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executive summary

In 2001, Congress created the Saver’s Credit, a tax credit 
available to low- and moderate-income taxpayers who 
contribute to a retirement savings plan. Although the number 
of taxpayers claiming the Saver’s Credit has increased since 
its inception, it has only slightly improved retirement savings, 
due to the way that it is structured and administered.1 Another 
key reason for the under-utilization of the Saver’s Credit is 
the fact that many low- to moderate-income taxpayers do not 
make a contribution to a retirement savings plan because they 
are not offered a payroll deduction retirement savings plan 
by their employers. Improving the Saver’s Credit and making 
it easier to claim, along with increasing access to retirement 
savings accounts, could greatly increase the retirement security 
for many low- to moderate-income households. 

This report reviews the existing structure of the Saver’s Credit 
and proposes several ways to make it more effective; it also 
discusses the current retirement plan coverage for low- to 
moderate-income workers and considers a number of ways 
to improve both the effectiveness and the utilization of the 
credit. 

This report finds the following:

• Millions of low- to moderate-income individuals have 
been unable to use the credit. The primary requirement to file 
for the credit is contributions to a qualified retirement plan. 
Among individuals whose income makes them eligible for the 
credit, many lack access to retirement accounts at work and 

cannot save through payroll deduction. For those individuals 
with the lowest incomes, not having a tax liability keeps 
millions of them from being able to use the credit as designed. 
In addition, by structuring the Saver’s Credit with steep drops 
in the credit rates, a taxpayer can lose a significant amount of 
the credit by earning just a single dollar in additional income. 

• The Saver’s Credit is woefully underutilized. From 2006 
through 2014, between 3.25 percent and 5.33 percent of 
eligible filers claimed the credit, and the average value of the 
credit ranged from $156 to $174 over this time period. 

• As currently structured, the Saver’s Credit does not 
adequately help the low- and moderate-income individuals 
it was designed to assist. 

• A series of changes—some small and others more 
substantial—would enable more of the tax credit’s target 
population to benefit from the Saver’s Credit and build 
significant retirement resources. The most beneficial 
changes would be to restructure the credit into a match similar 
to the matching contribution some employers offer in their 
retirement savings plans and making the Saver’s Credit more 
like the Earned Income Tax Credit. Simplifying the tax-
filing requirements would give low- and moderate-income 
individuals overall greater ease of use, helping them take 
advantage of a tax benefit that seeks to better balance the tax 
incentives for retirement across income levels. 
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Ownership of retirement savings accounts by households is 
highly concentrated among higher earners. Just 21 percent of 
households that earn less than $21,000 a year and 51 percent of 
households that earn less than $41,035 a year own retirement 
accounts.5 The typical household that earns less than $67,200 
a year has no retirement savings, while the average savings 
held in retirement accounts by households with incomes of 
less than $53,657 a year (the median household income in 
2014) is $99,372.6

Estimates of the number of Americans without access to an 
employer-sponsored retirement savings plan vary,7  but about 
55 million US wage and salary workers between the ages of 18 
and 64 do not have payroll deduction to save for retirement.8 

Low- to moderate-income workers are the least likely to be 
offered a payroll deduction retirement savings plan by their 
employers. At best, these workers may have intermittent 
coverage during their careers, and at worst, they have no 
coverage at all. This leaves them at retirement with little more 
than their Social Security benefits, which average only about 
$1,300 a month.9 Improving the Saver’s Credit, making it 
easier to claim, and increasing access to payroll deduction 
retirement savings accounts could greatly boost low- to 
moderate-income households’ retirement security. 

This report reviews the existing structure of the Saver’s Credit 
and proposes several ways to make it more effective. Section II 
offers a brief description of the credit; section III discusses the 
current retirement plan coverage for low- to moderate-income 
workers. Section IV considers a number of ways to improve 
both the effectiveness and the utilization of the credit. Section 
V concludes by summarizing issues with the credit as well as 
policy proposals that can improve it.

In a recent survey of Americans, 88 percent of individuals 
indicated that workers’ salaries were not keeping up with the 
cost of living, and this was a major factor that made it harder 
to prepare for retirement.2 Increased debt was another major 
cause, with 83 percent of these same individuals reporting that 
it made preparing for retirement difficult.

To encourage individuals to save for retirement, public policy 
provides financial incentives in the tax code. The most common 
tax incentive for retirement savings occurs because the income 
tax due on contributions to employee retirement accounts is 
not paid until the employee withdraws money, typically during 
retirement. This is referred to as tax exclusion. Due to the 
nature of the tax system, the distribution of these retirement 
tax benefits is tilted toward higher earners. The Congressional 
Budget Office (CBO) reports that in 2013, two-thirds of the 
value of the favorable tax treatment went to the top quintile of 
taxpayers, while the bottom three quintiles shared 16 percent 
of the tax exclusion benefits that year.3

In 2001, as a way to level the playing field for low- and 
moderate-income retirement savers, Congress created a new 
Saver’s Credit, a tax credit designed to encourage low- and 
moderate- income workers to save for retirement. In order to 
take advantage of the credit, a filer must meet specified income 
requirements, contribute to a qualified retirement plan, file for 
the credit on his or her individual income tax return, and have 
a tax liability on his or her individual tax return. 

Although the number of taxpayers claiming the Saver’s Credit 
has increased to almost 8 million taxpayers in 2014, the credit 
has, unfortunately, only slightly improved retirement savings 
due to the way that it is structured.4 A key factor in the current 
utilization level of the Saver’s Credit is that many low- to 
moderate-income taxpayers do not make contributions to 
a retirement savings plan; many of them lack access to an 
employer-sponsored retirement savings plan or to a payroll 
deduction retirement savings program through their employer. 

i. introduction
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Enacted in 2001, the Elective Deferrals and IRA Contributions 
by Certain Individuals tax credit is commonly referred to as the 
Saver’s Credit. As displayed in Table 1, Taxpayers with yearly 
incomes of less than $31,000 for single filers and $62,000 
for married filers in 2017 can claim a credit of up to $1,000 
for contributions to a qualified retirement plan or individual 
retirement account (IRA) if they have a tax liability.10 As 
currently structured, the Saver’s Credit provides taxpayers 
who fall within its income limits with tax credits equal to 
50 percent, 20 percent, or 10 percent on up to $2,000 of the 
amount individuals saved in a qualifying retirement account.11  
Taxpayers filing married or joint returns in 2017 with adjusted 
gross incomes under $37,000 a year can qualify for a 50 
percent tax credit, while those with incomes between $37,001 
and $40,000 a year qualify for a 20 percent credit, and those 
with incomes between $40,001 and $62,000 a year qualify for 
a 10 percent credit.12

The Saver’s Credit evolved from a series of efforts in the late 
1990s to expand retirement plan coverage among low- and 
moderate-income workers and to distribute tax-preferred 
retirement benefits more evenly along the income scale. It 

was first proposed in 2000, when the Treasury Department 
designed a refundable tax credit for low- and moderate-
income savers earning at least $5,000 a year who contributed 
to a qualified defined contribution retirement savings account 
or a defined benefit pension plan. This expansive tax credit was 
designed to act like a matching contribution to the retirement 
account, and income-eligible workers would get the credit 
regardless of income tax liability (a refundable tax credit). In 
2000, the Treasury Department estimated the proposal to cost 
$54 billion in tax revenue over 10 years.13

Concerned by the potential cost of the proposal, as part of the 
Economic Growth and Tax Relief Reconciliation Act of 2001, 
Congress passed a nonrefundable version of the Saver’s Credit 
that was estimated to cost $10 billion in tax revenue.14 Initially, 
the credit was temporary and was to expire after five years. In 
addition, eligibility was based on income limits that were not 
indexed for inflation. Both of those features were changed by 
a provision in the Pension Protection Act of 2006 (PPA).15

In spite of the legislation’s intended purpose, millions of low- 
to moderate-income people have been unable to use or have 

ii. the saver’s credit: background

Table 1: 2017 Saver’s Credit Income Eligibility and Credit Rates

2017 Saver's Credit

Credit Rate Married Filing Jointly Head of Household All Other Filers*

50% of your contribution AGI not more than $37,000 AGI not more than $27,750 AGI not more than $18,500

20% of your contribution $37,001-$40,000 $27,751-$30,000 $18,501-$20,000

10% of your contribution $40,001-$62,000 $30,001-$46,500 $20,001-$31,000

0% of your contribution more than $62,000 more than $46,500 more than $31,000

Source: Internal Revenue Service
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not opted for the credit. Reasons include failure to contribute 
to a qualified retirement plan, failure to file for the credit, or 
insufficient tax liability to receive a tax credit. In addition, 
by structuring the credit with steep drops in the credit rates, 
taxpayers can lose a significant amount of the credit by earning 
just a single dollar in additional income. These shortcomings, 
combined with a general lack of awareness of the credit among 
taxpayers, severely limit its use. 

Concerns about the Saver’s Credit were raised almost 
immediately—as were potential solutions. A 2005 study found 
that in the credit’s first year (2001), 5.3 million taxpayers 
claimed almost $1 billion using the Saver’s Credit.16 However, 
almost 43 percent of the taxpayers who qualified to receive a 
50 percent credit, and who claimed the credit, received less 
than they could have because they had a tax liability that was 

lower than the amount of the credit. The study also found that 
almost 86 percent of taxpayers with income levels making 
them eligible for the credit did not claim it—in most cases 
because they had not made a contribution to a savings plan. 

Looking at more years of data, the CBO calculated that 25 
percent of all workers who filed tax returns in 2006 were 
eligible to claim the Saver’s Credit based on their income 
and tax liability, yet only 13 percent (5.6 million) of those 
eligible filers claimed the credit—receiving an average amount 
of $156.17 Eighteen percent of those who filed a tax return 
met the income criteria for the Saver’s Credit but received no 
benefit because they had no tax liability to be offset. This was 
true regardless of whether they had made a contribution to an 
account. Overall, this study suggested that only 3.25 percent of 
all tax filers used the Saver’s Credit in 2006.

Authors’ calculations provided by data from the Internal Revenue Service, Statistics of Income Division. 

Figure 1: Percent of Returns Eligible Compared with Returns that Actually 
Claimed the Saver’s Credit, 2008 to 2013 Tax Years

10.56%
10.09%

9.44% 9.24% 9.36% 9.32%

4.18% 4.45% 4.29% 4.40%
4.78% 5.03%

0%

2%

4%

6%

8%

10%

12%

2008 2009 2010 2011 2012 2013

Estimated Percent of Returns Eligible to Claim the Saver's Credit

Estimated Percent of Returns Claiming the Saver's Credit



Improving the Saver's Credit for Low-and Moderate-Income Workers      5

This underutilization continues with low- and moderate-
income tax filers who receive modest credits. In 2014, 
the average value of the Saver’s Credit equaled $174 and 
the number of tax filers claiming the credit increased to 
7.9 million, or 5.33 percent of all filers. In total, working 
Americans received nearly $1.4 billion dollars as Saver’s 
Credit benefits. Figure 1 displays the most recent claiming 

history of the Saver’s Credit, showing a 30 percent increase 
from the 4.18 percent of filers who claimed the credit in 2007 
to the 5.33 percent who claimed it in 2014. Over the 2007–14 
period, the average amount claimed by taxpayers has varied 
by $14 or less, as shown in Figure 2, although the value of 
the credit claimed has generally increased since the end of the 
most recent recession.18

Authors’ calculations provided by data from the Internal Revenue Service, Statistics of Income Division. 

Figure 2: Average Amount of the Saver’s Credit, 2007 to 2014 Tax Years
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iii. retirement plan coverage is a key factor in 
saver's credit underutilization
As noted above, a key reason for underutilization of the 
Saver’s Credit is the fact that many low- to moderate-income 
taxpayers do not make a contribution to a retirement savings 
plan. In most cases, their employers do not offer a plan that 
uses payroll deduction. The share of the workforce covered by 
an employer-sponsored payroll deduction retirement saving 
plan has remained relatively flat in recent decades. In 1987, 
about 51 percent of private-sector workers ages 21 to 64 had 
access to a retirement savings or pension plan through their 
employers. The share of the workforce covered by plans rose to 
59 percent by 2000, but then fell gradually back to 51 percent 
as of 2013.19 It is true that workers without such a plan could, 
in theory, use an IRA to save, but only about one-in-twenty 
workers with earnings of $30,000 to $50,000 a year and no 
access to a payroll deduction plan actually contribute to an 
IRA consistently.20

About 55 million US wage and salary workers between the 
ages of 18 and 64 lack access to an employer-related payroll 
deduction plan.21 Younger workers, members of minority 
groups, and those with low to moderate incomes are more 
likely to work for an employer without a pension or retirement 
plan.22 66 percent of Hispanics, 50 percent of African 
Americans, and 52 percent of Asian-Americans do not have 
access to an employer-sponsored retirement plan. In addition, 
75 percent of workers earning less than $14,000 a year lacked 
such a plan, as did 63 percent of workers earning between 
$14,000 and $25,000 a year.23

Small-business employees are especially at risk. A US 
Government Accountability Office (GAO) study found that 
only about 14 percent (1 in 7) of businesses with 100 or fewer 
employees offer their employees a retirement plan. GAO also 
found that for the 42 million people who work for a small 
business, estimates of those who lack the ability to save for 
retirement via an employee plan were between 51 percent and 
71 percent.24

Notably, savings rates have less to do with income levels than 
one might think; savings variability, it appears, has more to do 
with retirement plan access. When employees are presented 
with a plan at work that provides guidance, they take the 
opportunity to save. This is true at all income levels. The same 
GAO study on why lower-income people are less likely to save 
showed very similar participation rates in plans among income 
levels.25 Eighty-six percent of those with incomes under 300 
percent of the poverty line participated in a retirement savings 
system or pension if they were offered one and were eligible, 
compared with 95 percent of those with higher incomes.26 
Since the PPA clarified the use of automatic enrollment in 
retirement plans, retirement savings plans have reported higher 
participation levels among employees at lower income levels.27

The Employee Benefit Research Institute’s 2017 Retirement 
Confidence Survey28 demonstrated both the value of a 
workplace plan and the cost of not having one. It found that 
about 67 percent of employees with access to a retirement 
savings plan through their employer had more than $25,000 
saved, and 45 percent had $100,000 or more saved.29 However, 
87 percent of those without access to such a plan had less than 
$25,000 in total savings and investments, and only 5 percent 
had $100,000 or more.

Increasing the number of low- to moderate-income workers 
who are offered a payroll deduction to save for retirement 
would be beneficial in itself, but it would also enable a 
greater number of taxpayers to utilize the Saver’s Credit. A 
worker, of course, cannot benefit from the credit without first 
contributing to a retirement plan; thus, increasing the number 
of workers participating in retirement plans has the added 
benefit of reducing the underutilization, and it is one key piece 
of the solution to realizing the credit’s true potential.
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As currently structured, the Saver’s Credit does not adequately 
help the low- and moderate-income individuals it was designed 
to assist; however, a series of changes—some small and others 
more substantial—would enable more of the tax credit’s target 
population to benefit from it and build significant retirement 
resources. This section covers several options for potential 
reforms, starting with the most aggressive.

A. Make The Saver’s Credit A Savings Match

The best way to encourage low- to moderate-income workers 
to save for retirement and to build their retirement balances 
would be to replace the existing Saver’s Credit with a savings 
match. The match approach is easier to understand and helps 
further build retirement savings. Eligible savers would receive 
a match equal to 50 percent of the amount they contributed 
during that tax year. It would be claimed through their tax 
return and would go directly into their retirement savings 
account. As a further part of the reform, once the match is 
there, it would remain in the account until the saver reaches 
retirement age, resulting in a higher amount at retirement, 
since the investment earnings on the match would also be 
added to the retirement principal. The match would phase out 
gradually for higher incomes. 
 
This structure is far superior to the existing credit for a number 
of reasons. First, the match helps members of the target 
population build their savings balances much faster. This 
will be especially true for younger savers who will see these 
increased amounts grow even more over time. For example, a 
$1,000 match contributed to a retirement account at age 25 
would accumulate to more than $10,000 by age 65, assuming 
an interest rate of 6 percent. As a result, when participants 
reach retirement, savers will be more likely to have enough to 
supplement their Social Security benefits for a more secure 
retirement. As a side benefit, as more workers are able to build 
their own retirement assets, they will have less need to rely on 
other taxpayer-financed programs.

Second, the match provides a definite incentive to save. While 
tax benefits have only a limited impact on retirement savings, 
a properly structured match encourages more people to save—
and to save more than they might have otherwise. For instance, 
one study of IRA contributions at tax time found that a match 
resulted in more people saving and higher contributions among 
those who saved.30 Several 401(k) studies have found similar 
results.31 Because few low- to moderate-income workers are 
employed by companies that offer a retirement plan at all, 
much less an employer match, we believe that a federal match 
will improve both participation and savings amounts. An 
example based on a recent study appears later in this section.

Third, a match is simple to understand, claim, and administer. 
As the accompanying case study to this paper attests (see 
sidebar, “The Benefits of a Savings Match: A Case Study”), 
taxpayers will quickly grasp that for every dollar they save in 
an eligible account, they will receive an additional 50 cents, 
declining to lower levels as their incomes increase. If the 
match is included on all income tax forms, a reform that we 
propose later in this paper, all taxpayers with eligible income 
levels will find it much easier to claim it. And once the current 
structure changes, it will be simple for the Internal Revenue 
Service (IRS) to verify eligible savings by workers and to direct 
the match to providers for inclusion in the account.32

Finally, the reformed structure guarantees that the match 
is used only for its intended purpose by restricting any 
withdrawals of the match until a specified age. While the 
taxpayer’s contributions are his or her individual property 
and can be withdrawn early under certain conditions, this 
would not apply to the match. Because it goes directly into 
the account and remains there, the match cannot be used for 
other purposes; further, if it has been claimed inappropriately, 
the match can easily be repaid. Savers receiving the match will 
be notified that the match amounts are not eligible for early 
withdrawal.

iv. opportunities for improving the structure of 
the saver's credit and expanding the ability to 

receive it
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Recent technological advances make the reform to create a 
match feasible. Today, very few retirement accounts carry 
routing numbers that would make direct deposit of a match 
possible; however, implementation of a match would spur 
such a change, and in the interim, the Treasury Department 
can send providers a single wire transfer containing the match 
amount for many or all of their eligible customers’ accounts 
along with a memo with information on which account 
numbers should receive a match and how much each is due. 
Because retirement accounts are matched with the owner’s 
Social Security number, crediting the individual accounts 
would be fairly simple. The match would be invested the same 
way as the rest of the account, with earnings on the match also 
being ineligible for early withdrawal.

Similarly, record keepers are now able to subdivide retirement 
accounts. As a result, it would be possible for them to keep 

a separate record of federal matches received and to prevent 
those funds from being accessed before the account owner 
reaches a specified retirement age.33

One key question is how to ensure that owners of both Roth 
and traditional accounts receive the same tax treatment upon 
withdrawal. Otherwise, during retirement Roth account 
owners would be able to receive the match and any earning it 
generates tax-free, but traditional account owners would have 
to pay income tax on those amounts. One simple solution is to 
treat the match like a Roth contribution. If the match is already 
accounted for separately from the rest of the account, then 
making its tax treatment like a Roth contribution, including 
deeming the match to be an after-tax contribution, would be 
fairly simple. However, when the taxpayers reach retirement, 
traditional account owners will need some form of notification 
to let them make appropriate withdrawal choices.34

the benefits of a savings match: a case study

The Women’s Institute for a Secure Retirement (WISER) developed the Appalachian Savings Project in the  
mid-Appalachian region of Ohio and West Virginia; the project ran between December 2012 and June 2015.35 The 
Project, which followed 28 low-income childcare workers for a period of one year, simulated a refundable Saver’s 
Credit by providing participants with a 50% savings match for the purchase of up to $500 of Series I U.S. Savings 
Bonds.36 

On average, participants purchased $767 in savings bonds during the course of the project and received a match 
of $383.37 The participants’ total savings, including the match, averaged $1,150, which was 5.5% of their income.38 
Participants reported saving an average of $1,227 due to the program, which was higher than their savings bond 
accumulations.39

Through surveys and interviews with the Program participants, it became clear that the match is the primary 
reason why participants signed up for the program and purchased savings bonds. Specifically, participants 
 reported saving an extra $692 that they otherwise would not have saved without the match. 

One participant said, “I set [the automated savings bond purchase] a little higher than what I normally would have; 
however, I really wanted that match.”

Another said, “. . . the match forced me to save.”

Lastly, one participant showed complete awareness of the program design in commenting, “I know some companies 
match what you put into your 401(k), and that’s similar to what this is.”

As WISER points out, this program shows that a low-dollar, easily accessible savings vehicle, combined with a matched 
incentive to save, can produce significant savings by low-wage earners.40 In this case, the program participants’ 
estimated monthly incomes were $1,761, or about $21,000 annually. 
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B. Make It Easier To Claim The Saver’s Credit 

Changes to the existing filing requirements would provide 
another opportunity for reform that could improve usability 
and ultimately foster more savings. Today, low- to moderate-
income individuals and families must jump through two hoops 
in order to file for the Saver’s Credit. These two hoops are not 
required for other tax credits that target the same population. 
First, they must file a “long-form” 1040 or 1040A form—they 
cannot file a 1040EZ form. Second, they must also complete a 
Form 8880, which requires the filer to record the total amount 
of distributions received from his or her retirement plans for 
the prior three years. 

In order to best assist low- and moderate-income taxpayers, 
the most important reform would be to allow eligible taxpayers 
to claim the Saver’s Credit on the 1040EZ form. Regardless of 
what other changes are made, this is an essential step toward 
increasing the number of eligible taxpayers who can claim the 
credit. A second important step would be to require the IRS 
to make the credit’s availability more prominent on all relevant 
tax forms. Additionally, employers that offer a retirement 
savings plan should include prominent information on the 
Saver’s Credit and its eligibility standards when employees 
sign up for the plan or are automatically enrolled in it.

Compared with filing for the Earned Income Tax Credit 
(EITC), which is also designed to benefit low- and moderate-
income individuals, filing for the Saver’s Credit is significantly 
more complicated for a much smaller tax credit value.41 The 
EITC does not require the use of a long-form 1040 or 1040A 
and allows the individual to claim that credit using a 1040EZ. 
In addition, the EITC only requires taxpayers to file a short 

six-question worksheet rather than a separate form, with no 
look-back to previous years’ income required. Given these 
hoops, it is not surprising that in 2014, while 15.04 percent of 
taxpayers who were income eligible filed for the EITC, only 
5.33 percent of taxpayers who were income eligible filed for 
the Saver’s Credit.42

In order to improve utilization of the Saver’s Credit, its filing 
requirements should more closely mirror those of the EITC. 
In addition to being able to claim the Saver’s Credit on the 
1040EZ form, individuals wishing to file for the Saver’s Credit 
should be able to complete a simple worksheet that asks their 
income, filing status, and retirement contributions and recent 
withdrawals in order to calculate their credit. By eliminating 
these hoops, many more individuals will be able to claim 
the Saver’s Credit and will be incentivized to save more for 
retirement.

Previously discussed features of the new mechanism, 
meanwhile, would eliminate the need for Form 8880, which 
includes information on withdrawals from retirement savings 
plans and is designed to prevent taxpayers from claiming the 
credit and then promptly withdrawing the qualifying savings. 
As discussed above, the need for such a look-back requirement 
could be eliminated if the Saver’s Credit were deposited directly 
into the retirement account and taxpayers were prevented from 
withdrawing it until a set age. Using a worksheet or having 
the credit directly deposited to the retirement account would 
serve as a substitute for the filing of Form 8880. The same type 
of withdrawal restrictions could also be imposed on personal 
contributions used to qualify for the Saver’s Credit, either 
permanently or for a set minimum period of time. 

You are Eligible for the Saver's Credit if:

Age 18 and over

Not a full-time student

Not claimed as a dependent on another filer’s 
return

Make less than $31,000 if single, or $62,000 if 
married

Make a retirement contribution to an IRA, 401(k), 
403, or 457 plan

Current Steps in Claiming the Saver’s Credit

Save for Retirement. Contribute to an IRA 
or a 401(k), 403(b), or 457 plan.

Confirm You are Eligible: Income and 
Status. You must make less than $62,000 if 
married and $31,000 if single. 

Prepare and File Your Taxes Using 
a “Long-Form” 1040 or 1040A.

Complete a Form 8880 to Calculate 
Amount of Saver’s Credit. 
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C. Increase The Percentage Of Workers Who Are 
Eligible To Receive The Credit

Another reform to make the Saver’s Credit more effective 
would be to increase the income limits so that more people 
would be eligible for it and to phase it out as income increases; 
however, for maximum effectiveness, these moves should be 
combined with turning the credit into a match.

A number of papers proposing reforms include this provision 
and propose various income limits.43 These papers are also 
joined by a number of legislative proposals, the most recent 
of which is the Encouraging Americans to Save Act from 
Senator Ron Wyden.44 In both the Wyden bill and the Obama 
budget, taxpayers with incomes up to $65,000 a year would 
qualify for the 50 percent match, while those with incomes up 
to $85,000 a year would qualify for a smaller amount.

Raising the income limits would increase the number of 
people who could claim the Saver’s Credit, but the newly 
eligible taxpayers would also be more likely to have a positive 
tax liability that could be offset by the credit. Thus, the 
budgetary impact could be significant, depending on how 
many additional savers would receive the credit and in what 
amounts. One way to reduce the cost would be to reduce the 
maximum amount that the saver could receive. For instance, 
the 2011 Obama budget proposed to reduce the credit to a 
maximum of 50 percent of the first $1,000 saved; this reduction 
is also included in the 2012 Aspen proposal, the 2016 Wyden 
legislation, and other plans.

D. Replace “Cliff ” Income Limits With Gradual  
Phase-Out Of The Credit

Another improvement over the existing Saver’s Credit would 
be to replace the three levels of credit based on exact-dollar 
income limits with one level that is phased out gradually. 
Currently, earning a mere one dollar in additional income 
could see the credit shrink from 50 percent of savings to just 
20 percent. A 50 percent credit that gradually phases down 
to zero would be just as simple to administer by the IRS, but 
it would provide potentially greater benefits to the saver. The 
budgetary impact would depend on how fast the phase-out is 
and at which income level it starts; it could be structured to be 
budget neutral.

E. Further Publicize The Saver’s Credit 

The emergence of state-sponsored retirement savings plans45 
for small-business employees will increase the opportunity 
for a greater number of eligible savers to file for the Saver’s 
Credit. Under such a state program, information about 
potential eligibility for the credit should be provided to all new 
participants in state-sponsored plans as well as in year-end 
statements of account balances. While not all participants will 
qualify for the Saver’s Credit, it would be simpler and cheaper 
to make this information available to all savers rather than to 
try to target specific groups. 
 
Most states that have passed legislation on a state-sponsored 
retirement savings plan require employers to offer their 
employees either the state plan or a comparable plan available 
through private providers. Faced with this choice, a recent 
study suggests, about half of the affected employers may 
choose to open a plan from a private provider.46 In order to 
reach these savers and provide a tax-time reminder, states 
should also provide clear notice about claiming the federal 
Saver’s Credit in their state income tax instructions. As many 
state income taxes are based on information from the federal 
tax form, this information would allow savers to go back to the 
federal form if they have not filed for the credit. 

F. Create State Tax Benefits Similar To The Federal Tax 
Credit 

Another way to increase both retirement savings and the usage 
of the Saver’s Credit would be for states to create additional 
tax benefits that would be both on top of the federal Saver’s 
Credit and linked to it. In order to receive the state credit for 
retirement savings, the taxpayer would first have to claim the 
federal Saver’s Credit. Such a move would be in the long-term 
interest of the states, as several recent studies show that an 
increase in retirement assets would reduce the cost of several 
subsistence programs to state taxpayers.47 States could look to 
similar existing tax credits that could provide a model for state 
retirement savings credits. 
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• Indiana’s Unified Tax Credit for the Elderly, a refundable tax 
credit for low-income seniors—up to $100 for an individual 
or $140 for a couple, depending on age, marital status, and 
income.51

• The Massachusetts Real Estate Tax Credit, or the Circuit 
Breaker Credit, which provides seniors (age 65 or older) with 
a refundable tax credit on the payment of either the real estate 
tax, if they are homeowners, or rent, if they are not.52

• The Montana Elderly Homeowner/Renter Credit, a 
refundable tax credit for seniors up to $1,000, depending on 
age, residency, income of all household members, and the 
amount paid in rent or property taxes.53

As these examples show, states could easily develop a tax 
benefit that could supplement the federal Saver’s Credit and 
encourage its use. This credit could be an add-on that goes 
directly into the individual’s account—especially if the state 
sponsors a retirement savings plan that the saver is part of—or 
it could be a credit against state income or other taxes. 

Examples of state tax credits that could be used as models 
include the following:

• The section 529 college savings plan, which is an investment 
account run by a state that qualifies for both federal and state 
tax deductions in order to encourage individuals to save for 
college. Currently, 34 states and Washington, D.C., offer full 
or partial state tax deductions for contributions, with six of 
those states extending the credits to individuals making 
contributions to any state 529 plan.48 Congress legalized such 
college savings plans under the Small Business Job Protection 
Act of 1996, and almost 13 million Americans have used them 
to save more than $250 billion.49

• Maryland’s Long-Term Care Credit, a one-time tax credit 
of up to $500 for individuals that purchase long-term care 
insurance contracts for themselves or family members.50
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v. conclusion

However, with some revisions, the Saver’s Credit or, better 
still, a match that substitutes for it, could become an 
effective tool for increasing the retirement incomes of those 
who most need assistance. Even if an optimal reform is not 
chosen, there are a number of smaller available Saver’s Credit 
improvements—such as allowing it to be claimed on the 
1040EZ or eliminating the income cliffs—that could increase 
its utilization. Nevertheless, the optimal reform of the Saver’s 
Credit—that is, to change it to a match—could both increase 
savings for the target population and reduce potential costs 
that states and the federal government may otherwise face 
in providing for those who retire with little more than Social 
Security benefits. 

The existing Saver’s Credit could do a better job of serving 
its target population. In its current form, the credit is overly 
complex, poorly publicized, available only on tax forms 
that its target population is least likely to use, and available 
mainly to people who will have insufficient tax liability to 
receive it. Further, because the credit does not go into the 
taxpayer’s retirement account and is not required to stay there 
until retirement, it may not achieve its purpose of building 
additional retirement security.
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