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How Employees Handle Their Retirement
Savings During Work Transitions

An assessment of choices workers may face when changing jobs or retiring

Overview

Surprisingly little research exists about what workers do with their retirement savings when they take an action
affecting their account—whether they continue to work for the same employer, leave one job for another job,
or reach retirement.! For many Americans, assets in defined contribution (DC) savings plans such as 401(k)s
will account for a larger portion of retirement income than a traditional pension that pays a set monthly benefit,
sometimes known as a defined benefit (DB) retirement plan. DC plan assets now account for 28% of all
retirement plan assets.?

Workers and retirees make more decisions about how to manage and spend their DC savings, such as how

and when to withdraw funds for retirement, than they do about their DB pension benefits. How retirees choose
to preserve, reinvest, or spend their savings can make a big difference in how long savings last in retirement.
Some uses of retirement savings may be more costly to retirees than others. For example, rolling savings that
are held in an employer-sponsored 401(k) into an individual retirement account (IRA) might subject the savings
to higher investment management fees than if the money were left in the employer’s plan, where institutional
fee arrangements often keep costs lower. Prior work by The Pew Charitable Trusts demonstrates that even small
differences in fees can have a large impact on savings.?



Workers who take their accounts in cash as a lump sum distribution when they leave a job, rather than keeping

it where it is or rolling it over to an account with a new employer, might spend the cash—leaving them with

less retirement savings than if the money had stayed in a retirement account. Conversely, keeping savings in

retirement accounts can result in tax-free long-term growth of assets as investment returns compound with lower

fees. Assets withdrawn before age 59 % are also often subject to a 10% penalty in addition to income taxes.

This brief examines the common characteristics among people who took money from their accounts, and those

who left their accounts untouched, during the 2014-16 time period. The research uses data from the University

of Michigan’s Health and Retirement Study (HRS), a nationally representative survey that follows workers and

retirees ages 50 and over (for information on the data and study methods, see the appendix).

Among the key findings:

Lower-income households (under $25,000) are more than three times as likely to withdraw all of their
savings than households with incomes of $100,000 or more. This may, in part, reflect rules allowing
employers to cash out or force a transfer of small accounts when an employee leaves a company, because
of the administrative cost of maintaining such accounts.

Conversely, those who left some or all of their DC plan assets with an employer when leaving a job were
more likely—when compared with those who did not leave any or all of their assets in place—to have

a larger DC account balance and have a higher income. This finding could indicate that higher-income
workers may be better able than lower-income workers to withstand financial pressures, such as a health or
job crisis, without having to access their retirement savings.

Individuals with high levels of unsecured debt (often credit card debt) more commonly withdrew the entire
account balance than those with low or no unsecured debt.

Workers who leave a job for a new employer are more likely to leave their savings with their prior
employer’s plan than those who retired or otherwise left the workforce.

Those who, upon leaving a job, rolled some or all of their DC account balances into IRAs were more likely—
compared with those who did not roll over some or all of their DC account balances into IRAs—to have

a bachelor's or advanced degree, have a higher income, and be White. One possible conclusion to draw
would be that lower-income workers and retirees, as well as people from non-White communities, may

be more likely to need their savings immediately—as income, to pay down debt, or to deal with financial
shocks such as a health crisis or a job layoff.

Married or partnered respondents were much less likely than others to withdraw all their DC savings upon
leaving a job, and more likely than others to roll some or all of their savings into an IRA. One possibility is
that some single respondents may have faced the increased financial pressures that can be associated with
living on one income.

Those who owned an IRA in 2014 were significantly more likely than those who didn't to roll some or all

of their account balances into an IRA between 2014 and 2016, which would seem to make sense: Already
owning an IRA makes it easier to roll money into the account than having to open a new IRA in order to find
a home for the money.



e Pew'’s analysis shows that decisions about retirement savings can vary with income, debt, race, and account
balance size, among other factors. Certain policies or employer practices may be helpful when workers
and retirees draw down their retirement savings, because they may lack information when they do so;
perhaps they have not previously owned an IRA and hence may be less aware of IRA rollover options and
fee structures. More financial education delivered at the point of decision-making about topics such as fees
and plan and IRA options that preserve assets in retirement may be helpful. When feasible, it should be
easy—even the default option—to keep assets in a low-cost retirement account whether that account is an
employer plan or an IRA with low-fee investment options.

Survey respondents took a range of actions with their
retirement savings accounts

This brief examines the population made up of people ages 50 and over who took one or more actions
affecting their DC retirement savings accounts from 2014 to 2016 when they changed jobs or left an employer.
About 80% of workers or retirees who took any action with any of their DC plans took a single action;

another 18.6% took two actions, 1.3% took three actions, and less than 1% took four or more actions with their
DC savings plans.

In the most common action, accounting for 30.7% of actions taken, DC account holders rolled some or all of
the balance into an IRA (Table 1). The second-most common action, affecting 25.2% of account dispositions,
involved withdrawing all the funds; some of these respondents may have subsequently transferred their
withdrawn monies into an IRA without reporting the transfer to the HRS, which the data is unable to discern.*

Some employers allow departing employees to leave their savings in the employer’s retirement savings plans,
leading to the third-most common action: 24.3% of account dispositions involved leaving some or all of the
funds with a previous employer. But other employers close an employee’s account when the employee leaves the
company—although some close only accounts with comparatively low balances—and require that the savings
be drawn down or rolled into an IRA. Separating employees with low balances (under $5,000) are particularly
likely to face this type of employer-initiated account closure.® The HRS does not have information on how many
respondents had the option of leaving their money with their previous employers versus being required to close
the account. In any event, there is some evidence that most workers ages 60 and older who leave their monies
with a previous employer withdraw it within five years.®

Finally, 19.8% of actions involving a DC account took the form of partial or scheduled withdrawals or rolling the
account into an annuity for an immediate or future stream of payments.

These actions have implications for a person'’s financial well-being. Assets that were left with the employer,
rolled into an IRA, or transferred to other DC plans were still preserved as retirement assets, although fees and
withdrawal rules might vary among these options. Taking money out of the retirement account may reflect a
financial need or a lack of familiarity with alternative options.



Table 1
Disposition of Defined Contribution Accounts, 2016
Most frequent action rolled some or all of savings into an IRA

Disposition of accounts Percent of account

dispositions
Rolled into an IRA 30.7%
Withdrew all 25.2%
Left some or all of savings in the plan or transferred to a new plan 24.3%
Receiving benefits based on annuitized/partial withdrawals of some 19.8%

or all of the account

Source: The Pew Charitable Trusts, staff analysis of the University of Michigan Health and Retirement Study, 2016 Wave
© 2021 The Pew Charitable Trusts

Retirees took partial or full withdrawals, or converted their
balances to annuities, more frequently than those who were
still working

As might be expected, taking partial or scheduled withdrawals or annuitizing some of the account balance was
more common among respondents who were completely retired, regardless of age, than among those still in the
workforce (Figure 1).

But workers who were partly retired withdrew the entire account balance more commonly than retirees.” Those
under age 59 % (24.1% of those withdrawing all their money, not shown in Figure 1) would have been subject to
a 10% penalty for early withdrawals if they did not subsequently roll the money into an IRA or another retirement
account.®

Those still in the workforce (“not retired”) left some or all of the account with a previous employer, or transferred
it to another retirement account, more commonly than retirees did.

Similar proportions of workers and retirees rolled some or all of retirement savings into an IRA.



Figure 1

Disposition of Defined Contribution Accounts by Work and
Retirement Status, 2016

Those still in the workforce were more likely to be taking partial benefits
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Source: The Pew Charitable Trusts, staff analysis of the University of Michigan Health and Retirement Study, 2016 Wave
© 2021 The Pew Charitable Trusts

Disposition of assets varies significantly by demographic
characteristics

Choices about retirement savings vary by race, ethnicity, education, and marital status. Rollovers from workplace
401(k) accounts into IRAs upon leaving a job were more frequent among White respondents and among those
who had a bachelor's or advanced degree (Figure 2). Conversely, withdrawing the entire account balance upon
leaving a job was more common among Hispanic or non-White/non-Hispanic respondents and among those
who had not completed college. Gender is not a significant factor in how workers dispose of their DC account
balances (results not shown).
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More education can translate into higher incomes,® which can, in turn, lead to more savings and wealth and
better access to affordable credit. Higher earners, and individuals with more wealth, have more options than
lower earners do when faced with a financial shock such as a job loss or a health crisis. Higher levels of schooling
may also lead to advanced mathematical skills and greater exposure to financial concepts, which may be helpful
in retirement planning.’® These factors may make it easier for those with college degrees to deal with unexpected
expenses in ways other than drawing down retirement savings or taking on additional debt. On the other hand,
IRA providers may also try to sell high-fee investment products to individuals with higher savings account
balances, which offer the providers greater opportunities for profit.

Figure 2

Disposition of DC Accounts by Educational Attainment and Race and
Ethnicity, 2016

Withdrawing the entire account balance is more common among minorities and
those with less education
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Marital status appears to have an important influence on account disposition choices (the analysis does not
consider a spouse’s or partner’'s account disposition choices). Withdrawing all retirement savings was more
common among respondents who were not part of a couple—those who had never married or were separated,
divorced, or widowed—than among those who were married or had partners (Figure 3). Married or partnered
respondents were more likely to roll some or all of their savings into an IRA. One possible explanation would
be that respondents who were not part of a married (or otherwise partnered) couple may have faced increased
financial pressures associated with living on one income, or from divorce or widowhood."

Figure 3

Disposition of DC Accounts by Marital Status, 2016

Married or partnered respondents were less likely to withdraw the entire account
balance, and more likely to roll their savings into an IRA
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Source: The Pew Charitable Trusts, staff analysis of the University of Michigan Health and Retirement Study, 2016 Wave
© 2021 The Pew Charitable Trusts

Smaller DC account balances were fully withdrawn at
higher rates

About 30% of actions taken with smaller DC account balances—under $25,000—involved withdrawing the
entire balance upon leaving a job, compared to 13.6% of balances between $25,000 and $99,999 and about 7.8%
of actions taken with account balances of $100,000 or more (Figure 4). These results are not entirely surprising,
because for balances at the very low end of the first bracket—under $1,000—plan sponsors (employers) can
issue a check to the account holder, closing the account even if the departing employee makes no request to do
s0.” Most plans, however, allow departing employees who have more than $5,000 invested in their 401(k)s to
leave their money in the plan. For likely similar reasons to those outlined above, the share of disposition choices
that entailed leaving some or all of the account with the previous employer or transferring savings to another DC



plan rose with greater account balances. Respondents’ propensity to roll some or all of their account balances
into an IRA did not vary much with account size, although it was somewhat higher among those with plan assets
under $25,000, perhaps because of rules that, for amounts between $1,000 and $5,000, allow plan sponsors to
make an immediate distribution into an IRA selected by the plan or by the account holder.”

Figure 4

Smaller Account Balances Were Withdrawn at Higher Rates
Plan distribution rules may contribute to withdrawals
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More lower-income households withdrew their entire DC
balances than higher-income households

Withdrawing the entire balance occurred more frequently (43.1%) among respondents with total household
incomes below $25,000 than among households with higher incomes (Figure 5). Leaving part or all of the money
with a previous employer or transferring the balance to another retirement savings plan was more common
among respondents with household incomes of $100,000 and up than other income groups. Results for the
respondents’ own earnings (as opposed to household earnings; not shown) exhibited similar patterns. One
possible reason: In some cases, lower-income workers and retirees may have needed their savings immediately—
as income, to pay down debt, or to deal with financial shocks such as a health crisis or a job layoff."* Additionally,
as noted above, employers are permitted to cash out or force a transfer of small accounts because of the
administrative cost of maintaining such accounts.



Figure 5
Disposition of DC Accounts by Household Income, All Respondents,
2016

More lower-income households than higher-income households withdrew
the entire account balance
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© 2021 The Pew Charitable Trusts

The median household income of respondents who withdrew their entire account balance was $51,860
(Table 2). Median incomes were higher for respondents who rolled some or all of their account into an IRA
or who were taking partial or scheduled withdrawals from their accounts. The highest median incomes, of
$113,024, belonged to respondents who left part or all of their money in tax-sheltered retirement savings, by
leaving it with their previous employer or transferring it to another DC plan.



Table 2
Median Household Income of Workers by Account Disposition, 2016

Median household incomes were higher for those who left part or all of their
balances with the previous employer, and lower for those who withdrew the balance

Median household income

Withdrew all/took a lump sum $51,860
Receiving benefits/withdrew some/purchased annuity $74,610
Rolled account into an IRA $83,000
Left in the account/combined or transferred to another retirement account $113,024

Source: The Pew Charitable Trusts, staff analysis of the University of Michigan Health and Retirement Study, 2016 Wave
© 2021 The Pew Charitable Trusts

Previous IRA ownership appears to ease rolling DC accounts
into IRAs

Behavioral factors such as convenience may influence the decision to roll DC plan money into an IRA and
contribute to understanding the finding that IRA rollovers increased significantly among those who had already
had an IRA (Figure 6). The data shows that 41% of IRA rollovers from 2014 to 2016 were made by somebody
who had already set up an IRA by 2014. By comparison, only 17.5% of rollovers were made by those who did not
already have an IRA by 2014.

Those with an IRA two years earlier were also less likely to be receiving benefits or to have withdrawn all or some
of their DC account balance.

Existing IRA holders were also more likely to have left their money in their DC account with their previous
employer even when rolling funds into their IRA would have been relatively easy. Those who left savings with
their previous employer might have done so because of inertia, which frequently characterizes decisions about
retirement saving.”
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Figure 6
Disposition of DC Accounts by IRA Ownership in 2014
Having an existing IRA increases the chances of a rollover to an IRA
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Source: The Pew Charitable Trusts, staff analysis of the University of Michigan Health and Retirement Study,
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High levels of unsecured debt increase propensity to withdraw
the entire DC balance

People with unsecured debt—that is, debt not collateralized by homes or cars—of between 10% and 40% of
income in 2014 had the highest propensity to withdraw the entire account balance over the next two years
(Figure 7). At the highest ratios of debt to income (40% and more), individuals were more likely than those with
lower ratios to keep their money in tax-preferred retirement accounts, either leaving it with a previous employer
or rolling it into an IRA or another retirement account. One possible explanation is that, in general, amounts of
debt over $20,000 (not shown) may include personal loans or student loans at relatively low interest rates, and
individuals may be less inclined to use retirement savings to pay off lower-interest than higher-interest debt.’
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Figure 7

Disposition of DC Balances Reported in 2016, by the Ratio of
Unsecured Debt to Income in 2014

High debt-to-income levels lead to withdrawing the entire account
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© 2021 The Pew Charitable Trusts

Recommendations

The analysis suggests that some policies and practices aimed at increasing understanding of key DC plan
decisions may help workers who are on the cusp of retirement or changing jobs preserve their retirement assets.
To the extent that some decisions are driven by a lack of information, financial counseling about topics such as
fees and plan options that preserve assets in retirement may be helpful, particularly if targeted to participants at
the point of making important decisions about their retirement savings.

Employers may have a role to play in helping older employees understand plan and IRA options. Making it easier

for workers to leave their funds in the workplace plan—rather than requiring the removal of funds upon departure
from the firm—could provide attractive options to more retirees. In addition, employers could offer opportunities

for emergency savings, whether in a retirement plan or alongside one, as well as counseling on the importance of
emergency savings as part of a workplace financial wellness program.

Policymakers and analysts may also want to explore permitting default options at retirement; that is, policies

that automatically assign a worker to an asset-preserving strategy but allow the worker to opt out. For example,
more employers could allow workers to leave their retirement savings in the employer’s plan in the absence of a
decision by the retiring employee. Another type of default could automatically roll a worker's retirement savings
into a low-fee IRA that mirrors the investment allocations that the participant held in the employer-provided plan.

12



Conclusion

Today, 60% of workers have access to employer-provided defined contribution plans, and 43% participate in
one.” In DC plans, the participants must decide what to do with their accumulated savings when they retire.

A wrong decision at retirement can mean tens of thousands of dollars in lost savings, in lost opportunities for
future growth, or in avoidable taxes. This brief provides a baseline understanding on who makes what decisions
about their retirement savings because people differ in some key ways regarding their choices. This analysis can
help identify the groups who are at a greater risk of lower retirement income as a result of these decisions and
provides a basis for policy recommendations.
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Appendix: Data and methods

The Health and Retirement Study (HRS) is a longitudinal study, managed by the University of Michigan, that
follows Americans ages 50 and over as they retire and age.” It has been conducted every two years since 1992,
The HRS is a rich mine of information on older Americans' finances, work histories, demographic characteristics,
health, and retirement savings.

This report uses the 2014 and 2016 waves of the HRS. Population is found by applying HRS respondent weights
to the observations. The total sample, including missing observations for some variables, is 1,956 unweighted and
157,770 weighted respondents who took an action with their DC accounts during the two years before each wave.

Survey panel demographic characteristics

Among the survey panel ages 50 and over, slightly more than a third—37.5%—were under age 59 ¥ (Figure A1).
Those under age 59 ¥ may be subject to the 10% penalty for early withdrawals if they don't subsequently roll
the money into an IRA or another retirement account, and this may reduce the net amount available from the
withdrawal.” Almost three-quarters—72.9%—were white and non-Hispanic. About 31.4% of the population had
a bachelor's or advanced degree, while 60.9% had a high school degree or less. About two-thirds of the
population were married or lived with a partner.

Figure A1
Demographic Characteristics of the Survey Population, 2016

Percent of survey
population ages 50+

Age
Ages 50 to 59 %2 37.6%
Ages 59 % and over 62.4%

Male 481%

Female 51.9%

Race/ethnicity

White, non-Hispanic 72.9%
Non-white, non-Hispanic 16.6%
Hispanic 10.5%

Continued on next page
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Percent of survey
population ages 50+

High school or less 60.9%
Some college 7.6%
College degree 19.6%
Advanced degree 11.8%
Married/partnered 66.3%
Separated/divorced 15.7%
Widowed 9.9%
Never married 8.1%

Source: The Pew Charitable Trusts, staff analysis of the University of Michigan Health and Retirement Study, 2016 Wave
© 2021 The Pew Charitable Trusts

HRS retirement status variables

The HRS has two questions that can be used to assess retirement status. The first asks about labor force status
while the second asks about retirement status. For both questions, very similar shares of respondents reported that
they were retired: 39.3% and 39.4%, respectively (Figure A2). For other dimensions of work and retirement status,
such as being “partly retired” or “not retired,” the results are not quite as close, perhaps because the question for
labor force status included additional options such as part-time work, disability, and not being in the labor force.
Both the labor force and retirement status variables include an option for “partly retired”: 8.6% gave this answer
for the labor force status question, compared with 12.6% of those answering the retirement status variable. When
responding to the question about retirement status, about 48% of respondents reported that they were “not
retired.” A somewhat analogous measure can be made from the labor force status variable by combining responses
for full-time workers, part-time workers, and unemployed workers; this produces a total of 45.9% (answers of
“partly retired” are excluded from the figures in both variables). This analysis uses the retirement status variable in
cross tabulations, mainly because the fewer categories preserve cell counts and statistical validity.



Figure A2

Two HRS Variables: Labor Force and Retirement Status of the Survey
Population, 2016

Percent of survey
population ages 50+

Labor force status

Works full time 36.8%
Works part time 6.7%
Unemployed 2.4%
Partly retired 8.6%
Retired 39.3%
Disabled 2.7%
Not in the labor force 3.5%
Not retired 48.0%
Retired 39.4%
Partly retired 12.6%

Source: The Pew Charitable Trusts, staff analysis of the University of Michigan Health and Retirement Study, 2016 Wave
© 2021 The Pew Charitable Trusts

Where appropriate, Pew analyzed workers and retirees separately, because workers and retirees have very
different motivations regarding the disposition of their retirement savings accounts.

HRS account disposition variables

Two HRS questions investigate what older workers do with their 401(k) plans. Pew combined both questions

into a single variable to capture decisions that respondents made about their DC plan balances and to amass
sufficient sample sizes for meaningful results. The first question was asked of individuals who stayed in the

same work or retirement status in the previous and current waves—that is, for the past two years—but who no
longer had the retirement savings plan they reported in the earlier wave.?° The second question was asked of
individuals who left the employer they reported in the earlier wave, either by changing jobs or by retiring from the
workforce. The two questions offered respondents many identical options: roll the balance into an IRA, withdraw



the entire balance, withdraw some of the balance, or roll the balance into an annuity. Unlike the first question,
however, individuals answering the second question may still have the retirement savings plan associated with
the previous employer, and they may even have left their retirement savings account with the employer reported
in the previous wave.? There is no overlap among respondents to the two questions. The results are therefore
interpreted here as outcomes among respondents who took any action with their plans.

The HRS allowed people to identify multiple DC plans they had with an employer, as well as multiple actions they
might have taken with each plan’'s assets. For example, respondents could have answered that they had two DC
plans, and that for the first plan they annuitized the entire balance and for the second plan they withdrew some of
the savings and left the remaining balance with the previous employer.

About 88.9% of respondents to the first question took a single disposition action with their DC plan balance,
while another 11.1% took two actions with their plan balance. About 78.6% of respondents to the second question
took a single action with their plan balance, and a further 20.3% took two actions. Fewer than 1% of either group
reported that they took three actions with their plans. When both questions are considered together, 80.0% of
those who took action with their DC plan(s) took a single action, 18.6% took two actions, 1.3% took three actions,
and less than 1% took four or more actions.

In this study Pew treated each plan and each corresponding action as a distinct observation in order to try to
capture the full range of account holders’ decisions and to increase the number of observations. Thus, results
reported here are best interpreted as “dispositions” or “actions taken,” except for the “withdrew all” category,
which doesn't leave scope for additional actions.

Unfortunately, the HRS has no data on which respondents were allowed to leave their savings with their former
employers versus being compelled to move their savings out of the employer's plan. The survey also has little
data on workers' participation in workplace retirement plans through second jobs, which are sometimes an
important part of workers' overall financial picture.
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Individuals in the first group (survey question W404) may be receiving benefits from their retirement savings account because they
annuitized part or all of the balance or are taking partial withdrawals; they may have withdrawn all of the account balance; or they may
have rolled some or all of the account balance into an IRA or into another retirement savings plan they hold. In some cases, the plan may
still be “active” instead of “dead” because it was frozen or lost, but these outcomes are not included in the analysis. One option that is
not available to individuals in the first group, given how this question is defined, is to have left their retirement savings account with their
employer.

Individuals in the second group (survey question W420) could have left the balance with the previous employer, if the plan permitted
this. Or, they may be receiving benefits from their retirement savings account because they annuitized part or all of the balance or are
taking partial withdrawals; they may have withdrawn all of the account balance; or they may have rolled some or all of the account
balance into an IRA or into another retirement savings plan they hold. In some cases, the account balance was frozen or lost, but these
outcomes are not included in the analysis.
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