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Importance of IRAs

Retirement income security for most Americans depends on access to savings from at least three principal sources: Social Security, employer sponsored pension plans and personal savings. Of these three sources, personal savings are becoming increasingly important, especially for mobile professional and technical workers.

Since they were first established in 1974, Individual Retirement Arrangements (IRAs) have been an important and effective stimulus to personal savings for retirement. Between 1982 and 1986, when all working Americans were permitted to make tax deductible IRA contributions, personal savings held in IRAs increased from under $5 billion to more than $38.2 billion.

In 1986, eligibility to make tax deductible IRA contributions was phased out for individuals earning over $35,000 and couples earning over $50,000 if either is covered by an employer sponsored pension plan. In 1987, personal savings held in IRAs dropped by 63 percent to $14 billion.

Public Policy Recommendations

We support the expansion of eligibility to make tax-favored contributions to Individual Retirement Arrangements because of their proven effectiveness as a stimulus to personal savings for retirement and the accumulation of capital needed for productive investment in the nation's economy.

Every working American and non-working spouses should be permitted to contribute up to $2,000 annually to a tax deductible IRA under the rules in effect prior to the Tax Reform Act of 1986. Congress should extend tax deductible IRA eligibility to all individuals who are covered but not vested in an employer sponsored pension plan.

In addition, IRA contribution and income eligibility limits should be increased and indexed for inflation.

While we support policies designed to encourage preservation of tax-favored IRA contributions, we recognize that taxpayers need some flexibility in terms of access to their retirement savings.

As an alternative to penalty-free withdrawals, we recommend that IRA contributors be permitted to borrow against their accounts to help pay for first time home purchases, major educational or health care costs, and living expenses in times of prolonged unemployment.

