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FOREWORD

The long-term public policy strategic plan
that appears on the following pages is the
culmination of two years of intensive
research, meetings and deliberations
undertaken by the American Benefits
Council, under the leadership of a special
task force of our Board of Directors and with
the input of the membership-at-large and
many others.  The time spent in its
development was certainly appropriate, since
its purpose is to establish health and
retirement policy goals to be achieved over
the next 10 years.

In early 2002, the American Benefits
Council’s Board of Directors unanimously
voted to proceed in the development of a
long-term plan for restructuring the employee
benefits system.  The Board recognized that
as an organization we will continue to be
engaged in numerous short-term legislative,
regulatory and judicial efforts to improve the
voluntary, private sector employee benefits
system. However, the Board also felt that it is
both the responsibility, as well as the
traditional role, of our organization to help
public policymakers develop a longer term
vision of how the health and retirement
benefits systems could be improved and
reformed.

In late 2003, the Board of Directors
unanimously adopted this long-term public
policy strategic plan, Safe and Sound: A
Ten-Year Plan for Promoting Personal
Financial Security.

There are many noteworthy aspects of this
strategic plan.

Page v

· It assembles in one document perhaps
one of the most comprehensive analyses
available of the dimensions of the health,
retirement and demographic challenges
facing our nation.  We hope employers,
scholars and public policymakers alike
find the report, and its extensive
appendices, to be a treasure trove of
valuable information and analysis.

· It looks at health, retirement and equity
ownership in the context of how they can
and should fulfill the need for personal
financial security — a concept that is
central to the themes developed in this
report.

· It describes the respective roles that must
be played by all the key stakeholders in
ensuring a sustainable employee benefits
system.  It focuses in particular on the
shared efforts to be expected of the three
key stakeholders — individuals,
employers and the government.

· Although the plan outlines the enhanced
future role and greater responsibilities of
individuals in ensuring personal
financial security, it does not envision or
advocate that employers or government
will do less.  Rather, the challenges that
lie ahead are so enormous that all
stakeholders will have to do even more in
the future to ensure personal financial
security than they are doing now.
However, part of what employers and
government will be doing will be to help
individuals more effectively ensure their
health and retirement security.
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· In each of the four areas that the
strategic plan addresses — future
retirement systems, future health care
systems for active employees, future
retiree health and long-term care
systems and future stock plans — we
have set forth a vision statement that
directly explains the opportunities and
expectations for the main stakeholders
in the system.

· The American Benefits Council was
determined that this strategic plan
should be action oriented and that its
results should be measurable.
Accordingly, we have done what few
public policy strategic plans have been
willing to do: establish precise numeric
goals to be achieved by a specific date.
Each of the strategic plan’s nine goals is
accompanied by an extensive “context”
description so that readers and public
policymakers can understand how and
why each of the goals was selected.  In
addition, the context provides a baseline
from which the fulfillment of the
objectives by the year 2014 goal can be
measured.

· The American Benefits Council did not
think it was appropriate to set goals
without also suggesting how they can
be achieved.  So following each one we
have set forth initial policy
recommendations that are intended to
help accomplish the goals.  As the
strategic plan makes clear, these
recommendations alone may not achieve
each of these objectives, but several of
the recommendations will actually help
meet multiple goals.

Moreover, the American Benefits Council
will not simply sit back and assume that
our work is done.  We will continue to
develop additional recommendations,
and evaluate ideas from other groups
and lawmakers.

· In establishing the goals and the
corresponding recommendations we
have attempted to be both bold and
pragmatic at the same time.   The goals
are, we believe, visionary and admittedly
not easy to accomplish, because the
challenges that lie ahead are truly
daunting.  Yet, with the collective efforts
of many and a determination born of the
realization that the stakes are so high
that the nation can not afford to fail, we
also believe that the goals are attainable.
Particularly in the development of the
health care goals and recommendations
we note that past attempts to completely
reshape the health system have utterly
failed.  Thus, we have focused on steps
that have a reasonable chance of being
adopted and, if so, can make a
dramatically positive difference in the
health system.

This strategic plan presents a decidedly
employer perspective on the challenges and
the possible solutions, because the American
Benefits Council represents its employer
members.  But we have genuinely attempted
to avoid making this document merely an
employer “wish list.”  Throughout the report
we have aimed to be forthright about the
expectations of ourselves as well as other
stakeholders in the system.  That raises the
important question of how we expect this
strategic plan to be used.
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First and foremost, of course, it will serve as a
guide to the American Benefits Council in
further refining the details of the policy
recommendations set forth here and in
developing additional proposals.  It will also
serve as a template against which to assess
proposals from other organizations and
policymakers.

In addition, however, since we have been
straightforward about the expectations of
employers, we hope and intend that this plan
will be appealing to other stakeholders as
well, since it sets forth what they, too, can do
to help ensure Americans’ personal financial
security.

One thing is certain: it will be difficult
enough to meet the challenges presented by
an aging society and solve the serious
problems manifested in our health care and
retirement systems even if all interested
parties work together collaboratively.  It will
be absolutely impossible to succeed if we do
not face the challenges and work together.
Consequently, whether our society pursues
the goals and recommendations described in
this report, or in others’ strategic plans, an
honest dialogue and sincere effort to forge
consensus will be essential.

This strategic plan is a work-in-progress in
that we will periodically review it to
determine if we are ahead or behind schedule

in reaching our goals.  On virtually all of the
goals, progress must start immediately,
because our nation simply can not wait 10
years to begin to see improvements in various
aspects of health, retirement and equity
ownership policy.  As appropriate, the
American Benefits Council’s policy
committees and Board of Directors may
propose adjustments to the strategies based
upon developments — hopefully positive
ones — in public policy and employee
benefits practices.

Without decisive action, our nation’s already
seriously troubled health and retirement
systems are headed for a major crisis.
Recognizing this, the American Benefits
Council sets forth this strategic plan as a
blueprint for change. We are optimistic that if
the goals articulated here are achieved, then
by the year 2014 the United States will have
an employee benefits system that is Safe and
Sound.

James A. Klein
President
American Benefits Council
June 2004
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The American Benefits Council is the national trade association for companies concerned about
federal legislation and regulations affecting all aspects of the nation’s employee benefits system.
The Council’s members represent the entire spectrum of the private employee benefits community.
They either sponsor directly or administer retirement and health plans covering more than 100
million Americans. Representing professionals in the benefits field, the Council regularly serves as
both a strategic and a technical resource on benefits issues for lawmakers, the media and other
industry trade associations. It is an active participant as a “friend of the court” in judicial cases
affecting benefits.  As such, the Council is uniquely positioned to propose and articulate a long-
term vision and road map for the promotion of personal financial security and to identify the role
employer-based plans can play in helping to achieve this goal.
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EXECUTIVE SUMMARY

Employer-sponsored voluntary employee
benefits are a vital part of the personal
financial security1 enjoyed by Americans.
Workers in the United States, who have one of
the highest living standards in the world, are
expected to continue to make major strides in
raising those living standards over the next
decade. There is much encouragement from
recent higher productivity gains, which
began in the mid-1990s and have remained
high during the most recent recession and
early recovery. Since labor income often rises
with productivity, the outlook for further
strong advances may give workers a solid
foundation on which to further build and
maintain their personal financial security.

There are, however, clouds on the horizon of
employee benefits. In almost every area –
retirement income, active and retiree health
and long-term care — the employee benefits
system is headed for a crisis.

Retirement Plan Trends
In the area of pensions and retirement saving,
current trends suggest that more workers may
face the prospect of a reduced living standard
in retirement. Changing workforce patterns,
shorter job tenures, changes in employees’
preferences in employee benefits, regulatory
burdens, funding requirements, and
accounting rule changes have led more
employers, especially small businesses, to
switch from defined benefit plans to defined
contribution plans. This is a major factor in
the decline in the number of workers retiring
who receive a pension annuity, even though
43 percent of retirees from defined benefit

plans can take a lump sum, if they wish, and
even though 25 percent of participants in
defined contribution plans may select an
annuity instead of a lump sum, according to
the Bureau of Labor Statistics. Workers have
contributed to this shift by preferring lump
sums over annuities when give a choice. As a
result of these trends, far fewer workers are
likely to receive a pension annuity when they
retire today than was the case a generation
ago.

Defined contribution
plans have
demonstrated their
ability to provide a
vehicle for retirement
savings for more and
more of the
workforce. Prior to
the last recession, for
example, participa-
tion rates for private
sector full- and part-
time wage and salary
workers rose from 40 percent to 47 percent
between 1987 and 2000, mostly due to the
adoption of defined contribution plans by
more small businesses. The participation rate
has dipped slightly since 2000, but is likely to
begin rising as the current recovery gains
strength.

Whatever the mix of types of benefit plans in
the future – be it defined benefit, defined
contribution or hybrid plans – it is critical
that sufficient incentives be in place to ensure
adequate employee benefits for retirement.

There are clouds on the
horizon of employee
benefits. In almost
every area, the
employee benefits
system is headed for a
crisis.
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Since more of the responsibility will fall on
workers, it is important they save adequately
for retirement. Recent data are not
encouraging.

For example, the
current national low
personal savings rate
is probably
inadequate to
accumulate enough
saving for most
workers to maintain
their pre-retirement
living standards in
retirement. The gross
U.S. personal savings
rate has averaged
7.5 percent over the
past five years and is
lower than that of

many other developed nations and may be
lower than what is needed to assure a secure
retirement for many workers. One could
accumulate sufficient retirement savings to
replace 70 percent of one’s income, if one
saved 7.5 percent of one’s income for 45
years.

However, not all workers start saving
seriously for retirement in their 20s. Some

wait until their 30s, 40s, and even 50s.
Further, households also need to save for
other important goals and needs, such as
buying a home, college tuition, medical bills,
emergencies and periods of unemployment.

Supporters of defined benefit plans face a
difficult challenge in their efforts to see that
defined benefit plans remain a viable option
for a significant portion of the workforce.
They still play an important role. More than
19 percent of full-time and part-time private
sector workers are participants in a defined
benefit plan. In 1998 private sector defined
benefit plans paid out $107.8 billion in
benefits, mostly in the form of annuities
disbursed from plan assets. They also
purchased an additional $3.4 billion in
annuities from commercial insurers.

However, funding rules, accounting rules,
market declines, and low interest rates used
for a variety of pension calculations,
including determining plan liabilities, have
led some companies to freeze their defined
benefit plans and deterred others from
starting new defined benefit plans or hybrids,
such as cash balance plans. Concerns about
the volatility of the funding liability have
complicated the task of preserving these
plans and pose a challenge for designing

What is
“personal financial

security?”

Personal financial secu-
rity, as used in this
document, is a broad term
that describes a state of
being secure in the
expectation one will be
able to sustain one’s living
conditions and general
welfare throughout retire-
ment and in the face of
potential adverse events.

“Rank-and-file workers in the United States today have greater
control over their pensions and retirement savings than ever
before.” — Representative John Boehner (R-OH)
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new plans that will be attractive to
employers.

Health Plan Trends
Retirees will increasingly need to assume
more of the responsibility for post-retirement
health care, as fewer companies offer this
benefit. While 20 percent of employers offered
retiree health plans in 1997, only 11 percent
of private sector employers offered such plans
in 2000. Employees aged 55 to 64 likely will
not be able to obtain post-retirement health
care from their employers, as companies will
increasingly not be interested in offering
incentives for early retirement as the labor
market tightens in the years ahead. Even the
small number of employers that still sponsor
retiree health benefits will increasingly limit
the amount of benefit provided.

For example, employers will increasingly
limit their post retirement benefits to former
workers over age 65 to  a Medicare
supplemental plan. At the same time
Medicare costs are also rising and the
government is assuming an added financial
responsibility for prescription drugs. With an
aging population Medicare costs will
skyrocket and pressures will grow to contain
spending. Medicare’s trustees project in their
annual report for 2004 that Medicare
spending, combined for Parts A and B, will
rise from 2.6 percent of the Gross Domestic
Product in 2003 to 3.4 percent in 2006 with
the implementation of the new prescription
drug benefit. By 2035, it will total 7.7 percent
of GDP, nearly triple the current level.

Mounting health care costs are pushing more
active and retiree health care programs

toward a crisis,
which could lead to
further cutbacks and
higher out-of-pocket
costs for partici-
pants. Continuously
rising costs are cited
as a major reason
why more than
43.3 million non-
elderly Americans
are not covered by
health care
insurance.

Finally, more retirees are likely to require long-
term care services because low fertility rates
will leave fewer children to care for aged
parents and also because more people are
living long enough to require custodial care.

If present adverse
trends continue, U.S.
workers in 2014 may
not have the same
level of personal
financial security they
enjoy today.

© The New Yorker Collection 1993 Donald Reilly from cartoonbank.com. All Rights Reserved.

“Sorry, friend, but if they’re going to mess with
entitlements I’m going to need a little cushion.”
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In short, if present adverse trends continue,
American workers in 2014 — just 10 years
from now — may not have the same level of
overall personal financial security they enjoy
today, even if they have higher incomes.
Further, fewer newly retiring workers will be
able to maintain their living standards in
retirement; and most will not be prepared for
health care and long-term care expenses.
Such unwelcome outcomes could happen
because the voluntary employer-provided
employee benefits system may not continue to
play as extensive a role as it has played in the
past.

Trends in worker job tenures, worker
attitudes toward benefit types, and the
employee benefits system suggest that
individuals will have to assume a greater role
in providing for their own retirement security
and in making informed decisions about
health care. These challenges, and others,
must be addressed now, as there will be

significant costs if these issues are left for
future generations to solve.

The American Benefits Council (the Council)
has examined the trends that threaten the
current employee benefits system and has
devised a long-term strategic plan, detailed in
this document, to present its vision of what
the employee benefits system should look like
over the next decade and how the benefits
system can help workers build and protect
personal financial security.

The plan describes significant demographic
trends that are reshaping the American
workforce and identifies the stakeholders
who are responsible for facilitating change. It
also sets out vision statements, goals, and
initial policy recommendations to be
achieved within the next 10 years. These
should help individuals, employers, and
government play their respective roles in a
broad effort aimed at improving the ability of
American workers and retirees to achieve and
maintain personal financial security.

Shared Efforts of All Stakeholders
Needed to Implement New Systems
Individuals, employers and the government
are the three primary stakeholders in the
employee benefits system. All three must play
a role in ensuring a sustainable benefits
system.

This vision rejects the notion that in order to
fix this impending crisis, individuals should
take complete control of their own future
retirement and health care needs, and rejects,
as well, the suggestion that government
should take over the employee benefits

© The New Yorker Collection 2000 Robert Mankoff from cartoonbank.com. All Rights Reserved.

“O.K., right about now I’ll bet you’re
thinking, What’s the catch?”
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system in order to preserve benefits. This
vision embraces the concept of shared
responsibility.

In this paper, when we describe the
responsibilities of employers to address the
challenges facing the employee benefits
system, it should be noted that the benefits
system is a voluntary one and that the
responsibilities that employers assume need
to be made consistent with meeting not only
employees’ needs and expectations but also
the employer’s business imperatives.

The key responsibilities of the three primary
stakeholders are as follows:

Individuals in their varied roles as
consumers, employees, and retirees
should assume primary responsibility
for being informed about their
retirement needs, planning for their
own financial security, and taking
appropriate action to save and manage
their retirement assets and to make
rational cost-effective health care
decisions;

Employers should be primarily
responsible for sponsoring programs
that help workers and retirees in their
efforts to achieve and maintain

personal financial security, while also
meeting the employer’s business
imperatives; and,

Government should be primarily
responsible for formulating public
policy to promote a strong economy,
supporting the creation, well-being
and maintenance of the voluntary
employee benefits system, and
providing a safety net in connection
with retirement income, health care,
disability income, and job loss.

Other stakeholders have a significant interest
and obligation to support the greater good of
the system. These stakeholders include:
actuaries, consultants, insurance brokers,
attorneys and the trial bar, educators, health
care providers, health care plans, investment
managers, quasi-governmental bodies,
researchers and developers, producers, and
third party administrators. Their roles are
outlined in Appendix B.

Future Benefit Systems Must Meet
Key Objectives
To achieve the objectives set forth in this
paper, stakeholders will have to work
together to design and maintain new and/or
reformed benefit systems. If they are to be

“Without affordable health insurance ... Americans and their
families risk not only their health but their financial well-being.”

— Representative Nancy Johnson (R-CT)
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successful, these new and/or reformed
benefit systems should be designed to be
innovative, flexible and cost effective. They
should also increase coverage, aid in plan
administration and provide tax incentives to
encourage all stakeholders to play an active
role.

In the section of this paper titled, “A New
Architecture for the Employee Benefits
System,” these objectives are defined and
specific goals are set to be achieved within
10 years, by 2014 or sooner, along with initial
policy recommendations aimed at moving the
United States toward achieving the goals.
Below are some key objectives and the goals
this paper sets forth to address them.

RETIREMENT INCOME

Future retirement systems should have tax
and other incentives that strongly encourage
employers and employees to make
contributions to retirement savings
programs at a level that will allow workers
to accumulate enough assets to provide
income sufficient to maintain their living
standards in retirement. Elevating the level
of retirement education in schools and the
workplace will be essential in accomplish-
ing this objective.

Goal 1: Raise
Financial Literacy
By 2014, virtually all households will have
access to some form of investment education
and advice and nearly 75 percent of
households will have calculated the amount
of retirement savings needed to maintain
their standard of living throughout
retirement, as well as the savings rate
necessary to achieve this target.

Goal 2: Increase the Share of Workers
in Workplace Retirement Plans
By 2014, 96 million (74 percent) of full-time
and part-time private sector employees will
participate in workplace retirement plans.

Goal 3: Raise Retirement Savings
By 2014, the gross personal savings rate,
which covers saving for all purposes, will
reach 15 percent of disposable income. In
addition, many, if not most, individual
workers across the income spectrum will be
saving at a rate between 7 and 15 percent of
earnings specifically to provide a retirement
income that is at least 70 percent of pre-
retirement earnings.

ACTIVE WORKER HEALTH CARE

Future active employee health care systems
should promote broad coverage and
empower Americans to be effective health
care consumers. This will require an overhaul
of the health care delivery system to provide
greater disclosure of health care outcomes
and other information, to expand the role of
the individual as consumer and provide
greater access to the health care system for
more employers and more people.

Goal 4: Make Health Coverage
More Affordable
By 2014, health care costs will return to a
more sustainable annual rate of increase in
the single digit range that more closely tracks
the overall increase in the gross domestic
product (GDP).

Goal 5: Increase the Quality
of Health Care Services
By 2014, at least 50 percent of Americans
with health care coverage will be enrolled in
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a health plan design that provides user-
friendly, comparative information on the
quality and performance of health care
providers and services and the majority of all
others with coverage will have the option to
choose to enroll in such a plan.

Goal 6: Increase the Number
of People with Health
Insurance Coverage
By 2014, 243 million or 91 percent of non-
elderly Americans will have some form of
health insurance. This will represent a
reduction by half the
proportion of the nonelderly
population that is uninsured
today.

RETIREE HEALTH CARE

AND LONG-TERM CARE

Future retiree health systems
should promote health security
in retirement. To accomplish
this, Medicare will need to be
modernized and will have to
provide more comprehensive
coverage. Congress should establish
appropriate tax incentives to promote saving
by employees to fund their retiree health
needs and long-term care and to allow
employers to pre-fund their post-retirement
health benefit programs, as well as encourage
them to offer long-term care coverage.

Goal 7: Make Retiree Health and
Long-Term Care Accessible and
Affordable
By 2014, retiree health insurance will be
more affordable and accessible because all

individuals and employers will have access
to new, integrated vehicles to finance retiree
health care and long-term care needs. These
vehicles will be supported by tax
preferences such as those currently
available for the health care needs of active
employees.

Goal 8: Modernize Medicare
By 2014, Medicare will be transformed from
an outdated, fee-for-service health insurance
plan with significant coverage limitations
and exceptions to one that provides all

retirees and long-term disabled
individuals with more
comprehensive coverage,
affordable private health plan
choices, and health services
delivered with an emphasis on
quality and efficiency.

STOCK OWNERSHIP

Future stock ownership plans
can advance personal
financial security through the
accumulation of capital. This

will require policies that encourage the
availability of employer-sponsored stock
ownership plans and incentives to maximize
the accumulation of stock by workers.

Goal 9: Boost Broad-Based Opportuni-
ties for Employees to Own Stock
By 2014 there will be a 50 percent increase
in the number of employees who receive
stock in broad-based stock option plans,
stock purchase plans, and employee
restricted stock (or restricted stock unit)
plans.

This plan sets out
vision statements,
goals and initial policy
recommendations to be
achieved within the
next ten years.
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The Council’s long-term plan deals with
some issues related to Medicare. The future of
employer-provided retiree health care and the
recommendations made in this paper are
intertwined with the shape and structure of
Medicare programs and any further reforms
that might reshape it.  However, this paper
does not attempt to address the many
important issues surrounding Social Security,
which is facing a crisis over the long term.
The Council has, however, previously
examined the issues surrounding Social
Security and set forth a road map for reform.3

It has also set forth principles to guide
comprehensive Medicare reform, several of
which were adopted with the passage of the
Medicare Modernization Act of 2003.4

The importance of addressing the potential
crisis in the employee benefits system goes
beyond the immediate issue of personal
financial security. To the extent that these
issues are addressed in a timely manner, it
also contributes to helping enhance the long-
term national security of the United States. It
can do so by avoiding an outcome that will so
burden the government with the costs of
benefits that it would crowd out spending on
other important budget items such as
research, infrastructure, and education.
Importantly, if national resources are
absorbed overwhelmingly for health and
retirement needs, it could impinge on the
ability of the U.S. government to bear the cost
of not just national, but global security.

Should the burden of employee benefits fall
disproportionately on the shoulders of
government (and taxpayers), it will come at a
time when America’s traditional security
partners will be facing an even more costly
aging burden than we are and, thus, will be

INTRODUCTION

Workers and retirees in the United
States enjoy one of the highest
living standards in the world.

Americans on average also have a far greater
per capita accumulation of financial assets
than citizens of other developed nations,
and 68.3 percent of American households
own their own homes. This solid foundation
on which Americans have built their
personal financial security is enabled,
supported and protected by the employee
benefits system.2

Voluntary employer-provided employee
benefits, such as retirement income, active
and retiree health, long-term care and stock
accumulation plans, play a vital role in
supporting individuals in their efforts to
achieve and maintain personal financial
security. Employee benefits help workers and
retirees deal with many of the risks that can
undermine personal financial security.

Yet, while the outlook for gains in income and
living standards is positive, the employee
benefits system, the subject of this paper, will
have to adjust to demographic and workplace
trends, as well as the changing needs and
expectations of workers and employers
towards benefits.

The American Benefits Council (the Council)
has adopted a long-term strategy, outlined in
this document, which can help meet the
challenges and changes facing the employee
benefits system. This plan, in turn, can help
the employee benefits system maintain its
vital role in helping Americans build,
preserve and enhance their personal financial
security.
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less able to help the United States share the
cost of global security.

According to defense expert Daniel Gouré,
the United States needs to increase its defense
spending substantially over the next decade
to replace aging equipment and modernize its
forces if it is to maintain global security and
avoid a defense “train wreck.”5 The
expanded battle against terrorism under way
since 2001 has added to that defense burden
and contributed to rising budget deficits.

It is also important for the United States to
address issues that threaten the personal
financial security of its citizens in order to
better assure social stability. Nations that
have ignored significant threats to their
citizens’ financial well being have done so at
their own peril.

The financial profile of American workers
and retirees compares favorably to that of
workers and retirees in other developed
countries. In the United States per capita in-
come stood at $36,300 in 2002,6 while the per
capita income of some of the major developed
countries was somewhat behind the United
States on a purchasing power parity7 basis.
In the affluent countries of Japan, Canada,
France, Germany, the United Kingdom and
Italy, for example, per capita income in 2001
was at a level ranging between 69 percent
and 80 percent of the U.S. level.8

At the end of 2002, American households had
a combined net worth of $39.1 trillion.9

According to Eurostat, American workers
held nearly double the combined financial
assets held by citizens in the 15 nations10 of
the European Union, even though there are
far more Europeans than Americans in this
comparison (378 million in the EU-15 in 2001
versus 274 million in the United States). More
importantly, the total value of personal
financial assets in the United States represents
a sharply higher multiple of the size of the U.S.
economy (338 percent of Gross Domestic
Product or GDP) than the EU’s financial assets
represents for the 15 nations in the European
Union (226 percent of GDP).11

The relatively higher living standard and
greater affluence in the United States
indicates that workers here have more
resources at hand to help them establish
personal financial security. This opportu-
nity also underscores the importance of the
employee benefits system in helping
Americans build and protect that financial
security.

Those developed nations offering universal
health care, a group that does not include the
United States, are finding it increasingly
difficult to sustain these programs. Nations
will also find it increasingly difficult to
sustain generous publicly-funded pension
systems. Both Europe and Japan will see the

“Despite this country’s incredible wealth, we are not a nation of
savers.”

— Senator Craig Thomas (R-WY)
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proportion of the elderly in their populations
rise faster than in the United States, and to
higher levels, between now and 2014 and
thereafter. The more difficult outlook in
Europe and Japan is not noted here to make
the case that the United States is not facing a
similar problem. It serves, however, as a
wake-up call for the United States to take
steps to address its problems while there is
still time to do so and avoid some of the
heavier costs and consequences that might
occur if the United States does not take timely
steps to address these challenges.

The United States, for example, continues to
wrestle with  how to slow down rising health
care costs, as well as how to bring health
insurance coverage to 43.3 million uninsured
Americans.12 U.S. health care expenses are
expected to continue to rise at a pace faster
than the growth in the economy.13  These
higher costs make it more difficult for many
employers to offer health care to workers and
retirees and will very likely lead to higher
out-of-pocket charges for beneficiaries in
programs that are maintained. Higher health
care expenses are especially difficult for
small businesses, where increases in the cost
of health care insurance are often larger than
the average rate of increase in premiums for
all purchasers of health insurance.

Even when employers are able to continue
offering health care insurance, rising costs
make it more difficult for some employees,
especially lower wage workers, to elect health
coverage either for themselves or their
dependents. This leads to an increase in the
uninsured.  Higher health care expenditures
will also put enormous strains on Medicare
and Medicaid. Higher costs for active

workers also raise the cost of labor for
American businesses as they compete in a
global market place with countries that have
not seen similar increases in medical benefit
expenses for their workers.

Despite the economic slowdown of the past
few years, in the next 10 years U.S. workers –
barring unforeseen external shocks to the
economy – are expected to have the wind at
their backs from broader economic trends. For
example, positive productivity gains that
have characterized the U.S. economy since
the mid-1990s are likely to continue in the
coming years.14 All stakeholders should work
to promote policies that help ensure workers
are able to continue to build financial
security from rising incomes with the support
of a vibrant employee benefits system.

© The New Yorker Collection 1993 J.B. Handelsman from cartoonbank.com. All Rights Reserved.
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THE EMPLOYEE BENEFITS SYSTEM

FACES ADVERSE TRENDS

Despite optimism about rising living
standards over the next decade, strong
challenges lie ahead for working and retired
Americans. Changes in job tenure, worker
benefit preferences, government regulation,
accounting rule changes, the decline of
defined benefit plans, and longer life spans
mean more of the burden of saving for
retirement will fall on workers.

The Aging of America
The U.S. population is growing older. That is
to say, the proportion of elderly in the
population is rising and, in the process,
pushing up the median age of Americans.  In
2000, 12.3 percent of the population was
65 years old or older and the median age was
35.3, the highest ever.15 By 2025, the share of
elderly will rise to 18.5 percent and the

median age will be
39.3,16 according to
official projections.
This aging of
America is being
driven by a
combination of
factors: better health
care, longer life
expectancies, lower
fertility rates, and
the retirement of the
baby boom
generation.

The ratio of elderly to the working age
population — the elderly dependency ratio —
is also projected to rise, from 20.8 per 100

workers in 2000 to 23.4 in 2015 and 31.2 in
2025,17 according to official projections. Some
demographers argue, however, that current
official forecasts are overly conservative in
their assumptions on projected longevity
gains and overly optimistic in their
assumption that fertility rates will rise
significantly. Thus, demographers suggest,
the aging dynamic may be more pronounced
in all countries than what is officially
predicted.18

What are the implications of an aging society
for personal financial security? As people live
longer, they will need to receive retirement
income benefits for more years. This will
require that more money be saved for
retirement. It will also strain public retirement
systems, like Social Security. It may mean that
more people will spend down their assets
before they die. There is some good news
here, too, for personal financial security.
Advances in health are likely to allow people
to work longer if they so choose — giving
them more time to save, accumulate more
assets, and contribute longer to public and
private retirement systems.

In the future Americans will spend more on
health care services both because people will
live longer and because they will make greater
use of health care services and procedures
that prolong life. 

There is a parallel trend of declining
disability rates at all ages among the elderly.
These trends, driven by advances in medical
care, have been observed in studies in the
United States19 and abroad.20 In spite of these
encouraging trends, the improvements in
disability and quality of life throughout one’s

The aging of America is
being driven by better
health care, longer life
expectancies, lower
fertility rates and the
retirement of the baby
boom generation.
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older years will drive up dramatically total
health care spending on all people over 65
because there will be more elderly people.
Further, spending on the very old — those 85
and over — could skyrocket as their numbers
swell.

The aging of society will require all
stakeholders — principally individuals,
employers and the government — to work
together to help assure that American workers
and retirees build and sustain their personal
financial security. These primary stakeholders
and other stakeholders will have to reevaluate
their current roles to see how all can work
together for the common good and better
address the challenges that lie ahead for
public and private benefit systems. 

Individuals, employers and the government
(i.e., the taxpayers) can expect greater
financial pressure to sustain the nation’s
retirement income and health care security.
Working together, the stakeholders will need
to work for public policies that can facilitate:
(1) later retirement ages and alternative
pathways to retirement; (2) more flexibility in
work/leisure arrangements and benefit plan
design; (3) the accumulation of assets to help
finance greater health and retirement income

requirements; and (4) the long-term financial
stability of the Social Security and Medicare
systems.

Aging and Public Spending
on the Elderly
Aging populations all over the globe will
force many countries — including the United
States — to make hard choices in terms of
providing additional financial support to
health and retirement systems.

The World Bank, in a landmark study in
1994, said that most of the world’s social
security and retiree health programs are
unsustainable.21 Many official studies since
then have similarly calculated that the
burden for many nations will be enormous
and that most developed country govern-
ments would find it difficult  to either raise
taxes sufficiently or borrow sufficiently to
sustain current benefit levels.

In the United States the Board of Trustees for
Social Security projected spending on benefits
is expected to rise from 11.07 percentage
points of taxable payroll in 2004 to
16.83 percentage points in 2030, and then to
19.29 percentage points in 2078.22  This will
represent an increase from 4.3 percent of the

“Advances in medical care have allowed people to live longer,
and more and more people are at risk of outliving their savings or
being forced to return to the workforce in their advancing years.”

— Representative Earl Pomeroy (D-ND)
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GDP in 2004 to 6.3 percent in 2030 and
6.6 percent in 2078.23 Similarly, the trustees
found that spending on Medicare, which is
funded from payroll taxes, premiums and
general tax revenues, could rise from 2.6
percent of GDP in 2003 to 3.4 percent of GDP
in 2006, with the implementation of the
prescription drug benefit to 7.7 percent of GDP
in 2035 (and 13.8 percent of GDP in 2078) if no
changes are made in the program.24

The Congressional Budget Office has
projected that spending on Social Security
benefits will rise from 4.2 percent of GDP in
2003 to 5.9 percent in 2030 and 6.2 percent in
2050.25 The CBO also projected
that the federal government’s
share of Medicare and
Medicaid spending will rise
from 2.3 percent in 2003 to
8.4 percent in 2030 and
11.5 percent in 2050.26 The
December 2003 CBO report
concluded: “Unless taxation
reaches levels that are
unprecedented in the United
States, current spending
policies will probably be
financially unsustainable over
the next 50 years.”27

A CBO study of baby boomers in the United
States, which reviewed and summarized a
range of prior studies on baby boomers,
found that about half of baby boomers are
accumulating assets at a pace that will allow
them to maintain their standard of living after
they retire.28 The other half of households,
however, are not accumulating enough assets
to maintain their standard of living if they
retire as planned. Many in this half of today’s
working-age boomers will see a modest

decline in their living standard, which can be
made up by working longer, the study found.

The CBO study, however, found a substantial
fraction of low-income boomer households
are accumulating very few assets. The study
reported the net worth of households whose
earners did not graduate from high school
appears to have declined during part of the
1980s and 1990s. “If current trends continue,
many of those baby boomers are likely not
only to face a lower standard of living when
they retire, but also to find themselves largely
dependent on government benefits.”29

The CBO study’s conclusions
have a caveat that most of the
studies in its survey assumed
that Social Security, Medicare
and other government benefits
will be provided as specified
in current law. The study
suggests budget pressures
could lead to lower benefits
than now anticipated.
“Because many baby boomers
are likely to depend heavily on
government benefits for the
bulk of their income in
retirement, their prospects

may be less rosy than recent studies imply,”
the study warns.30 It also suggests that to the
extent boomers recognize the looming
budgetary constraints, it may lead more of
them to increase their saving or to retire at a
later age than planned, the study concludes.

In view of the budgetary pressures on Social
Security and Medicare and the mixed
prospects for baby boomers in retirement, it is
all the more important for the employee
benefits system to remain strong and viable.

Unless taxation reaches
levels that are un-
precedented in the
United States, current
spending policies will
probably be financially
unsustainable over the
next 50 years.
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7.4 percent of their salary when there is no
employer contribution.39 In plans with
employer contributions, participants
contributed slightly less, 6.8 percent.

Workers Live Longer in Retirement
Life expectancy numbers frequently
publicized in the press may be misunder-
stood by the public. The most commonly
reported number is for average life expect-
ancy at birth – although news reports do not
always include the word “average” or the
phrase “at birth.” In 2000, average life expect-
ancy at birth was 76.9 years. Workers who
retired in 2000, however, were expected to live
six years longer than that to 82.9 years.40 It is
higher because one’s survival to a given age
raises the statistical likelihood of a longer life.

For retirement, then, the key number to watch
is average life expectancy at 65, normal

retirement age, and the point at which most
Americans begin to receive payments from a
pension or may begin to draw on retirement
savings. There is an important difference in
longevity between men and women. For
women, average life expectancy at age 65 was
19.2 years in 2002; for men, 16.3. Or, to state
in another way, the average 65-year-old
woman in 2000 was expected to live to age
84; the average man, to age 81.

Average life expectancy for those age 65 in
2000 was three years higher than it was in
1970. Thirty years earlier life expectancy at
birth was 70.9 years; 65-year-olds could
expect to live 15.2 more years.41 In the future,
average life expectancy at age 65 is likely to
rise even higher.

For those planning their retirement, longer
life brings with it the risk of outliving one’s
retirement income and reserves set aside for
health care and long-term care.

Changing Pattern of Retirement
Benefit Distributions
A number of trends have converged to
dramatically change the portion of the work
force who receive an annuity-type income
from a pension plan when they retire. Far
fewer workers than a generation ago are
retiring with the expectation of receiving an
annuity or regular monthly pension check of
a stated amount for the rest of the their life, no
matter how long they live.

One factor in the decline in the prevalence of
pension annuities is the move from defined
benefit plans to defined contribution plans,
although some defined contribution plans
offer annuities and installment payments.

© The New Yorker Collection 2003 Barbara Smaller from cartoonbank.com. All Rights Reserved.





Safe and Sound

Page 18

The number of workers in small plans fell
from 1.86 million in 1983 to 648,000 in 1998.
There was, however, an even bigger decline in
the number of workers enrolled in a defined
benefit plan at large companies. In 1983, the
number of active participants in defined
benefit plans at large companies stood at
28.1 million. By 1998, it had declined
21 percent to 22.3 million.50

The decline in
pension annuities
appears, in fact, to be
driven by the
personal preferences
of employees when
they retire. According
to a study of 1,500
participants who
terminated
employment,

88.5 percent elected to take their retirement
benefit as a lump sum, while only 11.5
percent elected an annuity.51  The preference
for lump sums increased as interest rates fell
and lump sums have appeared to be a more
attractive choice. Lump-sum payouts are
based on the interest rate assumption used to
calculate how much money is needed
presently to earn the annuity provided to the
retiring worker. When interest rates are low,
the amount of the lump sum is higher. While
workers are generally choosing lump sums
over annuities, other research indicates that

retirees with pension annuities were more
satisfied with their life in retirement and
suffered fewer symptoms of depression.52

Savings Rates
Due to changing trends in retirement benefits
and changing patterns of retirement plan
distributions, workers will increasingly be
responsible for determining how much they
need to save for retirement. They will also be
responsible for planning and budgeting their
funds to last throughout their retirement
years. Yet, workers may not be fully aware of
the risks they face. If one looks at overall
saving rates for Americans, for example, it
would appear workers may not be saving
enough now to ensure they can sustain their
living standards in retirement, pay for health
insurance to supplement Medicare, and also
pay for long-term care. Further, gains in
productivity may slow significantly by the
2020s due to the broad macroeconomic
impact of aging.53 It will be important to put
in place new sustainable benefit systems
before population aging potentially slows the
advance in living standards for workers and
leaves them more vulnerable to adverse
trends already evident in the workplace.

A look at recent saving trends gives some
hints about the adequacy of saving in the
United States. According to the latest
international comparisons from the
Organization for Economic Cooperation and

The decline in the
number of defined
benefit pension plans
has been nothing short
of stunning.

“Savings aids our economy by providing a ready source of long-
term investment capital.”

— Representative Rob Portman (R-OH)
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2030. The study simulates retirement income
and savings from Social Security projections
and current patterns of saving in tax-
preferred retirement savings vehicles,
including defined benefit plans, defined
contribution plans, and IRAs of all types. It
also simulates retirement expenditures on
living, health care and long-term care. It
calculates the shortfall between expected
income and expected expenses by age and
income cohorts from 1936 to 1965.

The study finds most couples in the top two
quartiles of income born after 1945 can close
the gap by increasing their saving rates five
percentage points.59 Most couples in the
lower two income quartiles born after 1945
can close the gap by saving an additional
10 percent to 17 percent.60 While single men
and women need to save more than couples
to close the gap, single women in the lowest
quartile face an impossible task of saving
significantly more than an additional 25 per-
cent of savings on very modest incomes. In
addition, those born in 1945 and earlier will
need to save more to meet their needs while
those born in later years can meet their needs
with less of an increase in savings.

Health Care Costs
Constantly rising costs pose a challenge to
the provision of health care both in the public
and the private sector. A study sponsored by
the Centers for Medicare and Medicaid
Services (formerly the Health Care Financing
Administration) has predicted health care
spending in the
United States will
reach $3.4 trillion in
2013, more than
double the
$1.5 trillion spent in
2002.61 As a portion of
the economy, health
care spending will
rise from 14.9 percent
of GDP in 2002 to
18.4 percent in 2013,
according to the
study.62

Rising health care costs also mean more of
workers’ disposable income will go to pay
health care premiums, leaving less to save for
retirement. Rising health care expenses also
will likely increase the number of uninsured
workers.

“In a nation with the best doctors, the best hospitals, and the
best medical technology in the world, tens of millions of
Americans have no opportunity to benefit from that care because
they can’t afford it.”

— Senator Edward Kennedy (D-MA)

Rising health care costs
also mean more of
workers’ disposable
income will go to pay
health care premiums,
leaving less to save for
retirement.
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care costs. According to the Congressional
Budget Office, spending on Medicare will rise
from 2.4 percent of GDP in 2003 to 8.3 percent
in 2050, and possibly higher if health care
costs are not kept to a growth rate of GDP plus
1 percent.67 This projection includes spending
on the new prescription drug benefit. Using
the GDP plus 1 percent assumption, combined
Medicare and Medicaid costs would rise from
3.9 percent of GDP in 2003 to 11.5 percent in
2050.68 If, however, health care costs rise at
annual rates closer to the historic long-term
growth trend seen from 1960 to 2000 (or about
2.5 percent above GDP), costs will rise more
sharply. The combined cost of Medicare and
Medicaid could double to 7.8 percent in 2020,
reach 15.1 percent in 2038 and 21.3 percent in
2050.69 The fiscal burden that this might pose
could well be translated into cuts in benefits,
such as raising the age of eligibility for
Medicare.

THE CHANGING AMERICAN

WORKFORCE

American society and the American
workplace will undergo significant
demographic changes in the next decade.
While these changes are examined in more
detail in Appendix A, Demographic and
Workplace Trends and Their Implications,
an overview is offered here.

An Increasingly Diverse Workforce
The United States is a diverse country —
racially, ethnically, socially and economically
— with an increasing participation in
economic life by women and minorities. Also,
there have been significant changes in the
makeup of the family. Marriage rates have
declined, divorce rates remain high, and more
women are entering the workforce. Only one
in four working-age women were in the labor
force in 1940. By 2000, however, over
70 percent of married women with children
under age 18 were active in the labor force.
Fewer and later marriages have contributed
to a decline in fertility.

Trends in single parent families, later
marriages, fewer children per family unit
and children being born to parents at later
ages — all may have an impact on the types
of benefits offered. For example, there is
likely to be an increase in the need for long-
term care.

By 2015 the number of Hispanics in the U.S.
population is projected to rise to 16 percent70

(from 12 percent in the 2000). The Asian
population will rise to 5.3 percent (from 3.8
percent). While the proportion of African-

© The New Yorker Collection 1995 J.B. Handelsman from cartoonbank.com. All Rights Reserved.

“You’re in luck, in a way. Now is the time to be
sick — while Medicare still has some money.”
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financial and benefits knowledge as
individuals assume greater responsibility for
saving for retirement, making decisions about
investing their savings, and making informed
choices about health care and long-term care.

Labor Market and Workplace Trends
Due to lower fertility rates over the last few
decades, fewer new young workers will enter
the labor force than in the past. As a result,
labor force growth in the first decade of this
century is likely to be at a pace that is only
75 percent of that experienced in the 1990s.
New labor supply will fall even further in the
2010s.74

In the future, more and more jobs are likely to
be in professional and service occupations
and involve the use of a computer. More
workers are likely to be telecommuters, and
more will be able to work from home.75

Increasingly, the workforce will be made up
of workers who are not full-time employees
who receive a full range of employee benefits.

More of the workforce will include “flexible
workers” who do not have traditional
employment relationships, workers in
alternative work arrangements (independent
contractors, on-call workers, temporary help
agency workers and workers provided
through contract firms), as well as workers
who work flexible or limited hours.

In recent years, employers increasingly have
provided for phased retirement, which allows
people to retire for the purpose of collecting
benefits, but to continue working, sometimes
only part-time. A survey of a number of
private sector employers found that while
16 percent of employers provide a formal
phased retirement program now, an
additional 40 percent are interested in
initiating such a program.76

Implications of Workforce Trends
Slower labor force growth and tighter labor
markets should result in a greater emphasis
on benefits. As employers compete for their
services, workers will demand not just higher
wages but improved benefits and working
conditions. The demand for workers may also
reinforce the ongoing trend of greater labor
force participation by older individuals.

Workers in the future are likely to continue to
have many jobs during their working career.
This trend, underway for many decades, will
continue to present a challenge for workers to
accumulate sufficient assets to provide an
adequate retirement income. 

The continued increase in the share of all
working-age women who are in the
workplace, and the corresponding growth in
the number of two-income families, where the

© The New Yorker Collection 2000 Alex Gregory from cartoonbank.com. All Rights Reserved.

In the interest of cultural diversity,
we’ve hired Jason, here, who owns a

number of hip-hop CDs.”
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family unit is comprised of two working
spouses, may change the worker demand for
certain types of benefits. For example, one
working spouse might be interested in family
health care coverage from his or her employer
while the other spouse may be more interested
in other types of benefits. This will accelerate
the drive toward more flexibility in plan design.

Economic Trends and Implications
Recent trends in the economy and financial
markets underscore the need for long-term
planning and the importance of financial
education for individuals to achieve and
maintain personal financial security. The
stock market, for example, experienced an
extended bull market from the early 1980s to
the spring of 2000. The market then went into
a prolonged downturn, further aggravated by
the terrorist attacks of September 11, 2001,
before it began to recover in the second half of
2003. Declining interest rates aggravated the
declines in the stock market by causing the
present value of the pension benefit
obligation to skyrocket; and, with that, the
amount of underfunding in defined benefit
pension plans.

In addition, health care costs have increased
dramatically for the average American. In
1950, an individual’s medical care costs
made up just 3.7 percent of that person’s total
consumer expenditures. In the year 2000,
medical care costs were almost 15 percent of

personal consumption.77  Employers, too, are
hit with higher payments when health care
costs rise. Rising health care costs
particularly in a weak economy may prompt
many small employers to eliminate health
care coverage or decide against adopting a
retirement plan.

Rising health care costs also make it more
difficult for many lower income workers to
afford their share of health care premiums. As
a result, many drop coverage either for
themselves or their dependents. These trends,
without systemic changes, will unquestion-
ably increase the number of people without
health care coverage and retirement benefits.

Despite market fluctuations, there appears to
be no weakening of the desire of Americans to
own equity shares. In 2001, 51.9 percent of all
households held stock either directly or
indirectly,78 an increase from 48.9 percent in
1998.  Part of the expansion in equity
ownership has been driven by employer-
sponsored stock ownership programs,
including employee stock purchase plans
that provide stock options to rank-and-file
workers.  For example, a 2000 survey by the
National Association of Stock Plan
Professionals and PricewaterhouseCoopers
reported that 44 percent of 345 large domestic
companies with stock option plans made
grants to all employees, including hourly
workers.79

“We must face the realities of modern life ... that more people are
working, and that they are living and working longer.”

— Representative Benjamin Cardin (D-MD)
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What the Trends Mean
Demography shapes our national and
individual destinies. Increases in the
proportion of the elderly in the U.S.
population will put enormous financial
strains on the employee benefits system and
on individuals preparing for retirement. In
addition these trends have ominous
implications for the future of Social Security
and Medicare, where there will be fewer
workers to finance the benefits for the
growing ranks of retirees. This will make it
all the more important that individuals be
prepared to shoulder the costs associated
with retirement. This is especially true for the

growing ranks of
workers whose
retirement income
will be from a
defined contribution
plan, where more of
the burden of
determining how
much to save and
even how to invest
falls on the
individual.

In addition, longer life spans mean workers
will have to accumulate more assets for
retirement than in the past. They will also
need to be able to afford supplemental retiree
health insurance, out-of-pocket medical
expenses, and pay for long-term care. Three
recent years of declines in the stock market
complicated that task.

Employers help individuals achieve their
goals by providing attractive plans, offering

matches for employee contributions and
structuring investment options. Indeed,
employer contributions to all types of pension
plans and insurance funds totaled $723.4
billion in 2003.80 Together with changes in
workforce and business trends, rising health
care costs put strains on the ability of
employers to provide a full range of employee
benefits that help individuals build and
maintain financial security. At the same time,
employers face the task of closing current
shortfalls in pension funding resulting from
lower interest rates and sustained declines in
asset values. Employers are also challenged
by accounting rules that increase the
volatility of pension funding obligations.

THE CHALLENGE OF DESIGNING

FUTURE BENEFIT SYSTEMS

Over the next decade demographic
challenges, ever escalating health care costs
and other potential adverse trends will
require adjustments in the retirement and
health care benefit systems.  If serious efforts
do not produce new plan designs and new
funding mechanisms, workers in 2014 may
find themselves without the level of support
that employee benefits traditionally have
provided to help workers and retirees build
and maintain their personal financial
security.

Plan Designs Must Be Innovative,
Flexible and Cost-Effective
In order to respond to the diverse and
changing needs of employees and plan
sponsors, the employee benefits system must

Longer life spans mean
workers will have to
accumulate more
assets for retirement
than in the past.
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become more flexible and innovative than
most current arrangements. For example,
benefit plans will need to offer participants a
choice to allocate resources between current
needs (such as health care coverage,
disability support, and life insurance) and
future needs (such as adequate retirement
income, retiree health coverage, and long-
term care coverage).

Federal pension and health care law and
regulation should allow for sufficient
flexibility in plan design to create benefits
systems that can be modified as needed in
response to changing needs. New plan
designs should also allow employers to
remain globally competitive and avoid
unnecessary government mandates. The
mechanisms for the delivery and financing of
benefit systems also need to be innovative
and flexible.

The provision of retirement income benefits
and health care coverage is not feasible
unless it is affordable. Unless costs are
contained, the level of benefits an employer
can offer will be reduced.  The challenge to
the employee benefits system is to provide a
meaningful level of benefits at an affordable
cost, paid for in an equitable manner.

A Role for All Stakeholders
As retirement security and health care
coverage are objectives that society values,
the costs associated with such coverage
should be shared among all stakeholders.
Since affordability of the benefits is a complex

issue, it should be viewed from the broadest
possible perspective.

Clearly, the primary stakeholders —
individuals, employers, and government —
need to work together to assure that the
benefit systems 10 years from now provide an
appropriate level of benefits for workers and
retirees. All three groups, to one degree or
another, have been the victim of adverse
events and trends that challenge benefit
systems. The primary
stakeholders,
however, cannot
achieve a smooth
transition to a new,
sustainable and
appropriate level of
benefits without the
help of all the other
stakeholders in
public and private
benefit systems.

Other stakeholders have both a keen interest
and obligation — beyond their self-interest —
to contribute positively to the system.  These
other stakeholders include actuaries,
consultants, insurance brokers, attorneys and
the trial bar, educators and education
systems, health care providers, health care
plans, investment managers, quasi-regulatory
bodies, researchers and developers,
producers, and third party administrators.
The respective roles of these other
stakeholders are described in Appendix B,
Other Stakeholders.

The provision of retire-
ment income benefits
and health care cover-
age is not feasible
unless it is affordable.
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Other stakeholders can make a positive
contribution towards the goals and
recommendations set forth in this report.
Vendors of pension plans, for example, are
actively developing low-cost solutions to the
need for financial education and could take
on an expanded role in improving financial
literacy. Educators can work toward making
financial literacy part of the curriculum for
all students.

If the nation is to adopt new public policies to
enable workers and retirees to build and
maintain personal financial security, all
stakeholders must adopt a new model for
setting public policy on benefits issues. This
new model must incorporate a greater
willingness by all stakeholders to seek
compromise and redefine what serves their
self-interests.

For example, employers must acknowledge
that when workers’ benefits become insecure,
it tends to foster more efforts to impose
government solutions.  Employee and
retiree advocates must recognize that
undue burdens on plan sponsors translate
into less coverage. Government policy-
makers need to be candid about fiscal
imperatives so promises can be kept. There
should be honest debate about who will pay
for new policies and coverages.

Role of Individuals
Increasingly, it will be necessary for all
individuals to assume primary, but not sole
responsibility for more areas of their personal
financial security than in the past, especially
with regard to retirement saving, health care
and long-term care.  Individuals must also
shoulder primary responsibility for learning
about how to live a lifestyle consistent with
wellness principles and for being knowledge-
able, engaged consumers of health care.

Another key responsibility of individuals is
to make the most of financial educational
opportunities to understand the issues
surrounding the choices they will have to
make with regard to planning for and saving
for retirement, investing retirement assets,
accumulating wealth, and managing assets
in retirement. Individuals are responsible for
maximizing tax preferences available for
wealth accumulation, as well as being in-
formed about proposals designed to enhance
and protect their personal financial security.

Role of Employers
The benefits system is a voluntary one and
the responsibilities that employers assume
need to be made consistent with meeting the

© The New Yorker Collection 1997 Leo Cullum from cartoonbank.com. All Rights Reserved.
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employees’ needs and expectations, as well
as the employer’s business imperatives.

Consistent with the voluntary nature of the
benefits system, employers will continue to
sponsor benefit programs that help workers
and retirees build and maintain personal
financial security. Employers can also help
empower individuals to take on greater
responsibilities and make the best of the
choices they have within
employer-sponsored plans.
Employers can assist them in
such matters as learning how
much they need to save,
learning how to allocate
retirement savings, as well as
how to manage those
investments over their career
and into retirement.

As plan sponsors, employers
can use marketplace purchasing
principles and practices. This
not only improves access to
benefit programs, but also
boosts delivery efficiency and
raises the quality of programs.
Employers, as plan sponsors,
should continue to demonstrate
their ability to develop
innovative approaches and
solutions to the design, funding,
administration, delivery, and
communication of employee
benefit plans.

Employers can actively participate in the
legislative and regulatory process to
encourage the adoption, maintenance, well-
being and vibrancy of employee benefit plans

and to ensure that the best interests of all
stakeholders are understood and addressed.

Role of Government
It is critical for policy leaders to develop and
maintain public policy that supports the
voluntary efforts of employers to provide
access, funding, and education for key
aspects of personal financial security, such as
employer-sponsored pensions, retirement

saving vehicles, wealth
accumulation through
company stock purchases,
health care insurance for active
and retired workers, and long-
term care insurance. Public
policy should also focus on
modernization and improved
quality and consistency of
services from providers and
systems that deliver benefits to
workers and retirees.

The government holds ultimate
responsibility for the
development and implementa-
tion of tax and regulatory
policy. It is vital that these
policies facilitate the well-being
and vibrancy of plans in the
private sector. Policymakers
and government leaders
should seek to enact and adopt
productive tax policy that

encourages sufficient savings and
appropriate benefits coverage for workers.
They should avoid burdensome regulations
that stipulate mandates or add significant
costs to the administration of broad benefit
programs. The regulatory framework should
promote uniform rules across the nation.

All stakeholders have a
role and a responsibility.

Employers must
acknowledge that when
workers’ benefits become
insecure, it tends to foster
more efforts to impose
government solutions.
Employee and retiree
advocates must recognize
that undue burdens on
plan sponsors translate
into less coverage.
Government policy-
makers need to be candid
about fiscal imperatives so
promises can be kept.
There should be honest
debate about who will pay
for new policies and
coverages.
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The government should encourage
individuals to understand, accept
responsibility for, and work to achieve and
maintain a high level of personal financial
security. Governments from the federal to the
state and local levels can do more to educate
high school and college students, as well as
workers, about the importance of striving to
achieve personal financial security and about
how one can reach that goal. Information
provided workers should include explana-
tions of the key role that employee benefits
play. Government should also provide
research funds to organizations that develop,
measure, and enhance the quality of
employee benefits.

The government should also provide a safety
net for personal financial security with
regard to retirement income, health care,
disability income, and job loss.  While
government revenues fund the safety net, the
private sector, whenever possible, should
provide the delivery mechanisms for such
benefits. As the leader in technology,
innovative design, and quality improvement,
the private sector can often respond more
quickly to meet demands.

A NEW ARCHITECTURE FOR THE

EMPLOYEE BENEFITS SYSTEM

The purpose of this long-term strategic plan
is to present the American Benefit Council’s
visions, goals, and recommendations for
building a new, more effective and
sustainable employee benefits system over the
next decade that achieve the following broad
objectives:

1. Retirement systems should have
incentives that encourage employers and
employees to contribute adequate
amounts to retirement income and
savings programs, and encourage
employees to manage their assets to last
throughout retirement;

2. Active employee health care systems
should promote broad coverage and
empower purchasers to be effective
health care consumers.

3. Retiree health and long-term care systems
should help ensure adequate health care
security in retirement while still allowing
retirees to continue to have the level of
income they have come to enjoy.

4. Stock plan ownership arrangements
should advance personal financial
security through accumulation of
capital.

This long-term strategic plan should be
viewed as a living document. For each of the
benefit systems addressed in this plan the
Council adopted a vision statement,
followed by goals and recommendations.

Each of these parts of the overall plan are
subject to periodic reevaluation and
adjustment as the Council reviews progress
in addressing the challenges outlined in this
paper and as other changes may reorder
priorities.

The recommendations below may not
represent all the initiatives that are likely to
be required to achieve the stated goals. In that
sense, they should be viewed as initial or
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illustrative recommendations with the
expectation that further recommendations
may be forthcoming to help achieve the goals
enumerated. Some goals will likely be
achieved before 2014. Others may take longer.
As a benchmark of our progress, the goals
will be regularly reassessed. When they are
found to be either too modest or overly
ambitious, they can be adjusted accordingly.
In some cases individual recommendations
support more than one goal.

The Council has not calculated the cost
attached to each of the recommendations in
this plan, but acknowledges that the expense
of financing the recommendations will be a
crucial element of any policy decision.

FUTURE RETIREMENT SYSTEMS

Vision Statement
As individuals assume primary responsibil-
ity for their own personal financial security, it
is essential they be equipped with the tools
needed to achieve this goal.  In our vision,
individuals are empowered through
education, technology and incentives to
determine the retirement income they need; to
understand the available sources of
retirement income; to save the amounts they
need; and to manage their retirement savings
to produce a sustained retirement income
throughout their lifetime.

In this vision, employers assist their
employees in accumulating the assets needed
to produce an adequate retirement income by
continuing to develop, sponsor, and fund (to
the extent economically feasible) efficient and
tax effective retirement income and savings
plans.

In this vision, government continues to
provide a foundation for retirement income
through the Social Security system, on which
individuals and employers can build income
from additional sources.

Government also provides tax incentives
and a streamlined regulatory regime to
promote retirement benefits programs —
especially employer-sponsored plans of all
types from traditional defined benefit plans
through hybrid plans to defined contribution
plans. Government also encourages the
development of innovative plan designs that
help individuals attain personal financial
security.

Despite the best collective efforts to promote
retirement income security, it must be recog-
nized that many individuals are not able to
maintain an adequate standard of living in
retirement without government assistance.

© The New Yorker Collection 2001 Danny Shanahan from cartoonbank.com. All Rights Reserved.

“Remember, son, it’s never too early
to start saving for retirement.”
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In this vision, the other stakeholders expend
intellectual capital, provide data and
research, and use advanced technology to
support the actions and efforts of individuals,
employers and government. They can do this
by developing innovative plans, products,
programs and educational materials that
promote retirement income and saving
systems. These plans and programs should
work to expand coverage, increase quality
and improve cost effectiveness.

GOALS

Goal 1: Raise Financial Literacy
By 2014, virtually all households will have
access to some form of investment education
and advice and 75 percent of households
will have calculated the amount of
retirement savings needed to maintain their
standard of living throughout retirement, as
well as the savings rate necessary to achieve
this target.

Context
The number of people who have access to
investment advice is very small. Estimates
suggest that only 16 percent of 401(k)
participants have an investment advisory
service available to them.81 When advice is
offered, participants do not always seek it
out. One report indicates that only 24 percent
of those who are registered to receive advice
actually take steps to obtain the service.82

However, if public policies are adopted that
facilitate investment advice, employers and
providers can be expected to develop ways to
provide access to investment education and
advice to virtually all households.

One of the first steps toward building an
adequate retirement income is to calculate
how much one needs to save to reach one’s
retirement goals. In 2004, 42 percent of U.S.
workers reported that sometime in the last
three years they or their spouses have
calculated how much money they will need
to save in order to live comfortably in
retirement, according to the Retirement
Confidence Survey.83 Over the past decade the
proportion of workers who have engaged in
this key retirement planning activity in the
annual retirement confidence survey has
varied from a low of 31 percent in 1994 to a
high of 53 percent in 2000.

The goal of 75 percent was chosen because it
represents a significant increase from the
peak level reported in the 2000 Retirement
Confidence Survey.
The amount-needed-
to-save calculation
was chosen as a goal
because it indicates
that a worker has
achieved enough
financial literacy to
begin retirement
planning and is
prepared to take steps
to act on what has
been learned.

Workers, however, may be underestimating
how much they need or may not be able to
make a determination at all.84 Thirty-eight
percent of those surveyed in 2004, for
example, expected they will need an income
of less than 70 percent of their pre-retirement
earnings.  By contrast, most retirement
advisers suggest that a retirement income of

Estimates suggest that
only 16 percent of
401(k) participants
have an investment
advisory service avail-
able to them.
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· Include in the Social Security Adminis-
tration annual statement mailed to
workers information on how to calculate
a rough estimate of the amount one needs
to save that, when combined with one’s
projected Social Security benefit, will
provide a replacement level income of 70
percent of one’s pre-retirement earnings.

Goal 2: Increase the Share of Workers
in Workplace Retirement Plans

By 2014, 96 million (74 percent) of full-time
and part-time private sector employees will
participate in workplace retirement plans.

Context
According to the most recent federal data
from a survey of employers,85 approximately
49 percent of 103 million — or about 50
million full-time and part-time private sector
workers86 — in 2003 participated87 in a
workplace retirement plan.88 An increase to
96 million would raise participation rates to

74 percent in 2014
when the size of the
private sector
salaried and wage
workforce89 is
projected to be about
130.3 million.90 This
represents a 50
percent improvement
over current
participation rates.

Looking at the increase from the perspective
of 2003, and the most recent survey data,
such a proportional gain would have
increased by half the number of private sector
salary and wage workers who participate in

a workplace retirement plan, adding 25
million full-time and part-time workers and
raising the number of participants from 50
million to 75 million.

Different segments of the workplace
population have widely differing participa-
tion rates. In 2003, for example, medium and
large businesses (100 employees or more) had
a participation rate of 65 percent, while small
businesses (99 or fewer workers) had a
participation rate of 35 percent.91 Further, the
participation rate for full-time workers of all
private sector businesses was 58 percent,
significantly higher than the 18 percent for
part-time workers.92 And, there was an even
higher participation rate for full-time workers
at medium and large businesses, which had
an 80 percent participation rate, while full-
time workers at small businesses had a
42 percent participation rate.93

One can see from recent historic experience
that employers have been able to increase the
level of participation significantly. From 1987
to 2000, the participation rate for private
sector wage and salary workers rose
7 percentage points from 40 percent to
47 percent, according to an analysis94 of the
data sets in the U.S. Census Bureau’s Current
Population Surveys by the Employee Benefit
Research Institute.

A significant increase in participation rates
over the next decade can occur mostly from
increases in participation rates at small
businesses, as occurred between 1987 and
2000. There is also room for improvement at
medium and large business, as well as
among part-time employees at all
businesses.

About 50 million full-
time and part-time
private sector workers
in 2003 participated in
a workplace retirement
plan.
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All types of defined benefit plans, including
hybrid plans, can play a role in increasing
participation rates in workplace retirement
plans. To the extent that further erosion of the
defined benefit system can be halted, the task
of expanding coverage through other types of
plans becomes less daunting.

Also, to the extent that new, innovative
hybrid designs can attract more employers to
offer defined benefit plans, it can help
increase participation rates in retirement
plans. Further, enrolling more employees in
defined benefit plans potentially can provide
more workers a guaranteed income in
retirement.

Efforts are under way to develop new types of
plans, such as a combination of a 401(k) plan
and a guaranteed benefit from defined benefit
plan or hybrid into a single plan, or DB(k).

New types of simplified guaranteed annuity
plans could also be offered in combination
with a 401(k) plan. Efforts are also underway
to devise new funding rules to reduce the
volatility in funding liabilities for employers
who sponsor defined benefit plans. To the
extent such policies can be established, they
could help preserve and/or expand
participation in defined benefit and hybrid
plans.

Initial Policy Recommendations:

· New policies should ensure that
employers have a range of plan designs
available so they can select the retirement
plan design that best suits their
workforce needs. This would include
enhancing all existing plan design types
and encouraging new simplified plan
designs that offer employer tax
incentives, reduce administrative
requirements, and provide for worker
education on saving for retirement.

· Authorize the creation of a “clearing-
house” model plan through federal
legislation so workers who change jobs
frequently can contribute to one
retirement plan. This plan would be
modeled on a multi-employer plan model
that could provide individuals with one
account that would stay with them when
they change jobs. Employer contributions
to the plan would be voluntary and no
financial or administrative requirements
would be imposed on employers (other
than transferring worker contributions to
the plan). This model plan would accept
differing levels of employee contributions
and employer contributions, and would

© The New Yorker Collection 2001 Jack Ziegler from cartoonbank.com. All Rights Reserved.

“Being a hybrid, I get to have my way with
a variety of species, and at the same time I

enjoy a healthy tax credit.”
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be able to accommodate different
investment vehicles.  Any financial
services firm meeting certain qualifica-
tion criteria would be able to offer the
“clearinghouse” model plan.

· Enhance default mechanisms (e.g.,
automatic enrollment, lifestyle funds,
retirement target funds) to be sure that
individuals who decline to make a choice
are more likely to be enrolled in a plan
(and be savers) and to invest their assets
appropriately for their age and for the
best risk-adjusted return.

· Eliminate rules that restrict workers and
employers from creating flexible
working relationships and benefits
arrangements such as phased retirement
programs.

· Maintain support for the voluntary use of
company stock in retirement plans
through employer contributions or by
making company stock available to
employees as an investment alternative
in the retirement plan.  Employees should
be educated about the special risks of
company stock ownership in retirement
plans.

· Support plan funding reforms that
reduce the volatility of the funding
obligation in defined benefit plans.
Support policies that provide for new
types of defined benefit plans that can
offer guaranteed levels of retirement
income. Such guaranteed annuity plans
could be offered alone or in conjunction
with a 401(k) or other defined
contribution plan.

Goal 3: Raise Retirement Savings
By 2014, the gross personal savings rate,
which covers saving for all purposes, will
reach 15 percent of disposable income. In
addition, many, if not most individual
workers across the income spectrum will be
saving at a rate between 7 and 15 percent of
earnings specifically to provide a retirement
income that is at least 70 percent of pre-
retirement earnings.

Context
The choice of a 15 percent household savings
rate was based on the need to raise saving
levels to a level closer to that of other
developed nations and to make it high
enough to cover both retirement saving and
other household saving needs. The
Organization for Economic Cooperation and
Development (OECD) reports, for example,
that in 2001 the U.S. savings rate was

© The New Yorker Collection 1993 Ed Fisher from cartoonbank.com. All Rights Reserved.
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4.7 percent, while the other six members of
the seven largest developed nations averaged
a 10.3 percent gross personal savings rate.101

Using the OECD methodology, the U.S.
savings rate averaged 6.4 percent for the six
years from 1998 to 2003. That was much lower
than levels during the decade from 1983 to
1992, when the U.S. gross personal savings
rate averaged 13 percent. The rate averaged
10.4 percent from 1993 to 1997. The gross
household savings rate is, of course, not a
proxy for how much households are saving for
retirement. However, it does reflect partly, and
perhaps largely, the level of saving for
retirement.

If one assumes that
most workers begin
to save between 21
and 35 years of age,
then an overall
household savings
rate of 15 percent
would likely be high
enough to encompass
what households
need to save for
retirement and still
leave room for other
forms of saving, such

as saving to buy a home, for emergencies, for
college education, and medical care. To the
extent workers delay too long past age 30 to
begin saving for retirement, however, a 15
percent household savings rate would not be
adequate to assure a 70 percent replacement
rate in retirement for most workers.

The calculation of how much one needs to
save for retirement must be made on an
individual basis. That amount most

importantly depends on how early in one’s
working life a person begins to save. The
earlier a worker starts, the lower the savings
rate required to reach an income level after
retirement close what the worker earned
before retirement. The amount one needs to
save also depends on assumptions about a
number of other factors, including the rate of
return on retirement savings, the rate of
future wage and salary growth, and how
many years one expects to live after age 65.

If one begins to save at 21, one could
accumulate a 70 percent replacement rate (not
counting Social Security) by saving
3.5 percent of one’s income, provided it is
invested in a portfolio allocated 60 percent to
stocks, 40 percent to bonds.102 Few people
start saving for retirement at age 21, however.
If a person earning $35,000 waits until age
35, for example, he would have to save 12.6
percent of his income to retire at age 65 with a
70 percent replacement, including Social
Security.103 The rate rises to 15.2 percent for a
worker making $55,000 a year. It is higher
because Social Security replaces less of one’s
income as income rises. If one wants to also
save for other needs, such as Medicare
supplemental policies and out-of-pocket
health expenses, one would have to save at
an even higher rate. If one wants to be sure
that one does not outlive their assets, one will
also have to save at an even higher rate.

A study104 by the Employee Benefit Research
Institute in collaboration with the Millbank
Memorial Fund calculates that Americans
will need an additional $400 billion more
than they will have saved to cover basic
expenditures in retirement and any expense
associated with an episode of care in a

The U.S. savings rate
averaged 6.4 percent
for the six years from
1998 to 2003, much
lower than levels
during the period from
1983 to 1997.
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Initial Policy Recommendations:

· Provide an enhanced saver’s tax credit
for low-income individuals above and
beyond current law, which provides a
partial tax credit for employee
contributions made to defined
contribution plans and Individual
Retirement Accounts.

· Provide new tax credits to employers to
finance contributions that represent for
each employee a uniform percentage of
wages and salaries and/or to finance
supplemental contributions for low-
income workers.

· Provide increased tax incentives to all
individuals to encourage them to
maximize retirement savings and to
ensure that their savings last throughout
retirement.

· Simplify onerous plan administration
and compliance requirements (e.g.,
nondiscrimination testing) in order to
maximize individual savings and
encourage employers to start up and/or
maintain qualified retirement plans.

FUTURE HEALTH CARE SYSTEM FOR

ACTIVE WORKERS

Vision Statement
The current health care system is in crisis and
is unsustainable unless significant changes
occur soon.  In our vision, a major overhaul of
our health care delivery system is imperative
in order to make it less burdensome, less
litigious and more focused on achieving
high-quality and consistent results.  We

assert, however, that past attempts at one-
time comprehensive solutions have failed
and have actually impeded innovation and
reform.

Our vision does not embrace extreme
“solutions” that rely exclusively on either
individuals or the government to take control
of the health care system. In our vision, the
successful reform of the health care system
can be achieved through practical and
meaningful steps that actually have the
possibility — both substantively and
politically — to be implemented.  These
measures can only succeed if all stakeholders
commit to the sustained effort that will be
required.

In this vision, the reformed health care system
empowers individuals through education,
technology, and incentives to be actively
engaged in the choices that lead to healthier
lives and to be able to make well informed
decisions about the appropriate use of health
care services.

Employers continue to play a leading role in
providing access to vital health care services,
in driving improvements in the health care
system and in sharing the cost of health care
services with their employees.

Government provides tax incentives and a
streamlined regulatory regime that support a
health care system characterized by healthy
individual lifestyle choices, expanded
coverage, broad flexibility in health plan
design and high quality, cost effective health
care services, and protection of health care
system stakeholders from unwarranted
liability.
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2002.109 At the same time the Gross Domestic
Product (GDP) grew at only 3.6 percent. Thus,
in 2002 the pace of gains in health care
spending were nearly three times the rate of
growth for the economy, clearly an
unsustainable situation.

In the past the United States has been able to
bring health care spending into line with
economic growth, but only for a short period
of time.110 For example, after a big spurt in
health care spending in the late 1980s and
early 1990s, GDP growth outpaced gains in
health care spending in 1994, 1996, 1997 and
1998. Since 1999 health care spending has
increasingly outpaced gains in the GDP.

Taking a longer term
view, health care
spending has, on
average, risen faster
than the GDP, but not
at the very high rates
seen in recent years.
During the four
decades from 1960 to
2001, health care
spending averaged
2.5 percentage points
higher than the
growth of GDP.111

Between 1990 to 2001, health care spending
averaged 1.5 percentage points higher than
the GDP. If the United States could bring
health care spending growth rates closer to a
level 1 to 1.5 percentage points above GDP, it
would go a long way toward moderating the
scope of spending in the future.

A goal of bringing total health care spending
closer to GDP growth rates assures that the
portion of the economy allocated to health
care spending — already quite high — does
not sharply increase its relative share,
although the United States may not be likely
to prevent health care spending from taking a
larger share of GDP.  For businesses, keeping
health care spending closer to GDP growth
rates can help assure that the cost of
providing health care to employees can be
relatively stable and sustainable.

Addressing the issues surrounding medical
errors can enhance the quality and
affordability of the system. According to a
report by the Institute of Medicine, at least
44,000 people, and perhaps as many as
98,000, die in hospitals yearly as a result of
medical errors that could have been
prevented.112 The cost of medical errors in
hospitals, including the expense of
additional care made necessary by the errors,
lost income and household productivity, and
disability, is between $17 billion and
$29 billion a year.

The Institute of Medicine’s study prompted
the formation of The Leapfrog Group for
Patient Safety, a consortium of larger
employers working to get hospitals to
implement measures to improve patient
safety and the quality of care. However, there
is concern that aggressive medical
malpractice attorneys could transform the
Leapfrog standards into performance
expectations. For example, some worry that if
hospitals violate the Leapfrog standards, it

In 2002, the pace of
gains in health care
spending were nearly
three times the rate of
growth for the economy,
clearly an unsustain-
able situation.



Page 43

A Ten-Year Plan for Promoting Personal Financial Security

could lead to more medical malpractice
lawsuits that would drive up malpractice
premiums and raise the overall costs of
medical care. The General Accounting Office,
in a recent report,113 cites rising malpractice
claims as the “primary driver” of higher
medical malpractice insurance premiums.

These developments illustrate that efforts to
reduce medical errors alone will not
necessarily reduce costs, but must be
accompanied by tort reform affecting medical
malpractice.

Some of the initial policy recommendations to
restrain the growth in health care spending
and inflation include, but are not limited to
the following: (1) the adoption of reforms that
empower consumers to make better informed
health care decisions, (2) a reduction in
medical errors and excessive liability, (3)
greater flexibility in health plan design, and
(4) the education of individuals to be more
effective consumers of health care.

Initial Policy Recommendations

· Improve the quality and performance of
the health care system by developing,
through private and public sector
initiatives, consistent, evidence-based
measures. In addition, increase funding
for outcomes-based research for health
care services supplied by hospitals,
physician specialists, clinical
laboratories and other health care
providers that can be used by purchasers
and individuals to identify the “best
performers” in the health care system.

· Increase the incentives for individuals to
lead healthier, more active lifestyles that
would reduce the incidence of obesity
and other avoidable diseases. In
addition, expand the availability of
workplace wellness programs and health
plan designs that promote wellness and
cover cost-effective preventive services.

· Significantly reduce the current
unacceptably high levels of medical
errors, inappropriate care and the
provision of health care services that
result in patient harm or death. Medical
errors can be reduced by adopting
national goals directed at achieving
measurable annual improvements in
health care quality, consistency and
positive patient outcomes.

© The New Yorker Collection 1994 Warren Miller from cartoonbank.com. All Rights Reserved.

There are no medical or pension benefits, but the
employees’ lounge has excellent free coffee.”
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· Curb excessive liability and unsustain-
able cost increases caused by “defensive
medicine” by enacting federal medical
liability reform legislation with firm,
reasonable limits on damages and other
sensible tort reforms.

· Allow greater flexibility in the design of
health plans by strengthening ERISA
preemption and eliminating specific
benefit mandates or conditions on health
coverage at either the state or federal level
that interfere with the ability of either
insured or self-insured health plans to
offer more affordable health plans.

Goal 5: Increase the Quality of Health
Care Services
By 2014, at least 50 percent of
Americans with health care
coverage will be enrolled in a
health plan design that
provides user-friendly,
comparative information on
the quality and performance of
health care providers and
services and the majority of all
others with coverage will have
the option to choose to enroll
in such a plan.

Context
Currently, only about 1 percent of Americans
are enrolled in some type of consumer-driven
health plan.114 One form of these plans
currently available typically transfers the

liability for costs for the first several
thousand dollars of claims to the employee.
The plan includes an employer-funded
account that workers can use for a variety of
medical expenses, including premiums. The
plan provides workers with catastrophic
health care coverage for expenses above the
high deductible, although some plans have
first dollar provisions that cover initial
expenses up to a modest limit.  This example
is one of potentially many plan models we
can expect to emerge to help consumers be
more cost conscious and to assist them in
making better quality choices.

Employers, especially those that currently
sponsor Preferred Provider Organization

(PPO) health plans,115 are
expected to offer CDHP-type
plans over the next few years.
As many as 40 percent of the
people currently in PPO plans
are expected to move to some
type of consumer-driven health
plan, with a big boost coming
between 2006 and 2007,
according to a study by
Forrester Research.116

The type of CDHP plan available today may
not necessarily be the preferred choice in the
future. Employers may consider other types of
plans that shift less of the risk to the
employee, for example. Employers will be
looking for plans that help make consumers
more cost and quality conscious. Such plans

Only about 1 percent of
Americans are now
enrolled in some type
of consumer-driven
health plan.
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might, for example, rate or rank health care
providers. Some employers might also adapt
existing PPO and Health Maintenance
Organization (HMO) plans to incorporate
changes that make consumers more cost and
quality conscious about the health care
services available to them. They may wish, for
example, to group health care providers into
different quality tiers, each of which would be
available to the plan’s enrollees, but with a
different out-of-pocket cost.

Plans designed to make consumers more
quality and cost conscious are expected to
affect the health care market place when the
number of people enrolled in the plans
reaches about one-fourth of the market.
Forrester calculates this will happen by 2010.
At this level of market penetration, such
plans are expected to begin to encourage
more transparency and responsiveness by
health care providers to cost-conscious and
cautious consumers.

As plans that provide better information to
consumers compete for more enrollees,
consumer-driven plans are expected to lead
health care providers to respond more openly
and effectively to improve quality within the
system and make an effort to provide the kind
of customer satisfaction that will attract and
keep health care customers.  By expanding
the market share of consumer-driven plans
further to 50 percent by 2014, it will
strengthen the benefits of the consumer-
driven approach to health care.

The benefits expected from consumer-driven
plans will, of necessity, require an increase in
consumer access to information on health
care and providers.117 In that regard, the
Institute of Medicine’s Committee on Quality
of Health Care in America recommends a
high-level national effort to improve the use
of information technology in the field of
medicine. It recommends that Congress, the
executive branch and leaders of health care
organizations, public and private purchasers,
and health informatics associations and
vendors should make
a renewed national
commitment to
building an
information
infrastructure to
support health care
delivery, consumer
health, quality
measurement and
improvement, public
accountability,
clinical and health
services research, and
clinical education.118 This challenge is
daunting, the committee states, and in the
absence of a national commitment and
financial support, progress will be “painfully
slow.”119

Finally, the points made in the context section
for Goal 4 regarding medical errors and
medical malpractice are equally applicable
here to quality in medical care.

The benefits expected
from consumer-driven
plans will require an
increase in consumer
access to information
on health care and
providers.
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Initial Policy Recommendations:

· Develop clear, publicly-disclosed
information that individual
consumers can easily understand
and use to compare health care
providers and services on the basis of
standardized measures of their
quality, safety, patient satisfaction
and efficiency.

· Significantly expand the availability
of different forms of health plans that
support and reward individuals who
become more actively engaged in
making well-informed decisions
about the appropriate use of quality
health care services.

· Encourage much greater use of
advanced information technology to
support employers and employees in
evaluating and choosing the health
care services and providers best
suited to their needs.

· Expand the availability of public and
privately-funded educational tools to
assist individuals with their
increased decision-making
responsibilities in the health care
system and assist them as
participants in consumer-directed
health plans.

Goal 6: Increase the Number of
People with Health Insurance
Coverage
By 2014, 243 million or 91 percent of non-
elderly Americans will have some form of
health insurance. This will represent a

reduction by half the proportion of the
nonelderly population that is uninsured
today.

Context
In 2002 82.7 percent or 208.4 million of the
U.S. non-elderly population of 251.7 million
was covered by some type of health
insurance, while 43.3 million or 17.2 percent
were uninsured.120 A year earlier, 83.5 percent
or 206.6 million of the U.S. non-elderly
population of 247.5 million was covered
while 16.5 percent or 40.9 million were not.

An analysis of the 2001 data reveals that
within the insured population, 162.3 million
or 79 percent were covered by an employer-
based plan. Almost half of those were
dependents.121 In addition, 16.4 million were
covered by individual policies, and
37.9 million were covered by public
programs, including Medicare (5.6 million),
Medicaid (28.3 million) and Tricare/
CHAMPVA122 (6.6 million).

An increase from 82.7 percent to 91.4
percent would have been equivalent to
adding 21.65 million nonelderly to the ranks
of the insured in 2001 and would have
increased the insured population from
208.40 million to 230.05 million. Such a gain
also would have cut in half the number of
uninsured nonelderly from 43.3 million to
21.65 million.

In 2014, the nonelderly population will be
265.2 million, according to projections by the
U.S. Census Bureau.123 An increase from
82.7 percent (219.3 million) to 91.4 percent
(243.2) will represent an additional
23.9 million insured nonelderly Americans.
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sector, the chances for reducing the pool of
uninsured are increased.

A study by Jennifer Haley and Stephen
Zuckerman127 identified two distinct groups
of uninsured: those uninsured for the short-
term, less than a full year, and those
uninsured for the long-term, more than a
year.

The researchers
analyzed the data
from the 1999
National Survey of
America’s Families
by the Urban
Institute, which
surveyed nonelderly
adults and children
in 42,000 house-
holds. Based on the
responses, 36 million
nonelderly were
uninsured at the time
of the survey.

However, 49 million were uninsured at the
time of the survey or at some point during the
12 months preceding the survey. Within that
population of 49 million, 22 million  were
uninsured for the short term, while 27 million
were uninsured for a year or more. Thus, both

pools of uninsured — the long-term and the
short-term — were quite large.

Haley and Zuckerman concluded that
different policy recommendations may be
needed to address the temporary or short-
term uninsured than might be appropriate for
the more challenging group of long-term
uninsured.

Initial Policy Recommendations:

· Make health coverage more affordable for
lower-income individuals by providing
tax incentives to help them purchase
coverage through employer-sponsored
plans or in the individual insurance
marketplace.

· Improve existing programs such as
Medicaid and State Children’s Health
Insurance Programs (S-CHIP) by gradual
expansion in funding and eligibility
criteria to meet the health care needs of
those who lack employer-sponsored
health coverage.

· Expand the availability of health care
services in rural areas and other
underserved communities through
improved public funding of clinics and

Between 1993 and
1999, the portion of
the population un-
covered by employer-
based health benefits
rose while the portion
covered by public
programs slipped.

“I believe we can reduce the numbers of uninsured by building on
initiatives like the Children’s Health Insurance Program (CHIP)
and Medicaid, as well as through employer tax credits.”

— Senator Max Baucus (D-MT),
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community health centers, appropriate
reimbursement for services by Medicare
and other federal health programs, and
through improved incentives for health
care providers to practice in the areas of
greatest needs.

· Reduce the number of uninsured
Americans by providing federal
reinsurance for the catastrophic expenses
of state high-risk pools. This would make
it possible to provide a more affordable,
basic level of health insurance coverage
for all those who lack access to employer-
sponsored coverage or who do not
qualify for coverage under a health
assistance program for low-income
individuals and families.

· Limit the potentially devastating costs of
major acts of terrorism to health plans
and employers through a combination of
private and public sharing of the
financial risk of such highly unpredict-
able events.

FUTURE RETIREE HEALTH AND LONG-
TERM CARE SYSTEMS

Vision Statement
As members of the baby-boom generation
begin to migrate into retirement, it is essential
they and future retirees be equipped with the
tools they need to provide for their own
health security in retirement.  In our vision,
individuals are empowered through
education, technology and incentives to
understand and make provision for the
continuum of health and long-term care
services they will require as they age and
their health conditions change.

In this vision, Government, through a
reformed and more comprehensive Medicare
program, continues to be the primary source
of post-employment health care coverage, and
through Medicaid continues to have a
significant role in protecting those with low
incomes or unusually costly or prolonged
medical conditions.

Government also provides tax incentives
and a regulatory regime that encourage
individuals to adequately prepare for their
post-employment health and long-term care
needs and promote the development of
effective savings and insurance vehicles to
provide for these needs.

Individuals have primary responsibility for
health care costs not covered by Medicare
and for the cost of long-term care.  At the
same time, employers assist employees in

© The New Yorker Collection 1991©  Arnie Levin from cartoonbank.com. All Rights Reserved.
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preparing for post-retirement health needs by
continuing to develop, sponsor and fund (to
the extent economically feasible) programs
that integrate retirement savings with
expanded options for planning and funding
for retiree health and long-term care needs.

In this vision, the other stakeholders expend
intellectual capital, provide data and
research, and use advanced technology to
support the actions and efforts of individuals,
employers and government to adequately
provide for post employment health and
long-term care.  In addition to developing
innovative plans, products, programs and
educational materials, other stakeholders
work closely with the primary stakeholders to
develop and implement innovative strategies
to contain the rapidly escalating costs of
post-employment health and long-term care
services before they undermine the personal
financial security of the elderly.

The goals below are followed by specific
recommendations. In some cases individual
recommendations support more than one
goal. Many of the efforts recommended above
in the section titled “Future Health Care
System for Active Workers” also apply to
retiree health and long-term care services.

These important efforts include especially
those recommendations aimed at increasing
the quality of health care services, reducing

medical errors and patient harm, and
encouraging the development of new
technologies and educational tools to help
individuals make better-informed and more
confident decisions in the reformed health
care system of the future.

Goal 7: Make Retiree Health and
Long-Term Care Accessible and
Affordable
By 2014, retiree health insurance will be more
affordable and accessible because all
individuals and employers will have access
to new, integrated vehicles to finance retiree
health care and long-term care needs. These
vehicles will be supported by tax preferences
such as those currently available for the
health care needs of active employees.

Context
Both individuals and employers are
currently without tax-favored vehicles for
financing the costs of retiree health care and
long-term care. Since rule changes128 have
required corporations to account for their
mostly unfunded retiree health care
programs on their balance sheets, companies
have faced pressure to reduce their exposure
to these benefit liabilities.  The result has
been a steady decline in the portion of the
working-age population with a future retiree
health benefit for a decade before an upturn
in coverage in 2002. The provision for an
early retirement health insurance benefit has

“Current law must be clarified to ensure the availability of
retiree health benefits.” — Representative Rob Andrews (D-NJ)
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$223,000, according to EBRI.133 Few active
workers are aware they will need this level
of funds to pay for their medical needs in
retirement.

In addition, providing funding mechanisms
for employers and individuals would also
help people save for long-term care. To the
extent employers can provide access to long-
term care insurance to active workers, it
would make long-term care more affordable
by making it available to people when they
were young enough to buy it at a low
premium.

Initial Policy Recommendations

· Significant and comprehensive
educational efforts should be initiated to
ensure that all Americans understand
their responsibility to prepare for their
health care needs in retirement through
insurance and enhanced retirement
savings.

· Create mechanisms to allow individuals
and employers to advance fund
anticipated retiree health and long-term
care costs in a tax-favored manner and
integrate these programs with more
traditional retirement savings programs.

· Allow an income tax deduction for the
qualified health care expenses of retirees

without access to an employer-provided
plan.

· Allow retirees to pay their share of health
insurance premiums out of retirement
plan distributions on a pre-tax basis.

· Encourage employers to provide
employees with access to long-term care
insurance coverage by permitting long-
term care insurance to be offered as a
cafeteria plan benefit or through a flexible
spending arrangement.  Allow an above-
the-line income tax deduction for
individuals for the purchase of long-term
care insurance.

· Explore and promote innovative
solutions to enhance health security in
retirement, such as the development of a
combination of long-term care insurance,
annuities and reverse mortgages.

Goal 8: Modernize Medicare
By 2014, Medicare will be transformed from
an outdated, fee-for-service health insurance
plan with significant coverage limitations
and exceptions to one that provides all
retirees and long-term disabled individuals
with more comprehensive coverage,
affordable private health plan choices, and
health services delivered with an emphasis
on quality and efficiency.

“Medicare is part of our country’s social fabric, and we’re not
only saving it, but we’re also improving it.”

— Senator Charles Grassley (R-IA)
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Context
This paper is being released at a time when
Congress has enacted Medicare reform and
added a prescription drug benefit. To the
extent that future Congresses further
address Medicare reform, they should pursue
policies that encourage fair market
competition, provide sound information to
help beneficiaries make more confident
choices within the health care system, and
provide incentives for continuous quality
improvement. Market-oriented reforms must
also be protected against inconsistent and
costly state benefit mandates or other similar
measures imposed on the health plans
offered to Medicare beneficiaries.

Market-based reform should also include a
wide selection of high quality private health
plan options — such as those originally

envisioned by the Medicare+Choice program.
But, the program must be significantly
expanded beyond what is available today to
be a true choice for most beneficiaries. Any
expansion of coverage must be based on
adequate and stable financing in the short
and long term.

Initial Policy Recommendations

· In addition to recent Medicare reform and
prescription drug coverage legislation,
insure adequate and stable funding for
the competing private health plan
options available under Medicare so all
beneficiaries have a fair and real choice
between obtaining coverage through a
private plan or under the traditional
government program.

· Establish Medicare as a market-based
purchaser of health services by actively
promoting the ability of beneficiaries to
choose health care services based on
user-friendly, comparative information
on quality, efficiency, and patient
satisfaction that will be routinely
reported by health providers.

FUTURE STOCK PLANS

Vision Statement
Programs that allow employees to become
owners of company stock enable them to
share directly in the fruits of their own
productivity and the success of their
company.  Employers find these programs to
be effective recruitment, retention and
motivational tools that permit them to align
employee and shareholder interests, reward
employee performance and enhance

© The New Yorker Collection 1995 Robert Weber from cartoonbank.com. All Rights Reserved.

“Marry me, darling, and I will do everything I can
to keep Medicare and Social Security off the table.”
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international competitiveness. These
programs can also be an important source of
the capital accumulation needed to attain
personal financial security.

In our vision, individuals make informed
decisions about participating in the company
stock programs offered by their employers
based on an understanding of the risks and
tax consequences of such programs and their
potential as a tool for capital accumulation in
the well-diversified portfolio that personal
financial security requires.

Government provides a flexible statutory
and regulatory regime that encourages
employers to develop and offer a wide variety
of company stock programs that help
employees attain personal financial security
and help companies meet their business and
compensation objectives.

In this vision, employers may choose from a
broad array of company stock programs –
including but not limited to employee stock
purchase plans, employee stock ownership
plans, employee stock option plans, and
employee restricted stock (or restricted stock
unit) plans – to meet their employee
compensation and related company
objectives. These options give employers the
opportunity to assist employees in
accumulating the capital needed to build and
maintain personal financial security.

Other stakeholders expend intellectual
capital, provide data and research and use
advanced technology to develop innovative
programs, plans and products and
educational materials that promote the wide-
spread use of company stock programs to
help foster personal financial security.

Goal 9: Boost Broad-Based Opportuni-
ties for Employees to Own Stock
By 2014, there will be a 50 percent increase in
the number of employees who receive stock in
broad-based stock option plans, stock
purchase plans, and employee restricted
stock (or restricted stock unit) plans.

Context
Currently an estimated 8 to 10 million
employees hold stock through broad-based
stock option plans (both incentive stock
options and non-qualified stock options).
Also, an estimated 12 million to 16 million
participate in employee stock purchase plans,
according to the National Center for
Employee Ownership.134 These two groups
overlap to some extent, but it is unclear how
much of an overlap there is since there is no
survey that measures the total number of

© The New Yorker Collection 1999 Mort Gerberg from cartoonbank.com. All Rights Reserved.
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employees who own company stock through
these plans.135

Experts on stock ownership suggest the total
combined universe of the plans identified
would probably be no higher than the high
end of the estimated range for stock purchase
plans (or 16 million employees, as noted
above). Further, while the movement to
expense stock options appears to be slowing
down the volume of stock option grants
offered by corporations, other types of
programs, such as restricted stock plans, are
being set up to continue to provide ways for
employees to own employee stock.

During the 1990s the practice of providing
stock options grew very rapidly. The National
Center for Employee Ownership estimates, for
example, that only 1 million employees were
covered by broad-based stock option plans in
1990.  By the end of the decade the number of
employees participating in these plans
peaked at 8 to 10 million, where it has
remained. Growth in stock options, barring
any major shift in employer thinking, is likely
to proceed much more slowly over the next
decade. For this reason, a goal of increasing
the number of employees by 50 percent would
represent a significant improvement.
However, policy and practice related to
broad-based stock plans is very much in flux.

Initial Policy Recommendations

· Maintain accounting, disclosure,
securities law, domestic and interna-
tional tax law and administrative
regimes that will encourage employers to
make broad-based stock programs
available to their employees.

· Recognize that changes in the accounting
treatment for stock options may deter
employers from providing broad-based
stock arrangements, necessitating the
institution of additional tax incentives to
encourage employers to maintain these
programs.

· Pursue income
tax and payroll
tax policies that
support the
adoption and
maintenance of
employer-
sponsored stock
option and stock
purchase
programs, and
that minimize the tax burden on
employees participating in these
programs.  Such policies should include
the following:  First, ensure that
employees are not required to pay tax on
stock acquired through employer-
sponsored stock programs prior to the
time they receive cash in conjunction
with the sale of the stock.  Second, exempt
incentive stock option transactions from
the Alternative Minimum Tax (AMT).
Third, clarify through legislation that the
exercise of incentive stock options (ISOs)
or options acquired through employee
stock purchase plans will not trigger
payroll tax obligations.

· Avoid mandates on employers that
would dictate which employees must
receive stock options or that would
impose new nondiscrimination
requirements on stock plans.

Policy and practice
related to broad-based
stock plans is very
much in flux.
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CONCLUSION

A broad array of demographic, workplace
and economic changes in the decade ahead
provide challenges to personal financial
security and threaten a crisis for the employee
benefits system in its current form. These
challenges include the aging of America,
changes in composition of the workforce,
evolving changes in social structure and
families, and continuously rising health
care costs.

Population aging and rising health care costs
will increase the burden of Social Security,
Medicare, and Medicaid for taxpayers, and
may increase pressure to reduce benefits. This
makes it all the more important that the
employee benefits system is preserved and
adapted to changing times in order to better
meet the needs of a changing workforce and
to help individuals and households better
prepare themselves for the challenges ahead.

The burden of saving adequately, investing
retirement savings, and making good and
cost-effective health care decisions will fall
increasingly on the individual. Employers
can continue to see that the employee benefit
system can help individuals in their efforts to
build and maintain their personal financial
security. The government will also play a key
role in setting the regulatory framework that
can sustain and enhance the employee
benefits system. Government leaders can also
reform Social Security and Medicare in ways
that make the programs sustainable over the
long term.

This strategic plan has laid out a vision for
how the employee benefits system can
continue to be a vital part of the personal
financial security of Americans.  If the
employee benefits system is to remain vital,
plans will need to be increasingly flexible
and adjustable to the challenges that lie
ahead. The plan addresses four benefit areas:
workplace retirement plans, active worker

“The challenge now before the Administration, the Congress and
the industry is to strengthen businesses’ ability to deliver the
retirement income and security that workers deserve and depend
upon, but to do it in such a way that we don’t discourage
employers from offering and maintaining plans for their workers.”

— Assistant Secretary of Labor, Employee Benefits Security Administration, Ann Combs
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health care, retiree health care and long-term
care, and, finally, stock plans.

The plan establishes nine key goals. In the
area of retirement they are to (1) raise
financial literacy, (2) increase the share of
workers in workplace retirement plans and
(3) raise retirement savings.

In active worker health care, this plan sets the
following goals: (4) make health coverage
more affordable, (5) increase the quality of
health care services, and (6) increase the
number of people with health insurance
coverage.

In retiree benefits, this plan establishes two
goals: (7) make retiree health and long-term
care accessible and affordable and (8)
modernize Medicare. Finally, in stock
ownership, this plan has a single goal: boost

broad-based opportunities for employees to
own stock.

The plan offers an array of initial policy
recommendations to achieve the goals it sets
forth. The American Benefit Council will
review its goals and recommendations and
adjust and modify them as necessary. If these
initial policy recommendations are followed
and all stakeholders work together and fulfill
their respective responsibilities, it will
advance the United States toward the broad
goal of keeping the employee benefits system
a strong and vibrant part of the total
compensation of employees. It will also help
ensure that Americans will be better able to
build and maintain a high level of personal
financial security. It will also help prepare
workers to provide the income, health care
and custodial care they will need for longer,
better lives in retirement.
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NOTES

1 Personal financial security, as used in this document, is a broad term that describes a state of
being secure in the expectation one will be able to sustain one’s living conditions and general
welfare throughout retirement and in the face of potential adverse events. This is usually achieved
by working and saving for the future and taking appropriate steps and precautions against
potential adverse events and developments. Personal financial security for working age people is
most often associated with having a good job with good prospects and owning a home, although
the definition of personal financial security would likely vary from person to person. Beyond that
foundation, both insurance and employee benefits play a vital role in protecting what one has
achieved. The risks that might undermine personal financial security include the following: (1)
employment: the financial risk of lost income that employees face when they lose their jobs; (2)
health: the financial risk employees face when they or their family members are sick or injured on
or off the job, including unexpected expenses and/or loss of income; (3) longevity: the financial
risk that individuals face in their retirement years if they should outlive their assets; and (4) death:
the financial risk employees and their families’ face from premature death; (5) liability: the
financial risk employees and their families’ face due to their personal actions or those of their
family members.

2 See footnote 1 for discussion of the term “personal financial security.”

3 Association of Private Pension and Welfare Plans, “Looking to the Future: A New Perspective on
the Social Security Problem,” April 6, 2000.

4 American Benefits Council, “Statement of Principles for Medicare Reform and Prescription Drug
Coverage,” February 2003. Web site: http://www.americanbenefitscouncil.org/documents/
revreformprinciples0103.pdf.

5 Daniel Gouré, “International Security and the Aging Crisis, A White Paper on the Security
Implications of Global Aging,” Center for Strategic and International Studies, January 12, 2001,
Mimeo.

6 The World Fact Book (Washington D.C.: Central Intelligence Agency, 2003).

7 Purchasing power parity is a theory stating that exchange rates between currencies are in
equilibrium when their purchasing power is the same in each of the two countries.

8 The purchasing power parity equivalents are as follows: Japan at $28,700; Canada at $29,300;
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The Transformation Ahead
This appendix provides more details about
the broad changes that are expected to
reshape American society, the workplace, and
the employee benefits system. These changes
— many already well underway — include
an aging of the population, increasing ethnic
diversity of the population, new patterns of
educational attainment, changes in social
and family structures, an increase in the
participation of women in the workplace, an
increase in part-time workers, and new job
tenure patterns. They also include the
continuing fallout from market volatility and
economic uncertainty on plan funding and
individual efforts to build and maintain
personal financial security.1 The nature of the
challenges these changes pose for
individuals, employers and the government
is presented in the main section of this
document.

It is important to understand how society,
families and the workplace are going to
change. This understanding will help
policymakers formulate policies that assist
individuals to build and preserve their
personal financial security. It can also ensure
that employers, the government and other
stakeholders continue to play a vital,
supportive role for individuals.

Help for individuals can include providing
education, support and vehicles for saving
for retirement. It can include facilitating
access to affordable health care throughout
life, as well as education to assist consumers

in playing a vital role in improving the
quality of health care and tempering the pace
of rising costs. And, it can also include
education, support and vehicles for
managing one’s financial assets after
retirement so those assets can better sustain
pre-retirement lifestyles throughout the
remainder of one’s life.

Aging
In coming decades, the proportion of the
population that is elderly will significantly
increase. This will, in turn, place more
demands on retirement and health benefit
systems, including those in the private and
public sectors. The additional financial
burden on taxpayers and benefit systems will
be partly offset by advances in medical care
that will permit longer working lives.
Medicare trustees projected in their 2004
annual report that Medicare spending will
rise from 2.6 percent of GDP in 2003 to
3.4 percent of GDP in 2006, with the
implementation of the prescription drug
benefit.2  By 2035 it will be 7.7 percent of GDP,
nearly triple the current level.3 There is also
concern that U.S. consumers of health care
are not getting an efficient return on their
health care spending.

In addition, longer life spans will require
workers to accumulate more assets for
retirement than may have been necessary in
the past. They will also need to be able to
afford supplemental retiree health insurance,
out-of-pocket medical expenses, and pay for
long-term care.

APPENDIX A:
DEMOGRAPHIC AND WORKPLACE TRENDS AND THEIR IMPLICATIONS
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Society and Family
In the coming decade Hispanics and Asians
will represent an increasing proportion of the
population, the proportion of whites will
decline, while the share of African-Americans
will remain about the same. These changes
are not likely to alter the supporting role
played by employee benefit systems nor the
type of benefit plans, but may increase the
need for providing more communications in
languages other than English. A high number
of single parent families, later marriages,
fewer children per family unit and children
being born to parents at later ages all will
have an impact on the provision of benefits
and the nature of the shared effort by
individuals, employers and public plans.

Workforce
The continued growth of the number of
women in the workplace, and the
corresponding expansion in the number of
two-income families with both the husband
and wife working, may change employee
demand for certain types of benefits. For
example, one working spouse might be
interested in family health coverage from his
or her employer while the other spouse may
be more interested in other types of benefits.
Thus, workforce changes and family
composition will accelerate the drive toward
more flexibility in plan design.

Slower labor force growth rates and tighter
labor markets may result in a greater empha-
sis on benefits.  As employers compete for
their services, employees may demand not
just higher wages but improved benefits and
working conditions. The demand for workers
will likely increase labor force participation
by the elderly.

An increase in personal ownership of
computers will make the access to benefits
information, health care services and
retirement investment choices more readily
available, although not all employees will
have access. 

While the general
population may
continue to improve
its overall
educational
attainment levels, this
will not necessarily
translate to the higher
levels of financial
and employee
benefits literacy that
will be imperative to
serve an aging
society. This type of literacy will be especially
essential as individuals are increasingly
required to take greater personal
responsibility for their financial security.

Aging Trends
The U.S. population is growing older — that
is, the portion of elderly in the population is
rising and, in the process, is pushing up the
median age of Americans.  In 2000,
12.3 percent of population was 65 years old or
older and the median age was 35.3, the highest
ever.4 By 2025, the share of elderly will rise to
18.5 percent and the median age will be 39.3,
according to official projections. And, in 2050,
the portion of elderly will rise to 21.2 percent
and the median age will reach 40.7.5 The aging
of America is spurred  by a combination of
factors: better health care, longer lives, and the
retirement of the baby boom generation, as
well as by lower fertility rates.

The continued growth
of the number of
women in the work-
place may change
employee demand for
certain types of
benefits.
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The mean fertility rate — the average number
of children born to a woman in her lifetime —
has dropped from 3.61 in 1960 to 2.07 in
2002. It is expected to decline to 1.90 by 2025.6

The decline in fertility, combined with
increasing longevity, expands the portion of
the population that is 65 and older. The
increasing predominance of the elderly in our
society is captured by the elderly dependency
ratio, which is the proportion of persons aged
65 and older to the number of people of
working age, 15 to 64.  The elderly
dependency ratio is expected to rise from 20.3
per 100 workers in 2003 to 23 in 2014 and
31.3 in 2025,7 according to official
projections.

However, some demographers argue that
current official forecasts are overly
conservative in their assumptions on
projected longevity gains and overly
optimistic in their assumption that fertility
rates will rise significantly. Thus,
demographers suggest, the aging dynamic
may be more pronounced in all countries
than what is officially predicted.8 Some
predict elderly dependency rates could rise to
a hefty 39 per 100 workers by 2050.9

Increased life expectancy is a strong indicator
of improvements in health for older
Americans.  In 1900, life expectancy at birth
was about 49 years.  By 2000 life expectancy
had increased to 74.1 years for men and 79.5
for women. It is expected to continue to
increase throughout this century.  By 2025 the
projected life expectancy at birth will be 77.6
for men and 83.6 for women; by 2050, it will
be 81.2 for men and 86.7 for women.10

Currently, people aged 65 have a life
expectancy of 18 years, compared to 13 years

in 1900.  Women aged 85 can expect to live
another seven years while 85-year-old men
have a life expectancy of six years.11

Physical impairments increase with age and
chronic health conditions have not declined.
However, despite the general tendency to lose
functionality as people age, health measures
generally indicate that the old of today are
really less “old” than their predecessors in
similar ages even though significant
variation occurs across groups. Major studies
in the U.S.12 and abroad13 have confirmed a
decline in disability rates among all age
groups, including the elderly.

A new standard of energy and vitality in the
population seems to have pushed the notion
of “old age” well into the 70s and beyond.14

For example, from 1994 to 1996, 72 percent of
older Americans reported their health as
good, very good or excellent with little
difference in gender.15

Between 1984 and
1995, older
Americans16 reported
improvements in
physical functioning
in the ability to walk a
quarter mile, climb
stairs, reach up over
one’s head, and stoop,
crouch or kneel.17

From 1982 to 1994, the
percentage of older
Americans with chronic disabilities declined
from 24 percent to 21 percent. Declining
disability rates at all ages mean people can
work longer, if they wish. They can also longer
sustain  a good quality of life.

Major studies in the
U.S. and abroad have
confirmed a decline in
disability rates among
all age groups,
including the elderly.
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Paradoxically, even as disability rates decline
in all age groups, the absolute numbers of
Americans with chronic disabilities is rising
because of the increase in the size of the
population of people over 65. In fact, the total
number of persons with chronic disabilities
actually increased from 6.4 million to
7 million from 1982 to 1994.18 This means
that disabilities associated with a given age
are being postponed to a later age than was
the case in the past. Thus, while
improvements have been made and will
continue to be made in the ability of older
Americans to work and/or enjoy a better
quality of life, there will likely be more elderly
Americans with chronic and other health
conditions in need of services.

Financial need,
combined with better
health, may prompt
many older
Americans to stay in
or return to the
workforce. In recent
years the labor force
participation rate of
workers aged 55 to 64
was rising at a time
when the stock

market and other economic indicators were
declining (see below).  Given that more
Americans are in defined contribution plans
than in the past, recent market downturns
may have forced older Americans to delay
retirement plans.19

(The portion of the workforce covered by a
defined benefit plan was cut in half in a
single generation, falling from 38 percent in
197820 to 19 percent in 1998.21 In 1977,

employers with defined benefit plans had in
place a policy of pension distributions that
provided 76 percent of those eligible to retire
with a benefit of a pension annuity rather
than offering a choice of an annuity or a lump
sum.22 Meanwhile the portion of workers
with a defined contribution plan as their
primary pension rose sharply from 7 percent
to 27 percent, moving the defined
contribution plan into first place as the
dominant type of plan in the workforce.23)

Rising Health Care Costs
The aging of the United States will also
contribute to the ongoing trend toward higher
health care costs for society and both active
workers and retirees. In 2002, for example,
according to the Centers for Medicare and
Medicaid Services, total health care spending
at all levels — private and public — rose
9.3 percent. At the same time the Gross
Domestic Product (GDP) grew at only 3.6
percent.24 Since the late 1980s, in fact, health
care spending has grown faster than the
economy every year except for 1994, 1996,
1997 and 1998. Health care spending is likely
to continue to increase faster than the
economy and, thus, represent a larger share
of budgets from the federal government to
individual households.

A study sponsored by the Centers for
Medicare and Medicaid Services (formerly the
Health Care Financing Administration) has
predicted health care spending in the United
States will reach $3.4 trillion in 2013, more
than double the $1.5 trillion spent in 2002.25

As a portion of the economy, health care
spending will rise from 14.9 percent of GDP
in 2002 to 18.4 percent in 2013, according to
the study.26

Financial need, com-
bined with better
health, may prompt
many older Americans
to stay in or return to
the workforce.
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The expected steady surge in health care
spending is troubling. Concerns arise not just
because higher spending levels on Medicare
and Medicaid have a potential negative
economic feedback from higher budget
deficits. There is also a question of whether
high levels of spending are providing
Americans with better health compared to
other countries. The answer is “no”,
according to a study by Anderson et al made
public in May 2003 that the United States
spends more per capita on health care than
other developed countries but gets fewer
services.27

According to Anderson et al, in 2000 the
United States spent 13 percent of GDP or
$4,631 per capita on health care.28 Yet, in most
measures of aggregate utilization of health
care services, such as physician visits and
hospital visits per capita, the U.S. level was
below the median for the 29 developed
countries in the Organization for Economic
Cooperation and Development.29

The study also concluded that greater
spending by the private sector was the main
reason U.S. overall spending ran so much
higher. U.S. government health care spending
per capita, for example, was 5.8 percent of
GDP or $2,501 per capita in 2001. That level
was not much higher than the $1,982 per
capita government spending throughout
OECD countries.30 However, in the United
States private health care spending —  health
insurance premiums and out-of-pocket
spending — was $2,580 per capita, more than
five times the OECD median of $451.31

While the population is living longer, there is
a parallel trend of declining disability rates at

all ages among the elderly. These trends,
driven by advances in medical care, have
been observed in studies in the United
States32 and abroad,33 as noted above. In spite
of these encouraging trends, the
improvements in disability and quality of life
throughout one’s older years will drive up
dramatically health care spending on people
over 65  because there will be more elderly
people. The costs of
disability are merely
postponed to later
ages. With rising
absolute numbers of
elderly, spending will
jump. Further,
spending on the very
old — those 85 and
over — could
skyrocket, as their
numbers swell.

Implications of an Aging Population
The aging of society will require all
stakeholders — principally individuals,
employers and the government — to work
together to assure that American workers and
retirees build and sustain their personal
financial security. These primary
stakeholders and others must reevaluate their
current roles to see how all can work together
for the common good and better address the
challenges that lie ahead for public and
private benefits systems. 

Individuals, employers and the government
(i.e., the taxpayers) can expect greater
financial pressure to sustain the nation’s
retirement income and health care security.
Working together, the stakeholders will need
to work for public policies that can facilitate:

Spending on the very
old — those 85 and
over — could sky-
rocket as their numbers
swell.
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(1) later retirement ages and alternative
pathways to retirement; (2) more flexibility in
work/leisure arrangements and benefit plan
design; (3) the accumulation of assets to help
finance greater health and retirement income
requirements; and (4) the long-term financial
stability of the Social Security and Medicare
system.

Aging populations all over the globe will
force many countries — including the United
States — to make hard choices in terms of
providing additional financial support to
health and retirement systems.

The World Bank, in a
landmark study in
1994, found most of
the world’s social
security and retiree
health programs to be
unsustainable.34

Many official
studies35 since then
have similarly
calculated that the
burden for many
nations will be
enormous and that

most developed country governments would
find it difficult  to either raise taxes or borrow
sufficiently to sustain current benefit levels.

In the United States the Board of Trustees for
Social Security projected spending on benefits
to rise from 11.07 percentage points of taxable
payroll in 2004 to 16.83 percentage points in
2030, and then to 19.29 percentage points in
2078.36  This will represent an increase from
4.3 percent of the GDP in 2004 to 6.3 percent
in 2030 and 6.6 percent in 2078.37 Similarly,

the trustees found that spending on
Medicare, which is funded from payroll
taxes, premiums and general tax revenues,
could rise from 2.6 percent of GDP in 2003 to
3.4 percent of GDP in 2006, with the
implementation of the prescription drug
benefit to 7.7 percent of GDP in 2035 (and
13.8 percent of GDP in 2078) if no changes
are made in the program.38

The Congressional Budget Office has
projected that spending on Social Security
benefits will rise from 4.2 percent of GDP in
2003 to 5.9 percent in 2030 and 6.2 percent in
2050.39 The CBO also projected that the
federal government’s share of Medicare and
Medicaid spending will rise from 2.3 percent
in 2003 to 8.4 percent in 2030 and
11.5 percent in 2050.40 The December 2003
CBO report concluded: “Unless taxation
reaches levels that are unprecedented in the
United States, current spending policies will
probably be financially unsustainable over
the next 50 years.”41

In view of the budgetary pressures on Social
Security and Medicare, it is all the more
important for employee benefit systems to be
strong and viable.

How will an aging society affect overall
spending on retirement benefits and health
care? The effect on government budgets and
pension plans will not necessarily be
straightforward, as there are some
compensating factors associated with aging
that could reduce government spending and
strengthen plan funding. For example, as
people live longer, they will expect to receive
retirement income benefits for more years,
thus increasing the cost for pension funds.

Aging populations all
over the globe will
force many countries to
make hard choices in
terms of providing
additional financial
support to health and
retirement systems.
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care costs put strains on the ability of
employers to provide a full range of employee
benefits that help individuals build and
maintain financial security.

The aging of society
will require all
stakeholders to
reconsider their role
in the system.  The
primary stakeholders
— individuals,
employers and the
government (i.e.
taxpayers) — can
expect greater

financial pressure to find ways to sustain the
nation’s retirement income and health care
security.  Public policies should seek to
facilitate: (1) later retirement ages and
alternative pathways to retirement, (2) more
flexibility in work/leisure arrangements and
benefit plan design and (3) the accumulation
and management of assets to help finance
larger health and retirement income
requirements.

Family and Social Trends
The United States is a diverse country with
greater participation in economic life by
women and minorities than in most
developed countries.  For example, about
59.2 percent of women (16 to 64) participate
in the labor force in the United States.43 By
contrast the participation for working-age
women in Europe is 54.9 percent.44 The
participation rate for African-Americans in
the United States is 63.3 percent, which
compares to a 66.2 percent participation rate
for whites.45 In addition, there have been
significant changes in the composition of U.S.

families and a decline in marriage and
fertility rates in the past 30 years, although
marriage rates stabilized during the 1990s.46

These demographic trends are likely to
continue and be reflected in the workforce.

Ethnic Diversity
American society will become more ethnically
diverse over the next decade. The U.S. Bureau
of the Census estimated the U.S. population
in July 2003 at 290.8 million.47 In 2000,
Hispanics made up almost 12 percent of the
population, just behind African-Americans
who comprised 12.3 percent.  By 2015,
Hispanics are expected to constitute almost
16 percent of the population with African-
Americans increasing their share modestly to
12.7 percent.  The share of the population that
is Asian is expected to grow from 3.8 percent
in 2000 to 5.3 percent in 2015.  The white
population is expected to experience a
decline of six percentage points from its
current level of 71.5 percent.48  Moreover,
 2 percent of Americans identified themselves
on the census long form as belonging to more
than one race.49

Immigration
Currently, 28 million people, or 10 percent of
Americans are foreign-born.  The Immigration
and Naturalization Service estimates legal
immigrants of working age (and with a listed
occupation) may have supplied about
40 percent of the growth of the U.S. labor
force in the mid-1990s.  By 2000, over half of
the U.S. foreign-born came from Latin
America, another 26 percent immigrated here
from Asia and 15 percent came from Europe.
By 2100, post-2000 immigrants and their
offspring are expected to provide two-thirds
of the U.S. population growth. Today, foreign-

The aging of society
will require all stake-
holders to reconsider
their role in the
system.
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economic success. Indeed, despite the
economic success experienced by overall,
significant class and racial differences still
exist and may be worsening.  For example,
the median net worth of families with income
of $100,000 is more than 5 times that of
families making less than $100,000.53  Income
distribution has apparently widened.  In
1979, the top 20 percent of households
received 44.1 percent of all income while the
lowest quintile received 4.2 percent of income.
By 1997, the top 20 percent of households
accounted for 49.3 percent of income while
the bottom 20 percent only received 3.6 of all

income.  In addition,
the median income
for white families in
1999 was $42,504
whereas the median
income for African-
American families
was $27,910 and
$30,735 for
Hispanics.54

Communications
With an increasingly diverse population,
there are potentially greater barriers to
communications across ethnic and racial
groups. Nearly 18 percent of the population
aged 5 and older spoke a language other than
English at home in 2001.55  It may become
more important for employers, like marketers,
to try to get their message to workers and
customers in languages other than English.
For example, according to American
Demographics magazine, 63 percent of
California’s minority population are more
likely to purchase a product or service if it is
advertised in an ethnic-oriented
publication.56

Family
Since 1970 the composition of U.S. families
and households has become more diverse.
Marriage and fertility rates, too, have
changed in the past 34 years. For example,
the percentage of households made up of
married couples with children declined from
40.3 percent in 1970 to 24.1 percent in 2000,
although most of the decline occurred before
1990, when 26.3 percent of households were
made up of married couples with children.
The share of married couple households
without children declined only modestly,
from 30.3 percent in 1970 to 28.7 percent in
2000.57 Meanwhile, single parent
households with children rose from 10.6
percent in 1970 to 16 percent in 2000, with
most of the increase before 1990, when
single parent households with children
represented 14.8 percent of households. The
number of people living alone also
increased dramatically, going from 17.1
percent of households in 1970 to 25.5
percent in 2000.  The number of people in a
household also became smaller over time,
falling from 3.14 people in 1970 to 2.62
people in 2000.58

Marriage
The median age at first marriage rose 23.2
years for men and 20.8 years for women in
1970 to 26.8 years for men and 25.1 years for
women in 2000.59 The rising trend stabilized
after 1990, when the median age at first
marriage was 26.1 for men and 23.9 for
women. As a result of marrying latter, more
young adults remain at home longer. In 2000,
for example, 56 percent of men aged 18 to 24
(7.5 million) lived with their parents.60  There
has also been a modest increase in the
number of people who never married. In 1970

Significant class and
racial differences still
exist and may be
worsening.
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might provide to employees (even though
other trends, such as aging and rising health
care costs, are likely to change the type of
benefit plans).  However, linguistic
differences may present newer
communications challenges for employers
and the government in the provision of
benefit plan coverage.

Continuing social
and family trends
such as single parent
families, later
marriages, fewer
children per family
unit and children
being born to parents
at later ages all will
have an impact on
the provision of
benefits and the
nature of the shared
effort by individuals,

employers and public plans.  For example,
just as the general need for long-term care
should be expected to increase as the
population ages, it may exacerbated as
women have fewer children and bear them
later in life.  The change in family
composition may lead more workers to
question the value of some benefit
arrangements (e.g., family health coverage) at
different stages of employment.  All in all,
changing family structures will underscore
the importance of flexible benefit
arrangements.

Workforce Trends
For the most part, the broad changes that
have been underway in the American
workforce will continue for some time. In the

future there will be a higher proportion of
women in the workforce and more jobs
overall than those seeking those jobs. The
types of jobs in demand will change as
technology expands in the workplace and
employers require higher levels of education.
However, as is the case today, employers in
the future are also likely to continue to offer
long-tenured jobs.66

Female Participation
The increasing participation of women in the
workforce is probably the most significant
labor trend in the last 50 years.  Only one
woman in four was in the paid labor force in
1940, but women’s participation reached
58 percent in 2000.67 Instead of the old
household division of labor with one spouse
working and the other staying home,
increasingly men and women must now
balance marriage and family and
employment. Over 70 percent of married
women with children under the age of 18
worked in 2000, and nearly two-thirds of
married couple families with children have
both parents employed.68  Almost 74 percent
of single women with children were working
in 2000, a significant increase over the
52 percent of single women working in
1980.69

Tightening Labor Market
In the future a shortage of workers in the face
of rising job opportunities will likely
continue the recent trend toward tighter labor
markets. The labor market will tighten
because younger workers will be entering the
labor force at levels roughly equal to the
number leaving work, a change from the
recent decades when there were far more
entering the workforce than leaving it.

Linguistic differences
may present newer
communications chal-
lenges for employers
and the government in
the provision of benefit
plan coverage.
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income.  Even so, both computer and Internet
use have increased steadily across all income
categories over time. For example, among the
lowest income households, those earning less
than $15,000 a year, Internet use increased
from 9.2 percent in 1997 to 25 percent in
2001.75  Among employed people, computer
use at any location is higher at 73.2 percent
than for non-employed people, 40.8 percent.76

Similarly, 65.4 percent of employed people
use the Internet, compared to 36.9 percent of
the non-employed.77 According to the Bureau
of Labor Statistics, 53.5 percent of the workers
used a computer a work and nearly all of
these have access to the Internet.78

Computer and Internet use vary by
occupation. The highest use is among
managerial and professional specialty
occupations, where 79.6 percent used a
computer at work in 2001 and 65.8 percent
used the Internet.79 Technicians and related
support occupations, including computer
programmers, and administrative support
occupations also had high rates of computer
use (75 percent) and Internet use (52.8
percent) at work in 2001. Women are also
more likely to use a computer at work than
men, 59.9 percent and 47.9 percent
respectively. Similarly while 41.2 percent of
women at work used the Internet in 2001,
36.0 percent of men used the Internet.

Young and older workers were less likely to
use a computer or Internet on the job. Among
workers ages 16 to 24 years and ages 65 years
and over, about one-third used a computer
only at work in 2001, while about 1 in 5 used
the Internet.80 In contrast, over half of the
workers ages 25 to 64 used a computer at
work and about 2 out of 5 used the Internet.

The likelihood of using a computer or
accessing the Internet was highest among
workers ages 25 to 64. Nearly 3 out of 5 of
these workers used a computer at work in
2001 while over 2 out of 5 used the Internet.

Computer use at work was greater in 2001
among white workers (54.9 percent) than
African-Americans (42.3 percent) or Hispanic
workers (32.0 percent).81 Similarly, Internet
use at work was greater among whites
(39.6 percent) than African-Americans
(28.8 percent) or Hispanics (19.8 percent.)

Telecommuting
The increasing use of technology led to an
increase in telecommuting, when employees
work from home or an alternate worksite
closer to home than the office.  While there is
no official statistic for telecommuters, more
than 3.6 million Americans received pay for
work done at home in 1997, but this figure
does not include those who worked at an
alternate worksite other than the home.82 In
addition, 6.5 million self-employed did some
work at home.83

Technology and Older Workers
In a knowledge-based economy, workers
will need proper training to handle
information systems and technologies. This
is an area in which an aging workforce may
face both advantage and disadvantage.  In a
survey of human resource managers, older
workers were rated lower for skill-related
qualities, such as trying new approaches,
learning new technologies, and having up-
to-date job skills.84  However, the less
physically demanding nature of a
knowledge-based economy can work to the
advantage of older workers, who appear to
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be adapting.  The number of workers aged
55 to 64 using a computer at work was 53.7
percent in 2001, not much lower than peak
usage of 58.6 percent rate among workers
aged 45 to 54.85

Education and Job Opportunity
Increased educational attainment translates
into greater economic success.  The average
annual earnings in 1999 for those aged 18
and older who had completed high school
only was $24,572; for those with a bachelor’s
degree it was $45,678.86

Job Tenure Trends
Because benefits are often conditioned on
length of service with an employer, tenure
trends are important.  According to the Labor
Department, about 25 percent of workers
surveyed in January 2002 had been with their
employer 12 months or less.87  However,
median years of tenure tend to increase with
age.  For example, the median tenure of
workers aged 45 to 54 (8.6 years) was more
than three times that of workers aged 25 to 34
(2.7 years).88  The median tenure for all
workers age 16 and over was 3.7 years in
2002.89

The media has made much about high
turnover in employment and the decline in
long-tenure jobs, but there is little or no
evidence to support claims of higher turnover.
Long-term jobs are distributed differently
today, based on age, gender and educational
attainment. Generally, turnover tends to
decrease with age.  Further, long-term jobs
have become scarce for the least educated,
particularly for men. Meanwhile, more
women enjoy employment positions of long
duration.90

Skilled Worker Gap
Changing demographics will also increase
demand for workers, especially skilled
workers.91 In 10 years, according to an
analysis by the Employment Policy
Foundation, available jobs could outnumber
workers by 6.7 million.92 The demand will be
even greater for skilled labor. According to
the analysis of data for 1980 to 2002 from the
Census Bureau, Bureau of Labor Statistics
and Bureau of
Economic Analysis,
there will be an
increase of 30.7 million
jobs openings for
people with at least a
two-year college degree.
But, only 23.3 million
people are expected to
have earned at least a
two-year degree and
enter the work force.

The expected shortfall in skilled workers may
be tempered to some extent by older workers
delaying retirement. However, this will not be
sufficient to close the gap. To fully provide all
the needed skilled workers would require
some combination or all of the following
factors: productivity growth, higher
immigration or guest worker levels, higher
labor force participation, and more training
and education.93

Flexible Workers
According to the Bureau of Labor Statistics,
9.4 percent of American workers in 2001 were
in alternative work arrangements that do not
fit into the traditional employer-employee
pattern. This group includes independent
contractors (6.4 percent), on call workers

In a knowledge-based
economy, workers will
need proper training to
handle information
systems and tech-
nologies.
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(1.6 percent), temporary help agency workers
(0.9 percent) and workers provided through
contract firms (0.5 percent).94 A 2003 survey
by the International Telework Association &
Council found that the number of those
working at home during business hours at
least one day a week rose to 23.5 million, or
17.4 percent of the workforce.95 Another 23.4
million self-employed workers representing
17.3 percent of the workforce, also reported
working at home at least one day a week.

Flexible Work Schedules
A far larger group of workers – 29 percent of
full-time wage and salary workers – had
flexible work schedules in 2001, that is, they
worked at different hours than those
regularly scheduled for the office or shift.96

Twenty-six percent of workers between the
ages of 55 and 64 had flexibility in setting
work hours. Among those age 65 and older,
31 percent had flexible work hours. There is a
significant gender difference within this older
age group as 37 percent of men aged 65 and
older have flexible work schedules compared
to 22 percent of women.97

Phased Retirement
New patterns of mixing work and leisure are
also emerging, as phased retirement
programs illustrate.  One survey of private
sector employers found that 16 percent
provide a formal phased retirement program
with an additional 40 percent interested in
initiating a program.98

Nonetheless, while a number of employees
may wish phase in their retirement, there are
employees who may not want to work past
the time they are eligible for retirement and
some may not be able to do so.  As such,
employers should have freedom to design

and meet the needs of a diverse workforce,
including the ability to offer employees the
opportunity for individual customization
and choice.

Implications of Workforce Trends
Slower labor force growth rates and tighter
labor markets should result in a greater
emphasis on benefits, as employers compete
in a labor market where skilled job growth
outpaces the availability of skilled workers.
As employers compete for employee services,
workers will demand not just higher wages
but improved benefits and working
conditions. The demand for workers will
likely increase labor force participation by the
elderly.

Studies cited in the discussion of labor
market trends above99 do not show a big shift
in the overall percentage of workers who will
have shorter tenure in their jobs. Data do,
however, show that overall, workers will
have many jobs throughout their careers,
with tenure increasing in later years. Thus, it
will still be a challenge for workers to acquire
satisfactory retirement income. 

An increase in personal ownership of
computers and the use of computers in the
workplace improve access to benefits
information and even health care services
and retirement investment choices.  However,
because neither computer ownership nor the
ability to use up-to-date technology will be
universal, there are likely to continue to be
disparities between and among employees of
particular companies in their ability to access
that information.  Similarly, companies
themselves will differ in terms of the ability to
provide benefits information using the most
up-to-date technology.
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throughout the 1990s with the Dow Jones
Industrial Average going from 2,753 at the
start of the 1990s to 11,723 on January 14,
2000.  From its high in January 2000 to its
bottom of 7,524 on March 11, 2003, the Dow
Jones Industrial Average lost almost 36
percent of its value. After March 11, 2003, the
market began a rebound that gained strength
in the second half of the year. By March 1,
2004, the market had risen 40 percent to
10,678 from its low of March 11, 2003. During
the years of losses, many older Americans
were forced to retrench their expectations
about retirement and financial security.

Market fluctuations have a substantial effect
on pension plan funding (both overfunding
and underfunding) and individual financial
decisions, including the financial security of
401(k) plan accounts. These trends highlight
the importance of providing financial and
benefits education for individuals.

Health care costs have dramatically
increased for the average American. In 1950,
an individual’s medical care costs made up
just 3.7 percent of consumer expenditures.  In
the year 2000, medical care expenditures
were almost 15 percent of personal
consumption.100 Employers likewise have
been experiencing rising health care cost
pressures. Employer costs for health plans,
for example, rose 10.1 percent in 2003, after
rising 14.7 percent in 2002.101 In 2004
employers expect costs to jump another
14 percent.

Small businesses may be especially
vulnerable to market and price trends.  For
example, a declining economy may force
small employers to eliminate health care
coverage or make them less willing to adopt

retirement plans, thereby expanding the
population of workers with reduced or no
benefits.

Finally, another recent trend is increasing
equity ownership by Americans.  The Federal
Reserve reports that in 2001, 51.9 percent of
all households held stock either directly or
indirectly,102 an increase from 48.9 percent
1998 and up dramatically from 31.6 percent
in 1989.103

Some of the expansion in the equity culture
has been driven by employer-sponsored stock
ownership programs, including employee
stock purchase plans that provide stock
options to rank-and-file workers.  For
example, a 2000 survey by the National
Association of Stock Plan Professionals and
PricewaterhouseCoopers reported that
44 percent of 345 large domestic companies
with stock option plans made grants to all
employees, including hourly employees.104

Conclusion
Demography shapes our national and
individual destinies. Increases in the
proportion of the elderly in the population
will put enormous financial strains on the
employee benefits system and on
individuals preparing for retirement. In
addition these trends have ominous
implications for the future of Social Security
and Medicare, which face a future where
there will be fewer workers to finance the
benefits for the growing ranks of retirees.
The strains on publicly-funded benefits will
make it all the more important that
individuals are prepared to shoulder the
costs associated with retirement. More
workers in the future will depend on
retirement income from a defined
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1 Personal financial security, as used in this document, is a broad term that describes a state of
being secure in the expectation one will be able to sustain one’s living conditions and general
welfare throughout retirement and in the face of potential adverse events. This is usually achieved
by working and saving for the future and taking appropriate steps and precautions against
potential adverse events and developments. Personal financial security for working age people is
most often associated with having a good job with good prospects and owning a home, although
the definition of personal financial security would likely vary from person to person. Beyond that
foundation, both insurance and employee benefits play a vital role in protecting what one has
achieved. The risks that might undermine personal financial security include the following: (1)
employment: the financial risk of lost income that employees face when they lose their jobs; (2)
health: the financial risk employees face when they or their family members are sick or injured on
or off the job, including unexpected expenses and/or loss of income; (3) longevity: the financial
risk that individuals face in their retirement years if they should outlive their assets; and (4) death:
the financial risk employees and their families’ face from premature death; (5) liability: the
financial risk employees and their families’ face due to their personal actions or those of their
family members.
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Below, in alphabetical order, are the “other” stakeholders and their respective roles in helping
individuals achieve and sustain personal financial security.  One obligation universal to all these
stakeholders is to charge reasonable prices and fees.  The identities and roles of the stakeholders
are by no means limited to the descriptions that follow.

APPENDIX B:
OTHER STAKEHOLDERS

· Use intellectual capital to provide innovative solutions
related to plan formation, plan costs, and plan admin-
istration

· Develop and  promote products that maximize value to
plan participants and plan sponsors

· Inform plan sponsors about and respond to emerging
issues and opportunities

· Develop and promote public policy proposals that:
· Encourage personal financial security
· Encourage plan sponsorship
· Expand coverage
· Simplify plan administration
· Increase quality
· Improve cost effectiveness
· Support and enhance the employer-based

benefits system
· Provide data for and support research that:

· Promotes informed decisions
· Enhances the quality of the benefits system
· Improves the cost-effectiveness of the benefits

system

RolesOther Stakeholders

Actuaries, consultants
and insurance brokers
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· Represent stakeholders to ensure their needs are met
under the benefits system and related legislation and
regulations

· Develop and promote public policy proposals that:
· Balance the good of the benefits system with the

rights of individuals for compensation if
wronged

· Encourage personal financial security
· Encourage plan sponsorship
· Expand coverage
· Simplify plan administration
· Increase quality
· Improve cost effectiveness

RolesOther Stakeholders

Attorneys:
(Including lawyers, the
American Bar Associa-
tion and state bar
associations)

· Use intellectual capital to develop educational
programs and materials that foster personal financial
security

· Promote the integration of such programs and
materials into primary, secondary, and higher
education curricula

· Promote community outreach programs based on
similar programs and materials

· Promote public policy proposals that:
· Encourage personal financial security
· Encourage plan sponsorship
· Expand coverage
· Simplify plan administration
· Increase quality
· Improve cost effectiveness

Educators and
Education Systems:
(Including primary,
secondary and higher
education)
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· Practice evidence-based medicine that:
· Continually improves outcomes
· Fosters innovation in health and wellness
· Improves cost-effectiveness

· Educate patients on health and wellness issues
· Share in the “cost” of care for the disenfranchised
· Provide data for and support research that:

· Promotes informed decisions
· Enhances the quality of the benefits system
· Improves the cost-effectiveness of the benefits

system
· Promote public policy proposals that:

· Encourage personal financial security
· Encourage plan sponsorship
· Expand coverage
· Simplify plan administration
· Increase quality
· Improve cost effectiveness

RolesOther Stakeholders

Health Care Givers:
(Including physicians/
doctors, hospitals and
other medical service
providers)

Health Care Plans:
(Including health
insurance providers)

· Promote the practice of evidence-based medicine that:
· Continually improves outcomes
· Fosters innovation in health and wellness
· Improves cost-effectiveness

· Use intellectual capital to develop and disseminate
programs and materials designed to educate
stakeholders on health and wellness issues and
evidence-based medicine

· Share in the “cost” of care for the disenfranchised
· Provide data for and support research that:

· Promotes informed decisions
· Enhances the quality of the benefits system
· Improves the cost-effectiveness of the benefits

system
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RolesOther Stakeholders

Health Care Plans:
(Including health
insurance providers)
continued

· Promote public policy proposals that:
· Encourage personal financial security
· Encourage plan sponsorship
· Expand coverage
· Simplify plan administration
· Increase quality
· Improve cost effectiveness
· Support and enhance the employer-based

benefits system

Investment Managers:
(Including mutual
funds, insurance
companies and trust
companies)

· Develop and promote appropriate and cost-effective
products and services for plan participants, plan
sponsors and related stakeholders

· Use intellectual capital to develop and disseminate
programs and materials designed to educate
stakeholders on:
· Personal financial planning
· Retirement planning
· Investment planning

· Provide data for and support research that:
· Promotes informed decisions
· Enhances the quality of the benefits system
· Improves the cost-effectiveness of the benefits

system
· Promote public policy proposals that:

· Encourage personal financial security
· Encourage plan sponsorship
· Expand coverage
· Simplify plan administration
· Increase quality
· Improve cost effectiveness
· Support and enhance the employer-based

benefits system
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RolesOther Stakeholders

· Use intellectual capital to develop and disseminate
programs and materials designed to educate
stakeholders on:
· Personal financial planning
· Retirement planning
· Investment concepts

· Promote public policy proposals that:
· Encourage personal financial security
· Encourage plan sponsorship
· Expand coverage
· Simplify plan administration
· Increase quality
· Improve cost effectiveness

· Provide data for and support research that:
· Promotes informed decisions
· Enhances the quality of the benefits system
· Improves the cost-effectiveness of the benefits

system

Quasi-Governmental
Bodies: (Including
FASB, IASB, NYSE,
NASDAQ)

· Use intellectual capital to complete research and
develop reports that assist all stakeholders to:
· Promote informed decisions
· Enhance the quality of the benefits system
· Improve the cost-effectiveness of the benefits

system
· Use intellectual capital to measure results and

outcomes of processes and procedures and
recommend improvement strategies

· Promote public policy proposals that:
· Encourage personal financial security
· Encourage plan sponsorship
· Expand coverage
· Simplify plan administration
· Increase quality
· Improve cost effectiveness

Researchers,
developers and
producers: (Including
drug companies,
producers of
technologies and
machines, and
researchers)
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RolesOther Stakeholders

· Use intellectual capital to develop and promote the
use of products, services, innovative methods and
technologies that:
· Promote informed decisions
· Enhance the quality of the benefits system
· Improve the cost-effectiveness of the benefits

system
· Provide data for and support research that:

· Promotes informed decisions
· Enhances the quality of the benefits system
· Improves the cost-effectiveness of the benefits

system
· Promote public policy proposals that:

· Encourage personal financial security
· Encourage plan sponsorship
· Expand coverage
· Simplify plan administration
· Increase quality
· Improve cost effectiveness
· Support and enhance the employer-based

benefits system

Third Party
Administrators:
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APPENDIX C:
AMERICAN BENEFITS COUNCIL PUBLICATIONS BIBLIOGRAPHY

All of the following documents produced by the American Benefits Council contain policy
recommendations covering retirement, health care, retiree health care, and stock option issues.
Copies of these items may be obtained by contacting the Council. Please note that documents
produced prior to September 2000 were done so under the Council’s previous name: Association
of Private Pension and Welfare Plans (APPWP) and also known as the Benefits Association.

Pensions at the Precipice: The Multiple Threats Facing our Nation’s Defined Benefit Pension
System (May 2004)

Statement of Principles for Medicare Reform and Prescription Drug Coverage (February 2003)

A Flexible Workforce: The Changing Face and the Changing Pace of Today’s Worker – An
Employer Perspective (March 11, 2002)

Taking Stock in Employee Benefits: The Democratization of Broad-Based Stock Plans – An
Employer Perspective (February 26, 2001)

Looking to the Future: A New Perspective on the Social Security Problem (April 6, 2000)

Stretching the Pension Dollar: Improving U.S. Retirement Security and National Saving by
Enhancing Employer-Based Pension Plans (August 1999)

Preparing Americans for the Future: The Road to an Improved Employment-Based Retirement
System (March 1997)

Provider Cost Shifting: A Burden for Employee Health Plans (August 1992)

Return on Investment: Pensions Are How America Saves (September 1991)

Gridlock Revisited: On the Road Toward Pension Simplification (September 1991)

Benefits Bargain: Why We Should Not Tax Employee Benefits (1990)

Gridlock: Pension Law in Crisis and the Road to Simplification (September 1989)
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AARP. “American Business and Older Employees.” Washington, D.C.: AARP, 2000.
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