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House Bill Would Further Skew Benefits of Tax-
Favored Retirement Accounts
By Chuck Marr and Samantha Jacoby

The Securing a Strong Retirement Act of 2022 passed the House on March 29 with broad
bipartisan support and is expected to garner strong support in the Senate. Unfortunately, its key
provisions, which would expand the federal tax subsidies for retirement saving, mainly help people
with higher incomes and financially secure retirements — who benefit the most from existing
subsidies — and would do little for people with low and moderate incomes, who have much more
pressing needs. The bill also relies on timing gimmicks to offset its cost within the ten-year budget
window; after the initial decade it would lose significant revenue.

Background: Current Subsidies Widen Income, Racial Disparities

Tax subsidies for retirement savings are one of the largest federal tax expenditures, costing around
$380 billion annually.' The primary retirement tax subsidies allow people to contribute to accounts
such as a traditional 401(k) or IRA plan on a pre-tax basis. That is, taxpayers can defer all taxes on
retirement contributions and earnings until they withdraw the money in retirement, at which point it
is taxed as ordinary income. With “Roth” IRAs and Roth 401(k)s, the tax treatment is reversed:
contributions are made with after-tax income, but neither the growth of the assets in these accounts
over time as they produce earnings, nor the withdrawals made in retirement, are subject to tax.

The current subsidies increase income and racial disparities because they are skewed toward
people who are affluent and white.” Most people with low or moderate incomes do not have
retirement savings accounts, and those who do tend to have small balances; high-income people are
more likely to have accounts and generally have much larger balances. For example, only about 1 in
10 households in the bottom income quintile and 1 in 3 people in the second quintile have a

! Michael Doran, “The Great American Retirement Fraud,” January 1, 2022,
https://papers.ssrn.com/sol3/papers.cfmrabstract id=3997927.

2 Steve Rosenthal, “Retitement Tax Benefits Exacerbate Racial Inequities,” Forbes, August 25, 2021,
https://www.forbes.com/sites/stevenrosenthal/2021/08/25 /retirement-tax-benefits-exacerbate-racial-
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retirement account at all, compared to 9 in 10 people in the highest-income 10 percent.’ (See Figure
1.) As for account balances, account holders in the second quintile had a median balance of $17,000
in 2019, compared to $460,000 for account holders in the top 10 percent.*

Moreover, high-income households enjoy a larger tax break per dollar of deductible retirement
contributions because they are in a higher tax bracket. For example, someone making $80,000 and in
the 22 percent tax bracket receives an upfront tax subsidy of 22 cents per dollar of deductible
contributions, whereas someone who makes $600,000 and is in the 37 percent bracket receives an
upfront subsidy of 37 cents on the dollar.

FIGURE 1

Households With Lower Incomes Far Less
Likely to Have Retirement Accounts
Share of households with retirement account by income percentile, 2019

Lowest 20% 0,
Up to $28,400 10.7%

Second 20%
Up to $47.900

Middle 20%
Up to $75,300

Fourth 20%
Up to $127,300

Next 10%
Up to $188,400

Top 10%
Over $188,400

Source: Federal Reserve

CENTER ON BUDGET AND POLICY PRIORITIES | CBPP.ORG

Retirement accounts and balances are also unequally distributed by race. Some 57 percent of white
people have accounts, compared to 35 percent of Black people and 25 percent of Hispanic people.’
The median balance for white account holders, while a modest $80,000, is more than double the
median balance for Black and Hispanic account holders.®

3 The Board of Governors of the Federal Reserve, “Survey of Consumer Finances (SCF),” November 4, 2021
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5 Ibid.
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Bill Would Boost Tax Benefits for Those Who Can Save More, Delay
Withdrawals

The House bill would raise the starting age for “required minimum distributions,” or required
annual withdrawals from retirement accounts, from 72 to 75, phased in over the next decade. This
means people whose retirements are financially secure without tapping their retirement accounts
could eventually leave the accounts untouched for three more years. A small group of affluent
people would benefit from deferring tax for those additional years, which also would enable them to
transfer more of those tax-subsidized funds to their heirs.” The financial services industry would
benefit as well, because the change would keep more money in accounts for longer, bolstering their
fees; the industry lobbied successfully for a 2019 increase in the age for required minimum
distributions (from 70%2 to 72) and supports the House bill. According to law professor Michael
Doran, “[t]he effect — the only effect — of the repeated relaxations of the required-minimum-
distributions rule is to allow higher-income earners to shelter their investments from tax for longer
periods.” This provision is the most expensive in the bill, costing $9.6 billion over ten years.

Another major provision of the bill would allow people approaching retirement age to make larger
“catch-up” contributions to their accounts. Under current law, the underlying annual contribution
limit for 401(k), 403(b), and other similar tax-favored employer-sponsored retirement accounts is
$20,500 in 2022, but people age 50 or above with enough money to save this substantial amount can
contribute an additional $6,500, for a total of $27,000 of annual tax-favored contributions. The bill
would raise that $6,500 limit to $10,000 for 62-, 63-, and 64-year-olds. According to a Vanguard
survey of its account holders, only 15 percent of eligible account holders currently make these
additional contributions and therefore could potentially benefit from raising the contribution limit;
those account holders have higher incomes and larger account balances than those not making the
additional contributions allowed for older people.” (Over half of them make over $150,000, for
example.)

One provision that could modestly help some people with low and moderate incomes would
require employers that establish new 401(k), 403(b), and other such salary-reduction plans to
automatically enroll employees in such plans and automatically increase the employees’ contribution
level over several years, while allowing them to opt out."” Over time, this would likely increase the

7 Affluent people would disproportionately benefit from the increase not only because they are less likely to need to tap
their retirement accounts, but also because they live longer, on average. Higher-earning men can expect to outlive lower-
earning men by more than five years, for example. Due in part to their higher incomes, white people have higher life
expectancies than people of color, a disparity that increased during the pandemic. Kathleen Romig, “What the Growing
Longevity Gap Means for Social Security,” CBPP, January 21, 2016, https://www.cbpp.org/blog/what-the-growing-
longevity-gap-means-for-social-security; Julie Bosman, Sophie Kasakove, and Daniel Victor, “U.S. Life Expectancy
Plunged in 2020, Especially for Black and Hispanic Americans,” New York Times, July 21, 2021,
https://www.nytimes.com/2021/07/21 /us/ametican-life-expectancy-report.html.

8 Doran, op. cit.

9 “How America Saves: 2020,” Vanguard, https://institutional.vanguard.com/ngiam /assets/pdf/has/how-america-
saves-report-2020.pdf.

10]n the first year, unless the employee opted out, the employer would be required to deduct 3 percent of the employee’s
paycheck for contribution into a retirement account; the deduction would grow by 1 percentage point each year, up to at
least 10 percent (but no more than 15 percent). The bill provides exceptions for existing plans, businesses with ten or
fewer employees, new businesses, and church and government plans.
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number of people with low or moderate incomes who have retirement accounts. Since low-income
workers face low marginal tax rates, however, they would receive a smaller tax break per dollar of
deductible retirement contributions than higher-income people. Moreover, while promoting the
retirement security of those with low and moderate incomes is a worthy policy goal, all else equal,
diverting part of their income into retirement accounts might not always be a net positive for them,
as explained below. ' This is especially true if the amount that those “opted into” the plans are
required to save is too high, as may be the case in this proposal.

The bill would also amend the existing saver’s credit, which subsidizes retirement account
contributions for those with low or moderate incomes to encourage and help them save for
retirement. The bill would increase the number of people who qualify for the maximum $1,000
credit by raising the income limit to qualify.'”” Acknowledging that the saver’s credit is not widely
used (only about one-third of workers with less than $50,000 in income even know it exists,
according to a recent survey),” the bill’s drafters included funds to mount an awareness-raising
campaign. But the bill ignores a critical reason why so few people with low and moderate incomes
claim the credit: it isn’t refundable, so people who owe no federal income tax — around 76 million
households as of 2019' — aren’t eligible. The bill’s failure to make the saver’s credit refundable is a
glaring omission.

Another significant problem with the bill is that its main revenue offsets are timing gimmicks:
while the bill would increase revenues at first, it would lose revenues in later years, increasing deficits
and debt after the ten-year budget window."” For example, the bill requires that the additional
(“catch-up”) retirement contributions older people are permitted to make be designated as
contributions to Roz) retirement arrangements. This provision would raise revenue over the first ten
years because those contributions, much of which would have been made on a pre-tax basis in the
absence of this provision, would instead be taxed upfront. But it would lose revenue in later years
because withdrawals from those accounts, which under current law would generally be taxed (when
withdrawn from non-Roth retirement accounts), would instead be tax free. As a result of this and
other similar provisions, the bill is not fully offset in the long term and would increase deficits and
debt in future decades.

1 Andrew G. Biggs, “How Hard Should We Push the Poor to Save for Retirement?” American Enterprise Institute,
October 2017, https://www.aei.org/wp-content/uploads/2017 /07 /Biggs-WP.pdf.

12 Current law allows filers with incomes less than $19,750 ($39,500 for married filers) to claim a 50 percent credit for up
to $2,000 of their retirement contributions, for a maximum credit of $1,000. Filers with higher incomes (up to $33,000,
or $66,000 for married filers) may claim a smaller percentage of the credit. The bill would provide the 50 percent credit
for those with incomes up to $24,000 ($48,000 for married filers), with credit amounts phasing out above those income
levels.

13 Transamerica Center for Retirement Studies, “Saver’s Credit,” https://www.transamericacenter.org/tools-and-
resources/saver’s-credit.

14 Tax Policy Center, “T21-0161 - Tax Units with Zero or Negative Income Tax, 2011-2031,” August 17, 2021,
https://www.taxpolicycenter.org/model-estimates/tax-units-zero-or-negative-income-tax-liability-august-2021 /t21-

0161-tax-units-zero.

15> Daniel Hemel, “The American Retirement System Is Built for the Rich,” Washington Post, April 20, 2022,
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Better Options Exist to Help Families With Low and Moderate Incomes

As noted above, higher retirement savings for a person are better than lower savings, all else
equal. But while encouraging more retirement saving — such as by automatic enrollment — can
have positive effects, it may also have unintended negative consequences for some people with
lower incomes, depending on their circumstances. For example, if an employer provides matching
contributions, automatically enrolling lower-income employees in the employet’s plan helps ensure
that they get the full benefit of the match — that is, it prevents them from leaving available money
from the employer on the table. But diverting part of a low-income person’s paycheck to a
retirement account can make it harder for them to meet their immediate basic needs. Keeping
themselves and their families housed and making sure children have what they need are often more
pressing concerns than retirement savings for households whose budgets are over-stretched,
especially if their employers don’t provide matching contributions.

Further, because Social Security replaces a larger share of earnings for low-income retirees than
for higher-income retirees, they need less in other savings to maintain their current standard of living
in retirement. But their households have needs today, and when those needs aren’t met, families can
face real consequences, including eviction and poor health, and children can see their futures
shortchanged.

A much better way for policymakers to help families with low and moderate incomes would be to
boost their incomes. The House-passed Build Back Better package includes provisions to do exactly
that, through a permanently fully refundable Child Tax Credit plus a one-year extension of the
American Rescue Plan’s expanded Child Tax Credit and an expanded Earned Income Tax Credit
(EITC) for adults not raising children in their homes:

¢ Child Tax Credit: A fully refundable $2,000 Child Tax Credit for children under 17 would
reduce child poverty by roughly 20 percent relative to current law and would lift nearly 2
million children above the poverty line.'* Helping families expetiencing economic hardship to
meet their basic needs would also expand long-term opportunities for children, such as by
improving their educational outcomes. Research has found that giving low-income families
additional income when a child is young not only tends to improve the child’s immediate well-
being, but is associated with better health, higher educational performance, and higher
earnings in adulthood."”

¢ EITC: Prior the Rescue Plan, nearly 6 million working adults not caring for children were
taxed into, or deeper into, poverty because their EITCs were too small — or non-existent —
to offset their payroll and income taxes. The Rescue Plan raised the maximum credit amount
and phase-in rate to address this flaw."

16 Chuck Marr, Kris Cox, and Arloc Sherman, “Build Back Better’s Child Tax Credit Changes Would Protect Millions
From Poverty — Permanently,” CBPP, November 11, 2021, https://www.cbpp.org/research/federal-tax/build-back-
betters-child-tax-credit-changes-would-protect-millions-from.

17 Claire Zippel and Atloc Sherman, “Bolstering Family Income Is Essential to Helping Children Emerge Successfully
From the Current Crisis,” CBPP, updated February 25, 2021, https://www.cbpp.org/research/poverty-and-
inequality/bolstering-family-income-is-essential-to-helping-children-emerge.

18 Chuck Marr ¢/ al., “American Rescue Plan Act Includes Critical Expansions of Child Tax Credit and EITC,” CBPP,
March 12, 2021, https://www.cbpp.org/research/federal-tax/american-rescue-plan-act-includes-critical-expansions-of-
child-tax-credit-and.
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As the Securing a Strong Retirement Act of 2022 moves to the Senate and Congress considers
various tax policy initiatives as potential parts of broader tax legislation, policymakers should keep in
mind that for people with lower incomes, a fully refundable Child Tax Credit and expanded EITC

for people without children at home are far more important than providing new tax advantages for
retirement saving that would mostly help people with higher incomes.



