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Making Saving for Retirement Automatic;
More employers are enrolling workers in 401 (k) plans without asking them first,
and a bill in Congress could accelerate the trend.

Jonathan Peterson,

STERLING, Va. -- Shannon
Scrivens discovered a surprise
in her paycheck earlier this
year: It went down.

But the mother of four was
happy with the modest pay cut,
because the money she missed
was going into a retirement
savings plan.

"I noticed that the 401(k)
appeared one day in my pay
stub and I was thrilled with it,"
said Scrivens, 35, as she took a
break from her loading-dock
job at a sprawling Costco
warehouse near Washington
Dulles International Airport.

The savings, she said, "is our
only nest egg for retirement."

Scrivens is among a growing
number of workers whose
employers have steered them
into retirement savings plans
without waiting for them to
sign up. The practice, known as
automatic enrollment -- or, to
some workers, "forced saving" -
- is a tradition-breaking effort
to push people into putting
money away for the future.

Under a pension overhaul bill
that the House approved Friday
and the Senate is due to take up

this week, companies would be
granted explicit legal assurance
that they could unilaterally shift
some of a worker's pay into a
retirement savings plan, such as
a 401(k) program, unless the
employee specifically opted
out.

"This is by far the most
important thing in the
pension bill," said John C.
Goodman, president of the
National Center for Policy
Analysis. "It will lead to
substantially more people
being in the system."

That, in turn, also could have
ramifications for the economy:
At a time when consumer
spending is weakening, forced
saving could worsen that trend
by cutting into workers'
disposable income.

But advocates say the long-term
benefits are worth any short-
term pain. They see automatic
enrollment as one way to lift
the nation's abysmal personal
savings rate, which by the
government's measure has been
negative for 15 consecutive
months -- meaning that
Americans, on balance, have
been spending more than
they've earned.

Congress' move to bless
automatic enrollment also
recognizes that employer-
sponsored savings plans
increasingly are the only type
of pension program available to
many workers in an era when
traditional pensions are being
curbed, experts say.

More than 70 million people
are covered by 401(k) or
similar savings plans, compared
with 44 million beneficiaries of
conventional pension plans,
under which companies
guarantee a set level of monthly
income in retirement.

About 24% of major employers
automatically deduct a portion
of workers' pay for retirement
savings plans, a figure that has
risen from 7% in 1999,
according to a survey by
benefits consulting firm Hewitt
Associates.

What's more, half the remaining
firms in the survey said they
were considering moving to
forced saving this year.

They may feel freer to act
because of the pension bill,
which would give employers
new latitude in running
workplace savings programs.



One provision would ensure
that automatic payroll
deductions wouldn't violate
state wage garnishment laws, a
concern that has held some
companies back.

The bill also would allow
financial services firms that
manage retirement plans for
companies to advise workers on
choosing specific investment
options in their plans -- say, a
U.S. stock mutual fund or a
foreign stock fund.

Many retirement plan managers
have been prohibited from
offering advice because of fear
of conflicts of interest, but
advocates in Congress argued
that workers would benefit
from such guidance.

With the new legislation, "you
will see a truly massive
redesign of the 401(k) plans,"
predicted David Wray,
president of the Profit
Sharing/401(k) Council of
America.

There has been no major
organized opposition to
automatic enrollment, although
some Wall Street critics have
been suspicious of the
investment industry's motives
in championing the idea. A
larger flow of money to 401(k)
plans, after all, would mean
heftier fees for companies that
manage mutual funds and other
401(k) investments.

In addition, top executives at

companies have a vested
interest in boosting 401 (k)
participation: Tax rules may
allow them to save more
themselves in the plans if a
larger number of lower-paid
workers enroll.

Proponents of automatic
enrollment say the initiative
may be the best way to address
the human traits of inertia and
procrastination that can be
enemies of saving. Once people
are in a savings plan, that same
inertia might work to keep them
there.

"It takes some effort to look up
a phone number and call
someone in the plan and say
no," said John Matthews, senior
vice president for human
resources at retailer Costco's
headquarters in Issaquah,
Wash. "Most people won't."

Scrivens is covered by a Costco
plan that funnels 3% of the pay
of each new hire into the
company's 401(k) plan. Nine
out of 10 recent hires have
stayed in the program, which
began last year, the company
says; in the past, most of those
workers would not have sought
to enroll, experts say.

Scrivens, who worked
previously as a waitress and a
preschool teacher,
acknowledged, "If I had to take
the time to fill out the
paperwork, it would not have
been completed. To tell you the
truth, I have all the Costco

information that they first gave
me in a folder, and I haven't
looked through it."

When NexAir, a Memphis,
Tenn.-based distributor of gases
and welding supplies, began to
automatically enroll people in
its retirement savings plan a
year ago, it already enjoyed an
above-average 80% employee
participation rate in the
program.

Today, all but four of the
company's 317 employees are
in.

"Eighty percent was a good
number, but 99% is a great
number," said Barbara
Sizemore, the company's
benefits manager.

Participation by low-paid
workers -- who are least likely
to have any savings at all -- has
improved significantly with
automatic enrollment, studies
show.

For workers in the bottom
quarter of the wage scale,
savings plan participation rates
have jumped from as little as
42% to more than 90% after
automatic enrollment was
introduced, according to an
analysis by the Employee
Benefit Research Institute and
the Investment Company
Institute.

Miguel Artega, 21, had never
heard of a 401(k) plan when
Costco enrolled him around the



beginning of this year. But the
Bolivian immigrant had no
complaints about the company
depositing 3% of his pay into
the savings program.

"It's hard to put the money
away," said Artega, who helps
run the food court at the
company's Sterling, Va.,
warehouse.

Indeed, one issue with forced-
saving programs is that the
reduction of take-home pay can
make it more challenging for
workers to keep up with their
bills.

But workers also give up a lot,
in the longer run, if they fail to
participate, experts say. For one
thing, many companies match
some portion of what
employees put into their
accounts. Workers who don't
participate forgo that company
contribution.

In addition, the amount
deducted comes out of a
worker's pay before taxes,
which lowers his or her income
tax bill. And the entire account
is sheltered from taxes until the
money is withdrawn.

For many people, 401(k) and
similar plans also may offer the
only simple way to invest in
stocks, bonds and other
securities that historically have
provided better returns than,
say, bank savings accounts.

With higher potential returns,

however, comes higher risk.
Although many companies that
automatically enroll workers in
401(k) plans put the money into
the most conservative plan
investment choices, employees
are free to move the money into
more aggressive options.

One risk is that some workers
could hurt themselves by
betting too heavily on
investments that then backfire.

Art Comings, who was a
systems analyst at telephone
company Ameritech in
Chicago, was keenly aware of
his 401(k) account balance as
retirement approached. In the
late 1990s, Wall Street kept
bidding up the price of his
company's shares, and he bet
that the stock would keep
rising. He ultimately shifted all
the assets into Ameritech
shares.

Then the market tumbled
beginning in 2000, and so did
Comings' retirement savings.
He lost nearly a third of his nest

cge.

"I went the wrong way,"
recalled Comings, 68, who
retired two years ago.

Even so, Comings remains a
fan of 401(k) plans. He said he
advises his children to "put as
much as you can afford in,
diversify as much as the plan
will let you, and then don't
touch it."

Supporters of the pension-bill
provision that would allow
savings plan management
companies to offer guidance to
workers say that could reduce
the potential for missteps as
workers save more in the
programs.

Also, a popular choice in many
401(k) plans now is the so-
called life-cycle fund, which
automatically changes its
investment mix over time so the
employee doesn't have to make
those asset shifts. A life-cycle
fund's holdings typically
become more conservative as
the worker gets closer to
retirement age.

Despite the risks, employer-
sponsored savings plans offer
the best way for millions to
provide themselves with a
retirement nest egg, many
experts say. Automatic
enrollment could help more
people get started down that
road, they say.

"The only way that Americans
are going to retire with any sort
of financial dignity is if
[retirement savings] plans get
everything right in the next five
years," said Charles Ruffel,
head of PlanSponsor, a Web-
based information firm that
monitors trends in the pension
world.

With traditional pension plans
fading and the future of Social
Security in question, he said,
"What else is left?







<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
    /Arial-Black
    /Arial-BoldItalicMT
    /Arial-BoldMT
    /Arial-ItalicMT
    /ArialMT
    /ArialNarrow
    /ArialNarrow-Bold
    /ArialNarrow-BoldItalic
    /ArialNarrow-Italic
    /BookAntiqua
    /BookAntiqua-Bold
    /BookAntiqua-BoldItalic
    /BookAntiqua-Italic
    /BookmanOldStyle
    /BookmanOldStyle-Bold
    /BookmanOldStyle-BoldItalic
    /BookmanOldStyle-Italic
    /BookshelfSymbolSeven
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /ComicSansMS
    /ComicSansMS-Bold
    /CourierNewPS-BoldItalicMT
    /CourierNewPS-BoldMT
    /CourierNewPS-ItalicMT
    /CourierNewPSMT
    /EstrangeloEdessa
    /FranklinGothic-Medium
    /FranklinGothic-MediumItalic
    /Garamond
    /Garamond-Bold
    /Garamond-Italic
    /Gautami
    /Georgia
    /Georgia-Bold
    /Georgia-BoldItalic
    /Georgia-Italic
    /Impact
    /Kartika
    /Latha
    /LucidaConsole
    /LucidaSans
    /LucidaSans-Demi
    /LucidaSans-DemiItalic
    /LucidaSans-Italic
    /LucidaSansUnicode
    /Mangal-Regular
    /MicrosoftSansSerif
    /MonotypeCorsiva
    /MSOutlook
    /MSReferenceSansSerif
    /MSReferenceSpecialty
    /MVBoli
    /PalatinoLinotype-Bold
    /PalatinoLinotype-BoldItalic
    /PalatinoLinotype-Italic
    /PalatinoLinotype-Roman
    /Raavi
    /Shruti
    /Sylfaen
    /SymbolMT
    /Tahoma
    /Tahoma-Bold
    /TimesNewRomanPS-BoldItalicMT
    /TimesNewRomanPS-BoldMT
    /TimesNewRomanPS-ItalicMT
    /TimesNewRomanPSMT
    /Trebuchet-BoldItalic
    /TrebuchetMS
    /TrebuchetMS-Bold
    /TrebuchetMS-Italic
    /Tunga-Regular
    /Verdana
    /Verdana-Bold
    /Verdana-BoldItalic
    /Verdana-Italic
    /Vrinda
    /Webdings
    /Wingdings2
    /Wingdings3
    /Wingdings-Regular
    /ZWAdobeF
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


