» Retirement Income Adequacy

Shifting Responsibility
to Workers:

The Future of Retirement Adequacy
in the United States

by Allen Steinberg and Lori Lucas

While many 401(k) participants at large companies can expect
replacement of nearly 100% of preretirement income, not all
workers participate in their 401(k) plan. Moreover, the authors
show that even among participants, the extent of retirement
preparedness depends on defined benefit (DB) plan coverage
and retiree medical benefit generosity. Given recent trends in
the elimination of DB plans and retiree medical subsidies and
the voluntary nature of 401(k) participation, retirement income
responsibility is increasingly shifting to workers. The authors
discuss how employers might help workers meet their retire-

ment income needs in this changing environment.

mericans are optimistic when it comes to retire-

ment. The Employee Benefit Research Institute’s

2004 Retirement Confidence Survey finds that 24 %

of workers are very confident and more than four

in ten are somewhat confident that they will have
enough money to live comfortably in retirement. Is their
optimism well-founded? For the typical worker at a large
U.S. company, the answer may appear to be a resounding
“yes.” After all, the retirement benefits of such workers
often include not only a 401(k) plan with company match,
but profit sharing and a DB plan. Indeed, many workers
may look at the situation of currently retiring peers and
assume that early and rich retirement is easily within their
reach, too. But delve deeper into the numbers and a dif-
ferent picture begins to emerge. The U.S. retirement sys-
tem is under considerable pressure from continuing ero-
sion of traditional DB pension plans along with cost and
affordability issues that may undermine Social Security
and Medicare. Add to the mix high rates of medical infla-

tion and corresponding decreases in retiree medical ben-
efits and it becomes clear that, in the future, employees of
large companies are likely to be in a very different posi-
tion when it comes to retirement than their currently re-
tired peers. Going forward, retirement income adequacy
will be increasingly a function of the size of available
401(k) plan benefits. In other words, the responsibility of
adequate retirement income is shifting increasingly from
corporations and the government to individual workers.
The question is: Are they up to the challenge? Retirement
income adequacy of American workers is the subject of a
new study by Hewitt Associates: Total Retirement Income
at Large Companies: The Real Deal 2004.

WHAT IS ADEQUATE
RETIREMENT INCOME?

Workers and plan sponsors alike are commonly told
that, in order to maintain one’s standard of living in re-
tirement, 75% to 80% of preretirement income has to
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Methodology of the Study

The analysis started with the actual DC account
balances, as of January 1, 2003 for each of the
960,000 employees in Hewitt’s database. These
balances were increased by 18% to reflect market
returns for calendar year 2003 and then projected
to retirement age assuming a 7% annual rate of re-
turn. These account balances were then converted
to a single life annuity amount at retirement age,
with an annual rate of return of 6%.

The DB amount that would be provided at retire-
ment under the current DB plan—if any—main-
tained by the employers was also included in the
projection. Forty-four of the 62 companies (71%)
sponsor an ongoing DB plan.

The primary individual insurance amount that
would be provided, using projected pay, under the
current provisions of Social Security was also in-
cluded.

Only those retirement income assets covered by
the plan maintained by the participants’ current em-
ployers were considered. Thus employees’ benefits
from previous employers were not reflected in the
study, unless rolled over into the current employer
plan. This would result in a potential understate-
ment of retirement income for low-tenure late-ca-
reer hires, and should be taken into account when
analyzing the results.

Other employer-provided benefits outside of the
qualified DB and DC plans were not considered.
Since many workers do not maintain large amounts
of outside assets, the impact should be modest for
many workers.

be replaced on an annual basis in retirement. This figure
refers to a 1981 Report of the President’s Commission on
Pension Policy, updated in 2001 under the direction of
Georgia State University.

One of the methods used under the 2001 report to de-
fine adequate retirement income (and the approach
adopted by Hewitt in our study) starts with preretire-
ment income. Adjustments are then made for differences
in taxes on pre- and postretirement income and the pre-
sumed cessation of saving at retirement. As such, the
study’s definition of adequacy is not based on spending
patterns pre- and postretirement, but instead on the as-
sumption that a fundamental component of retirement
income adequacy is maintaining preretirement living
standards.

What the report does not take into account is that re-
tirement income adequacy must reflect postretirement in-
flation and the lack of inflation indexing of most retire-
ment benefits. In order to maintain one’s standard of living
in retirement, assuming a 3% long-term annual inflation

rate, it is necessary to increase targeted replacement ratios
by approximately 10 to 15 percentage points. In other
words, to sufficiently account for inflation, retirement sav-
ings should actually target income replacement levels of
85% to 95%.The lower end of this range is applicable to
lower-wage employees who receive the greatest percent-
age of their retirement income from the inflation-indexed
Social Security program. The higher end of this range is
needed for higher-paid employees who receive a lower
portion of retirement income from Social Security.

THE CURRENT STATE OF
RETIREMENT INCOME ADEQUACY

The new study by Hewitt Associates shows that the
typical 401(k) participant is well positioned to replace
85% to 95% of preretirement income when current So-
cial Security and existing profit-sharing and DB plans
are taken into account. The study examined the pro-
jected preretirement income replacement levels across
62 large companies of the 960,000 employees who were
actively participating in their 401(k) plans as of January
1,2003. For example, an employee with $50,000 in pay at
retirement age and annual retirement income of $45,000
would be projected to have a replacement income ratio
of 90% in their first year of retirement. In the study, ac-
tual defined contribution (DC) balances were used,
along with actual employee and employer contribution
rates, profit-sharing benefits and projected Social Secu-
rity and DB income. (See sidebar for more information
on the methodology used.)

The study found that the average 401(k) participant
at a large company is positioned to replace nearly 100%
of preretirement income (99.5%), given current benefits
and the current Social Security structure. Moreover, re-
tirement income levels at or above 100% are not limited
to those employees who achieve double-digit invest-
ment returns or savings rates. Rather, these high retire-
ment income levels are achieved by a group of employ-
ees who contribute on average approximately 6% of
pay and who achieve investment returns of 7% on a
long-term basis (or, stated as a real rate of return, 4%
above inflation).

In effect, employees who take advantage of their em-
ployer plans and who follow fundamental rules around
retirement saving and investing can achieve these re-
tirement income levels. Table I shows a breakdown of re-
tirement income replacement rates by age and service,
as well as the average retirement income replacement
rate across the entire population of nearly one million
participants. In the analysis, retirement age is assumed to
be 65 and average pay is capped according to IRS limits.
Table II shows a baseline scenario by pay brackets. (See
the appendix for a description of how to interpret the
charts in this study.)

Projected income replacement rates of older, shorter-
tenure workers were considerably lower. However, it is
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important to recognize that the study did not take into
account non-employer-sponsored benefits, other than
Social Security. Presumably, employees in their 50s and
60s, with only several years of tenure at their current em-
ployer, would have other sources of retirement income
beyond that available from their present employer.
However, at the same time, the study found that even
employees hired in their 40s can achieve replacement
rates of 80% in their 15 to 20 years of participation.
These levels of replacement income, coupled with prior
employer benefits, should allow midcareer hires to
achieve the same replacement ratios as their longer-
tenured colleagues.

One concern often voiced regarding the private pen-
sion system is that employers will create plans that dis-
proportionately favor highly paid employees. However,
the study found that employees in each of the three

broad pay categories (current annual pay below $45,000
per year; current pay between $45,000 and $90,000; and
current pay over $90,000) tend to be clustered around a
fairly narrow range of replacement ratios. As would be
expected, the composition of retirement income varies
with pay levels, with the lowest-paid group receiving a
greater portion of their benefits from Social Security and
the other groups doing better under the employer-spon-
sored plans.

While this view of the retirement income system is en-
couraging for workers at large companies, the picture be-
comes clouded when three critical factors are considered:

¢ The impact of failing to participate in the 401(k) plan

e Retiree medical costs

e Changes in program structure.

The remainder of this article will focus on these three
areas.
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TABLE Il

Baseline Scenario by Pay Brackets

Retirement Age = 65
Contribution Adjustment = 0%
Interest = 7%

All Employers

DB + DC + PIA

BOH I

NONPARTICIPANTS

In achieving the robust rates of income replacement at
retirement, the study finds that the 401(k) plan plays a
critical role, representing the single largest source of re-
tirement income for the average worker. In fact, 401(k)
income is projected to replace over half (51.4%) of pre-
retirement income for the average worker. Social Secu-
rity accounts for just over a quarter (27.6%) of projected
retirement income and DB income is projected to re-
place about one-fifth (20.4%) of preretirement income.
What this means is that people who do not participate in
their 401(k) plan are likely to find themselves in a very
different situation than the one portrayed above when it
comes to retirement income adequacy (the study focused
only on those workers participating in their 401(k) plan).

Indeed, retirement income adequacy is not likely to be
achieved by workers who fail to use their employer
plans, use them well and use them consistently over the
course of their careers. The significance of this should not
be understated. In 2003,30% of eligible employees failed
to participate in their 401(k) plan by actively contribut-
ing during the course of the year.! Workers with lower
salaries are also far less likely than average to participate.
Likewise, participation is lower among younger workers:
55% of workers in their 20s failed to participate in their
401(k) plan. Workers with fewer than two years of tenure
participate at less than two-thirds the average rate.

Much has been written highlighting the challenge of
transforming nonparticipating workers into 401(k) par-
ticipants. Lack of participation in 401(k) plans can be at-

tributed to everything from lack of financial wherewithal
to procrastination to lack of focus. Many workers, when
asked, say they expect to rely on Social Security in retire-
ment. These workers need to understand the critical role
of their own retirement savings under the current system.

RETIREE MEDICAL

Many studies and many forecasting tools ignore the
impact of retiree medical costs on retirement income ad-
equacy. However, access to employer-sponsored retiree
health care is a key factor in determining whether work-
ers can afford to retire. Retiree medical costs vastly com-
plicate the picture. On one hand, the new Medicare pre-
scription drug coverage effective in 2006 represents an
additional retirement asset. On the other hand, medical
inflation and capped or declining employer subsidies for
retiree health benefits can quickly erode the retirement
income level generated by the 401(k) and pension plans.
Hewitt analyzed the impact of retiree medical costs on re-
tirement income adequacy by taking into account the pro-
jected employee costs that would occur under three typi-
cal employer plan designs:

¢ High employer subsidy—an employer plan that cov-

ers 75% of claims cost

* Moderate employer subsidy—an employer plan that

covers 50% of costs, but with the employer subsidy
increasing at the rate of 3% per year

* Retiree pay-all/access only, with no subsidy.

It was assumed that medical inflation would be 15%
in 2004, decreasing 1% per year for ten years with an ul-
timate annual medical inflation rate of 5%. Hewitt sub-
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Impact of Retiree Medical Benefits—High Employer Subsidy
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tracted retiree medical costs net of subsidies from retire-
ment income levels to determine a “net” replacement in-
come ratio, reflecting the percentage of preretirement in-
come available to meet all needs other than medical.

The analysis finds that retiree medical costs can con-
sume between 4.7% of retirement income (for employees
with a high level of employer subsidy) and almost 20% of
retirement income (for those with no employer subsidy).
In other words, retirement income replacement rates—
when retiree medical is taken into account—are reduced
from nearly 100% to between 80.8% and 94.8%, depend-
ing on the level of coverage. This is true for employees re-
tiring at a “normal” retirement age of 65 and who are re-
lying primarily on Medicare for their health care benefits.

Tables 111, IV and V show the impact of the three lev-
els of retiree medical coverage on retirement income
adequacy.

Clearly, nearly 95% projected retirement income re-
placement for workers with high retiree medical coverage
still puts workers in an excellent position for retirement.
However, for many workers, it is the no-subsidy scenario
that is the likelier retirement reality. According to Health
Care Expectations: Future Strategy and Direction, 2004
Survey, 60% of new hires can expect no post-65 retiree
medical coverage. An additional 12% will receive access-
only coverage. These workers will find it potentially more
difficult than they might expect to maintain their standard
of living in retirement as medical expenses eat signifi-
cantly into their retirement nest egg.

Employees who retire at an earlier age (age 62) will
find the impact to be much greater. That’s because early
retirement includes some period prior to eligibility for
Medicare at the age of 65. And, retiree medical benefits
can be particularly costly during this pre-Medicare pe-
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Impact of Retiree Medical Benefits —Medium Employer Subsidy
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riod. For example, on a retiree-pay-all basis, pre-age 65
coverage is likely to exceed $5,000 per person per year.
The high cost of pre-65 coverage is further compounded
by high rates of medical inflation. Also, medical costs are
a flat dollar amount and not a percentage of pay. As a re-
sult, retiree medical costs have an increased impact on re-
tirees who were lower paid during their employment.
According to Hewitt’s projections, the high cost of
medical benefits in the years before Medicare availabil-
ity at the age of 65 results in a projected shortfall for
early retirees regardless of coverage: workers retiring
early at age 62 are projected to replace only between
58.9% and 75.6% of their preretirement income. For
these workers, in the case of the low retiree medical plan
(with no subsidy), retiree medical costs consume over
25% of retirement income. Again, this is a likely reality

for many workers. According to Hewitt data, 53% of new
hires will receive no pre-age 65 medical coverage.” An-
other 15% will receive access-only coverage. Further,
EBRI data finds that the majority (61 %) retired prior to
age 65, with many retirees who retired early citing nega-
tive reasons for leaving the workforce such as health
problems, disability or downsizing.

CHANGES IN PROGRAM STRUCTURE

If retiree medical is likely to be an area that is increas-
ingly dependent on funding from workers, so is retire-
ment in general. According to Hewitt data, the percentage
of plan sponsors offering DB plans to current employees
has declined from 83% in 1990 to 68 % in 2003 (consisting
of 45% of employers with traditional DB plans and 23%
with hybrid designs). Cost volatility and a regulatory en-
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vironment that many plan sponsors view as unfriendly
suggest that the trend away from DB plans is likely to
continue. If that is the case, the retirement income ade-
quacy picture portrayed today may give way to a very dif-
ferent retirement income adequacy picture in the future.
To examine the implications, Hewitt studied retirement
income adequacy among participants with only Social Se-
curity and DC benefits. The difference between retire-
ment income adequacy of “DB plus DC” employees and
“DC-only” employees is significant. While participants in
DB-plus-DC programs are projected to replace an aver-
age of 107.9% of income, employees in DC-only programs
are projected to replace an average of 79.8% of income.

“One can speculate that employers
with higher-paid employees simply
can also afford richer benefit levels,
or that these employers have
a greater need to encourage stable,
long-term employment.”

Table VI and Table VII compare the differences in the
level of retirement replacement income for employees
who have both the DB and DC plans and those who
have the DC plans only.

One critical difference between the DB-plus-DC em-
ployers and the DC-only employers is the demographic
structure of the workforces. The DB-plus-DC employers
have far higher pay levels (average pay of $74,246) than
the DC-only employers (average pay of $54,920). This dif-
ference is most pronounced in the pay distributions at
these different employer groups. Approximately 23% of
the DB-plus-DC group have pay over $90,000; in con-
trast, only 9% of the employees in the DC-only plans
were in this top-paid group. Conversely, the DC-only
group has a far higher percentage of employees with pay
under $45,000 (46% ) than the DB-plus-DC group (17%).

Still, significant differences in retirement income lev-
els persist even when the analysis focuses on comparable
employee subgroups at these two types of employers. The
lower-paid group (pay under $45,000) at the DC-only em-
ployers has average pay of $35,995 and an average re-
placement income ratio of 79.2%. The lower-paid group
at the DB-plus-DC employers has average pay of $36,365
and an average replacement income ratio of 102.8%.
Similar results occur for the midpay group—at the DC-

only employers, the replacement income ratio is 80.3%
and at the DB-plus-DC employers, the ratio is 111.8%—
and for the highly paid group it is 79.7% vs. 101.4%.

Another important difference is that DC-only employ-
ers reflect a workforce with far less tenure: 63% of the em-
ployees at DC-only companies have less than ten years of
service and 80% have less than 15 years of service. In con-
trast, in the DB-plus-DC group, 50% of employees have
less than ten years of service and 64 % have less than 15
years of service. With tenure playing such a significant role
in retirement accumulation—and with outside assets not
being taken into account in this analysis—this will clearly
place downward pressure on DC-only retirement income
adequacy. Nonetheless, even the retirement income re-
placement rates of long-service DC-only employees do
not keep up with those of DB-plus-DC employees.

While it appears that DC-only employers simply do
not provide DC benefits that allow employees to keep up
with their counterparts at DB-plus-DC employers, it is
difficult to draw too many conclusions from these differ-
ences. One can speculate that employers with higher-paid
employees simply can also afford richer benefit levels, or
that these employers have a greater need to encourage
stable, long-term employment. On the other hand, one
could also speculate that the DC-only employers are fo-
cusing on plans that better meet the needs of their
shorter-tenured workforce.

Whatever the reason, a clear message is that as em-
ployees are increasingly being asked to shoulder the re-
sponsibility of retirement income adequacy, employers
will need to encourage higher-quality participation—
especially when only a DC plan is available and espe-
cially among younger employees. Plan sponsors may also
need to manage employees’ expectations when it comes
to early retirement.

SOFTENING THE IMPACT

What can employers do to help employees soften the
impact of retiree medical and retirement program
changes on retirement income adequacy?

First, it is important to show employees the complete
retirement picture. The results of several employee sur-
veys clearly show that workers do not do a good job of
facing up to the reality of their potential retirement fu-
ture. Employers can help by providing retirement fore-
casting software that is comprehensive, quick and easy to
use. They can also use existing communication channels
to reinforce the notion that retirement savings is a shared
responsibility and that it’s up to the employee to do his
or her part by taking advantage of the 401(k) plan.

On the other hand, workers are good at procrastinating
when it comes to long-term saving, often preferring the in-
stant gratification of consuming today. Employers can help
by creating a sense of urgency and relevance. Capturing
employees’ attention and getting them to take action can
be done by targeting messages based on individual situa-

22 BENEFITS QUARTERLY, Fourth Quarter 2004




TABLE VI
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Impact of Program Structure on DB-Plus-DC Group
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TABLE VII

DC + PIA

Retirement Age = 65
Contribution Adjustment = 0%
Interest = 7%

Impact of Plan Structure—DC-Only Employers

Entire DC-Only Group

Service
n-4 5-9 | 10-14 | 15-19 | 20-24 | 25-29 0+ Total

e 4,15‘7' 1.236 5.393)
Under 25| $26,925| $26,145 526,746
107.8%| 97.1% 105.4 %

I4~.{I{I3I 1 573 26,162

25-29 | $39.288| 536,643 $34.472 $3R.011
104.3%: | 100.0%| 97.1% 102.2%

14300] 19489 6,386 ﬂﬁl 40,762

M-34 | $£50,373] 549,375 Hi?i&‘ £42,979 549,047
90.1%| 04.5%| 97.8%| 100.5% 93.6% |

17,844 9,350 3,944 446 43,672

A5 -39 535,719 $57.228| $53.452 $H48.621 556,170
B28% |  936%| 100.4%| 104.3% 85.9%

0,044 6,200 3,333 408 47423

40— 44 568,824| $58,783| 530,962 559,998
BL6% | 94.8%| 100.1%| 102.5% T8.2%
5550 4,764 2918 355 45,600]

45 - 49 §71,412) $73,008| $61,505] S56,601) S60,719
83.9%| 94.8%| 10L1%| 106.9%| 735%

3,623 3,242 1,568 37,303

S0 -54 573,475 ST003R| 560638 S59.485
BA1%|  93.3%| 100.3%| 68.4%
1 26,971

55-59 §73,174| $71,015] S$38476
8L0%| 90.5%| 63.0%

15,274

i+ 555,263
.9 58.7%

71,565 103,375] 50,721 25441 16202 9,913 5405 288,622

Total £40245 £51,038| £57.835| S65,755| S68,656 S67,160 S68,506| $54,920
TR6%| T6.8%| TRE%| B46%| B85%| 9L6%| 90.7%| T9.8%

Legend
Employee Count
Average Pay (Capped)

Pay Replacement
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tions and personalizing communication so that employees
understand the impact of their decision making on their
own retirement future. Deadlines can motivate workers to
stop procrastinating and take action today.

Workers are also easily thwarted in the savings
process by barriers such as complexity and overwhelm-
ing choice. As such, making it easy for employees to par-
ticipate and contribute to the 401(k) plan is key. One way
to increase participation and the quality of participation
is by giving employees more opportunity to automate the
401(k) plan. Features such as contribution escalation can
help employees save more for retirement by allowing
them to have the amount they contribute to the 401(k)
plan increased in small increments automatically over
time. Likewise, employers can provide automatic rebal-
ancing to enable employees to keep their 401(k) plans on
track without constant intervention.

Workers in surveys and focus groups again and again
express frustration and uncertainty when it comes to the
decisions that need to be made for retirement saving and
investing. This can be countered through decision support
tools that allow workers to fully understand their choices
at the point of need. A good example is loan modeling
tools that show workers who are considering taking a loan
the potential impact on retirement accumulation. Pro-
active communication that reminds people to participate
early, increase their savings, and diversify and rebalance
can also help keep employees on track and make them
confident that they are addressing the right areas in man-
aging their 401(k) plans.

Workers often underestimate the impact of cost of dif-
ferent investment vehicles on retirement income ade-
quacy. However, the Hewitt study found that the differ-
ence between high-cost retirement investment vehicles
and low-cost ones was significant when it came to retire-
ment income adequacy. For a participant between 25 and
29 years of age and with zero to four years of service, the
study found that investing in actively managed institu-
tional funds with an average weighted expense ratio of
0.44% results in 77.1% of income being replaced at retire-
ment age 65 via the DC plan.

However, if this same group of participants were to in-
vest in full-cost retail mutual funds, with a typical annual
expense ratio of 1.33%, DC income replacement is pro-
jected to drop to 63.8%. In other words, the accumulated
balances are reduced by nearly one-fifth for employees
in this scenario who invest in full-cost retail mutual funds
vs. institutional funds. Managing fees and ensuring they
are reasonable is a key fiduciary duty for employers and
reducing them can have a positive impact on employees’
retirement savings—potentially increasing plan balances
by hundreds of thousands of dollars by retirement age.

EBRI data from 2004 has found that 68% of workers
believe they will do some type of work for pay after re-
tirement; 64% of that number gave as their reason the
fact that they enjoy working and want to stay involved.

“Structuring retirement programs
that allow employees to reduce
hours toward the end of their careers,
possibly supplemented by
payments from the employer’s
qualified retirement plan, has
been the subject of ongoing
discussion for many years.”

Structuring retirement programs that allow employees
to reduce hours toward the end of their careers, possibly
supplemented by payments from the employer’s quali-
fied retirement plan, has been the subject of ongoing dis-
cussion for many years. For employees who are con-
cerned about retirement income adequacy and/or retiree
medical costs, a program that moves them closer to ade-
quate replacement income levels without necessarily
continuing full-time employment may be very attractive.
Such a program will appeal to workers, many of whom
will wish to continue working after retirement, as well.
When faced with the reality of what they are likely to
need in retirement and what they are likely to have, work-
ers may be tempted to easily concede defeat. It is impor-
tant to demonstrate that improving their retirement in-
come adequacy prospects is not beyond the average
worker’s means. Hewitt’s study found that retiring at the
age of 67, just two years later than the traditional expected
retirement age and contributing an additional 2% of sav-
ings to a 401(k) plan can provide a significant boost to the
retirement income of employees (including those in the
DC-only environment). According to the study, by making
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APPENDIX

Hot Zones Analysis

The “hot zones” chart is a tool often used by
Hewitt to display replacement income ratios. Each
cell in these charts summarizes key results for em-
ployees within five-year age and service group-
ings—including the number of employees in the
cell, average pay and pay replacement percentage.
Also, the cells use color to reinforce those areas in
need of attention; the lowest replacement ratios are
shown in “hotter colors” (darker shades of blue)
while the highest ratios (over 100%) are in “cooler
colors” (lighter shades of blue).

Legend: The colors used in the hot zone charts
contained in this report are as follows:

Under 40%

40%-59%

60%-79%

80%-89%

90%-99%

100% +

Each cell in a hot zone chart displays information
about the participants described in the cell and the
retirement income levels for those participants. The
cell below contains data for 25,340 participants
with current average pay of $83,978. The retirement
income ratio for these individuals is displayed both
explicitly (102.9%) and through the use of the cell’s
color.

these changes to retirement age and savings rate, over half
of employees in DC-only plans may achieve replacement
income rates in excess of 80%, even after they have paid
their retiree medical costs. The difference among younger
workers is most marked under this scenario, with the in-
creased savings growing over time.

CONCLUSION

The employer-sponsored retirement system, in con-
junction with Social Security and Medicare, has per-
formed very well over the past few decades. Moreover,
employees nearing the end of their careers under the
traditional benefits package including final pay DB,
401(k)/matched savings plan and employer-provided re-
tiree medical will continue to benefit from the value pro-
vided to them under that system.

However, employees impacted by recent trends such as
the elimination of DB plans and of retiree medical subsi-
dies, will be in a far less favorable position if they approach
retirement without changing their course. These changes
may include saving more, retiring later and taking phased
retirement. And although more of the responsibility for re-
tirement income adequacy is shifting to employees, in turn,
employers will play a critical role in reshaping employee
behaviors and attitudes, through education, plan design
and planning tools. The role of encouraging employees to
maximize the value of their 401(k) benefits will become
more critical than ever in this new retirement reality. <«

Note: This article was adapted from Total Retirement
Income at Large Companies: The Real Deal, originally
published in 2004 by Hewitt Associates LLC.
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