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Introduction

At any given time, only about half of private sector
workers in the United States are covered by an
employer-sponsored retirement plan, and few workers
save without one. As a result, many households end
up with no retirement saving and entirely dependent
on Social Security, while others move in and out of
coverage throughout their careers and end up with
only modest balances in a 401(k) account.!

Numerous studies have shown that offering a
retirement plan is closely related to firm size; firms
with fewer than 100 employees are much less likely
to offer a plan than larger firms. As a result, observ-
ers tend to dismiss small firms as a source for future
growth in coverage. In fact, though, a meaningful
share of small businesses do offer retirement plans.
This brief, which is based on a recent study, attempts
to identify the characteristics of sponsoring firms and
their employees to determine which small businesses
may be more likely to offer a retirement plan in the
future.?

The discussion proceeds as follows. The first
section describes the limited information available
from data sets that focus on the firms. The second
section summarizes the information about firm cov-

erage that can be gleaned from nationally representa-
tive surveys of employees. The third section explores
why many small firms do not provide coverage.
Surveys suggest that financial uncertainty and lack of
employee interest are real hurdles. Respondents also
suggest that plans are too costly, but companies are
often either poorly informed or misinformed about
costs. The final section offers a two-step agenda.
First, the nature of plan costs should be clarified and
publicized. Second, the most comprehensive survey
dates from 1998, so a new survey would be invaluable.

Limited Information from
Firm-based Data Sets

Before discussing the data challenges, it is useful to
provide the lay of the land in terms of firm size and
number of workers. As shown in Table 1 (on the next
page), firms with fewer than 100 workers account

for the vast majority of businesses and 35 percent of
private sector workers.
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TABLE 1. PERCENTAGE OF FIRMS AND OF PRIVATE
SEcTOR WORKERS BY FIRM S1ZE, 2019

Firm size
1-99 100-499 500-999 1,000+
Firms 97.5% 2.1% 0.3% 0.2%
Workers 35.1 17.3 7.0 40.6

Source: U.S. Bureau of Labor Statistics, Business Employment
Dynamics (2019).

The smaller the firm, the less likely it is to offer a
workplace retirement plan. Among the largest firms,
95 percent offer plans compared to only 48 percent of
the smallest firms (see Figure 1).

FIGURE 1. PERCENTAGE OF PRIVATE SECTOR FIRMS
OFFERING A RETIREMENT P1AN, BY F1rM S1ZzE, 2019
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Source: U.S. Bureau of Labor Statistics, National Compensa-
tion Survey (NCS) (2019).

Highlighting the characteristics of small firms
that do provide coverage should be straightforward:
identify the small firms with and without plans and
explore the extent to which various factors are related
to coverage. The problem is that no survey provides
information on coverage by firm size in combination
with other characteristics, such as industry, age, aver-
age wage, and provision of health insurance.

The most helpful firm-level data set is the National
Compensation Survey (NCS), which, in addition to cov-
erage by firm size, also provides coverage by industry
(see Figure 2).> Not surprisingly, workers in industries

that typically require a college degree, such as finance/
professional or health care/education have higher
coverage rates. Similarly, industries with relatively
higher union representation, such as manufacturing,
utilities, and construction, also have higher coverage
rates.* The retail and hospitality industry, by contrast,
has among the lowest coverage rates. The NCS, how-
ever, does not outline coverage by industry and by firm
size, making it impossible to say anything about the
importance of industry for small firms.

FIGURE 2. PERCENTAGE OF FIRMS WITH A RETIREMENT
P1AN BY INDUSTRY, 2019
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Note: Census’s Statistics of U.S. Businesses (2019) was used to
weight industries to reduce the number of industry groups.
Source: The coverage data for each industry group come
from NCS (2019).

It turns out the only source for information about
the types of small firms providing coverage is surveys
of individual households.

Findings from Employee Data

Two household panel surveys — the Panel Study of
Income Dynamics (PSID) and the Survey of Income and
Program Participation (SIPP) — provide information to
identify some characteristics of small firms that offer
retirement plans. The numbers reported below come
from the PSID, although the SIPP produced compa-
rable results. The first step in the analysis was to com-
pare the PSID with the NCS to confirm the pattern

of increasing coverage by firm size and the pattern of
coverage by industry. The results were very similar.
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The fact that the PSID provides information on
firm size, earnings, and tenure makes it possible to
compare characteristics for covered and not-covered
workers (see Table 2). Among small firms, average
firm size does not appear to vary much by coverage
provision; the firms with coverage have only slightly
more employees. Earnings, however, are an important
differentiator — those with coverage average $67,500
compared to $36,800 for those without coverage.
Similarly, hourly workers constitute a much smaller
share of covered employees than of those not covered.
Finally, those with coverage have noticeably longer
tenure than those without.

TABLE 2. CHARACTERISTICS OF INDIVIDUALS AT SMALL
F1rMSs BY COVERAGE STATUS

Covered Not covered
Firm size 29 employees 19 employees
Earnings $67,500 $36,800
Paid hourly 58.6% 76.2%
Years of tenure 9.5 6.7

Note: Small firms are those with less than 100 employees.
Source: University of Michigan, Panel Study of Income Dy-
namics (PSID) (2019).

In addition to earnings, the PSID provides infor-
mation on the demographic and educational attain-
ment of employees at small firms by coverage status
(see Table 3). White employees constitute a larger
share of covered workers than not-covered workers,
while Hispanic employees constitute a substantially
smaller share. Interestingly, Black workers have rela-
tively similar representation across coverage groups.
Women account for a smaller share of covered than
not-covered workers. And, as expected based on the
earnings data, college-educated workers account for
43 percent of those with retirement coverage versus
27 percent of those without.

Of course, many of these characteristics associ-
ated with being offered a plan are highly correlated.
Workers in the professional services and financial
sector tend to be college educated and high earners.
So it may be that earnings levels are driving all the
results. In order to disentangle the relative impor-
tance of various factors, Figure 3 presents results
from a simple linear regression relating various
characteristics to the likelihood of a firm’s offering a

TABLE 3. DISTRIBUTION OF EMPLOYEES AT SMALL FIRMS
BY RETIREMENT PLAN COVERAGE

Covered Not covered
Race/ethnicity 100.0% 100.0%
White 68.4 61.9
Black 8.8 8.8
Hispanic 15.6 23.8
Asian 6.5 4.1
Other 0.9 1.4
Women 43.0 48.5
College-educated 42.6 27.3

Notes: Small firms are those with less than 100 employees.
The results presented in the table are from the PSID, but
the SIPP shows similar results.

Source: PSID (2019).

plan. Interestingly, even though many of these factors
are correlated, the earnings level of workers is not
the only factor that determines whether a small firm
offers retirement coverage, although it is by far the
biggest factor. The size of the firm, the industry, and
the educational attainment of workers also have a
statistically significant effect.

F1GURE 3. ImPAaCT OF EMPLOYEE CHARACTERISTICS ON
CHANCES OF SMALL FIRM OFFERING A RETIREMENT P1AN
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Notes: Base case categorical variables are firm size <10 work-
ers, bottom earnings tercile, finance/professional industry,
high school or less education, and nonwhite. The regression
looks only at employees at firms <100 employees. Solid bars
indicate statistical significance at the 10-percent level.
Source: Authors’ calculations using the PSID (2019).




Center for Retirement Research

Why Are Small Firms Less
Likely to Offer a Plan?

While small employers are less likely to offer a retire-
ment plan, most still believe that offering a plan is
important for hiring and employee retention (see Fig-
ure 4). However, a significant discrepancy exists for
small firms between the percentage thinking retire-
ment plans are important and the percentage offering
such a plan.

FIGURE 4. PERCENTAGE OF EMPLOYERS THAT BELIEVE
A RETIREMENT PLAN IS IMPORTANT vS. PERCENTAGE
OFFERING A PLAN, BY FIRM S1ZE
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Notes: Employers who responded that offering a retire-
ment plan is “very important” or “somewhat important” are
included. The share of employers that offer a plan includes
those that offer defined benefit and cash balance plans.
Source: Collinson, Rowey, and Cho (2021).

The question is why, despite recognizing the value
of a retirement plan, many small firms fail to offer
this benefit. Identifying what firms view as impedi-
ments can also help identify those small firms most
likely to offer coverage in the future. Over the last two
decades, three institutions have surveyed small firms
about their failure to offer a plan — the Employee Ben-
efit Research Institute (EBRI) (1998), the Pew Chari-
table Trusts (2017a, b), and the Transamerica Institute
(2016 and 2021). In these surveys, firms consistently
cite three main barriers: the cost associated with estab-
lishing and administering a plan; uncertain revenues
that make it hard for a firm to commit to a plan; and
employee preferences for wages and other benefits.

Figure 5 shows the findings from a 2021 Trans-
america survey. Interestingly, the No. 1 concern in
the Transamerica line-up is that the firm is not big
enough, which, combined with “difficult business
conditions,” suggests that the firm does not feel well

F1GURrE 5. MosT FREQUENTLY CITED REASONS FOR NOT
PLANNING TO OFFER A PLAN

Not big enough 74%

Cost

Employees not interested 11¢

Difficult business conditions 9%

Management not interested 9%

Administrative complexity 6%
Fiduciary lability 1 2%
Other 7%

0% 25% 50% 75% 100%

Note: Employers can offer more than one reason, so the
total exceeds 100 percent.
Source: Collinson, Rowey, and Cho (2021).

enough established to introduce a workplace retire-
ment plan. Indeed, firms that have been in business
for less than five years constitute the majority of small
firms. These firms may simply have too much on
their plates to add an additional benefit.

Cost shows up as the second-most cited reason
for not offering a plan in the Transamerica survey
and always ranks in the top three. The story here,
however, is a little complicated. Historically, cost
and administrative complexity have always been an
issue for small businesses, but Congress has tried
repeatedly to minimize paperwork, recordkeeping,
and reporting and fiduciary responsibility for these
companies. The Revenue Act of 1978 established the
Simplified Employee Pension (SEP), and 1996 legisla-
tion created the Savings Incentive Match Plan for
Employees (SIMPLE). The EBRI and Pew surveys,
however, both found that many employers were un-
aware of these low-cost options, and the EBRI survey
also found that many did not realize that an employer
match was not mandatory in 401(k) plans. Thus, lack
of accurate information may be a significant obstacle.
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The final major reason cited by employers for not
offering a plan is lack of employee interest. Earlier
surveys showed that small employers without a plan
had a younger workforce, experienced higher turnover
and paid lower wages. It is reasonable to assume that
these employees would prefer cash wages over ben-
efits; they have bills to pay and do not see any obvious
money left over for retirement saving. Employers have
no interest in offering benefits that their employees
won't appreciate.

Based on these surveys, several things would have
to change in order for those companies not offering
plans to become sponsors: Their profits would need
to increase. They would need to be persuaded that
their employees would value a retirement plan. And
they would need to believe that a retirement plan
would not be unduly costly.

Conclusion

The coverage gap is a pressing concern for the nation’s
retirement income security, and the gap is driven by
small employers. But, in fact, about half of firms with
fewer than 100 employees do offer a retirement plan.
In order to encourage growth in coverage, it is impor-
tant to understand the characteristics of small firms
that do and do not offer a plan.

Over decades, small firms have cited the same
three major factors for not offering a plan. Two seem
totally understandable and perhaps insurmountable.
Some firms claim that they are simply not big enough
and do not feel that they are firmly enough estab-
lished to offer a plan. Indeed, many small firms are
new, and it may take a few years before setting up a
workplace retirement plan is a real option.

The second factor cited by small employers for not
offering a plan is that their employees would prefer
to get their compensation in cash wages, or, if they

have to choose among benefits, they would much
prefer health insurance to retirement benefits. From
an employer’s perspective, it may never make sense
to offer a benefit that their employees do not value.
Here the evidence from the auto-IRA initiatives in
Oregon, California, and Illinois may be informa-
tive. Even though lower-paid workers may not have
thought they wanted a retirement plan, only about
one-third of them have opted out, and testimonials
suggest that many are grateful to have some money
in reserve that they can either accumulate for retire-
ment or withdraw in case of emergency.

The less compelling reason for not offering a plan
is the concern that establishing and maintaining one
would be too costly. Surveys have indicated a substan-
tial lack of knowledge about the options, the costs,
and even the need to provide a match in a 401(k) plan.
This area seems like fertile ground to make inroads
into expanding coverage — especially with the advent
of PEPs (Pooled Employer Plans). If it were possible
to establish a plan as part of a multiple employer plan
for, say, $10,000 and maintain it for $5,000 a year (in-
cluding internal costs for administration), then those
numbers should be splashed in headlines in the Wall
Street Journal. If those numbers are not correct, then
maybe plans are too costly. In any event, clarifying
the costs seems like a useful thing to do.

Finally, while recent surveys have touched on the
issue of small businesses and retirement plans, the
last comprehensive survey was done by EBRI in 1998.
Repeating that survey — and perhaps updating it by
adding information such as firm age and profitabil-
ity — would be extraordinarily useful. It is simply not
possible to get all the information needed about the
nature of small firms, particularly age and profitabil-
ity, and the characteristics of their employees from
the existing data sets.
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Endnotes
1 Biggs, Munnell, and Chen (2019).

2 Center for Retirement Research at Boston College
(2022).

3 For simplicity, employment has been aggregated
into five industry groups: finance and other profes-
sional and technical services (20% of private sector
employees); construction, manufacturing, transporta-
tion, and wholesale (23%); health care and education
(19%); retail and hospitality (23%); and other, which
includes the official “other” category plus agriculture,
entertainment, and administrative support and waste
services (16%).

4 For example, in 2021, union participation in the
manufacturing, utilities, and construction industries
was 7.7 percent, 19.7 percent, and 12.6 percent, re-
spectively, compared to the private sector average rate
of 6.1 percent (U.S. Bureau of Labor Statistics, 2022).
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