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Hispanic workers born outside of the United States participate significantly less than workers of other races in employment-based retirement plans, even for workers earning $50,000 or more annually. There is also a gap in participation between white and black workers, but that gap “narrows when compared across earnings levels,” according to a new report by the Employee Benefit Research Institute (EBRI), a private, nonprofit research institute.

Employment-Based Retirement Plan Participation: Geographic Differences and Trends provides a snapshot of participation in employer-provided retirement plans in 2006 (using the most recent data available from the U.S. Census Bureau). The study includes participation in defined benefit and defined contribution plans.

Falling Rates
According to the study:

• Among all workers, the percentage participating in an employment-based retirement plan fell to 39.7 percent, down from 40.9 percent in 2005.

• Among full-time, full-year wage and salary workers ages 21–64, participation fell to 53 percent, down from 55 percent in 2005.

The data analyzed in the report was compiled prior to passage of the Pension Protection Act at the end of 2006. The act was intended, in part, to increase employee participation in employer-provided defined contribution retirement plans such as 401(k)s by making it easier for employers to automatically enroll their workers into the plan and to automatically escalate participants' default salary contribution levels over time. The act also provided new protections from employers that convert traditional defined benefit pensions into hybrid cash-balance plans.

Nevertheless, EBRI says that study still provides significant insights into circumstances that affect plan participation. For instance, while individual factors are important, the study suggests that retirement plan participation is “strongly tied” to macro factors, most importantly trends in the labor market. Retirement plan participation trends increased significantly when the labor market was tight in the late 1990s and decreased when unemployment went up in 2001 and 2002.

With a more stable job market in 2003 and 2004, the participation trend flattened out. However, even with the stable job market in 2005 and 2006, the participation level declined, the study showed.

“It appears a much tighter job market may be needed to push the trend upward,” said Craig Copeland, EBRI senior research associate and author of the study. “However, if automatic enrollment in defined contribution plans is widely adopted, retirement plan participation levels could also reverse this downward trend.”

Demographically Speaking
The study included participation levels for working-age full-time, full-year wage and salary workers, broken down by demographic categories:

• Age. Participation increases with age (60.1 percent for workers ages 55–64, compared with 29.3 percent for those 21–24).

• Gender. Women had a higher level of participation (54.4 percent for women compared with 51.4 percent for men) among full-time, full-year workers. However, among all workers, men had a higher level of participation (40 percent for men; 39 percent for women). Female workers’ lower probability of participation in the aggregate results from their overall lower earnings and/or lower rates of full-time work in comparison with men, EBRI said.

• Race. Hispanic wage and salary workers were significantly less likely than both white and black workers to participate in a retirement plan, although native-born Hispanics have participation levels closer to other minority groups. 

Also of significance: The gap between the percentages of black and white plan participants that exists overall narrows when compared across earnings levels; among workers earning $30,000–$39,999, black and white workers had virtually identical levels of participation. 
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• Geography. Wage and salary workers in the South, West and Southwest had the lowest participation levels (Florida had the lowest percentage at 40 percent) while the upper Midwest and Northeast had the highest levels (with North Dakota achieving the highest percentage at just over 64 percent).

Among the 157 million Americans who worked in 2006, 78.6 million worked for an employer or union that sponsored a pension or retirement plan, and 62.3 million participated in the plan. This translates into a sponsorship rate (the percentage of workers working for an employer or union that sponsored a plan) of 50 percent and a participation level of 39.7 percent. 

Stephen Miller is manager of SHRM Online’s Compensation & Benefits content areas.

