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There is a large but somewhat inconclusive literature on tax incentives for retirement 
savings.  This summary is based largely on a literature review by Antolin & Ponton 
(2007)1. 

Their review is organised around three questions: 

1. Do tax incentives increase savings through reallocation or new savings? 

2. Is the impact of tax incentives on new savings stronger for mid- to low-income 
individuals? (This investigates a tentative conclusion of some of the papers 
supporting a positive effect of incentives on new savings.) 

3. The impact of other mechanisms such as compulsion, soft compulsion 
(automatic enrolment with opt-out clauses) and matching contributions. 

It is important to note that virtually all of the literature is concerned with tax 
incentives associated with contributions, or, to a lesser extent, benefits.  Nothing has 
been written about the effect of tax incentives on investment earnings because every 
developed country except New Zealand Australia exempts retirement savings 
investment income from tax.  Australia has a nominal tax rate of 15% on 
superannuation investment income, in reality the average tax rate is only about 6.5%2. 

Effect of tax incentives: reallocation or new savings? 

Antolin & Ponton review a large number of papers covering experience in the USA, 
UK, Germany and Spain, but it is not possible to determine clearly to what extent tax 
incentives motivate individuals to reallocate their savings and to what extent they 
generate new savings.  In some cases, authors using different data sets for the same 
situation reach contradictory conclusions, and in others authors reach different 
conclusions using the same data set.  The reviewers point to five reasons why 
empirical studies have failed to reach a final conclusion. 

 Complete and reliable data describing saving and consumption behaviour is 
available only at a few points in time and there is no time series data. 

 Aggregate analysis may be biased by individual characteristics affecting the 
decision making process, such as age, gender, ethnicity, martial status, education, 
income, number of dependants, household size, financial attitudes, retirement 
attitudes and risk tolerance..  Attempts to take such differences into account and 
not enough to obtain reliable conclusions. 

 Investigations of household behaviour are based on very short data periods that 
may not be enough to give a clear picture of the effects of incentives on retirement 
savings.  Longitudinal data are needed for lifecycle approaches. 

 Cross-country comparisons are very often inconclusive, generally because of the 
problems described above. 
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 Many researchers’ conclusions depend on the assumptions of perfect information 
and rationality, which may not hold. 

Antolin & Pontin reach the tentative conclusion that tax incentives increase retirement 
saving mostly by reallocation, but there is evidence of a lesser contribution from new 
savings.  They also conclude that the amount of new savings is much lower than 
supporters of tax incentives might expect.   

These conclusions are supported by two papers not covered in their review.  Munnell 
(1992)3 argues that tax advantage pensions in the US benefit only a relatively 
privileged minority of the population, while all taxpayers face higher tax rates to 
cover the cost.  Moreover, pension plan assets represent reallocation rather than new 
savings. 

Corneo et al (2008)4 conclude that the Riester scheme of special subsidies and tax 
incentives in Germany has had at best small effects on overall private savings. 

The evidence for a net gain in national savings from tax incentives must therefore be 
regarded as minimal after allowing for the cost in terms of reduced tax revenues. 

Is the impact of tax incentives on new savings stronger for mid- to low-income 
individuals? 

Some of the earlier papers reviewed by Antolin & Pontin found that new savings 
come mainly from young and low-income individuals.  However, more recent 
evidence shows that while new savings generated by tax incentives comes mainly 
from mid- to low-income individuals, there is a significant but smaller contribution 
from close to retirement and high income individuals.  These latter groups have lower 
liquidity and uncertainty constraints. 

Additional mechanisms in retirement savings 

Empirical evidence indicates that compulsory and soft-compulsory (automatic 
enrolment with opt-out clauses) retirement mechanisms and matching contributions 
have a positive impact on retirement savings, and on new savings.  However, the 
coexistence of different mechanisms may produce perverse effects, and their adoption 
must be evaluated carefully before implementation. 

Tax incentives and national savings 

The cost of introducing tax incentives to increase new savings could be assessed in 
two ways. 

First, the costs can be measured through the reduction in tax revenues.  This reduction 
must be compensated by an increase in private savings, but this adjustment is complex 
and uncertain. 

Second, tax incentives may hit the “wrong” target, with high-income individuals 
being more willing to reallocate savings to reduce their tax liability. 
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