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p A groundbreaking study of university
employees provides insight into the many factors that
influence retirement plan participation. 4

INTRODUCTION

The objective of this research was to inves-
tigate theimportant demographicandotherchar-
acteristicsthat distinguish those employees most
likely to reject participation in a voluntary re-
tirement plan from those most likely to partic-
ipate. A human resource department needs this
information for several reasons. When consid-
ering installation of a matching 401(k), supple-
mental 403(b)or other voluntary retirement pro-
gram, an employer needs to estimate the likely
degree of participation in order to project cost.
When considering how to best stimulate partic-
ipation, the characteristics of employees most
likely to decline participation (where that is an
option)ortochoose only minimal participation
are needed. Thus, in addition to demographic
variables, we investigated the factors that best
explain: (1) the decisionto participate ornot par-
ticipate in (a) a primary (but optional) volun-
tary retirement planand (b)a supplemental plan;
(2)employee knowledge about their prospective
retirement plan and needs; and (3) employee sat-
isfaction with their retirement plan.

DESIGN OF STUDY

The Literature

Most of the literatureconcentratesonemployee
satisfaction with benefit programs. The studies
that are most relevant are those by Lust (1990),
Collins and Wyckoff(1988),and Sanchezand Juet-
ten (1988). Lust found that pay level satisfaction,
education level and length of employment were
the best predictors of satisfaction with employee
benefits programs. Collinsand Wyckoff used the
1983 Survey of Consumer Finances to estimate
the determinants of household decisions to pur-
chase individual retirement accounts (IRAs)and
tax-deferred annuity (TDA) plans. They found
incometo be relevant, but not marginal tax rate.
Variables werelimited by the survey instrument.
Sanchez and Juetten explored satisfaction with
pay and benefits for different demographicgroups.
They found that workers are generally more sat-
isfied with benefits than pay, but are generally
dissatisfied with retirement benefits.

Curatola and Smith (1991) and O’Neil and
Thompson (1987) provide some Internal Rev-
enue Service data showing participationin IRAs
byincome levels and tax filing status, which tend

64 BENEFITS QUARTERLY, Third Quarter 1994

Reproduced with permission of the copyright owner. Further reproduction prohibited without permissionyz\w\w.manaraa.com




to verify the reliability of some of the results of
thisstudy relating to income level as a predictive
variable. Topolnicki (1989) found by telephone
survey that preretirees were very good saversand
very concerned about funding their retirement
yearsbecause of inflation, but chosetoplacesav-
ingsininflation susceptible savingsaccounts. Sev-
eralarticles(Employee Benefit Plan Review 1991a;
Kittrell 1988; Liberto 1991; Locke 1989; Pear-
son 1991; Employee Benefit Plan Review 1991b;
and Starr 1991)addressed the advantages, growth
and marketing to employees of 401(k) plans.
Daniels (1989) gathered empirical data on cur-
rent pension plansand retirement policiesin Amer-
ican higher education.

Thisstudy, then, appearstobeuniqueinanum-

ber of ways:

m It tests for a broad variety of participation
andnonparticipation determinantsotherthan
simply demographic ones.

m It focuses specifically on a retirement plan
rather than employee benefits in general.

m It seeks to determine the variables account-
ingforactual participation/nonparticipation
choices rather than simply satisfaction levels.

Methodology

Data were collected using a 30-item survey of
the 459 faculty, staff and administration of St.
Mary’s University, with the full support of the
personnel office. The survey’s questions centered
aroundtheschool’sretirement program. St. Mary’s
has a fairly simple retirement plan: Social Secu-
rity combined with a 403(b) defined contribu-
tion plan funded through TIAA-CREF. Partic-
ipation is not permitted the first year of employ-
ment unlessthe employee was previously in TIAA-
CREF. Afterone year the employee may elect to
join the regular retirement plan by agreeing to
have 5% of his or her salary withheld and con-
tributed to the plan, to be matched by a 6% con-
tribution from the university. Inaddition, theem-
ployee may choose to contribute additional funds
to TIAA’s supplemental retirement plan. Almost
30% of eligible employees(mostly those with over
one year of service) do not participate evenin the
regular plan and thus forfeit the employer’s match-
ing funds.

With 201 ofthe 459 St. Mary’semployees com-
pletingand returningthe survey, the response rate
was 44%. Ofthese 201 surveysreceived, however,
26 were first year employees who were ineligi-
ble for participation (two first year faculty were

eligible). While overall survey question averages
presented inthe exhibitsinclude these 26, for t-test
purposes they were excluded. The 26 were kept
in one column of data in Tables 1 and Il in order
to compare their similarity to participants ver-
sus nonparticipants. A review of Tables I and I1
shows them generally more like participants. Sev-
eral demographic factors were hypothesized as
being significant determinants of participation.

~ ’Several demographic factors
were hypothesized as being significant
_ determinants of participation.
They included income, education,
sex, age, race and marital status.”’

They included income, education, sex, age, race
and marital status. Many other factors were also
consideredinasecond category,amongthem trust
in the Social Security system to provide retire-
ment needs, knowledge of tax implications of re-
tirement plans and relative fear of inflation. In
this category, a five-choice Likert scale was used
for responses to each factor.! Participants were
asked to indicate their degree of belief, concern,
reliance or planning according to the following
choices: (1) to a very little extent; (2) to a little
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Demographic Variables Significantly Related to Plan Participation/Nonparticipation
Averages of Responses bev-el
Rank of Sig.
Byt Value Variable All Pars. Nonpars. (_)f_DiE
1 Salary 2.47 291 1.47 .01
2 Age 4.09 4.82 2.59 .0t
3 Employment length 1.88 2.22 1.46 .01
4 Degrees 2.62 2.87 2.03 .01
5 Years of school 16.91 17.53 15.23 .01
6 Position 2.10 1.98 2.46 .01
7 Race 1.37 1.32 1.52 .05
8 Does your spouse work?* 2.70 2.77 2.64 .10
9 Percentage of retirement income 2.96 2.79 3.43 .10
from spouse
10 Marital status 1.62 1.67 1.52 10
11 Family size 3.05 3.22 2.86
12 Sex 1.52 1.48 1.54
*QOnly those married considered.

Ranked Retirement Planning Variables; Determinants of Plan Participation
(Likert 1-to-5 Scale)*
Rank Averages of Responses Level of Sig,
By Likert Value All Pars. Nonpars. of Dif.
1 Inflation concern 3.94 4,03 3.61 .05
2 Satisfied with TIAA 3.63 3.79 3.33 .05
3 TSA better than other investment 3.34 3.54 3.09 .05
4 Like more counseling 3.33 3.12 3.62 .05
5 Need to save more 3.26 3.02 3.64 .0t
6 Prefer TSA contributions to salary 3.14 3.41 2.38 .01
7 Believe SMU plan comparable 3.02 3.01 3.00
8 Satisfied with SMU contributions 3.02 2.94 3.37 .10
9 Satisfied with SMU plan aspects 2.98 3.07 2.78
10 Satisfied with SMU counseling 2.91 2.96 3.00
I Have planned for retirement 2.90 3.26 2.18 01
12 Understand tax advantages of plan 2.82 3.04 2.60 .05
13 Spend more time than spouse 2.68 3,01 2.06 .01
14 Rely on other investments 2.59 2.60 2.53
15 Could save more for retirement 2.54 2.46 2.59
16 SS main source of retirement income 2.23 2.16 2.40
17 Believe SS promises are good 1.78 1.93 1.68
18 Rely on inheritances 1.32 1.31 1.25
*The authors will be pleased to provide to interested readers the survey and the precise manner of the scaling arrangement for the 1-5 response.
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extent; (3) to some extent; (4) to a great extent;
(5) to a very great extent.

Thereisawide variety inemployee demograph-
ics at St. Mary’s: Salaries range from $8,874 to
$127,000; agesrangefrom21to71;and 61%are
white and about 35% Hispanic. Data regarding
sensitive information suchassalaryand age were
coded by the personnel office to protect the pri-
vacy of participants.

Sample Representativeness

The respondents represented 44% of the to-
tal number of employees at St. Mary’s. It would
be difficult to address the question of response
biasbysurveyingthe nonrespondents, sincetheir
identity was known only by code, but we could
and didcomparethe sample demographicstothose
for all employees. Table I11 shows that the dis-
tributions by position (i.e., faculty vs. staff and
administration)and by sex arealmost equal: 36.8%
oftherespondentsare faculty compared with 34.5%
overall; 48.3% are male compared with 50.6%
overall. A slightly larger percentage of the survey
respondents participate inthe retirement plan than
that forallemployees: 74.9% comparedto 70.4%
overall. This may be accounted for by the sam-
ple variance in Hispanics and income level. A
smaller percentage of respondents were Hispanic
and a smaller percentage were low income. It is
noteworthy, however, that these factors were shown
to be significant determinants of participation
even with the lower representation in the sam-
ple. The only way to assume error due to non-
response bias would be to conjecture that low-
income Hispanics not responding were greater
participants than those responding. and this is
not likely.

Demographic Variables

Thesignificant demographic variablesaregiven
in Table I in rank order of significance, using
t-test analyses of participating and nonpartic-
ipating samples. Salary and age were found to
be the dominant determinants of participation:
Olderemployees with higher salaries were most
likely to participate. Length of employment at
St.Mary’swasalsoa significant variable, although
there is most likely a close association with this
variable and age. Education, whether measured
by degrees or years of schooling, was a signif-
icant determining variable. Location of job was
also a significant variable: Faculty and admin-
istration were much more likely to participate

Sample Representativeness

University Those
Overall Completing Survey
1. Employees 100.0% 44.0%
2. Participation in plan 70.4 79.9
3. Faculty 345 36.8
4. Males 50.6 48.3
S Hispanics 34.7 26.4
6. <$20,000 46.2 383

than staff. The above variables were all signif-
icantatthe.01 level. Race (using the Equal Em-
ployment Opportunity perspective) was signif-
icant at the .05 level, with Hispanics less likely
to participate than Anglos.

Someother observations were made. There ap-
peared to be some relationship between partici-
pation and marital status (whether the spouse
worked or not). While those married were more
likely tobe participants, there was one special con-
dition for not participating when married. When
the spouse worked and when a greater percentage
of retirement income was expected from hisorher
retirement plan, then the St. Mary’semployee was
lesslikely to participate in St. Mary’s plan. Sex was
not found to be a determining factor.

Other Significant Factors

A number of questions were asked to deter-
mine such things as: (1) knowledge about taxes,
Social Security, the university retirement plan,
etc.;(2)readiness for retirement; (3) satisfaction
with current plans; (4) desire for counseling; and
(5)concerns about economic factors affecting re-
tirement. Table II displays, in ranked order by
Likert 1-to-5scale response, the variables that were
of most concern tosurvey participants. Remem-
berthat column [ values are for all respondents,
while columns 2 and 3 exclude first year employ-
ees, most of whom are ineligible for plan partic-
ipation,

Some interestingobservationscanbe made from
Table I1. The greatest concern seems to be infla-
tion, which is interesting given the relatively low
ratesofinflation in recent yearscompared tothose
adecadeago. It is also a significant determinant
of participation. While No. 3 (belief that saving
via St. Mary’s tax-sheltered annuity (TSA) plan
ismoreadvantageous than a separate investment
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R program)israther obviousasa determinant fac-
e tor, it isinteresting that even nonparticipantsgive
it high credence. No. 4 suggests that nonpartic-
Hispanic Respondents ipants want more information and counselingthan
participants. Nos. 6 and 11 are rather expected,
since only those in the plan would consider the

(Percent Participation) alternative of putting more into the plan rather
50% than asalary increase, and participants would nat-
urally consider that they have done more plan-
40% ning for retirement than nonparticipants. It is pos-
sible also that those in the plan would feel less
30% need to save more (No. 5). No. 13 indicates that
participants tend to be the primary retirement
20% planners in the family (and perhaps the primary
income providers).

Factors 4 and 12 seem to indicate that partic-
ipation levels could be improved through more
retirement counseling. The St. Mary’s personnel
0 Stafi Admin. Faculty pfﬁce c_onducts workghops for_employees concern-

ing retirement planning, but itappears that many

» do not percei_ve that such cogqselipg is suftﬁ;ien}.

/] Nonparticipants A trigger point for the participation decision is

the first anniversary of employment. The person-

nel office may need to concentrate on notifica-

tion and education of employees at this critical
time.

The bottom-ranked factors are interesting,
FIGURE 2 : : though not significant as predictive participation
— : : variables. They show that, on the whole, employ-
ees do not rely on inheritances, other investments
or even Social Security as important sources of
income during retirement. They seem to recog-

(Percent Participation) nize that a retiremqnt plan ‘is thei_r most impor-
50% tant source of financial security during retirement,
yet feel that they cannot save any more. Perhaps
this is due to the demographic factors discussed
77 in Table I.

Afterreviewingall data, we conclude that the
most likely nonparticipants are young, low-in-
come Hispanic staff, who feel the need for more
savings and who, if married, rely on spouses’ in-
comes and plans. Figure 1 shows the participa-
tion levels of Hispanics. Note that less than one-
half of Hispanic staff participate. Figure 2 shows
that participation levels are also particularly low
amonglow-income employees, with malesin this
Males Females group participating less than females.

Particioants 77] Nonparticiants The Decision to Contribute
p particip Supplemental Funds

Todetermineif further distinguishing factors
could beidentified that would characterize those
who choose to contribute additional fundstothe

10%

Participants

Eligible Employees <$20,000

40%

30%

20%

/

10%

0%
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TIAA-CREF supplemental plan, t-tests were con-
ducted relating those in the supplemental plan
tothe various factorstested. In thiscase, only those
whoalready participated in theregular plan were
included in the analysis. Four factors were found
to distinguish these individuals from those who
only belonged tothe regularplan (at the 1%level
of significance): Theyare considerably older; they
aremorelikely tohave workingspouses; theyscored
higher on the very first question (“Have you
planned for your retirement?’’); and they spend
more time than their spouses planning forretire-
ment income.

CONCLUSIONS

Demographically, the significant variables de-
scribing nonparticipants were income level (de-
fined as salary), age, length of employment, ed-
ucationlevel, employment classification and race.
Sex was not a factor, while marital status and
whether the spouse worked proved to be some-
what significant.

The need to save more for retirement was a
greater concern for nonparticipants than for par-
ticipants; they alsorecognize that they have planned
forretirementtoalesser extent than participants.
However, they are less willing to forgo salary for
retirement savings. Their spouses tend to be the
primary retirement plannersinthe family. Their
understanding of the tax advantages of TSAs is
less than that of participants, and they expressed
agreater interest formore information and coun-
seling than did participants (who obviously felt
thatthey weregettingenough). While concernabout
inflation is significant among both groups, it is
significantly greater for participants.

Alloftheabove mentioned variables were found
to be significant determinants of participation,
usingstandard t-test analyses. Both participants
and nonparticipants, however, felt that they would
behard pressed tosave more for retirement, even
though they could not rely much on otherinvest-
ments, inheritances or Social Security for retire-
ment income. > |

Endnotes

1. Likert wasa well-knownstatistician,academicand psy-
chologist who favored a five-point scale for survey responses.
He headed the University of Michigan’s Institute for Social
Research for a number of years.
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