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Employers have traditionally played an 

integral role in the U.S. retirement system.  

They have the opportunity to contribute to 

their employees’ retirement plans as part of a 

benefits package designed to attract and 

keep quality workers, bolster workers’ assets 

and ease the burden of saving for retirement.

An employer who chooses to sponsor a 

retirement plan first decides whether to offer 

a defined benefit (DB) and/or defined 

contribution (DC) retirement plan.  A DB plan 

uses a formula that credits every year of 

service with a certain percentage of pay to 

determine lifetime pension benefits.  The 

employer invests the assets and guarantees 

the pension, and the worker pays for the DB 

plan with reduced take-home earnings.  

With DC plans, mostly 401(k)s, the employer

provides access to a tax-advantaged savings 

account that employees can contribute to on 

a voluntary basis.  The worker, not the 

employer, is in charge of investing the assets.  

Employers may contribute to a DC plan, 

though the level of contribution can vary from 

year to year and employers are not required to 

contribute. 

This employer-sponsored system of 

retirement savings was an effective way for 

individuals to save for retirement in the past 

because compensation devoted to building 

retirement assets was automatically deducted 

from an employee’s paycheck. However, 

employer sponsorship of retirement plans is 

eroding over time, and the types of plans 

offered to employees are increasingly DC 

plans where employers are not required to 

contribute. 

SECTION ONE: 
RETIREMENT PLAN SPONSORSHIP







06Analyzing the Downward
Trend in Employer Sponsorship
As noted in Figure 1, sponsorship rates 

in the U.S. fell from 61 percent in 1999 to 53 

percent in 2011. However, the decline in 

retirement plan sponsorship was not 

identical across social and economic groups, 

as illustrated in Table 1.  

While trends show sponsorship rates falling 

for workers in almost all social and economic 

categories, non-citizens suffered a 22 percent 

decline in sponsorship, compared with 

citizens whose sponsorship fell 11 percent.  

Middle age workers (45 to 54) had a 15 

percent drop in sponsorship, and younger 

workers (25 to 44) experienced a similarly 

significant decline of 14 percent. This 

suggests that the downward trend will 

continue as the population ages.  A 

breakdown by race reveals that Hispanic 

workers lost the most ground, with a 19 

percent decline in sponsorship rates, a 

significant fact considering they already had 

the lowest sponsorship rates.

Retirement plan sponsorship trends also 

varied across industries. The biggest decline 

was for workers in Personal Services with a 20 

percent decrease in sponsorship rates, a 

decrease within this industry from 30 to 24 

percent.  The next biggest decline was in 

Entertainment and Recreation Services, where 

workers suffered a 17 percent decline in

Self-employed workers may establish 

retirement plans for themselves, their 

spouses and other employees through 

several provisions of the federal tax code.  

Among those options are the “Solo 401(k),” 

the simplified employee pension plan (SEP) 

and the SIMPLE-IRA.  Still, sponsorship rates 

for the self-employed remained among the 

lowest of all workers.  In 1999, only 18 

percent of self-employed workers in  the 

U.S. had a sponsored plan, and that rate fell 

by 28 percent in 2011. 

Decreasing sponsorship also varied by firm 

size.  Mid-sized firms (25-499 employees) 

showed the biggest proportional drop in 

sponsorship of 13 percent. Firms of all other 

sizes also experienced extensive drops in 

sponsorship rates. The smallest firms with 

1-24 employees had the lowest sponsorship 

levels (25 percent in 1999 and 23 percent in 

2011). 

Finally, unionized8 workers in the U.S. 

experienced a 6 percent decline in their rates 

of retirement plan sponsorship, while their 

non-unionized counterparts suffered a 13 

percent drop, more than double the decline. 

Union members also had the highest rates of 

sponsorship at 82 percent in 2011.

retirement plan sponsorship rates.
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those with no retirement plan at work had 

much lower replacement rates, at 62 and 57 

percent, respectively.  These findings are in 

line with what has been found in previous 

research. Most retirement experts agree that 

replacement rates should be at least 70 

percent of final salary, meaning that 

individuals with a DB retirement plan will be 

able to retire comfortably.  However,

individuals who have a DC retirement plan will 

not be ready for retirement.  In fact, they are 

only slightly better off than those with no 

retirement plan in terms of being able to 

maintain their life-style in retirement.  With the 

exception of those with access to a DB plan at 

work, most U.S. workers will find themselves 

realizing low replacement rates, despite their 

best efforts to save for retirement.

Economists Agree on Retirement 
Crisis
Our findings complement those of the Center 

for Retirement Research at Boston College 

from their National Retirement Risk Index. 

Unlike us, they use the Federal Reserve’s 

Survey of Consumer Finances to conclude 

that, as of 2010, more than half (53 percent) 

of working-age households are at risk of 

having inadequate retirement resources.16  

We also agree with the National Institute on 

Retirement Security (NIRS)17 finding that two 

thirds of workers are not on a path to 

retirement security because 84 percent of 

workers are not meeting reasonable 

retirement savings targets.18  In addition, the 

2012 Retirement Income Projection Model 

developed by the Employee Benefit Research 

Institute (EBRI)19  estimates that  

approximately 44 percent of Baby Boomers 

(born from 1948 through 1964) and

Generation Xers (born from 1965 through 

1974) are at risk of having insufficient income 

to meet even basic expenses in retirement.  

The Center for American Progress (CAP) 

reviews most retirement readiness studies and, 

using the 2013 Survey of Consumer Finances, 

confirms that there is indeed a retirement 

crisis at hand. 

Our report is the first study to identify the share 

of people whose projected income in 

retirement will be below poverty across states 

– an objective measure of the retirement crisis.

Additionally, we investigate how retirement 

savings are affected by the type of pension 

account offered in the workplace. Given that 

most accounts are shifting from DB to DC, our 

findings highlight the inadequacy of DC plans 

to meet retirement needs.20 
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