget
Latest Developments in Retirement Income Solutions
Visit www.ifebp.org/elearning for more information.

From the Bookstore
Planning Companion: A Life and Retirement Planning Guide
Rick Garnitz. LifeSpan Services, Inc. 2011.
Visit www.ifebp.org/books.asp?8917 for more details.
AARP Roadmap for the Rest of Your Life
Bart Astor. Wiley. 2013.
Visit www.ifebp.org/books.asp?8958 for more details.
Your Pension and Your Spouse—The Joint and Survivor Dilemma, Seventh Edition
R. George Martorana. International Foundation. 2013.
Visit www.ifebp.org/books.asp?7273 for more details.

FIGURE
Workers With a Retirement Plan

Source: The AEGON Retirement Readiness Survey 2014, p. 40.
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written down, 43%

I have a written plan, 
18%
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tirees and 31% of married retirees report they will never 
lose their spouse.18

Retirement May Not Be When Planned
When the Society of Actuaries asked preretirees when 

they expected to retire or begin to retire, the most com-
mon response was the traditional age of 65. Among retir-
ees, however, the median age they actually retired was 58. 
Interestingly, 15% of preretirees say they plan to never re-
tire.19 Regrettably, retirement timing is not always within a 
worker’s control. According to AEGON’s 2014 survey of re-
tirees, 45% reported they retired sooner than they planned. 
Of these early retirees, 34% retired because of their own ill 
health, 25% cited a job loss/unemployment and 9% identi-
fied family responsibilities such as becoming a caregiver as 
a cause. Just 11% reported they retired because they wanted 
to retire.20

Incorrectly Assuming Work After Retirement 
Two in three preretirees (65%) plan to work after re-

tirement, but less than half of this percentage (27%) actu-
ally do so.21 While many say they want to work because 
they enjoy working (83%) and/or want to stay active and 
involved (79%), a large proportion say finances plays a 
role in their decision. Slightly more than half (52%) said 
they worked for money to make ends meet.

Underestimating Income Needs
Most individuals think they will be able to get by with 

only a fraction of their preretirement income. Some experts 
recommend a minimum of 70% to 90%, but a much larger 
percentage may be needed depending on an individual retir-
ee’s circumstances. A 2014 TIAA-CREF survey of preretirees 
found 40% believe they can survive on 50% or less of their 
preretirement income. Another third (33%) think they will 
need just 50% to 75%.22

Underestimating the Number  
of Retirement Years 

How long a person lives after retirement can add sig-
nificantly to a retiree’s resource needs, but many individu-
als underestimate their longevity. About one-fourth (28%) of 
preretirees aged 45 to 80 have no idea how long they might 
live. A similar proportion (26%) do not expect to reach their 
group’s median life expectancy of age 85. Interestingly, even 

those who reported knowing (or having known) a family 
member who lived over 90 years expect to live less than this 
oldest living family member.23 

Failing to Consider Inflation
Once someone starts receiving Social Security retirement 

checks, the benefit amount automatically increases each year 
to keep pace with inflation—helping ensure people do not 
fall into poverty as they age. In contrast, most private pen-
sions and annuities are not adjusted for inflation or are only 
partly adjusted. While many workers (71%) express a high 
level of concern whether their savings are keeping up with 
inflation, only 36% are calculating the effects of inflation as 
part of their retirement planning.24

Underestimating the Cost of Health Care  
and Long-Term Care

Many workers greatly underestimate the amount they will 
need to cover future health care costs. Fidelity predicts the 
average individual will spend more than $220,000 for health 
care during retirement (excluding long-term care).25 In con-
trast, just 20% of preretirees expect they will spend $250,000 
over the length of their retirement—66% expect to spend 
less. Almost half (48%) of this latter group expect to pay less 
than $100,000.26
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takeaways >>
•   While many workers cite debt as a big reason they don’t save, 

nearly all plan participants not contributing the maximum to their 
employer-sponsored plan admit they could afford to increase their 
annual contribution.

•   Retiree debt is increasing and draining resources needed else-
where. 

•   Too often workers withdraw money from DC accounts for hard-
ships or when they change jobs.

•   People have unrealistic expectations and assumptions including 
how long they will work and what will be a sustainable rate of 
withdrawal for their retirement savings.

•   Although lifespans have increased, many people underestimate 
how long they may live and how much money they will need for 
health care.

•   Financially literate individuals are more likely to take the steps 
that will help them achieve a secure retirement. Unfortunately, the 
nation’s financial literacy is very low. 
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Setting Unsustainable Rates for Withdrawals 
Upon retirement, individuals face the daunting task of 

managing their money so that it provides for their remain-
ing years. One approach is to withdraw a small amount of 
one’s assets each year. In a Wells Fargo survey, middle-class 
preretirees were asked what percentage of their nest egg they 
expect to withdraw annually when retired. The median with-
drawal was 10%.27 The sustainable withdrawal rate—one that 
offers retirees a high probability of making their savings last 
for life—has been the subject of considerable analysis and 
debate, but no credible advisor would ever suggest a rate as 
high as 10%.

Financial Illiteracy
Achieving retirement security requires a grasp of con-

cepts such as inflation and the time value of money along 
with the basic principles of investing. Also essential are abili-
ties such as making mathematical calculations and manag-
ing several forms of risk. Unfortunately, studies reveal few 
individuals have this knowledge. In AEGON’s 2014 survey, 
only about one in three (32%) preretiree respondents said 
they were “very able” to understand financial matters related 
to retirement planning.28

Of course, financial literacy encompasses a wide array 
of subjects beyond retirement planning and investment 
management, including debt management, home mort-
gages, taxes and insurance. Any and all of these can affect 
a person’s ability to save and achieve a secure retirement. 
Persons who have the knowledge and skills to manage their 
personal financial resources in general are more likely to 
have thought about retirement. They are more likely to use 
formal planning tools (e.g., attend a retirement seminar, use 
a calculator/worksheet and consult a financial planner).29 
Furthermore, financially literate persons are more likely 
to invest in stocks and other complex assets that provide a 
higher return in the long term and set aside more for their 
future retirement.30

Unfortunately, the financial literacy of individuals in this 
broader sense is no better than their financial literacy associ-
ated with retirement. A multitude of surveys have been con-
ducted to assess the economic and general financial literacy 
of the nation’s population and specific subgroups. Reports 
consistently have documented very low levels of literacy in 
both areas.31

The next four articles in this series will suggest remedies 
employers and plan sponsors should consider to overcome 
the challenges summarized here. 
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