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Spending spikes by public employees worsen
their financial wellness — employers can help

Research on more than 3,/00 public employees by J.P. Morgan Asset
Management and the Employee Benefit Research Institute discovers a
surprisingly large number of people vulnerable to financial precarity and
lack of retirement preparedness

Authors
In brief

e Nearly one in three public sector employee households experience
spending spikes, our latest research finds. Lower-income households
are more prone to them but higher earners are not immune.

e Especially when such spending spikes exceed household income and
savings, they often lead to higher credit card debt and retirement plan

Michael Conrath loans—sometimes with a significant impact on retirement readiness.
Chief Retirement Strategist

e Qur research underscores the importance of public employers taking
proactive steps to mitigate these adverse impacts—specifically by
taking emergency spending behaviors (i.e. employees taking out plan
loans) into account when they analyze the risk level of their retirement
plan’s default investment options.

e Building on our previous research, we further recommend public
employers consider providing flexible, guaranteed retirement income
options for participants whose defined benefit (DB) plans do not
provide adequate income replacement.

e Public employers can further enhance their employees’ financial
security and retirement preparedness through financial wellness
programs and supportive policies, such as debt management
education and incentivizing or automating emergency savings.

Introduction

Financially draining emergencies are not rare events. And yet they often
seem to come as a surprise.

In this paper, we focus on the issue as it affects public defined contribution
(DC) plan participants. Spending spikes that are greater than a household’s
income and savings are associated with more plan loans and higher
revolving credit card balances. Higher card balances are, in turn, associated
with lower retirement plan contributions. This cascade of effects impacts
public employees’ retirement readiness.
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In 2023, joint research by J.P. Morgan and the Employee
Benefit Research Institute (EBRI) found that spending
spikes negatively impacted 401(k) participants. This
follow-up study set out to discover:

e How often this issue affects public employee DC plan
participants, and how severely

e \Who experiences spending spikes

e The linkto/prevalence of other “unwell” financial
behaviors, such as carrying credit card debt

e Finally, steps that public employers and policymakers
may take to help prevent or mitigate the impact of
spending spikes

Data definitions
First, let’'s define a few key terms:

e Spending spike: Monthly spending 25% above the
previous 12 months’ median spending that the
household can’t fund with that month’s income.

e Unfunded spending spike: Monthly spending at least
25% above the previous 12 months’ median spending
that can’t be funded by the household’s income and
cash reserves in that month.

Building on prior work

Our latest research builds on our continuing
collaboration with EBRI. It marks a joint effort between
J.P. Morgan Asset Management and the Public
Retirement Research Lab (PRRL), which was founded
by EBRI and the National Association of Government
Defined Contribution Administrators (NAGDCA) in 2020.
The PRRL’s mission is to build the most comprehensive
database on public sector DC plans, to help demystify
how these programs are being used to help enhance
people’s retirement outcomes.

Our first collaboration with the PRRL resulted in the 2022
paper, “Leveraging defined contribution plans in the
public sector.” The key finding: Supplemental DC plans
are critically important for public sector employees,
since DB plans provide less generous benefits for lower
tenured workers.

In 2023, J.P. Morgan-EBRI joint research found that
spending spikes had a significant impact on retirement
readiness for 401(k) plan participants. We discovered
that, compared with households with no spending
spikes, households with unfunded spending spikes
have lower incomes, higher levels of credit card debt
and are more likely to have taken out a 401(k) loan.

There is a significant difference in retirement readiness
between households with unfunded spending spikes
and those without them. Our 401(k) participant work
offered private sector plan sponsors a perspective on
the importance of emergency savings accounts, and
atimely one: As a result of the passage of the 2023
SECURE 2.0 Act, plan sponsors now have the option to
offer this benefit in retirement plans.

Now we examine the status of public employee
participants, and how public plan employers may help
bolster their financial wellness.

Background: Public vs. private sector
employee research

Unlike our earlier study period (2016-2020, which was
mostly pre-pandemic), the public plan research period
(2019-2021) overlapped with the pandemic. During the
pandemic, some households received federal relief
checks while they were spending less on travel and
entertainment. Consequently, credit card debt was
reduced, and savings levels climbed for households
that received consistent employment income during
this time.

Another critical difference between the studies: Most
public plan employees have pensions, something
most private sector 401(k) participants do not have.
Nevertheless, and perhaps surprisingly, we found the
two studies’ results were remarkedly similar.

Our research on the public sector focused on retirement
plan balances in 457, legacy non-ERISA 401(k) and
401(a) plans. Balances are combined for those who

have multiple types of plans, and loan statistics reflect
only the plans that offer loans. The study population
was financially diverse, with an average age of 43 and
average annual gross household income of $85,000.
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Key findings: Spending spikes’ frequency and
severity

Our research found that nine in 10 households with
public sector retirement plans experience spending
spikes above their income (Exhibit 1). Nearly one in
three households cannot fund these spikes with
income and cash reserves. Not shown on the chart
is the frequency of spikes: On average, three months
per year, spending spikes were greater than the
household’s income among those with a spike. Two
months per year, on average, spending spikes were
greater than their income plus cash reserves.

Public vs. private employees’ spending spikes

Spending spikes occurred at a similar frequency

for public plan participants as for the 401(k) plan
participants of our prior study: Nearly one in three of
their households’ spikes were unfunded. It’s surprising,
given the different populations and time periods.

A key finding across the two studies: Monthly spending
is often greater than than monthly income, so adequate
savings are critical.

How many households experience spending spikes?

We also find it interesting that public plan participants—
whose DB pension plans may impart some sense

of security, and whose DC plans are often called, or
perceived as, “supplemental’—nonetheless do not
seem more incentivized to take advantage of plan loans
than private sector employees.

Spending spikes for non-highly compensated
employees

In the 401(k) study, we examined spending spikes
for those who earn $150,000 or less (non-highly
compensated employees). For this population, we
looked specifically at unfunded spikes totaling over
$2,500 annually, since that is the in-plan emergency
loan limit set by the SECURE 2.0 Act for these non-
highly compensated participants.

Although the section of the law providing for in-plan
emergency loans does not currently apply to public
sector plans, it is feasible that Congress will remedy this
oversight. That would be a welcome development: Six in
10 participants in public plans earning under $150,000/
year had unfunded spikes totaling more than $2,500

in a year. And eight in 10 of these individuals (with
unfunded spikes totaling more than $2,500 in a year)
experienced spending spikes greater than their income.

Exhibit 1: Percentage of households with spending spikes of various thresholds
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Retirement Readiness: An Examination of Public Sector Participants,”
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Which participants experienced spending
spikes?

Those with lower annual incomes, of $20,000 to
$30,000, are more likely to have spending spikes: 45%
of those at lower income levels do. But participants
with higher incomes—over $100,000—have unfunded
spikes, too: nearly one in four.

Regardless of income, those with unfunded spending
spikes may lack emergency savings, making them vul-
nerable to a wide range of issues, such as the need for
medical care, home and car repairs or other unplanned
life events. Some may lack planning for large purchas-
es or have a general overspending issue.

Unfunded spending spikes may play havoc with a
household’s finances, possibly creating the need to
access more funds—potentially from credit cards or plan
loans. Our research shows that those with higher credit
card utilization are more likely to have a spending spike.
In fact, for those taking a plan loan, the median percent-
age of their credit card limit they used was 67%, com-
pared with 26% for those who did not take a plan loan.

Those are associations, not causes of spending spikes.
But the relationship with credit card use has important
implications for employers, as we’ll discuss.

Our prior study found that households with high credit
card utilization saved at lower rates than their less-
burdened counterparts, impacting their retirement
readiness. That turns out to be the case with public plan
participants, as well.

How is lack of financial wellness related to
retirement plan balances?

In this paper, we define “financial wellness” as the
presence of emergency savings and/or an ability to
fund spending without credit card debt. Unfunded
spending spikes are associated with more credit card
debt and new plan loans (Exhibit 2).

Credit card debt, in turn, is associated with lower DC
plan contributions. On average, those without credit
card debt contributed 6.1% of their salary to their

DC plans, compared to those with nearly maxed out
credit cards (utilizing 80% to 100% of their available
credit), who contributed 4.8%, on average. We also saw
evidence that credit card spending limits may keep
some people with unfunded spending spikes from
increasing their credit card debt even further. That

Increasing credit card debt and new plan loans
were much more common for those with unfunded
spending spikes

Exhibit 2: Likelihood of taking specific actions in the same year as
an unfunded spending spike / no unfunded spending spike
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Source: Public Retirement Research Lab, J.P. Morgan Asset Management,
“How Financial Factors Outside of a Defined Contribution Plan Can Impact
Retirement Readiness: An Examination of Public Sector Participants.”

Not all plans offer loans, so the new plan loan comparison was made for
those who have that option.

Those with higher credit card utilization have lower
plan balances

Exhibit 3: Account balances by credit card utilization for participants
with income of $50,000-$99,999
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Median balance amounts have been rounded to the nearest $10.
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constraint may lead the participant to take out plan
loans after their credit cards have been tapped out. We
saw very similar results for the 401(k) participants.

Like the DC plan participants we studied, public plan
participants with higher credit card utilization have
lower plan balances (Exhibit 3). Although not shown, this
is true for those with higher incomes, too.

Key takeaways for public employers

What happens outside the plan—through spending and
credit card usage—can lead to less successful retirement
outcomes. Plan sponsors need to recognize this, and
help their employees manage these challenges.

Our findings highlight the importance of taking

this participant behavior into account as part of DC
investment selection, and the importance of financial
wellness programs.

We suggest the following actionable ideas:

1. Take participant behavior into account when selecting
investments for DC plans. Specifically, realize that
participants will have spending variations, and
that taking out plan loans when they are nearing
retirement may result in sequence-of-return
risk. Consequently, care should be taken not to
overweight inflation risk at the end of the glide path.

2. Some employers may want to consider in-plan
retirement income options. For public employers that
are concerned their DB plan may offer inadequate
retirement income, flexible guaranteed income in
their DC plan may provide a source for employees’
stable expenses, while other assets provide for
variable spending.

3. Help your employees determine how much they
should contribute to supplemental DC plans.
Public employees may not realize how important
supplemental DC plans are for their retirement
readiness. If employers give them a gauge, that
should help.

4. Provide education on debt management and
emergency savings. For plans with loan provisions,
target employees who have taken loans.

5. Automate, incentivize and/or encourage emergency
savings. This will help employees avoid credit card
debt and plan loans.

Public policy implications

Crucially, although the SECURE 2.0 legislation likely did

not intend to leave out public employees, its emergency
savings provision does not apply to public plans. This is
an important matter for lawmakers to revisit.

As such, we recommend that policymakers:

e Add an emergency savings provision for public plan
employees. The emergency savings provision in
the SECURE 2.0 legislation only provides for $1,000
penalty-free hardship withdrawals for public plan
employees. Lawmakers may want to correct this
by adding an emergency savings provision for
457 plans.

e Consider a higher limit for emergency accounts.
The emergency account limit set by SECURE
2.0—%$2,500—is smaller than many of the unfunded
spending spikes that our earlier research found
many people experienced in the private sector.
Forthose employed in the public sector, our latest
work found that even more employees with income
less than $150,000 had even bigger spikes.

Conclusion

Our research on public sector employees, as well

as earlier studies, underscores the importance

of thoughtful investment selection. Our work also
continues to highlight the value of financial wellness
programs, and points to the need for public employers
to take proactive steps to help their employees manage
their finances, so they’re not caught in the bind of low
levels of emergency savings and rising household debt.

By taking steps to help, public employers can
significantly improve the financial security and
retirement readiness of their employees, the public
servants on whom our society depends. Policy also has
arole in shoring up these essential workers’ ability to
respond to life’s inevitable spending emergencies.
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Next steps

For more information, please contact
your J.P. Morgan representative.

This paper was informed by research from a previous publication that

was a joint effort between the Public Retirement Research Lab (PRRL)—a
collaborative partnership between the Employee Benefit Research Institute
(EBRI) and the National Association of Government Defined Contribution
Administrators (NAGDCA) to provide an enhanced understanding of the
design and utilization of public sector defined contribution retirement
plans—and J.P. Morgan Asset Management to deliver data-driven research
to further the retirement success of Americans, with a commitment to
providing unique fact-based insights to policymakers, plan sponsors and
plan providers to help build a stronger retirement system. This paper was
produced by J.P. Morgan Asset Management alone and includes

J.P. Morgan Asset Management’s view only. PRRL was not involved in the
writing of this paper.

The PRRL database is the first-ever repository of public sector defined
contribution (DC) plan-and participant-level data. The year-end 2019 data
contain nearly 200 457(b), 401(a), 403(b), 401(k) and other DC plans; nearly
2.3 million state, county, city and subdivision government employees;

and $113 billion in assets. It is important to note that many state plans
serve as the primary DC vehicle for lower-level governments within their
respective states. The state plans in the PRRL database represent as many
as 1,800 participating employers, even though they are counted as a
single plan. See PUBLIC RETIREMENT RESEARCH LAB - Home (prrl.org) for
more information.

PRRL is not affiliated with JPMorgan Chase & Co. or any of its affiliates or
subsidiaries.

Chase Data: JPMorgan Chase Bank, N.A. (Chase) serves 66 million

U.S. households with a broad range of financial services including
checking, savings, investments, credit cards, and loans. Chase’s scale
and wide reach allows for a comprehensive view of household finances.
In this analysis, the Chase data sample referenced herein is restricted

to the households in 2019-2021 who use Chase as their primary banking
institution, and their total household spending through all payment
mechanisms (including select credit and debit card transactions,
electronic payment transactions, check and cash payments) and sources
of income including wage income, Social Security, annuity, pensions, etc.
can be linked to the PRRL Database. For more information about Chase,
visit the following website: https://www.chase.com/digital/resources/
about-chase.

DATA PRIVACY: We have a number of security protocols in place which are
designed to ensure all customer data is kept confidential and secure. We
use reasonable physical, electronic and procedural safeguards that are
designed to comply with federal standards to protect and limit access

to personal information. There are several key controls and policies in
place which are designed to ensure customer data is safe, secure and
anonymous: (1) Before J.P. Morgan Asset Management (JPMAM) receives
the data, all selected data is highly aggregated and all unique identifiable
information, including names, account numbers, addresses, dates of
birth and Social Security numbers, is removed. (2) JPMAM has put privacy

protocols in place for its researchers. Researchers are obligated to use the
data solely for approved research and are obligated not to re-identify any
individual represented in the data. (3) JPMAM does not allow the publication
of any information about an individual or entity. Any data point included

in any publication based on customer data may only reflect aggregate
information. (4) The data is stored on a secure server and can be accessed
only under strict security procedures.

Researchers are not permitted to export the data outside of JPMorgan
Chase’s (JPMC) systems. The system complies with all JPMC Information
Technology Risk Management requirements for the monitoring and
security of data. (5) JPMAM provides valuable insights to policymakers,
businesses and financial professionals, but these insights cannot come at
the expense of consumer privacy. We take every precaution to ensure the
confidence and security of our account holders’ private information.

This document is a general communication being provided for
informational purposes only. It is educational in nature and not designed to
be a recommendation for any specific investment product, strategy, plan
feature or other purposes. By receiving this communication, you agree with
the intended purpose described above. Any examples used in this material
are generic, hypothetical and for illustration purposes only. None of

J.P. Morgan Asset Management, its affiliates or representatives is
suggesting that the recipient or any other person take a specific course

of action or any action at all. Communications such as this are not impartial
and are provided in connection with the advertising and marketing

of products and services. Prior to making any investment or financial
decisions, you should seek individualized advice from your personal
financial, legal, tax and other financial professionals that takes into account
all of the particular facts and circumstances of your own situation.

Opinions and estimates offered constitute our judgment and are subject
to change without notice, as are statements of financial market trends,
which are based on current market conditions. We believe the information
provided here is reliable, but do not warrant its accuracy or completeness.
References to future returns are not promises or even estimates of actual
returns a client portfolio may achieve.

Telephone calls and electronic communications may be monitored and/or
recorded. Personal data will be collected, stored and processed by

J.P. Morgan Asset Management in accordance with our privacy policies

at https://www.jpmorgan.com/privacy.

J.P. Morgan Asset Management is the brand name for the asset
management businesses of JPMorgan Chase & Co. and its affiliates
worldwide. J.P. Morgan Funds are distributed by JPMorgan Distribution
Services, Inc.; member of FINRA.

If you are a person with a disability and need additional support in viewing
the material, please call us at 1-800-343-1113 for assistance.

© 2026 JPMorgan Chase & Co. All rights reserved.
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