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· As baby boomers begin to reach the end of their working lives, retirement security is becoming an 
ever more pressing national economic issue. Aging Gracefully puts forth a series of common-
sense policy solutions to help Americans better prepare for retirement. 

· Bolstering retirement security requires a new partnership among government, business, and 
individuals. Government must create the safeguards and incentives for individuals to save; 
businesses must make it easier for their employees to navigate the pension system; and American 
workers must make retirement saving a bigger priority in their lives. 

· The book’s proposals fall under two categories: making it easier to save and increasing incentives 
to save. Specific steps such as making 401(k)s automatic, creating automatic IRAs, strengthening 
tax incentives for low to middle income workers, and removing barriers to saving for lower income 
Americans are examined in the volume.

· The context for Aging Gracefully’s policy proposals: 

· The past twenty-five years have brought a dramatic shift in our nation’s pension system away 
from defined benefit plans and toward defined contribution accounts such as 401(k)s and 
Individual Retirement Accounts (IRAs).

· As part of this shift from defined benefit to defined 
contribution plans, employers offering 401(k) plans  
and their service providers have spent billions of 
dollars aimed at encouraging eligible employees to 
enroll and make constructive investment decisions. 
Despite these efforts, on average somewhere 
between one-fourth and one-third of eligible 
employees do not participate.

· A big reason for non-participation is that the system is too complicated. Workers are busy with 
other priorities and don’t focus on these decisions - inertia takes over and they never get 
around to saving. In addition, for low to middle income Americans, the financial incentives to 
save are small, and in some cases, disincentives exist. 

· More than 70 million Americans work for companies that do not offer a workplace retirement 
savings plan. 

“ 
....you don’t have to be a mechanic to 

drive a car, and you shouldn’t need a Ph.D. 

on financial economics to navigate the 

pension system”
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SYNOPSIS: 

Peter R. Orszag writes in the introduction to Aging Gracefully that this book “argues that retirement security can 
be improved and strengthened substantially through a series of common sense reforms that would make the defined 
contribution pension system easier to navigate and more rewarding for American families.”  The volume, edited by noted 
scholars William G. Gale, J. Mark Iwry and Peter R. Orszag, gathers the work of several other top scholars to clearly 
describe the context for our current retirement security challenge and put forth viable policy solutions to address it.

Making it Easier to Save

William Gale, Mark Iwry and Peter Orszag open by stating that as baby boomers near retirement, defects in the 
nations’ private pension system are becoming obvious. The system is too complicated; in response to this 
complexity, many workers procrastinate and thus don’t save. As Gale notes “You don’t need to be a mechanic to 
drive a car, and you shouldn’t need a Ph.D. in financial economics to navigate the pensions system.” 

The authors call for broader adoption of a “disarmingly simple concept-’the automatic 401(k)’-to cut through this Gordian 
knot to improve retirement security for millions of workers through a set of common sense solutions.”  Their recommended 
changes would not be compulsory. Instead, the authors propose legal and regulatory incentives to employers in 
return for behavior that will produce a more secure and prosperous retirement for millions of workers: automatic 
enrollment, an adequate minimum contribution rate, escalating contribution rates and default investments in broadly 
diversified accounts. 

The next chapter, by Gale and Iwry, examine the problems inherent in self directed investments in 401(k) plans and 
offer up a solution that could address them: automatic investment. Too many workers are overexposed to company 
stock, which can, if the employer falls on hard times, prove to be especially costly: workers stand to lose not only 
their jobs but their retirement savings as well. Even without this worse case scenario, poor investment choices impose 
unnecessary risk on workers, threatening the level and security of their retirement income, and reducing the public 
policy benefits from 401(k) tax preferences. The authors build a strong case for a structure with automatic, balanced, 
diversified investment defaults that preserve the ability of the employees to tailor investments if they so desire.

In a chapter on the automatic IRA, J. Mark Iwry and David C. John begin with a brief description of the retirement 
savings prospects for the “other half” – Americans who work for an employer that does not sponsor a retirement plan 
of any kind. The authors note that in 1977, Congress encouraged employers not ready to sponsor a retirement plan 
to offer their employees at least the opportunity to contribute to IRAs through payroll deduction. Iwry and John then 
put forth a bold approach to extending the benefits of automatic, tax-preferred saving to most of the 71 million workers 
with no coverage: the automatic IRA. The automatic IRA would provide an opportunity to save through the powerful 
mechanism of regular payroll deposits while minimizing the cost of providing this savings mechanism to employers.

“ The most vivid manifestation of the shortcomings of today’s private 

pension arrangements is....In 2004, according to data from the Federal 

Reserves’ Survey of Consumer Finances, half of all households headed 

by adults age 55 to 59 had $15,000 or less in an employer-based 401(k)-

type plan or tax-preferred savings plan account.”
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Policy Institute or The Pew Charitable Trusts.

Increasing the Incentives to Save

Section II of the book opens with Iwry, Gale, and Orszag articulating two basic flaws in the structure of tax incentives 
for retirement savings. First, the tax code gives the smallest incentives to participate in tax advantaged retirement 
savings plans to moderate and lower income families, providing minimal incentives to save for those households that 
most need to do so to meet their basic retirement needs. Second, these tax incentives are poorly targeted as a 
strategy to promote national saving. The high income households that benefit most are also most likely to respond to 
the incentives by shifting savings from taxable to tax-preferred accounts, not increasing their net saving. 

The authors describe the Saver’s Credit, which is the first and so 
far only major federal legislation directly targeted at promoting 
tax-qualified retirement savings for middle and lower income 
workers. They address the shortcomings of the existing credit, 
and describe ways in which its structure could be improve to 
significantly expand retirement saving among those low to middle 
income households that need it most. In addition to making the 
credit permanent and indexing it for inflation (which were 
addressed in the recently signed pension bill), steps such as 
making the credit refundable, expanding eligibility, changing the 
phase-out rate, and transforming the credit into a match are put 
forth as changes that could significantly improve the credit’s 
ability to help correct the nation’s “upside-down” tax incentives 
for retirement savings.

Robert Greenstein, Zoë Neuberger and the late Eileen Sweeney describe a powerful disincentive for lower income 
worker to save: the treatment of defined contribution accounts in means-tested programs such as food stamps, SSI 
and Medicaid. They point out that defined contribution plans are treated differently than defined benefits plans as a 
result of outdated laws written when defined contribution plans were supplemental, not primary retirement savings 
mechanisms. In addition, 401(k) plans and IRAs are treated differently. These inaccurate and arbitrary assessments 
have forced many lower income families to abandon retirement saving so that they can receive temporary relief through 
these government programs when a crisis occurs. The authors call for a reassessment of outdated and unintended 
laws, making them fair to all workers and removing barriers to saving for a secure retirement. These legislative changes 
could, over time, increase financial independence for low to middle income families.

“ A new study conducted by the Ret i rement 

Security Project underscores the significant effect 

that incentives have on retirement contributions 

...the study reports evidence from the first large-

s c a l e ,  r a n d o m i z e d  f i e l d  e x p e r i m e n t  e v e r  

conducted regarding the effects of matching rates 

on the willingness of low- and middle-income 

families to contribute to IRAs.”


