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It's Unavoidable — Each Owns Their Own Retirement

Tomorrow'’s retirement will be what each of us makes of it.

By Jack Towarnicky

very change, every proposal,
will ultimately delegate owner-
ship of retirement preparation
to ourselves.

So, design your plan so that workers
are encouraged to embrace the oppor-
tunity your plan presents.

The “Baby Boom” generation has
seen a lot of change when it comes
to retirement:

7”1

e “It’s time to retire retirement.

e “Retirement is not what it used
to be.”?

Clearly, tomorrow’s retirement will be
what each of us makes of it.

Some suggest current day retirement
savings plans are lacking.® Others sug-
gest a “crisis” looms in continuing the
status quo.* But, be careful. Recognize
that the accumulated assets in today’s
401(k) accounts reflect a forty-year
journey and many changes.® So, we all
know the 401(k)’s past is not its future.
And, depending on your perspective,
the future of “retirement,” however
Americans choose to define it, looks
very bright compared to Americans’
retirement past.®

Much of this bright future is attrib-
utable to Americans who realize that
they, themselves, own their own retire-
ment preparation. Over a decade ago,
Professor Edward Zelinsky captured
this in his book, The Origins of the Own-
ership Society: How the Defined Contribu-
tion Paradigm Changed America.”
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“...the defined contribution par-
adigm has become the primary
framework for retirement savings
and, more broadly, a fundamental
tenet of tax and social policy.
...Individual retirement accounts
(IRAs) and 401(k) arrangements
are today central features of
American life... individual
accounts have spread beyond
the realm of retirement savings
to other arenas of social and tax
policy... the early stages of a com-
parable transformation of medical
coverage... the health savings
account (HSA)...”

“In the private sector, the expansion
of the individual account paradigm

will continue... In contrast, there
will be increasing contention about
public employees’ defined benefit
coverage... Equally disputatious
will be the debate about efforts to
expand the use of HSAs, a debate
which addresses the fundamental
implications of the defined con-
tribution paradigm: the merits of
individual ownership and control,
the benefits of risk-pooling, the
costs of adverse selection, and the
distributional consequences of
individual accounts.”

He fails to mention the other,
long-standing, major, defined
benefit pension plan controversy:
the multi-employer pension plan.?

In the final chapter of his text,

Professor Zelinsky confirms:

“There is today in the academy no
more heated debate than whether
man is the rational, competent
utility-maximizer of traditional eco-
nomic theory (capable of pursuing
his own interests) or the cognitive-
ly-impaired being of behavioral
economics (potentially benefitting
from a heavy dollop or paternal-
ism). The answer for my analysis is
that he is both...in many settings,
people are rational self-maximiz-
ers, responding to incentives and
disincentives in methodological,
consistent and sensible ways. The
power of the behavioral perspective
... is to demonstrate that irrational-
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ity, when it occurs, often occurs in
systematic and predictable (if not
sensible) ways. In short, we must
search for essentially noncoercive
ways of guiding individuals’ retire-
ment savings decisions, nudging
them over any cognitive hurdles
without succumbing to the tempta-

Standard economic theory confirms
that workers earn all the rewards they
receive and that access to and employer
contributions to a 401(k) or an HSA

are earned by the worker as part of
wages. Because of the associated tax
preferences, the lowered administra-
tive expense from economies of scale,

— either through the worker or the
employer contribution, which is also
part of wages. While there may be
redistribution when retirement monies
are funneled through social programs
like Social Security and Medicare,
there is no question where the burden
of financing retirement will always,

tion of overbearing paternalism.” and the access to a plan with features
not available in the individual market-
place, your offer of a 401(k) or 403(b)

plan significantly enhances the total

ultimately lay.

_..the defined contribution paradigm Each owns their own retirement.

. £“" . rr
... corresponds to Americans’ cultural So, remember to include “ownership

norms about individual ownership in participant education efforts.—

rewards your workers receive — well
beyond providing a comparable level
of added wages. Similarly, all Social

Security benefits are earned by workers

and control. The causes of the defined
contribution society are deeply-rooted
and now self-reinforcing. “

Jack Towarnicky is the Executive Director
of PSCA.
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