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INTRODUCTION

In the past quarter century, defined contribution plans have grown rapidly and are now
replacing traditional defined benefit plans as the primary retirement savings instrument for most
American workers. This change has shifted greater responsibility for retirement saving from
employers to individuals. Future benefits from these accounts depend on the level of contributions
from participants (and their employers) during their wage-earning years.

Under Section 401 (k) of the Internal Revenue Code, enacted in 1978, employer and
employee contributions to tax-deferred retirement accounts are excluded from wages subject to the
income tax, athough employee contributions are included in the base for payroll taxes.* Earnings
within the accounts are tax-free, but withdrawals in the form of lump-sum payments or annuity
payments are taxable. In the Economic Growth and Tax Relief Reconciliation Act of 2001,
Congress raised the maximum allowable contributions to defined contribution plans and proposals
for further increases will likely remain on the legidative agenda. The report of the President’s
Advisory Panel on Federal Tax Reform (2005) proposes no changes in maximum contributions to
employer-sponsored plans, but greatly expands and simplifies provisions that allow individuals to
deposit funds in tax-exempt individual saving plans.

Previous studies have shown that most employees contribute less than the legal maximum to
employer-sponsored plans. This paper examines changes between 1990 and 2003 in the share of
workers in different demographic groups who contribute the legal maximum. Using administrative
data on employee contributions to employer-sponsored plans, combined with demographic data on
individuals, we find that the percentage of employees who contribute the maximum allowed
amounts to plans has increased between 1990 and 2003, but that this increase has been largest
among those earnings and demographic groups with the highest shares of maximum contributors.
We reach roughly similar conclusions about trends in shares of large contributors, defined as those
who contribute either 10 percert of earnings or the maximum amount. The results in this paper
reinforce earlier findings that increases in the maximum allowable contribution may have little
effect on retirement security for most workers.

The first section of this paper describes the limitations on contributions to employer-
sponsored plans and how they have evolved over time. We begin by describing how statutory

! Similar provisions for taxdeferred accounts for employees of nonprofit institutions are included in Section 403(b) of
the Internal Revenue Code. We will refer to all the plans as tax-deferred retirement accounts. These include the
following type plans: cash or deferred arrangements (section 401(k) plans); Thrift Savings Plan for federal employees;
salary reduction simplified employee pension plans (SARSEP); savings incentive match plans for employees (SIMPLE
plans); tax-sheltered annuity plans (403(b) plans); section 501(c)(18)(D) plans; and section 457 plans.



contribution limits are set and how they have evolved over time. We then review recent literature on
the factors that influence employee contributions to salary reduction plans and display summary
data on the shares of employees who were offered and participated in employer-sponsored plansin
1992, 1996, and 2001. We then describe the data used in this paper and present data that show how
shares of workers who contribute the statutory maximum to defined contribution plans have
increased over time for different earnings and demographic groups. For the same groups, we aso
display changes in the percentages of large contributors (as defined above). Finally, we estimate a
number of logit models that explain the probability of contributing the statutory maximum and the
probability of contributing at least 10 percent of annual earnings or the statutory maximum and how
that probability has evolved over time. A brief concluding section reviews the findings.

Background
Contribution Limits

The federal income tax law limits contributions to tax-deferred defined contribution (DC)
pension plans in three main ways: (1) an annual dollar limit on the amount an employee can
contribute to a DC plan, (2) an annual dollar limit on the combined amount that an employer and an
employee can contribute to an account, and (3) percentage- of-compensation limits on combined
employer and employee contributions. Contributions to tax-deferred retirement plans are limited to
the lowest of these three limits. Table 1a shows how these contribution limits have varied over time.
This paper focuses on employee dollar contribution limits.

In tax year 2005, employees may contribute up to $14,000 to 401(k) plans. The contribution
limit will be raised to $15,000 in 2006 and will be indexed after 2006 to changes in the consumer
price index. Employees ages 50 and over may make additional “catch-up” contributions to the
accounts of $4,000 in tax year 2005 and $5,000 in tax year 2006, for atotal contribution of $20,000
in 2006. After 2006, the catch-up contribution limit is also indexed to changes in the consumer price
index.

This paper examines changes in the shares of workers contributing the maximum allowable
amount between 1990 and 2003. Over this period, the limit on individual contributions increased
from $7,979 in 1990 to $12,000 in 2003. Additional “catch up” contributions for employees over
age 50 were permitted beginning in 2002; the limits for these additional contributions were $1,000
in 2002 and $2,000 in 2003. Employers and employees were subject to a combined limit for
contributions to defined contribution plans of $30,000 between 1990 and 2000. The combined limit
was raised to $35,000 in 2001 and $40,000 in 2002. Between 1990 and 2001, combined
contributions were aso limited to 25 percent of annual earnings (including contributions); this limit
was raised to 100 percent in 2002.

While contribution limits were rising in nominal terms throughout the 1990-2001 period
(Table 1b), their growth was slower than the growth in average wages for much of that period,
declining from 38 percent of the average wage in 1990 to 32 percent of the average wage in 2001.
Since 2001, contribution limits have risen sharply as a percentage of the average wage; by 2006,
they will reach 39 percent of the average wage for employees under 50 and 52 percent of the
average wage for employees over 50, including the effect of allowable “catch-up” contributions.



Table la. 401k Plan Contribution Limits and Catch-up Provisions 1990 — 2003

Dollar Limits Percent Limits
Employee Combined Employer-| Percent of Annual
Year Contributions Over 50 Catch up Employee Salary
1990 $7,979 - $30,000 25%
1991 $8,475 - $30,000 25%
1992 $8,728 - $30,000 25%
1993 $8,994 - $30,000 25%
1994 $9,240 - $30,000 25%
1995 $9,240 - $30,000 25%
1996 $9,500 - $30,000 25%
1997 $9,500 - $30,000 25%
1998 $10,000 - $30,000 25%
1999 $10,000 - $30,000 25%
2000 $10,500 - $30,000 25%
2001 $10,500 - $35,000 25%
2002 $11,000 1,000 $40,000 100%
2003 $12,000 2,000 $40,000 100%
2004 $13,000 $3,000 $41,000 100%
2005 $14,000 $4,000 $42,000 100%
2006 $15,000 $5,000 $44,000 100%

Source: Internal Revenue Code, various years.

Table 1b. Employee Contribution Limits as a Percent of National Average Wage 1990 — 2003

Dollar Limits As a Percent of Average Wage
Employee Employee
Contributions Employee Contributions Employee
National Average without Over 50 | Contributions with without Over 50 | Contributions with
Year Wage Catch up Over 50 Catch up Catch up Over 50 Catch up
1990 $21,027.98 $7.979 $7.979 37.9% 37.9%
1991 $21,811.60 $8.475 $8.475 38.9% 38.9%
1992 $22,935.42 $8,728 $8,728 38.1% 38.1%
1993 $23,132.67 $8,994 $8,994 38.9% 38.9%
1994 $23,753.53 $9,240 $9,240 38.9% 38.9%
1995 $24,705.66 $9.240 $9,240 37.4% 37.4%
1996 $25,913.90 $9.500 $9,500 36.7% 36.7%
1997 $27,426.00 $9,500 $9,500 34.6% 34.6%
1998 $28,861.44 $10,000 $10,000 34.6% 34.6%
1999 $30,469.84 $10,000 $10,000 32.8% 32.8%
2000 $32,154.82 $10,500 $10,500 32.7% 32.7%
2001 $32,921.92 $10,500 $10,500 31.9% 31.9%
2002 $33,252.09 $11,000 $12,000 33.1% 36.1%
2003 $34,064.95 $12,000 $14,000 35.2% 41.1%
2004 $35,157.10 $13,000 $16,000 37.0% 45.5%
2005 $36.599.68 $14,000 $18,000 38.3% 49.2%
2006 $38,137.06 $15.000 $20,000 39.3% 52.4%

Source: Internal Revenue Code and Social Security Administration Trustees Report 2005




In addition to administering tax-deferred retirement accounts for their employees, most
employers (over 90 percent in 1999; Holden and VanDerhel 2001) also contribute to them.
Sometimes employers contribute a constant percentage of wages for all participating employees,
while in other plans the employer contribution amount varies with the amount of the employee’s
contribution. Nondiscrimination rules in the tax law require broad participation of employees at
different wage levels for plans to qualify for tax deferral. These nondiscrimination rules encourage
employersto subsidize participation by |lowwage workers because without broad participation the
plans would not qualify and the owners and their high-wage employees would not be able to take
advantage of the tax benefits.?

Earlier Findingson Factors Affecting Contribution Ratesto 401(k) Plans

Research interest in the savings behavior of participants in self-directed retirement accounts
has grown in recent years, as defined contribution accounts have become an increasingly important
share of retirement income for the elderly and firms continue to shift the responsibility of saving for
retirement to individuals. These studies focus mainly on the importance of individua and household
level characteristics, firm characteristics and plan design on employee contribution choices.

The most important determinants of individual contributions are age, gender, education, job
tenure, income, and planning horizon or taste for saving (Holden and VanDerhei 2001; Munnell,
Sunden, and Taylor 2003; General Accounting Office 2001; Congressional Budget Office 2003).
Contributions vary positively with age, education, job tenure, and income.

The importance of age reflectsin part life-cycle patterns of saving. Economic theory
suggests that individuals will save more towards the latter end of their working careers when their
earnings are typically higher (based on age earnings-curves) relative to their living expenses (such
as child care). In addition, older employees nearing the end of their working life are generally more
aware of the need to save for retirement than young workers.

In the aggregate, more men than women participate in 401(k) plans and men contribute more
to their plans on average than women. Some explanations for these differences include that women
earn less than men on average and are more likely to work in jobs that do not offer pension benefits
(e.g., part-time positions, positionsin small firms, positions in the service industry). Clark et al.
(2000), however, found that among 401(k) participants, women contribute a higher proportion of
their earnings than do men with similar earnings (see a'so Huberman et a., 2003).

Studies show that job tenure has a positive and significant effect on 401(k) contribution rates
(Choi et a. 2002; Madrian and Shea 2001; Munnell, Sunden, and Taylor 2003). Job tenure, which is
highly correlated with age, is associated with being fully vested in company pension plans and
employee knowledge of firm retirement plans. Compared to less educated workers, higher educated
employees are generally more aware of the need for saving for retirement and are more
knowledgeable about the advantages of tax-sheltered 401(k) plans and how to use them.

2 Employers with SIMPLE retirement plans avoid the restrictions of the nondiscrimination rules, but workers are subject
to lower limits aswell. We cannot tell the specific plan type from our data. Whilethisisalimitation in our data,
SIMPLE plans arerelatively new and not nearly as common as 401(k )and 403(b) plans with the higher limits.



Not surprisingly, contribution rates also rise with income. High earners are less liquidity
constrained than low earners and thus able to put away larger portions of their income into savings.
However, the relationship between income and contributions is complicated because employee
contributions are limited by statutory and/or plan-specific amounts, as we discuss below.

Finally, studies show that certain people have a greater taste for saving and that this
characteristic is an important determinant of contribution behavior, even when controlling for other
factors. For example, in their study of 401(k) participants, Munnell, Sunden, and Taylor (2003)
concluded that individuals' planning horizon was the most important factor affecting employees
participation and contribution decisions.

In addition to individual characteristics, recent studies document the importance of plan
features in influencing employee contribution rates. Severa key elementsin 401(k) plan design
affect employee contribution decisions. default contribution rates (Madrian and Shea 2001; Choi et
al. 2004a; Choi et al.2004b), employer match rates, and match thresholds (Andrews 1992; Besset et
al.1998; Papke and Poterba 1995; Even and Macpherson 1997; Kusko et al., 1998; Papke, 1992;
Huberman et al., 2003; Choi et al. 2002; Englehardt and Kumar 2003), maximum contribution rates
(Choi et a 2002), loan provisions (General Accounting Office 1997; Holden and VanDerhel 2001),
and investment options (Papke 2004; Cunningham and Englehardt 2002; Huberman et al. 2003).
Contributions are also affected by whether or not the employee has access to a defined benefit
pension plan, either from her current or a previous employer (Cunningham and Englehardt 2002;
Clark and Schieber 1998; Huberman et a. 2003).

Some recent studies (Choi et al. 2004c) found evidence that the take up rate on 401(k) plans
is much higher when employers automatically deposit money in the plan, with an option for
employees to opt out, than when the employee is ssmply offered an opportunity to contribute.
Others have proposed plans to increase the default contribution rate of employees gradually as their
earnings increase, so that higher contribution rates reduce the increase in take-home pay from a pay
raise instead of reducing take-home pay in absolute terms (Bernatzi and Thaler 2004).

Participants exhibit a strong tendency to contribute at planspecific limits such as the default
rate, the match threshold, and the maximum contribution limit. Choi et a. (2004) conclude that
these plan limits are the most important features of plan designs affecting participant contributions.
In addition, both loan provisions and investment choice are found to increase contributions to
defined contribution plans. The evidence on the effect of employer match rates is much less
conclusive. Results seem to vary depending upon the type of data that are used, whether the
researcher analyzes average contribution rates or individual contributions, and whether the analysis
controls for match thresholds. However, two recent papers on this topic, Englehardt and Kumar
(2003) and Choi et al. (2002), offer strong evidence that a higher match rate combined with a higher
match threshold lead to higher contribution rates. Finally, the evidence for the influence of defined
benefit plans is also somewhat mixed. Cunningham et al. (2002) find that defined benefit coverage
has a negative effect on 401(k) contributions, Clark and Shieber (1998) find no effect, and
Huberman at a. (2003) find a positive effect. Munnell, Sunden, and Taylor (2003) find that the
level of wealth in a defined benefit account has a negative but insignificant effect on 401(k)
contributions.



While several studies have examined the influence of individual, plan and firm
characteristics on employee contribution rates to 401(k) accounts, only a handful have explored the
impact of statutory limits on contributions to tax-advantaged retirement accounts. Furthermore, of
the few that do exist, all are based on cross-sectional data that ook only at one time point and thus
cannot evaluate how contribution rates have changed over time with changes in statutory
maximums. Mog studies show that the statutory limit constrains only a small minority of defined
contribution participants. According to a number of studies, (General Accounting Office 2001,
Congressional Budget Office 2003; Holden and VanDerhel 2001; Munnell and Sunden 2004) fewer
than 10 percent of DC participants contributed up to the statutory maximum in any given year since
1997.3 Thus, only a small minority of contributors in any year would potentially benefit directly
from an increase in any of the statutory maximums. Higher earners were more likely than low and
moderate earners, older workers more likely than young workers, men more likely than women, and
married people were more likely than single earners to contribute the maximum. In contrast, the
General Accounting Office (2001) found that increasing the percentage limit (which previously
stood at 25 percent of salary) on combined employer and employee contributions would benefit low
and moderate earners and women the most and accounted for half of the estimated 3.1 million likely
direct beneficiaries of an increase in al three contribution limits.

Because the limit appears to constrain few workers, many observers believe that increasing
it would have relatively little impact on retirement preparedness (Orszag 2005). But a substantial
number of workers contributing less than the statutory limit may be prevented from increasing their
contributions by limits their employers impose that are lower than the statutory limit (Joulfaian and
Richardson 2001). A study by the Investment Company Institute (2000), based on a survey of 1,851
households, found that while only 11 percent of DC plan participants were contributing at the
statutory maximum, 27 percent were contributing the maximum set either by the statutory
maximum or by their employer plan in 1999. Similarly, Holden and VanDerhel (2001) find that 52
percent of those contributing less than the statutory limit were constrained by a lower plan-imposed
limit (Holden and VanDerhei 2001). In many cases, lower plan limits are due to federal anti-
discrimination laws that are designed to prevent employers from tailoring their plansto benefit key
executives, while excluding rank and file workers. The rules are complicated, but in general they
limit contributions by highly compensated employees to a fraction of what other employees
contribute. Increasing the statutory limit on employee contributions could induce some employers to
increase their plan-specific contribution limits, which would enable more workers to contribute up
to the statutory limit. Such increases would disproportionately benefit higher earners, but some
argue that low and moderate-earning workers may benefit indirectly if they encourage some
employers to form new plans that would extend pension coverage to more employees, expand
pension coverage in existing plans, and/or increase their contributions for low- and moderate-
earning participants in existing plans. These effects, however, are very difficult to measure.

3 Using data from the Survey of Consumer Finances, the General Accounting Office (2001) found that 8 percent of all
DC participants contributed up to the statutory maximum in 1998; Using data from individual tax returns, the
Congressional Budget Office (2003) found that only 6 percent of participants contributed the statutory maximum in
1997; Using data from a household survey conducted by EBRI and ICl, Holden and VVanDerhei (2001) limited their
sample to those earning more than $40,000 per year and found that within this population, 11 percent contributed the
statutory maximum in 1999.



Trendsin Participation in Tax-Deferred Retirement Plans

The share of all workers in jobs that offer tax-deferred retirement plans increased from 47
percent in 1992 to 49 percent in 2001, after dipping to just under 45 percent in 1996 (Table 2). In
general, the proportion of workers employed in firms that offer a plan increase with age (except for
the oldest age group) and earnings. Between 1992 and 2001, the differences in the shares of workers
in jobs offering a tax-deferred plan between old and young workers and between low and high
earners increased. 1n 1992, the gap in the proportion offered a plan between workers age 20-29 and
workers age 50-59 was only 6 percentage points (43 percent compared with 49 percent). By 2001,
this gap increased to 20 percentage points, with 35 percent of workers age 20-29 in jobs offering
such plans compared to 55 percent of workers age 50-59. Similarly, in 1992, 18 percent of workers
in the lowest earnings group ($0-$10,000) and 72 percent of workers in the highest earnings group
($150,000 or more) were offered a tax-deferred retirement plan (a 54 percentage point gap); by
2001 the proportions offered a plan had dropped to 11.5 percent for the lowest earners and increased
to 85 percent for the highest earners.

Table2 Pearoant of Workersin Jobsthat Offer 401k Pendon Plansand Partidpation Rateamong those Offered aPlan by Yer,
Age and Earnings

Peroent of WoarkersOffared a Partidpation Rateamong Partidpation Rateamong
401k Pension Plan WorkersOffered aPlan All Waorke's
1990+* 19%6 2001 1900+* 1996 2001 1902 1996 201
ALL 0469 0.445 0491 0597 0667 063 0280 0297 0340
AGE
2029 0431 0.298 0352 0491 053 0575 0212 018 0202
039 0469 0492 0528 05% 0673 0639 029 0331 034
4049 (015071 0518 0556 0.627 0697 0731 0316 0361 0406
5059 0492 0509 0555 0641 0714 0736 0315 0363 0408
60-69 034 0320 0378 0613 0638 0681 0217 023 027
Total Earnings ($2004)
01010000 017 0.085 0115 0131 027 0338 0023 0023 0039

10,000t0 25,000 0288 0.289 0343 0.378 0469 0508 0109 01 0174
25000t0 50,000 0481 0569 0629 0589 0663 069 0283 0377 0440
50,000to0 75000 06%6 0.736 0.758 064 0773 0801 0429 050 0607
75,00010 100,000 0763 0.782 0800 0.776 081 0843 0592 0633 0674
100000t0130000 0747 0.804 0855 0.816 0875 oo 0610 0™ 0773
130000t0150000 0747 0.818 0.7% 0.762 0824 080 0569 0674 0692
150000+ 0718 0.765 0825 0.846 0.77 08 0607 0589 0663

**Nate: The SPP pension topical module aurvey changad betwiean 1992 and 1996. The 1992 survey asked respondent if they were offered a401k or Thift plan.
The 1996 and 2001 survey prabesfor agregter range of DC plansinduding 401k, pre-tax, sdlary reduction, and 403b plans: The 1992 numbersbesed on 15855
workersage 25 to 89 who metch the DER. The 1996 numbersare besed on 32,028 workers age 20 to 69in 1997 who metch the DER. The 2001 numbersare besd
on 20,149 workersage 2010 26 in 2003 who metch the DER. Workars are respondentswith posiive DER eamings: Patidpents areworkerswith deferred
contributions

Source: Urben Indtitute tebulation of the 1992, 1996, and 2001 SPP linked to the DER.

In addition to being more likely to work for an employer who offers a plan, older workers
and workers with higher earnings are also more likely to participate (defined as contributing in that
year), given an offer, than younger workers and workers with lower earnings. In contrast to trends



in offer rates, however, there has been a significant increase in participation rates (conditional on
being offered a plan) for al age and income groups.. Among workers ages 2029, participation
rates increased from 49 percent in 1992 to 58 percent in 2001. For workers earning less than
$10,000 per year, participation rates increased from 13 to 34 percent.

Combining the effects of employer offers and employee take- up, the percentage of workers
who participate in a plan increased from 28 percent in 1992 to 34 percent in 2001. Participation
rates increased by a much larger percentage for older than for younger workers. The percentage rate
of growth in participation was also generally faster for low-income workers than for high-income
workers; groups with earnings less than $75,000 all had participation rate growth over 40 percent
between 1990 and 2001, while the growth rates were less than 30 percent for al groups with
earnings over $75,000. But because the percentage increases for the low-income groups were on top
of amuch smaller initial participation rate, the absolute gap in participation rates between the
highest and lowest earners widened.

Table 2 displays rates of access to and participation in plans, but not levels of contributions.
Previous research with the data set used in this paper has confirmed earlier findings that most
employees who participate do not contribute the maximum amount allowable under the tax law.
Moreover, Smith, Johnson, and Muller (2004, Table A.4) show that the average contribution
amount in 2001 was $3,637, far below the legal maximum in that year of $10,500. Average
contribution amounts were much higher for groups with higher earnings.

Why Contributors May Make L essthan the Maximum Contribution

Contributors may invest less than the legal maximum in tax-deferred accounts because of
individual choices and limitsin employer plans. Individuals may choose to consume more in the
present and forego part of the opportunity for tax-advantaged saving if real or perceived immediate
spending reeds are sufficiently pressing to outweigh the tax benefits. Employees also may wish to
maintain some savings outside of retirement accounts because they are easier to accessin an
emergency and can be spent without incurring a withdrawal penalty. They may reduce their
contributions temporarily because of personal hardship, such as atemporary spell of
unemployment, divorce, or health problems, or to finance large, intermittent expenses, such as
college tuition or a down payment on a home. As discussed above, employee contributions are also
limited when employers set the maximum individual contribution below the maximum in the tax
law to keep their plans from violating anti-discrimination rules.

DATA SOURCES

Most of the studies of contributions to tax-deferred plans reviewed in the previous section
are based on either 1) national cross-sectional or panel data, 2) plan datafrom afew select firms, or
3) government-based individual- level data on tax-deferred contributions. The main benefit of using
cross-sectional data sets such as the Current Population Survey (CPS), the Survey on Income and
Program Participation (SIPP) or the Health and Retirement Study (HRYS) is that they contain
information on individual and household characteristics that affect saving, while plan data and tax
return data contain very little information on individual characteristics. The main advantage of plan
datais the inclusion of detailed and accurate information on pension benefits and formulas. Tax



return data include information ontax-deferred contributions over along period of time and are
more accurate sources of earnings and contributions than survey data.

For this research, we are able to combine the strengths of cross-sectional data and tax datato
analyze changes in contributions to 401(k) accounts over time. The data in this paper come from the
1996 SIPP, linked to administrative data from the Social Security Administration’s Detailed
Earnings Records (DER). The SIPP provides basic demographic and economic information,
including age, race, gender, marital status, education, employment status, and income for a
nationally representative sample of over 36,000 households. Special topica modules in the SIPP
provide additional information on marital histories, fertility histories, employment histories,
disability, wealth and its allocation among asset types and, of particular usefulness for our purposes
in this paper, characteristics of employer-sponsored pensions.

The DER contains information collected from Internal Revenue Service (IRS) form W-2,
which employers must file to report salaries and benefits they pay to their workers. The data are
reported separately for wage and salary employees and the self-employed. The dataset provides
annual information on total earnings, earnings covered by Social Security, taxable earnings, and
tax-deferred contributions to employer-sponsored retirement accounts between 1990 and 2003.*

We use the SIPP data merged with administrative earnings records to create a longitudinal
sample extending between 1990 and 2003. For each individual respondent in each year, the sample
includes measures of pretax earnings and individuals' contributions to employer-sponsored
retirement plans, as well as the individual’s age, gender, race, and education level. The sample also
includes marital status through the SIPP interview and earnings and retirement contributions in
every year of the person’s spouse at the time of the SIPP interview.

Because the data do not contain information on employer contributions, we limit our
analysis to individual contributions to 401(k) plans. We define individuals as contributing the
maximum allowable amount in a given year if their contributions were equal to or exceeded any of
the three limits in that year®. Because we lack detailed data on the characteristics of employer plans,
however, we cannot be certain whether an employee who is contributing less than the statutory
maximum is doing so voluntarily or is constrained by the company’ s plan. The tables shown below
cannot distinguish whether employees voluntarily limit their contributions to less than the legal
maximum or are constrained by limitsin employer plans.

We restrict the sample to workers ages 20 to 69 that contribute to a tax-deferred retirement
plan. We exclude workers younger than 20 because many employers do not allow them to

4 We restrict the data set to include only those respondents to Wave 7 of the 1996 SIPP who allowed their responses to
be matched to the Social Security administrative data. About 16 percent of Wave 7 respondents do not have a match,
primarily because they refused to report their Social Security numbers. Information on retirement plan contributions
correspond to codes d through h in box 13 on the W-2 form: 401(k), SIMPLE, 403(b), 408(k)(6), SEP, 457(b), and
501(c)(18)(D) plans. To protect privacy of taxpayers, only researchers who obtain special permission from SSA can
access the DER and the data can be analyzed only at secure computing facilities maintained at SSA offices.

® The percent of compensation limit prior to 2002 was set at 25 percent and could limit low-earning individuals to lower
maximum contribution limits than those set by the legal employee dollar limit. For example, individuals earning less
than $40,000 a year in 1998 would be bound by the percent of compensation limit prior to meeting the $10,000
employee dollar limit in that year.



participate in retirement plans and we exclude workers older than 69 because people must begin
withdrawing funds from defined contribution plans at age 70 and a half. Our sample includes
120,875 (personyear) observations between 1990 and 2003.

For those who participate, we can calculate average contributions and the percentages of the
population and of population subgroups who contribute the maximum amount or an amount above
any given threshold level or percentage of earnings. This gives us an opportunity to examine the
extent to which participants take full advantage of the tax-preferred saving opportunity available to
them and how the degree of utilization of the tax preference has changed over time, both for the
entire population and for subgroups of the population

The two main limitations of the dataset are that it does not fully describe how demographic
and economic circumstances of individuals have changed throughout the years of the sample and
provides only limited data on employer contributions. The SIPP data, for example, do provide some
information on marital circumstances prior to the survey years, but do not indicate changes in
marital status after 1999. SIPP does not indicate whether the employer offered a defined
contribution retirement plan in years other than 1997, although it is unlikely that coverage that
existed in the sample year ceased afterwards if the worker remained with the same firm. The dataset
also does not reveal whether those who contribute less than the maximum amount allowable by law
do so voluntarily or are constrained by limitations in their company plan.

GROWTH IN PERCENTAGE OF WORKERS CONTRIBUTING MAXIMUM AMOUNT

In this section, we examine the growth between 1990 and 2003 in the percentage of
participating workers who contribute the maximum allowable amount and in the percentage of
workers who are “high contributors,” defined as those who contribute either 10 percent of earnings
or the maximum amount. We show how the percentage contributing the maximum varies by age
across cohorts (years) and by cohorts (years) within age groups. We then compare growth rates over
time within groups classified by age, income, gender, education level, race/ethnicity, marital status,
and the presence of self-employment income. We illustrate how inequality in maximum
participation rates between higher and lower participation rate subgroups has increased over time
and present regression results that explain the growth in both those contributing the maximum
amount and “high contributors” as a function of earnings and demographic characteristics.

Overall Trends

The percentage of participants who contribute the maximum amount increased from 3.5
percent in 1990 to 7.5 percent in 2001 (Figure 1). The percentage at the maximum then dipped to 6
percent in 2003 because some workers ages 50 and over did not take advantage of the provisions
allowing them to make additional “catch-up” contributions. Excluding the catch-up provision, the
percentage of contributors at the maximum remained roughly constant between 2001 and 2003.

The growth in the percentage contributing the maximum reflects both age and cohort effects.
Between 1990 and 2001, older workers were more likely to contribute the maximum amount than
younger workers, with workers under age 30 least likely to contribute the maximum and workers
ages 50 and over most likely to contribute the maximum (Figure 2). After 2001, the percentage of

10



Figure 1. Percent of Participants Contributing Maximum to 401k With and Without the
Over 50 Catch-Up Contribution
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Source: Authors' calculations using 1996 SIPP matched to the Detailed Earnings File.
See Appendix Table Al.

Figure 2. Percent of Participants Contributing Maximum to 401k by Ageand Y ear
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Source: Authors' calculations using 1996 SIPP matched to the Detailed Earnings File.
See Appendix Table Al.

workers over age 50 at the maximum declined sharply due to the over-50 catch-up provisions, but,

excluding the catch- up provisions, workers over age 50 remained more likely to contribute the
maximum than younger workers (Figure 3). Throughout the sample period, the percentage at the
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maximum for most age groups increased over time, reflecting an increased propensity for later
cohorts of workers to contribute the maximum amount.

In general, workers in a given birth cohort became more likely to contribute the maximum as they
became older (Figure 4). At any given age, workers in more recent birth cohorts (later yearsin the
period) were more likely to contribute the maximum than workers in earlier birth cohorts.

Figure 3. Percent of Participants Contributing Maximum to 401k
(without Over 50 Catch-up Contribution) by Ageand Y ear
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Source: Authors' calculations using 1996 SIPP matched to the Detailed Earnings File.
See Appendix Table Al.

Figure4. Percent of Participants Contributing Maximum to 401K by Age and Cohort
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The probability of contributing the maximum amount is higher among some income and
demographic groups than others. Maximum contributors are more prevalent among high income
compared with low income workers, college graduates compared with those with less education,
nonHispanic whites and others (principally Asian Americans) than blacks and Hispanics, and
married compared with unmarried people. Our principa finding in this paper is that virtualy all the
growth in the percentage of workers contributing the maximum amount since 1990 has come from
growth in contribution rates among high contributing groups. The result has been to widen the
differences in the propensity to contribute the maximum amount among income and demographic
groups. The next section of the paper documents this finding.

Detailed Differencesin Growth in Maximum Contribution Percentage Among Demogr aphic
Groups

The percentage contributing the maximum amount to tax-deferred retirement accounts
differs among groups classified by income, gender, education, race/ethnicity, marital status, and the
presence of self-employment income. Between 1990 and 2003, the percentage contributing the
maximum in groups with the highest maximum participation rates increased, while the percentage
contributing the maximum was largely unchanged for other groups.

Contributions by Earnings. In 1990, the percentage contributing the maximum amount increased
with increases in income (Figure 5). The percentages contributing the maximum amount were
between 1 and 3 percent for workers with earnings under $75,000, 7 percent for workers with
earnings between $75,000 and $100,000, 23 percent for workers with earnings between $130,000
and $150,000, and 47 percent for workers with earnings over $150,000. Over the 1990-2003 period,
the percentage at the maximum remained about the same for workers earning less than $75,000, but
increased to 12 percent for workers with earnings between $75,000 and $100,000, 38 percent for
workers with earnings between $130,000 and $150,000, and 53 percent for workers with earnings
over $150,000. For these latter two groups, the percentage at the maximum declined after 2001 due
in large part to the over 50 catch-up contributions. Put differently, employees earning between
$75,000 and $100,000 (in 2004 dollars) were about 8 times more likely in 1990 and 31 times more
likely in 2003 to contribute the maximum amount than employees with earnings under $25,000.
Employees earning over $150,000 were just under 60 times more likely in 1990 and 133 times more
likely in 2003 to contribute the maximum amount than employees earning under $25,000.

Contributions by Gender. Maes are more likely to be maximum contributors than females (Figure
6). In 1990, 4.1 percent of males and 2.8 percent of females were maximum contributions. By 2003,
the share of males who were maximum contributors had amost doubled to 8 percent, while the
female share of maximum contributions increased by a smaller proportion to 3.6 percent. The
higher propensity to contribute the maximum for males is entirely explained by the higher earnings
of males. Within every earnings group, females are more likely than males to contribute the
maximum amount (Figure 7).
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Figure7. Percent of Participants Contributing Maximum to 401k by Sex and Total
Annual Earnings ($2004)
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Contributions by Education Level. People with a college degree or more are much more likely to
contribute the maximum amount than people with some college, high school graduates, and high
school dropouts (Figure 8). Between 1990 and 2003, the percentage of college graduates
contributing the maximum amount more than doubled, while the cortribution rates for the other
education level groups were mostly unchanged. Expressed in terms of ratios, college graduates were
about 9 times more likely in 1990 and over 15 times more likely in 2003 to contribute the maximum
amount, compared with high school dropouts.

Contributions by Race/Ethnicity. The percentages of non-Hispanic whites and others who
contribute the maximum amount is higher in most years than the percentages of Hispanics and non
Hispanic blacks who contribute the maximum (however, in 1990, the maximum contribution
percentages for nonHispanic whites and Hispanics were roughly equal). Between 1990 and 2003,
the percentage contributing the maximum increased for non-Hispanic whites and other, declined for
Hispanics, and increased only dightly for non-Hispanic blacks (Figure 9). NornHispanic whites
were over twice as likely to contribute the maximum than non-Hispanic blacks in 1990 and over
three times as likely to contribute the maximum in 2003.
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Figure 8. Percent of Participants Contributing Maximum to 401k by Educational
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Figure9. Percent of Participants Contributing Maximum to 401K by Race
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Contributions by Marital Status. The percentage of married people who contribute the maximum
was higher than the percentage of widowed, single, and never married who contribute the maximum
for most years between 1990 and 2003 (Figure 10).° The percentage married who contribute the
maximum increased from 4 percent in 1990 to 9 percent in 2001, before dropping to 7 percent in
2003. The percentage contributing the maximum aso increased for the never-married (from under 2
percent in 1990 to almost 4 percent in 2003), but there was amost no discernible upward trend in
the percent cortributing the maximum for either widowed or divorced people.

Figure 10. Percent of Participants Contributing Maximum to 401k by Marital Status
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Contributions by Self-Employment Status. Employees who also report self-employment income
are more likely to contribute the maximum to their employer-based retirement plan than employees
without self-employment income (Figure 11). Over the 2001-2003 period, the percent contributing
the maximum increased by a much larger percentage for those with self-employment income than
for those without self-employment income. As with gender, the higher probability of contributing
the maximum among self-employed is due to the generally higher earnings among workers with
self-employment income.

® The percentage of widowed who contribute the maximum was higher than the percent married who contribute the
maximum in 1990, but dropped to zero in 1992. This may reflect a small sample size for the number of workers who are

widowed.
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Figure 11. Percent of Participants Contributing Maximum to 401k by Self Employment
Status (in addition to wages)
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Growth in High Contributors

As an alternative to measuring the percentage of employees who contributed the maximum
allowable amount, we also examined trends in the percentage of participating employees whom we
deem to be large contributors. We define alarge contributor to be someone who deposits either 1)
10 percent of his or her earnings in a tax-deferred retirement account or 2) the maximum allowable
amount. For employees with high earnings, the maximum allowable amount is less than 10 percent
of earnings, but we want to count anyone who is contributing as much as possible to be alarge
contributor. Results from these analyses are presented in the appendix.

Overall, the observed relationships between this alternative measure of large contributions
and important social and economic characteristics do not differ significantly from those observed
under the original measure of contributing the maximum. Older employees are more likely to be
large contributors to tax-deferred retirement plans than younger employees (Table A2). Growth
rates in the percent contributing 10 percent or more or the maximum, however, do not show any
consistent pattern of difference by age. As expected, the percentage of large contributors increases
with the level of annual earnings. The growth rate in percentage of large contributors also rises with
the level of earnings. College graduates are more likely to be large contributors than less educated
workers and the relative differential between college graduates and the less educated has widened
over time. Non-Hispanic whites and others are more likely to be large contributors than Hispanics
and non-Hispanic blacks and the differential between these groups has also widened over time.

While only very small percentages of lower contributing groups—Iess educated, low
earners, ethnic minorities, and young workers—contribute the statutory maximum, many do
contribute a reasonably large proportion of their annual earnings to their retirement plans and the
percentage of large contributors in these groups is rising over time. Between 1990 and 2003, for
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example, the percentage contributing at least 10 percent or more of earnings increased from 11 to 22
percent for those earning less than $10,000 per year, from 10 to 13 percent for those earning
between $10,000 and $25,000 per year and from 9 to 15 percent for those earning between $25,000
and $50,000 per year. Among those with less than a high school education, the share of “large”
contributors more than doubled from 5 percent in 1990 to 11 percent in 2003. For ethnic minorities,
gains were more modest but still exhibited an upward trend, with the proportion contributing 10
percent or more of their earnings (or the maximum) increasing from 9 percent to 10 percent for non
Hispanic blacks and from 10 percent to 12 percent for Hispanics between 1990 and 2003. None of
these groups showed any significant gains in the proportion contributing the statutory maximum
between 1990 and 2003.

Factors Contributing to Changesin Percent Contributing Maximum to Tax-Deferral
Accounts

We tested a number of multiple logit regression specifications to explain the factors
contributing to the growth in the percentage of participants who deposit the maximum amount in
tax-deferred accounts and who contribute at least 10 percent of earnings or the maximum. The
equations are not structural representations of the behavior of individuals because we cannot
measure whether in any given year an employee worked for afirm that offered a plan allowing the
individual to contribute the maximum amount. Instead, the equations show the factors contributing
to the growth in maximum participation among those who participate.

In al ecifications, the percentages contributing the maximum are higher for married and
never-married individuals than for those widowed or divorced, higher for whites and others than for
blacks and Hispanics, higher for older than for younger workers, higher for more educated than for
less educated workers, and higher for workers with higher earnings, holding other characteristics
constant. We also find that higher earnings are associated with larger growth rates in both the
percentage contributing the maximum and the share of high contributors.

Single Characteristic Models We first specified a set of models (Table 3) that include only
one economic measure or demographic characteristic (earnings, education, or race). These
equations formalize the relationships observed in the graphs displayed in the previous section. All
of the single-characteristic models in Table 3 include age dummies, a time trend, and an interaction
term between the economic or demographic variable of interest and year that shows the contribution
of the characteristic to the growth rate in maximum contributions over time. In al these equations,
the share of maximum contributors is positively related to age.

The share of maximum contributors rises with earnings and increases faster over time for
employees with higher earnings (Table 3, Model 1). When earnings, age, and the interaction of
earnings with time are included as the only explanatory variables, the time trend variable is negative
and statigtically significant. The same result holds when earnings are represented by earnings group
dummy variables instead of by a continuous variable measuring the level of earnings, except that
the coefficient on time is now smaller and significant only at the 10 percent level (Table 3, Model
2). Because the model includes interaction terms between earnings and calendar year, this result
indicates that for workers earnings less than $25,000, the probability of contributing the maximum
is decreasing over time. Note that when we specify earnings with a categorical measure in Mode 2,
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Table3: Logit Regresson Moddsfor Whether Individuals Contributingto 401k Contribute Satutory Maximum Using Sdect |ndependent

Variables
Modd 1: Earnings Modd 2 Earnings . )

(n(earnings) (Categorical) Maodd 3 Education Maodd 4: Race
Independent Variables Codff. Snd.Error| Codf. Snd.Erro] Coeff. Snd.Errol Codf. Snd. Error
Age<30 (ref ) (ref c) (ref cat) (ref cat)
Age0-HA 05656 *** 01034 | 04902 *** 00989 11134 *+ 00981 12627 ¥+ 00077
AgeH-3 06450 *** 01001 | 05415*** (00953 15794 *+* 00939 16490 % 00033
Aged0-44 06420 *** 00997 | 05566*** 00346 17367 *** 00930 17665** 00023
Aged549 088 *** 00983 | 08004 *** 0041 19849 *** 00922 20226** 00915
Age 504 12498 *** 00987 11412 *** 00949 22874 *** 00924 23009 *** 00913
Age B 13937 *** 01017 | 12045*** (00980 | 24463*** 00946 | 23686** 00933
Age 6064 18191 *** (01001 17313 *** 01072 25983 *** 01006 24781 *** 00985
Age 6569 20444 *** 01524 19171 *** (01486 26023 *** 01201 24287 ** 01263
Cdendar Year 06251 *** 01139 | 00403 * 00224 00627 *** 00074 00251 * 00144
Log(Earningd 22450 *** 00942 - - - - - -
Year*Log(Earningy 00613 *** 00100 - - - - - -
Earnings< 25000 - - (ref ) - - - -
Earnings25,000-4999 -- - 04617 * 02533 - - - -
Earnings50,000-74,999 -- - 07492 *** 0219 - - - -
Earnings75,000-99,999 -- - 19974 *** 02137 - - - -
Earnings100,000-124,99 -- - 27430 *** 02224 - - - -
Earnings125,000-149,000 -- - 31956 *** 02403 - - - -
Earnings> 150,000 -- - 42000 *** 02214 - - - -
Year*Earnings 25000499909 -- - 003%7 00287 -- - - -
Year*Earnings 50,000-74999 -- - 00905 *** 00242 - - - -
Year*Earnings 75,000-99999 -- - 01224 *** 00236 - - - -
Year*Earnings 100000-124,99 -- - 01303 *** 00”44 - - - -
Year*Earnings 125,000-149,000 -- - 01431 *** 00261 - - - -
Year*Earnings> 150,000 - - 01226 *** 00244 - - - -
Lessthan CdlegeDeyee - - - -- (ref cat) - -
College Degreeor Higher - - - - 16639 % 00851 | - -
Year*Cdlege Degreear Higher - - - - o001 ** 00084 -- -
Bladk or Higpanic - - - - - - (ref cat)
Whiteor Otha Race - - — — - . 04 *kok 01479
Year*Whiteor Othe Race -- - - -- -- -- 00632** 00149
Congant -202420*** 10639 | -bE07/8*** 02098 | -62891*** 01125 | 57743** (01656
Pason-Year Obsarvations 120875 120875 120875 120875
PssudoR-suared 0.3385 03589 0.1346 00555

* Srificant & .10 level
** Srificant & 06 levl
*x Gopificant at Ol level
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the results reveal a somewhat bimodal relationship between earnings and contributing the
maximum. Compared with employees earning $25,000 or less, the probability of contributing the
maximum is lower for employees with earnings between $25,000 and $49,999, but higher, and
increasing monotonically with earnings, for employees in al other earnings groups. This dip in the
$25,000-$49,999 earnings group is attributable to the fact that individuals in the lowest earnings
group are likely to hit the percent of compensation maximum at relatively low earnings levels. The
growth rate over time (holding age constant) is negative in the lowest earnings group, but is positive
in all other earnings groups, reaching a peak for employeeswith earnings between $125,000 and
$149,000.

Using education level as the measure of economic status, the percentage contributing the
maximum amount is higher and grows faster for college graduates than for others, but in this
specification the calendar year effect is positive, suggesting some growth in the percent at the
maximum even for those without a college degree (Model 3). Using race/ethnicity as the single
demographic measure, the percentage at the maximum is higher and increases faster over time for
whites and other races than for blacks and Hispanics (Model 4). In this last specification, the
calendar year effect is positive, but not statistically significant at the 5 percent level.

Multi-Factor Models. In Table 4, we display the results from full logistic regressions, which
include earnings and demographic characteristics in the same equation, along with controls for other
important factors influencing the degree of participation’. We test interaction terms between
earnings and calendar year, which will indicate whether or not the probability of contributing the
maximum amount is rising faster for higher earners than lower earners, holding other variables
constant. We estimate separate equations for the share of maximum contributors and the share of
large contributors (those who contribute 10 percent of earnings or the statutory maximum), both
with and without inclusion of a variable for the ratio of the statutory maximum individual
contribution to the average wage.

The probability of contributing the statutory maximum and of being alarge contributor both
depend on gender, marital status, race/ethnicity, education, self-employment status, and earnings.
Holding all other variables constant, the share of maximum contributorsis:

Higher for high-earning females than for high-earning males (earnings more than $50,000),
Higher for never-married than for married people and higher for married people than among
those widowed or divorced,

Higher for other races than for non-Hispanic whites, higher for non-Hispanic whites than for
Hispanics, and higher for Hispanics than for blacks,

Higher for college graduates than for those with some college and higher for those with
some college than among high school graduates and dropouts, and

Higher for those with more earnings.

" Inthisfinal model, we use a categorical specification for earnings. Model tests showed that this specification offered a
better model fit than the continuous specification of earnings (both with and without a log transformation). Exploratory
analyses showed that the relationship between earnings and the probability of contributing the maximum is not linear.
Prior to 2002, when the percent of compensation maximum for 401(k) contributions was raised to 100 percent of annual
salary, low earners were more likely to contribute the maximum than middle range earners because the ceiling set by the
percent of compensation maximum was relatively low for the lowest earners.
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Tabled. Logit Regressonsfor Whether Individuals Contributing to 401k Plan Contribute Statutory Maximum or 10 Per cent of

Earnings
Modd 1a Modd 2a Modd 1b Modd 2b
Contribute 10 Percent Contribute 10 Per cent
Contribute the Max or Max Contributethe Max or Max

Independent Variables Coeff Std Err Coeff Std Err Coeff Std Err Codff SIdErr
Demographic Variables
Widowed or Divorced (reference category)
Married 0310 ***  0.099 03 *** 004 0308 *** 0098 0.394 *** 0.04
Sngle 0660 ***  0.128 0505 *** 0071 0644 *** 0128 0.502 *** 0071
Non-HispanicWhite (reference category)
Non-Hispanic Black -0573 ***  0.185 -0.793 *** 0.088 -0.568 *** 0185 -0.792 *** 0.088
Hispanic -0.261 0.195 -0.374 *** 0093 -0.263 0195 -0.374 *** 0093
Non-Higpanic Other 0351 *** 0130 0.304 *** 0.080 0.354 *** 0129 0.305 *** 0.080
Age<30 (reference category)
Age30-34 0581 ***  0.132 0295 *** 0057 0563 *** 0132 0.293 *** 0.057
Age35-39 0691 ***  0.142 0456 *** 0064 0672*** 0141 0.455 *** 0.064
Aged0-44 0.740 ***  0.142 0599 *** 0065 0715 *** 0142 0.597 *** 0.065
Age45-49 1004 *** 0144 0804 *** 0066 0979 *** 0144 0.802 *** 0.066
Age50-54 1234 ***  0.146 1163 *** 0.067 1207 *** 0.146 1.162 *** 0.067
Age55-59 1382 *** 0152 1479 *** 0070 1353 *** 0152 1476 *** 0071
Age60-64 1861 *** 0164 1882 *** 0079 1829 *** 0163 1.880 *** 0.079
Age65-69 2021 *** 0226 2093 *** 0112 1.980 *** 0.226 2.088 *** 0112
Education and Job Characterigics
High School Graduateor Less (reference category)
Some College 0338 *** 0122 0.338 *** 0122 0333 *** 0121 0173 *** 0051
College Or more 0.772*** 0117 0772*** 0117 0762 *** 0116 0.547 *** 0.051
Sdf Employed -0.133 0.102 0207 *** 0067 -0.138 0102 0.206 *** 0.067
Job ChangeThisYear -0410 ***  0.049 0502 ***  0.027 -0.389 ***  0.049 -0.498 *** 0.027
YearsContributeto 401K (1990-2003) 0.011 0.009 0.050 *** 0005 0.012 0.009 0.050 *** 0.005
Earningsand Earnings* Sex | nteractions
Male Earnings < 25,000 (reference category)
Male Earnings 25,000-49,999 -1.336 *** 0479 0.074 0131 -1328 *** 0474 0.075 0.130
Male Earnings 50,000-74,999 0.157 0457 0452 *** 0135 0190 0450 0454 *** 0134
Male Earnings 75,000-99,999 1335 *** 0449 0.247 0154 1391 *** 0443 0.252 0153
Male Ear nings 100,000-124,999 2089 *** 0459 0093 0188 2152 *** 0453 0.102 0187
Male Earnings 125,000 - 149,999 2588 *** 0474 0590 *** 0226 2651 *** 0468 0.598 *** 0225
Male Earnings >= 150,000 3656 *** 0459 1654 *** 0194 3699 *** 044 1.658 *** 0.1%
Female Earnings < 25,000 -0.161 0332 0315 *** 0093 -0.165 0332 0314 *** 0093
Female Ear nings 25,000-49,999 -0.346 0.490 0.295 ** 0133 -0.337 0484 0.296 ** 0132
Female Ear nings 50,000-74,999 0.639 0.462 0724 *** 0140 0672 0.456 0.725 *** 0.140
Female Earnings 75,000-99,999 1790 ***  0.460 0675 *** 0171 1849 *** 0454 0.680 *** 0.170
Female Earnings 100,000-124,999 2491 *** 0472 0517 ** 0224 2545 *** 0466 0.524 ** 0223
Female Earnings 125,000 - 149,999 3179 *** 0496 1318 *** 0270 3243 *** 0490 1.327 *** 0.269
Female Earnings >= 150,000 4074 *** 0483 2237 *** 0251 4116 *** 0479 2.242 *** 0251
* Significant a .10 level Continued

** Ggnificant at .05 level
*** Ggnificant at .01 level
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Table4. Logit Regressonsfor Whether Individuals Contributing to 401k Plan Contribute Statutory Maximum or 10 Per cent of

Earnings (Continued)
Modd 1a Modd 2a Modd 1b Modd 2b
Contribute 10 Percent Contribute 10 Percent
Contribute the Max or Max ContributetheMax o Max

Independent Variables Coeff Sd Err Coeff SIdErr Coeff Sd Err Codf SIdErr
Satutory Maximum/Aver age Wage -1254 *** 1119 -3.198 *** 0531 - - - -
Year and Year*Earnings I nteractions
Calendar Year (1990-2003) -0.109 ***  0.033 0018 * 0010 -0.040 0032 0.034 *** 0.009
Y ear* Ear nings 25,000-49,999 0.014 0.040 0.006 0011 0013 0038 0.006 0011
Y ear* Ear nings 50,000-74,999 0.071 ** 0.035 0011 0011 0.068 ** 0034 0.011 0011
Y ear* Ear nings 75,000-99,999 0.114 ***  0.035 0041 *** 0013 0107 *** 0034 0.040 *** 0013
Y ear * Ear nings 100,000-124,999 0.120 ***  0.035 0059 *** 0017 0113 *** 0034 0.058 *** 0016
Y ear*Earnings 125,000 - 149,999 0.121 ***  0.037 0.040 ** 0020 0113 *** 0036 0.039 * 0020
Year*Earnings >= 150,000 0.098 ***  0.035 0015 0017 0091 *** 0035 0.015 0017
Congtant -1.024 -2839 -6.002 -4.107
Person-Year Observations 120875 120875 120875 120875
PseudoR-squared 0.367 0.115 0364 0.115

* Significant a .10 level

*+ Ggnificant & .05 level

*** Sgnificant at .01 level

Source: Authors estimates based on the 1996 SIPP matched to the Detailed Earnings File.

While sdlf-employment income does not have a significant effect on the probability of
contributing the maximum, its effect on the probability of being alarge contributor is positive and
significant.

We use a series of combined gender-earnings dummies in the model to capture the complex
relationship between gender, earnings and the likelihood of contributing the maximum. The
reference category for these gender-earnings groups is males with annual earnings of less than
$25,000. Both the male and female earnings dummies again indicate a bimodal relationship between
earnings and contributing the maximum. The probability of contributing the maximum relative to
the lowest earnings group (<$25,000) first drops for individuals earning $25,000-$49,999, but
thereafter increases monotonically with earnings level. The probability of being a large contributor,
however, increases monotonically with earnings. At all earnings levels over $25,000, females are
more likely to be large contributors and maximum contributors than males.

We include controls for plan contribution history, measured as the number of years the person
contributed to a tax-deferred retirement plan between1990 and 2003, and whether or not he or she
experienced a job change in the current year. We would expect that individuals who are regular
contributors are more likely to be large contributors; the results confirm this expectation, but
frequent contributors do not appear more likely to be maximum contributors. People who have
recently experienced a job change in the current year are less likely to be both large contributors and
maximum contributors, possibly because their potentia contributions were limited in the first year
on anew job.
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When we include the ratio of the statutory maximum individual contribution to the average
wage as an explanatory variable (Table 4, Models 1a and 2a), we find that raising the statutory
maximum reduces the shares of both maximum contributors and large contributors. The former
would be expected, as a higher maximum amount in relation to the average wage means that, at any
given percentage of wages contributed, an individual isless likely to be at the statutory dollar limit.
Raising the statutory maximum, however, also moves some employees out of the “large
contributor” group. For high-earning individuals for whom the statutory maximum is less than 10
percent of wages, a higher maximum raises the share of wages they must set aside to be classified as
alarge contributor.

The calendar year term and the interaction terms between calendar year and earnings indicate
how much shares of maximum contributors and large contributors have increased over time,
controlling for other factors that influence shares of maximum and large contributors. The
coefficients of the calendar year term in Models 2a and 2b show that the share of large contributors
for the lowest earnings group has been increasing over time. For maximum contributors, however,
the time trend variable is small and not statistically different when not controlling for changes in the
relative (to wages) dollar contribution limit and negative when the dollar contribution limit term is
included in the equation (Model 1a). This result implies that, if the dollar contribution limit had
remained a fixed share of the average wage, the share of low earners who contribute the maximum
would have decreased over the period. Note that the coefficient on the calendar year term is smaller
(i.e., more negative or less positive) in equations where the dollar contribution limit isincluded. In
effect, the decline over the period in the relative contribution limit would by itself have contributed
to an increase in the share of maximum and large contributors over time, so including the
contribution limit variable in the equation makes the time trend effect less positive for large
contributors, and more negative for maximum contributors.

The year-earnings interaction terms (bottom rows of Table 4) indicate that the shares of both
maximum and large contributors generally increased more for higher than for lower earning groups,
when controlling for other influences on the share of maximum and large contributors. For shares of
maximum contributors, the highest growth rates were for workers with earnings between $75,000
and $150,000. For shares of large contributors, the highest growth rates were for workers with
earnings between $75,000 and $125,000.

CONCLUSIONS

Total participation in and contributions to employer-sponsored tax-deferred retirement
accounts has increased strongly since 1990. These tax-deferred retirement accounts are gradually
replacing defined benefit plans as the primary form of employer-provided pension coverage. Tax
law changes since 2001 have increased the maximum amounts employees may contribute to these
accounts and also permitted additional “catch-up contributions’ for workers over age 50.

Most employees do not contribute the maximum allowable amount to tax-deferred

retirement amounts, but the share of workers who do contribute the maximum differs across
economic and demographic groups. The probability of contributing the maximum varies positively
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with age, earnings, level of education, and presence of some self-employment income and is higher
for Non-Hispanic whites and others than for Hispanics and non-Hispanic blacks and higher for
never-married and married workers than for those who are divorced or widowed.

The maximum amount workers can contribute to tax-deferred accounts has increased over
time, but decreased as a share of the average wage over the 1990-2001 period and was still lower in
2003 than it had been in 1990 for workers under age 50. Absent other changes, we estimate that the
decline in the maximum dollar amount relative to wages would have increased the share of workers
who contribute the maximum. The percentage of workers who contribute the maximum did increase
between 1990 and 2003, but the increase was concentrated among groups who aready had high
contribution rates in 1990. The growth in the shares of workers who contribut e the maximum
amount was much greater for high than for low-earning workers, for more than for less-educated
workers, and for whites than for Hispanics and blacks. Between 1990 and 2003, there was no
growth in the share of low-earning workers who contribute the maximum amount.

Higher earning workers, more educated workers, and whites are also more likely to be large
contributors than lower earning and less educated workers and minorities, where large contributors
are defined as those who contribute either 10 percent or earnings or the legal maximum. But
differences in shares of large contributors by earnings, education, and race are narrower than
differences in shares of maximum contributors by these characteristics. In addition, while the share
of large contributors has increased faster for higher earning workers than for lower earning workers,
the share of large contributors has increased between 1990 and 2003 for al earnings and
demographic groups.

The maximum dollar amount workers may contribute to tax-deferred accounts has increased
sharply since 2001, both in absolute terms and in relation to average earnings, and the growth has
been especialy large for workers over 50 who may make additional “catch-up” contributions that
will amount to $5,000 by tax year 2006. The analysis in this paper suggests that these changes will
reduce the share of people who take full advantage of the tax preference and could further the trends
towards raising the relative shares of large or maximum contributors among groups who already are
large or maximum contributors.
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Appendix

The appendix includes some additional background data. Table A1 shows the percentage of
participants who were maximum contributors for every year between 1990 and 2003, broken down
by earnings, sex, merital status, self-employment status, education, race and age. These are the data
behind Figures 1 through 11 in the text. Table A2 shows the same data for those participants who
contributed either 10 percent of earnings or the dollar maximum between 1990 and 2003. Tables A3
and A4 provide predicted probabilities of contributing the maximum or large contributions from
Models laand 2ain Table 4.
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Table Al. Percent of Participants Contributing the Statutory Maximum to Their Tax-Deferred Retirement Plans by Select Characteristics (1990 -

2003)
Year
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

All 3.5% 3.3% 35% 39% 36% 41% 42% 54% 52% 66% 68% 75% 6.4% 6.0%
Total Earnings

0<-10000 1.7% 0.0% 0.9% 08% 07% 00% 22% 39% 14% 15% 20% 25% 18% 1.2%
10000-25000 0.7% 0.8% 1.0% 10% 06% 07% 06% 08% 03% 04% 04% 07% 02% 0.3%
25000-50000 0.9% 0.7% 0.5% 06% 05% 04% 04% 04% 03% 04% 05% 06% 0.6% 0.5%
50000-75000 2.5% 2.4% 2.1% 21% 22% 22% 26% 27% 25% 37% 31% 39% 3.0% 24%
75000-100000 5.9% 7.1% 69% 100% 7.5% 108% 93% 145% 13.0% 15.5% 15.3% 164% 15.2% 12.2%
100000-130000 16.7% 9.2% 157% 158% 17.6% 20.7% 228% 28.8% 25.0% 32.6% 33.4% 344% 25.9% 26.0%
130000-150000 233% 29.2% 21.7% 257% 30.1% 344% 375% 357% 39.4% 44.2% 38.8% 525% 41.9% 37.8%
150000+ 46.8% 452% 482% 48.9% 47.0% 46.2% 459% 56.8% 51.7% 60.5% 61.6% 657% 57.2% 53.2%
Sex

Male 4.1% 3.8% 4.3% 49% 48% 54% 56% 72% 72% 9.0% 91% 99% 81% 8.0%
Female 2.8% 2.6% 2.4% 27% 23% 24% 24% 31% 2.7% 38% 41% 46% 4.4% 3.6%
Marital Status

Never Married 1.7% 2.3% 2.3% 22% 23% 25% 27% 34% 3.6% 38% 41% 44% 4.4% 3%
Married 4.0% 3.8% 4.0% 46% 40% 46% 48% 63% 6.0% 7.7% 80% 89% 75% 7.1%
Widowed 4.9% 2.0% 0.0% 22% 27% 21% 12% 28% 3.1% 34% 41% 30% 35% 19%
Divorced 3.0% 1.9% 2.3% 24% 33% 29% 25% 31% 26% 45% 43% 47% 3.8% 3.9%
Self-Employed

No 3.5% 3.3% 3.4% 39% 35% 38% 40% 51% 50% 63% 66% 73% 62% 57%
Yes 3.8% 4.5% 5.7% 37% 82% 93% 89% 127% 104% 13.9% 12.2% 11.9% 11.7% 11.8%
Education

Lessthan High School 0.7% 0.5% 0.5% 05% 05% 04% 08% 14% 07% 08% 10% 11% 0.6% 0.8%
High School Graduate 1.1% 0.7% 0.7% 06% 06% 09% 10% 15% 12% 20% 20% 18% 17% 15%
Some College/Assoc/Voc 2.3% 2.0% 1.7% 21% 23% 23% 21% 27% 24% 29% 32% 38% 2.7% 25%
College Graduate Plus 6.0% 6.0% 6.7% 76% 68% 78% 81% 102% 10.2% 13.1% 13.5% 15.0% 13.3% 124%
Race

Non-Hispanic White 3.6% 3.4% 37% 41% 39% 44% 46% 59% 57% 72% 74% 80% 7.0% 6.6%
Non-Hispanic Black 1.5% 1.3% 1.1% 16% 1.8% 16% 14% 24% 20% 28% 22% 31% 18% 21%
Hispanic 3.8% 2.9% 2.9% 26% 12% 19% 14% 28% 22% 22% 27% 34% 32% 2.3%
Other 5.7% 4.9% 4.9% 63% 48% 53% 39% 50% 52% 105% 11.8% 126% 10.3% 9.9%
Age

20-29 0.0% 0.3% 0.3% 02% 04% 04% 06% 09% 08% 12% 12% 20% 16% 14%
30-39 1.5% 1.6% 1.4% 17% 15% 19% 26% 37% 39% 58% 58% 61% 6.6% 56%
40-49 3.4% 3.2% 3.8% 47% 46% 52% 46% 55% 57% 7.0% 72% 76% T7.7% 7.4%
50-59 8.5% 6.9% 75% 79% 69% 77% 77% 94% 82% 9.7% 9.9% 108% 6.8% 6.8%
60-65 108% 11.5% 10.9% 105% 10.0% 72% 82% 11.9% 87% 95% 11.1% 13.0% 7.0% 6.0%
66+ 107% 144% 104% 133% 82% 10.0% 52% 128% 140% 7.7% 3.0% 75% 6.4% 6.1%

Source: Authors' calculations based on the 1996 SIPP matched to the Detailed Earnings File.
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Table A2. Percent of Participants Contributing 10% or More of Total Annual Earnings OR the Statutory Maximum to Tax-Deferred Retirement Plan by

Sdlect Characterigtics (1990 - 2003)

All

Total Earnings
0<-10000
10000-25000
25000-50000
50000-75000
75000-100000
100000-130000
130000-150000
150000+

Marital Status
Never Married
Married
Widowed
Divor ced

Self-Employment Status
No
Yes

Education
Lessthan Hiagh School
High School Graduate
Some College/Assoc/Voc
College Graduate Plus

Race
Non-Hispanic White
Non-Hispanic Black
Hispanic
Other

Age
20-29
30-34
35-39
40-44
45-49
50-54
55-59
60-64
65+

Year
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
13.6% 13.1% 13.7% 15.0% 158% 16.1% 17.0% 183% 188% 19.7% 20.6% 22.0% 21.4% 21.6%
11.2% 10.5% 10.0% 12.3% 10.2% 13.1% 169% 133% 10.0% 134% 165% 13.5% 17.3% 22.2%
9.6% 8.6% 10.9% 9.2% 102% 10.2% 102% 10.3% 105% 104% 11.2% 13.0% 11.8% 12.8%
9.3% 9.4% 99% 109% 12.0% 123% 128% 133% 135% 13.7% 14.0% 15.0% 14.8% 14.9%
17.0% 16.2% 156% 19.0% 195% 19.9% 215% 225% 227% 235% 23.7% 25.2% 24.8% 23.5%
17.4% 18.8% 18.0% 20.3% 19.6% 21.5% 221% 258% 27.1% 27.3% 29.1% 30.4% 32.5% 33.9%
18.8% 9.2% 183% 184% 23.0% 222% 243% 30.0% 29.0% 34.1% 364% 37.3% 34.1% 359%
23.3% 29.2% 231% 25.7% 31.6% 358% 375% 37.7% 39.4% 45.0% 39.6% 53.1% 49.1% 485%
46.8% 47.2% 49.0% 49.7% 47.6% 47.3% 46.9% 585% 535% 60.9% 623% 65.7% 68.0% 63.5%
6.9% 8.3% 8.4% 9.5% 104% 11.1% 109% 139% 150% 155% 152% 16.1% 15.8% 16.1%
15.3% 14.7% 152% 16.2% 16.8% 17.6% 185% 19.7% 204% 21.6% 22.9% 24.6% 23.8% 24.1%
26.0% 22.3% 286% 25.8% 26.0% 23.7% 222% 21.9% 227% 225% 19.7% 19.1% 15.8% 13.8%
10.7% 8.2% 9.3% 11.6% 148% 13.0% 152% 152% 135% 14.7% 149% 16.7% 18.0% 18.8%
13.3% 12.8% 135% 15.1% 156% 158% 168% 17.8% 183% 19.1% 201% 21.6% 21.1% 21.3%
22.4% 21.8% 17.7% 13.8% 21.0% 226% 21.8% 29.1% 289% 328% 30.0% 29.2% 27.6% 28.7%
5.2% 6.2% 7.9% 9.7%  9.1% 8.7% 9.3% 9.2% 9.4% 75% 104% 10.8% 11.6% 11.4%
10.9% 9.5% 105% 11.2% 11.7% 11.6% 134% 13.5% 139% 14.4% 151% 15.5% 14.5% 14.6%
11.9% 12.3% 121% 12.7% 134% 135% 142% 148% 149% 152% 157% 17.1% 16.4% 17.1%
17.1% 16.3% 17.2% 195% 20.6% 21.9% 221% 248% 256% 28.0% 29.1% 31.5% 31.3% 31.0%
14.1% 13.8% 145% 15.9% 16.7% 17.3% 184% 19.6% 204% 21.3% 222% 23.5% 22.8% 23.4%
8.5% 7.0% 6.5% 6.8% 7.0% 6.9% 6.6% 8.4% 8.3% 84% 83% 12.4% 11.9% 10.4%
9.9% 7.6% 8.2% 9.8% 7.8% 8.5% 87% 115% 105% 11.6% 11.6% 12.7% 12.2% 11.5%
16.6% 14.8% 16.9% 20.0% 23.6% 21.4% 206% 20.7% 19.4% 25.0% 28.7% 28.7% 29.8% 29.1%
4.3% 3.7% 4.1% 3 7% 6.1% 5.8% 59% 83% 9.0% 90% 86% 87% 81% 84%
6.4% 6.1% 5.1% 8.7% 9.1% 98% 10.7% 125% 124% 143% 152% 156% 15.0% 12.6%
9.0% 9.4% 9.2% 9.6% 97% 123% 13.1% 138% 150% 164% 17.6% 19.1% 19.5% 19.3%
13.6% 12.6% 14.7% 14.9% 143% 13.3% 144% 153% 155% 180% 19.7% 20.8% 21.9% 21.4%
12.8% 14.4% 149% 17.3% 203% 20.9% 20.1% 222% 21.0% 21.1% 20.6% 23.2% 21.4% 23.4%
24.7% 21.7% 222% 255% 251% 24.1% 263% 264% 27.6% 264% 259% 28.9% 27.8% 28.1%
30.3% 25.4% 285% 285% 294% 31.1% 31.1% 30.7% 324% 31.3% 355% 33.2% 30.2% 28.8%
33.3% 38.4% 392% 39.7% 375% 30.9% 344% 375% 358% 36.0% 372% 39.3% 352% 353%
47.9% 38.9% 40.7% 48.4% 39.2%  46.2%  41.3% 405% 352% 355% 26.1% 36.3% 39.4% 42.7%

Source: Authors' calculations based on the 1996 SIPP matched to the Detailed Earnings File

31



Table A3. Probability of Contributing the Maximum by Sex, Earnings, and Y ear

Male
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

Female
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002

Earnings ($2004)

25,000- 50,000- 75,000- 100,000- 125,000-

Year <25,000 49,999 74999 99,999 124,999 149,000 150,000+
0.8% 0.2% 1.1% 3.6% 74%  11.8%  27.5%
0.7% 0.2% 1.0% 3.3% 6.8%  10.8%  25.2%
0.6% 0.2% 1.0% 3.4% 71% 11.3%  25.7%
0.6% 0.2% 1.0% 3.6% 74% 11.7%  26.1%
0.6% 0.2% 1.0% 3.7% 7.8% 12.3%  26.8%
0.6% 0.2% 1.1% 4.5% 93% 147%  30.4%
0.6% 0.2% 1.1% 4.7% 9.7%  153%  30.9%
0.6% 0.2% 1.3% 5.6% 11.7%  181%  34.9%
0.5% 0.2% 1.1% 5.1% 10.7%  16.7%  32.2%
0.6% 0.2% 1.3% 6.1% 12.8%  19.7%  36.3%
0.5% 0.1% 1.1% 5.6% 118% 182%  33.6%
0.5% 0.2% 1.3% 6.7% 140% 21.4%  37.7%
0.4% 0.1% 1.1% 6.1% 129%  198%  34.9%
0.2% 0.1% 0.7% 4.1% 9.0% 142%  26.0%
0.7% 0.6% 1.8% 5.6% 10.7%  19.7%  36.8%
0.6% 0.5% 1.5% 5.1% 9.8% 182%  34.1%
0.6% 0.5% 1.5% 5.3% 103%  19.0%  34.7%
0.5% 0.5% 1.5% 5.5% 10.7%  19.6%  352%
0.5% 0.4% 1.5% 5.8% 112%  205%  35.9%
0.5% 0.5% 1.8% 6.9% 13.4%  240%  40.2%
0.5% 0.5% 1.8% 7.2% 140% 249%  40.7%
0.6% 0.5% 2.1% 8.6% 166%  288%  452%
0.4% 0.4% 1.8% 7.8% 153%  26.9%  42.2%
0.5% 0.5% 2.1% 9.4% 181%  31.0%  46.6%
0.4% 0.4% 1.8% 8.5% 16.7%  29.0%  43.7%
0.4% 0.4% 21%  10.2% 19.7%  333%  48.1%
0.4% 0.3% 1.8% 9.2% 182%  31.2%  451%
0.2% 0.2% 1.2% 6.4% 13.0% 23.3%  35.0%

2003

Source: Urban Institute model estimated from the 1996 SIPP linked to the DER.
Notes: Based on a 50-year-old, unmarried, white worker with no self employment

income and no contribution history.
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Table A4. Probability of Contributing 10 Percent or the Maximum by Sex,
Earnings, and Y ear

Male
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

Female
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002

Ear nings ($2004)

25,000- 50,000- 75,000- 100,000- 125,000-

Year <25,000 49,999 74,999 99,999 124,999 149,000 150,000+
6.7% 80% 11.7%  10.0% 88% 134% 31.1%
6.4% 76% 11.1% 9.8% 87% 131% 29.9%
6.4% 76% 11.0%  10.0% 9.0% 134% 29.8%
6.4% 75% 109% 10.1% 94% 13.6% 29.6%
6.4% 75% 10.9% 10.3% 9.7% 13.8% 29.5%
6.7% 78% 11.3% 11.1% 105% 147%  30.5%
6.7% 78% 11.3% 112% 109% 15.0% 30.3%
7.0% 81% 11.7% 120% 11.8% 159% 31.3%
6.7% 77% 112% 11.7% 11.7% 155% 30.1%
7.0% 80% 11.6% 125% 127% 165% 31.1%
6.7% 76% 11.0% 121% 125% 16.1% 29.9%
7.1% 80% 115% 129% 136% 17.1% 30.9%
6.7% 76% 109% 126% 134% 16.7% 29.7%
5.8% 6.5% 95% 11.2% 121% 149% 26.4%
9.1% 97% 147% 145% 129% 241% 44.5%
8.7% 93% 140% 142% 128% 23.6% 43.1%
8.7% 92% 139% 144% 132% 240% 43.0%
8.6% 9.1% 138% 147% 136% 243% 42.8%
8.7% 91% 138% 15.0% 141% 248% 42.7%
9.1% 95% 143% 159% 152% 26.1% 43.8%
9.1% 9.5% 142% 162% 157% 265%  43.6%
9.5% 99% 148% 17.2% 1/.0% 28.0% 44.8%
9.1% 94% 141% 168% 168% 27.4% 43.4%
9.5% 98% 14.7% 178% 181% 289% 44.5%
9.1% 93% 140% 174% 179% 283% 43.1%
9.6% 9.7% 145% 185% 193% 298% 44.3%
9.1% 92% 138% 180% 191% 29.1% 42.9%
7.9% 80% 120% 161% 174% 265% 39.0%

2003

Source: Urban Institute model estimated from the 1996 SIPP linked to the DER.
Notes: Based on a 50-year-old, unmarried, white worker with no self employment

income and no contribution history.
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