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Considering the increasingly dominant role 401(k) plans will play in Americans' 
retirements, there's some encouraging news in a recent study. 

First, the average account balance among workers who consistently held 401(k) accounts 
from 1999 through 2005 soared 50 percent, "despite one of the worst bear markets since 
the Great Depression," according to the study by the Employee Benefit Research Institute 
and the Investment Company Institute. 

That's good news for our country, considering that 401 (k) plans are becoming the new 
pension for many Americans, as corporations continue to dismantle their traditional 
pension plans. 

For that reason, studies such as this one take on added significance. 

Workers can gain insights into savings strategies by paying attention to the findings. 

The EBRIIICI 401(k) database, the largest database of 4Ol(k) plan participant accounts, 
showed that average balances rose to $102,014 last year, from $67,785 in 1999. 

Among that group, the average account balance rose 10 percent last year. 

"The data demonstrate the power of persistence and the impact it has on an individual's 
ability to accumulate sizable gains in a 401(k) account," said Sarah Holden, senior 
economist at the Investment Company Institute, which represents mutual funds. 

She co-wrote the study with Jack VanDerhei, a fellow at the EBRI. 

Stocking up 

The study is a testament to the rewards of sticking it out through the hard times. 

But unfortunately, not enough people have the stomach to do that, 

"So many employees get scared out of the market during those times," said Michael 
Busch, a certified financial planner and president of Vogel Financial Advisors in Dallas. 
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"If you've got money that you're not going to need right away, I can see being more 
conservative with that component. 

"But for most people, they're living so long into retirement that they're going to need 
most of their portfolio invested for growth, and as a result, they've got the luxury of a 
long time horizon to recoup those temporary losses." 

The bulk of 401(k) money remains invested in stock, according to the study 

On average, about two-thirds of 401(k) participants' assets last year were invested in 
stock mutual funds, the equity portion of balanced funds, and company stock. 

But workers are more cautious about investing in their employer's company stock. 

Enron lesson 

Company stock, as a percentage of 4Ol(k) money, continued to fall last year, the study 
said. 

"Recently hired 401(k) participants contributed to this trend," the report said. "They are 
less likely to hold company stock and tend to hold lower concentrations of their accounts 
in company stock." 

That's good news. Financial planners say you shouldn't have more than 20 percent of 
your retirement money tied up in company stock. Enron taught us the dangers of that. 

In the Enron case, employees had more than 60 percent of their retirement money 
invested in company stock, violating the fundamental tenet of diversification. Workers 
lost about $1 biiliod in savings when Enron imploded in 2001 and its stock dropped from 
$90 to nothing. 

Loans 

Most 401(k) participants approaching retirement age are also being more careful about 
taking out a loan from their 401(k). 

Ninety percent of plan participants in their 60s don't have a 401(k) loan, the study said. 

"Among the 10 percent of participants in their 60s who do have a loan outstanding, the 
loans are small relative to the participants' remaining account balances," the report said. 

That's also good, because taking out a loan from your 401(k) will disrupt your savings 
momentum for retirement. 

What's more, if you leave your employer before you've paid it off, you'll have to repay 
the entire balance. If you don't, you'll have to pay tax on the remaining balance. 
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If 4Ol(k)s are the new pensions, ask yourself this: Would it be smart to take out a loan 
against your pension? There's a reason companies never gave you that option. 

In this new world, where workers are moving toward full responsibility for their 
retirement savings, here's a cardinal rule: 

Never, ever take out a loan from your 401(k). 


