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Pensions 
Simulations Show Extreme Negative Effects  
From Cutting 401(k) Deductions, EBRI Says 
By Florence Olsen 
SAN ANTONIO—Proposals to permanently eliminate current income tax deductions for employee and 
employer contributions to 401(k) plans would have a strongly negative effect on the account balances 
and future retirement security of the youngest and lowest-paid U.S. workers, Jack VanDerhei, 
research director at the Employee Benefit Research Institute, said Oct. 3. 

At normal retirement age, those workers would be hit by a 41 percent average reduction in their 401
(k) account balances if Congress were to enact a proposal in 2012 to eliminate current income tax 
deductions, employers were to drop their 401(k) matching contributions as a result, and the 
government were to replace the income tax deductions with an 18 percent matching contribution to all 
employees' 401(k) accounts, VanDerhei said. 

VanDerhei spoke at a session on the future of retirement for U.S. private sector employees at the 
ISCEBS Symposium, sponsored by the International Society of Certified Employee Benefit Specialists. 

The tax proposal, which was presented by Brookings at a Sept. 15 hearing of the Senate Finance 
Committee, would enable Congress in 10 years' time to cut $450 billion from a $1.2 trillion budget 
deficit, VanDerhei said. 

“If someone drops one-third of the answer in your lap, I'd say that's pretty enticing,” he said. 

The employee benefits community has a big challenge ahead in convincing Congress of the importance 
of those account balances for future generations of retirees, especially for workers ages 26 to 35 in 
the lowest-income quartile, VanDerhei said, citing results of recent computer simulations that EBRI did 
to model the effects of the Brookings proposal. 
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