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Introduction

Given that only about half of private sector workers are
covered by an employer-sponsored plan at any given
time, 16 states have launched — or are in the process of
launching — auto-IRA programs that require employ-
ers without a plan to auto-enroll their workers in a
Roth IRA. While these programs will help those with-
out an employer-sponsored plan to accumulate assets
for retirement, they could also put participants at risk
of losing out on means-tested benefits in retirement.
This risk is most frequently discussed in terms of
Medicaid, which provides medical and long-term care
for low-income families and where a couple’s assets
generally cannot exceed $3,000.

This brief, which is based on a recent study, ex-
plores the extent to which low- and moderate-income
households will not qualify for Medicaid in retirement
because of their auto-IRA savings.! Since the state
auto-IRA programs are still too immature to observe
participant outcomes directly, this analysis uses a
simulation model to project how much auto-IRA
savings future households would have if a national
program had launched in 2019.

The discussion proceeds as follows. The first sec-
tion provides background on the coverage gap, state
auto-IRA initiatives, and Medicaid for older house-
holds. The second section describes the simulation
methodology, while the third section presents the re-
sults. The final section concludes that while younger
cohorts will accumulate meaningful assets in their
auto-IRAs, the effect on Medicaid participation will be
muted because balances for older cohorts remain low
and some younger cohorts of auto-IRA participants
would probably choose to “spend down” to qualify for
Medicaid’s long-term care benefits.

Background

A major obstacle to boosting workers’ retirement
saving is the lack of consistent access to an employer-
based plan, and this coverage gap has persisted for
decades. Although it particularly affects lower-wage
workers without a college degree, a substantial share
of even college graduates lack employer coverage at
any given moment (see Figure 1 on the next page).

* Karolos Arapakis is a research economist at the Center for Retirement Research at Boston College (CRR). Laura D.
Quinby is a senior research economist at the CRR. The authors thank Anthony Yang for excellent research assistance.
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FIGURE 1. SHARE OF PRIME-AGE WORKERS (25-54) NoT
COVERED BY AN EMPLOYER-SPONSORED RETIREMENT
P1AN, BY EDUCATION, 2019
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Source: Authors’ calculations from the U.S. Board of Gov-
ernors of the Federal Reserve System, Survey of Consumer
Finances (SCF) (2019).

As repeated federal attempts to close the coverage
gap have not had much impact, states have started
implementing auto-IRA programs. Most of the exist-
ing programs follow a very similar model. Firms
are required to submit timely payroll records to the
program but have no fiduciary or administrative re-
sponsibility and cannot make matching contributions.
Participant contributions are initially set at 5 percent
with workers allowed to change the rate or opt out
at any point. The first $1,000 of contributions is in-
vested safely, with additional contributions defaulted
into a target date fund. And, because the accounts are
designed as Roths, workers can always withdraw their
contributions with no penalty.

Although the state auto-IRAs are still in their
infancy, early data on participation look promising.
Early studies of OregonSaves, the first program to
launch, find that participation ranged from 48 to 67
percent in 2018 (depending on the treatment of miss-
ing administrative data), suggesting that many work-
ers did not opt out.? More recent data provided by the
live programs show opt-out rates around 30 percent.’

In terms of withdrawals, the early Oregon studies
found that 20 percent of active participants made
withdrawals each year, removing $1,000 from their
accounts on average. However, withdrawal rates
and amounts across the live programs are clearly
increasing as programs extend their initial rollout to

small employers and employees become increasingly
aware of the option.* Another benchmark is total
withdrawals as a share of total contributions, which
is currently about 25 percent in the live programs.®
The question is, will the auto-IRA arrangement
translate to substantial new assets in the long run?

While asset accumulation is the goal of the auto-
IRA initiative, it also raises the question whether
auto-IRAs will affect the ability of older individuals to
participate in means-tested programs. This concern
is particularly relevant to Medicaid, which includes an
asset test for those over age 65 as well as an income
test. The rules vary by state and type of Medicaid
services, but generally financial assets cannot exceed
$2,000 for an individual and $3,000 for a couple. IRA
wealth is typically included, and where it is excluded,
withdrawals often count toward the income limit.°
Auto-IRA participants with assets in excess of the
Medicaid thresholds may either miss out on receiving
means-tested benefits or be forced to draw down their
savings to preserve access.’

Methodology and Data

To determine whether low- and middle-income
households are at risk of losing Medicaid benefits due
to their auto-IRA savings requires projecting future
balances for hypothetical workers. The projections
are based on the assumption that a national IRA pro-
gram had been implemented in 2019, and the analysis
uses data from two sources: the Survey of Consumer
Finances (SCF) and administrative data from the live
auto-IRA programs. The SCF is a nationally repre-
sentative triennial survey conducted by the Federal
Reserve Board that provides detailed information

on household assets, liabilities, income, and demo-
graphics. The SCF also has an extensive module

on retirement plan coverage and participation.® To
project auto-IRA balances, the analysis also relies on
opt-out rates, contribution rates, and withdrawal rates
provided by the live auto-IRA programs.’

The analysis proceeds in three steps. The first
step is to project lifetime employment and earnings
for households in the SCF. Employment is estimated
using a regression equation where the probability of
being employed in future years is a function of age,
gender, education, race, and their interactions. Then
employed individuals are assigned earnings based on
the median for current workers with similar charac-
teristics.



Issue in Brief

The second step is to determine which employed
individuals are covered by employer-sponsored plans,
such as 401(k)s. Since the results turn out to be quite
sensitive to this determination, the analysis is con-
ducted under two assumptions. The first approach
assigns individuals’ 401 (k) coverage randomly each
year, based on age-specific probabilities that vary ac-
cording to gender, education, and race (the “intermit-
tent coverage scenario”). Intuitively, this approach as-
sumes that individuals switch jobs every year and have
some chance of obtaining employer coverage at each
job change.!® In contrast, a second approach assigns
individuals’ lifetime 401 (k) coverage randomly, at the
beginning of one’s working life, based on the average
coverage rate for prime-age workers of similar gender,
education, and race (the “continuous coverage scenar-
i0”). Conceptually, this approach assumes that some
workers always have an employer plan while others
always lack one and are instead in an auto-IRA."

The third step is to calculate auto-IRA balances.
The analysis assumes that each individual who is
not covered by an employer plan is eligible for the
auto-IRA, and makes a one-off decision to stay auto-
enrolled or to opt out. The probability of opting out is
set at 30 percent, reflecting general experience from
the live auto-IRAs. The employee contribution rate
is set at 5 percent of earnings. Participants make
withdrawals with a probability of 20 percent each year.
When participants make a withdrawal, they remove
$2,000 from their account, consistent with behavior
in the live programs.’ The first $1,000 of contribu-
tions is held in cash; amounts in excess of $1,000 are
invested in a target date fund."

Results

To check that the model produces reasonable out-
comes, Table 1 compares average auto-IRA account
balances in the first few years of the projection
against average balances observed in the first few
years of the live programs. Reassuringly, the model
seems reasonably close to real-world experience. Any
deviation can be explained by the fact that we explic-
itly chose not to incorporate real-world complications,
such as employer delays in submitting payroll records
and higher-than-normal withdrawals during the CO-
VID-19 pandemic.*

Turning to the main findings, the top panel of Ta-
ble 2 shows simulation results from the “intermittent
coverage” scenario at ages 51-56 for a cohort of younger
workers (ages 21-25 in 2019). Since we assume that
auto-IRA legislation is enacted in 2019, results for this

TABLE 1. SIMULATED AND ACTUAL AVERAGE AuTo-IRA
BArANCES OVER TIME, IN 2019 DOLLARS

Years after program launch

State

1 2 3 4 5 6
CA $345 $542  $762 $1,209
IL 401 706 744 931
CT 318
OR 1,021 $1,201 $1,603
Simulation  $484  $901 $1,279 $1,638 $1,974 $2,303

Sources: The model was simulated using initial conditions
from the SCF (2019); the state data are from the live auto-
IRA programs.

cohort represent the highest possible balances in our
model. The first column shows that about 70 per-

cent of workers will ultimately end up with a positive
auto-IRA balance. However, because participants cycle
in-and-out of the program, median ending balances are
moderate: $25,371 for those with no more than a high
school degree, $27,595 for those with some college,
and $22,304 for those with a college degree (column
2). The last column shows that the balances would be
larger if participants were not also using the accounts
for precautionary savings throughout their work lives.

TABLE 2. SIMULATION RESULTS FOR AUTO-IRA BALANCES
AT AGES 51-56 FOR WORKERS AGES 21-25 IN 2019, IN
2019 DOLLARS

Among those with balances

Share with (median):
Education a balance at Balance
ages 51-56 Bglance after assuming no
withdrawals withdrawals
Assuming intermittent coverage
High school or less 67% $25,371 $43,654
Some college 70 27,595 50,110
College plus 72 22,304 41,150
Assuming continuous coverage
High school or less 44% $68,964 $94,937
Some college 36 76,880 99,373
College plus 25 104,719 126,126

Sources: Authors’ estimates from the SCF (2019) and data
from live auto-IRA programs.



Center for Retirement Research

The story is different in the “continuous coverage”
scenario (the bottom panel of Table 2). Here, fewer
workers end up with positive balances — 44 percent
of those with a high school degree or less, 36 percent
of those with some college, and only 25 percent of
college graduates. Yet, because participants spend
their full careers in the program, they accumulate
sizeable balances: $68,964 for individuals with a high
school degree or less, $76,880 for those with some col-
lege, and $104,719 for college-educated workers. Of
course, both the intermittent and continuous coverage
scenarios are based on extreme assumptions — “inter-
mittent coverage” underestimates the persistence of
employer coverage over the work life, while “continu-
ous coverage” overestimates it — so the most likely
amounts would fall somewhere between the two.

Meanwhile, Table 3 replicates this analysis for a
cohort of older workers (ages 41-50 in 2019). The
share of individuals with a positive auto-IRA balance
at ages 51-56 falls in the “intermittent coverage” sce-
nario because older workers are more likely to have
employer-plan coverage to begin with. Moreover,
since most of these workers have relatively few years
before retirement to accumulate auto-IRA savings,
they end up with much smaller balances in both sce-
narios. Specifically, median balances after withdraw-

TABLE 3. SIMULATION RESULTS FOR AUTO-IRA BALANCES
AT AGES 51-56 FOR WORKERS AGES 41-50 IN 2019, IN
2019 DOLLARS

Among those with balances

Share with (median):
Education a balance at Balance
ages 51-56 Ba.lance after assuming no
withdrawals withdrawals
Assuming intermittent coverage
High school or less 57% $4,003 $5,629
Some college 58 4,964 7,231
College plus 57 5,185 7,988
Assuming continuous coverage
High school or less 44% $7,729 $10,561
Some college 36 11,329 14,643
College plus 25 15,178 19,582

Sources: Authors’ estimates from the SCF (2019) and data
from live auto-IRA programs.

als are $4,000 to $5,000 in the “intermittent coverage”
scenario, and only $8,000 to $15,000 in the “continu-
ous coverage” scenario.

Overall, these findings suggest that, in the long
run, workers accumulate significant new savings in
the auto-IRA. Yet, simulated balances remain low for
many years while the hypothetical program matures.

Ultimately, assessing whether these new savings
will induce participants to delay or forgo Medicaid is
a judgement call beyond the mechanics of the model,
as it depends on participants’ post-retirement draw-
down behavior and the nature of their care needs.
Individuals will weigh the relative value of spending
down their auto-IRA to qualify for Medicaid against
preserving their balances and paying for their medical
care out-of-pocket. Those who would have relied on
Medicaid to subsidize their Medicare premiums or
cover relatively low intensity care for a year or so will
probably pay out of pocket. Those who require high
intensity care for a number of years will probably
spend down their own resources and then qualify for
Medicaid. Not all the adjustment must come from
individuals, however, as states could also change their
eligibility requirements. As of January 2024, Califor-
nia — a state with a major auto-IRA program (CalSav-
ers) — eliminated the asset test for older households.

Conclusion

State auto-IRA programs aim to help low and mod-
erate earners without an employer retirement plan
build savings. However, the programs’ interaction
with means-tested safety-net programs, such as Med-
icaid, has not been discussed. This study starts the
conversation by projecting what households might
have saved in an auto-IRA had a national program
launched in 2019. Although the results are sensitive
to underlying assumptions, the analysis suggests that
in the long run, workers most likely to utilize safety
net programs would accumulate meaningful new sav-
ings over the course of their working lives.

Ultimately, assessing whether this new savings
will cause households to delay or forgo Medicaid is a
judgement call beyond the mechanics of the model.
Younger cohorts of workers who have time to build
up sizeable auto-IRA balances might delay Medicaid
recipiency for a period. But, under current Medicaid
policy, older cohorts with smaller balances will have a
strong incentive to spend down their savings to qualify.
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Alternatively, states could adapt their Medicaid
asset tests to disregard all, or some portion of, auto-
IRA savings. Beyond providing health benefits, this
type of disregard might also encourage households to
save more in the auto-IRA to begin with. California
has already adopted such a policy, eliminating the
asset test completely for those 65 and over.

Endnotes
1 Arapakis and Quinby (2024).

2 Chalmers et al. (2022); Quinby et al. (2020); and
Harris, Troske, and Yelowitz (2018).

3 California State Treasurer (2023); Illinois State
Treasurer (2023); and Oregon Retirement Savings
Board (2023). Opt-out rates after the initial start-up
periods and up to 2023 were around 30 percent over-
all; in 2024, opt-out rates have been somewhat higher
in Illinois and California.

4 California State Treasurer (2023); Illinois State
Treasurer (2023); and Oregon Retirement Savings
Board (2023).

5 Georgetown University Center for Retirement
Initiatives (2024).

6 Musumeci, Chidambaram, and Watts (2019). The
Supplemental Security Income program counts IRA
wealth in its asset limit and withdrawals as income.

7 Chetty, Friedman, and Saez (2013) and Saez (2010)
show how low earners adjust earnings to qualify for
programs.

8 The overall coverage rates reported in the SCF are
close to the “gold standard” rates based on the Inter-
nal Revenue Service’s Statistics of Income data (see
Sabelhaus 2022).

9 Some of these data are publicly available on pro-
gram websites; others were provided directly to the
authors (see, for example, Quinby et al. 2020 and
Aubry 2024).

10 This approach understates disparities across
socioeconomic (SES) groups because most simulated
individuals end up with some employer coverage over
the course of their working life.

11 This approach overstates disparities across SES
groups as, in practice, some workers cycle in-and-out

of coverage.

12 Arapakis and Quinby (2024).
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13 The analysis assumes stock returns of 7 percent
and bond returns of 4 percent per year. In terms of
fees, the auto-IRA is assumed to charge $24 dollars
and 0.45 percent of total assets per year. The target
date fund also charges a fee of 0.59 percent. While
consistent with the fee structure of current state
programs, fees would likely be lower in a national
program operating at scale (Aubry 2024).

14 Belbase, Quinby, and Sanzenbacher (2020) and
Scott and Blevins (2020).
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