
RETIREMENT
INSIGHTS

Observations and opinions on how 
changing market conditions are affecting 
401(k) plan participant outcomes

Searching for certainty





2 Key findings

4 Section I: The state of retirement in 2010

 4  Retirement vistas: How green is your retirement?

 5  Being in the “black” is the new “black”

 6  A penny for your thoughts

 7  The new look of financial priorities: Dealing with today at the expense of tomorrow

 8  The “pensionization” of DC plans

9 Section II: Translating savings into income

 9  Income replacement is critical

 13  Mind the gap

14 Section III: The emerging risk of the high-income employee

 14  Prescribing supplements

16 The bottom line

1

Table of contents



2

Key findings

IT’S ALL RELATIVE

Driven by the recession, people are paying more attention to  
financial issues, but they are doing so on a near-term basis.  
Debt and savings rates are returning to levels not seen since the 
1980s. At the same time, many participants remain accidental 
investors, those who are taking advantage of an employee benefit 
program without actively managing their accounts. In fact, 45% 
never call nor visit websites to monitor the progress of their  
savings (interestingly, this behavior changes dramatically at  
distribution). Apparently, longer-term issues, such as saving for 
retirement, have been placed on the proverbial back burner. 

If saving for retirement has moved to the back burner, however, 
there may be a need to turn up the heat and help participants 
when they do not help themselves. Despite increased participant 
recognition of individual accountability, employees are  
more often relying upon employer decisions, making those plan 
sponsor choices more impactful than ever. This participant inertia 
drove the growth of “pensionizing” features such as automatic 
enrollment. It was the 2008 market downturn, however, that  
highlighted the importance of the qualified default investment 
alternative (QDIA) selection and the need to introduce strategies 
within those approaches that provide a hedge against market 
volatility.

THE “PENSIONIZATION” OF DC PLANS

Defined benefit (DB) plans were designed to accumulate  
assets that would then provide a source of lifetime income past 
an employee’s retirement. The decline in popularity of these plans 
introduces challenges to employees who must now perform those 
calculations themselves. Today’s retirees are among the first to 
be doing so on a retirement program built predominantly in the 
defined contribution (DC) space, and they appear ill-equipped to 
translate their DC balances into an income stream at retirement. 
Research shows participants want and need income replacement 
projections, but most have neither access to that data nor an  
understanding of how to set goals for what they’ll need:

  A large majority of participants state that in retirement they will 
need to know how much of their pre-retirement salary they will 
be able to replace each year.

  Nearly a quarter of participants aren’t sure what they are on 
track to receive when they stop working.

  Only 26% of participants state that they have a goal of meeting 
a percent of their income in retirement.

  Yet 69% acknowledge that they don’t read the investment 
information that is provided to them.

About the study

J.P. Morgan sponsored a research study to better understand how 1,014 individuals currently participating  

in 401(k) plans feel about their financial situations. Harris Interactive conducted the study on J.P. Morgan’s  

behalf using an online survey distributed within the United States in July 2010.

Some of the questions included in the study were similar in nature to studies completed in 2007 and 2009.  

These offer a picture of how individuals’ savings and spending habits change over time and in response to market 

conditions. Perhaps not surprisingly, participants’ responses in 2010 varied from those in 2007 before the market 

downturn and mirrored responses from 2009. 

In order to draw finer points on certain conclusions reached in this study, additional J.P. Morgan research  

(other than the Harris Interactive study) is included. All instances are noted within the paper.
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Beyond knowing what they need to live the “retirement of their 
dreams,” the recession has forced participants to question the  
reliability of their investments. Strategies exist that can provide  
assurances, but they seem widely misunderstood. For example, 
most participants (80%) say putting all their money into a product 
that provides a guaranteed monthly income is appealing. Still, 
less than a third would be willing to pay a 4% commission for this 
guarantee.

MIND THE GAP

Lower-income employees and the need to prepare them for the 
responsibilities of managing their own retirement savings have 
long been the focus of traditional research and educational efforts.  
A renewed focus on retirement income projections, however, has 
identified emerging risk for high-income employees. This group 
will expect to receive a smaller percentage of income replacement 
from Social Security and, as a result, must do more to supplement 
the deficit. Moreover, DC plans alone may not be enough to bridge 
the gap. Nonqualified (NQ) plans are often available to this group, 
but most participants do not use these plans effectively — for 
example, many participants only contribute to their nonqualified 
plan or do so before maximizing contributions to their qualified 
plan first.

This group also has shown a greater likelihood to take loans from 
their qualified plan savings. In DC plans recordkept by J.P. Morgan, 
the high-income group represents half of all borrowers and owes 
half the value of all loans; 12% of high-income participants have 
401(k) loans.

Other characteristics of the high-income group are eye-opening:

  Almost half of participants making more than $100,000 per year 
say they are “concerned about having enough money to make 
ends meet.” 

  A quarter of participants making more than $100,000 per year 
owe more than $10,000 on their credit cards, compared to only 
12% in that same situation for participants making less than 
$50,000 per year.

  More than 80% of high-income participants get their financial 
advice through their own personal research; only 32% actually 
use a financial professional to help them make critical financial  
decisions.

Regardless of wealth or life stage, participants benefit from  
options beyond those traditionally provided in 401(k) plans;  
however, higher-income participants are more likely to need  
supplemental strategies in order to close the retirement  
income gap.
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Section I: The state of retirement in 2010

RETIREMENT VISTAS: HOW GREEN IS YOUR RETIREMENT?

Nearly everyone has felt the impact of the faltering economy. 
Even two years after the economic downturn, consumers still feel 
uneasy about their financial situations. When we asked individuals 
how secure they felt about their current financial situation  
compared to 2009, nearly half felt the same; only 16% felt more 
secure but a third felt less secure.  

Comparing this perspective to attitudes expressed in 2007  
provides interesting context. The 2007 study found that 74% of  
the population felt they would do better than most in the face of  
an economic downturn. When this same group was asked what 
they would do if they lost 20% over the course of a year due to 
market volatility, 42% said they would change nothing about  
their financial strategy. In fact, 12% said they would increase  
contributions to a 401(k), and 7% said they would increase  
investments in the stock market. This long-term point of view  
and optimism in the face of hypothetical adversity provides stark 
contrast to the re-trenching attitudes we see today.

In Anything But Certain, published in 2009, we described “an 
economy that appears to have been built on the beach at low 
tide.”1 As a result, various sectors of the economy “washed out” 

in startlingly abrupt fashion, from the real estate market to the 
local bank. The 2009 study concluded that “uncertainty” was the 
buzzword surrounding the issue of saving for retirement as  
“actively investing for retirement requires a certain amount of 
faith that markets will generally behave in the future much as they 
have in the past. Such confidence, however, is often tested in tough 
times.” And, in 2009, 60% of respondents said they didn’t think a 
market turnaround was imminent. In fact, a solid quarter of those  
surveyed expected the economy to get worse before it got better. 

As 2010 unfolded, the stretches of shoreline that make up our 
structured economy and market system were battered by a  
further onslaught of financial storms, at home and abroad.  
The uneasiness was fueled by a multitude of items including  
tightening of credit, unemployment and underwater mortgages. 

Despite gains in the market in 2010 (the Dow was up 11% in 2010, 
and the S&P 500 mounted a solid 13% advance in 2010 as well), 
uncertainty abounds. Unemployment rates continue to hover 
around 9.5%. The number of long-term unemployed (27 weeks  
or more) is an astonishing 44.3%, and the average duration of  
unemployment is 34.2 weeks.1

CONSUMER CONFIDENCE IS NOT IMPROVING AS SHOWN BY NEARLY HALF OF INDIVIDUALS WHO SAY  
THEY FEEL ABOUT AS SECURE THIS YEAR AS THEY DID LAST YEAR.

Compared to last year, how secure do you feel about your financial situation? 

1 U.S. Bureau of Labor Statistics, January 7, 2011, Table A-12

Source: J.P. Morgan 2010 Participant Survey
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2 J.P. Morgan Asset Management Guide to the Markets
3 U.S. Department of Commerce Bureau of Economic Analysis, May 14, 2010

BEING IN THE “BLACK” IS THE NEW “BLACK”

What effect has this had on retirement savings? Dr. David Kelly, 
Chief Market Strategist for J.P. Morgan Funds, says, “… after years 
of bad behavior, consumers are increasing savings and paying  
off their debts, and as a result, there are less resources being  
dedicated to buying stuff.” In fact, after reaching 14% in the  
third quarter of 2007, the household debt service ratio has 
dropped to 11.5%, nearing levels achieved in 1980.2 

This behavior is consistent with historic patterns. While the  
personal savings rate has declined since 1959, during recessions 
the rate has often dramatically increased. The U.S. recessions of 
1960 to 1961, 1969 to 1970, 1973 to 1975, 1980, 1981 to 1982, 1990 
to 1991, 2001, and 2007 to 2009 were all instrumental in having a 
positive influence on the personal rate of saving. For example, at 
the end of the 1973 to 1975 recession, the personal savings rate 
jumped one month to 14.6%.3 

After each U.S. recession ended and prosperity began to return, 
the personal saving rate has always moved lower. Now that the 
2007 to 2009 recession is ending, the personal savings rate has 

once again shown a decline. The Bureau of Economic Analysis  
reported that personal saving as a percentage of disposable  
personal income was 3% in February 2010 and 2.7% in March 
2010.3

This year’s study reinforces this perspective. When looking at the 
pre-economic downturn, about a third of participants in 2007  
stated that they paid off their credit card balances each month. 
Today, more than 40% state that they do so. Yet the issue of debt 
remains significant with 29% of respondents carrying more than 
$5,000 in credit card debt and another 9% having more than 
$20,000 in debt.

The amount of debt becomes more of a focus when considered 
in the context of household income available to pay the debt. 
Based on those households reporting any debt, 25% with less than 
$50,000 in income report $5,000 or more in credit card debt.  
Likewise, 37% of households with incomes between $50,000  
and $75,000 report carrying $5,000 or more in credit card debt. 
Despite this, only a quarter of participants state that they need 
help managing debt.

THE ISSUE OF DEBT REMAINS SIGNIFICANT AND CONTINUES TO FUNCTION AS AN OBSTACLE TO SAVING FOR RETIREMENT. 

Which of the following best describes your current credit card debt?

Source: J.P. Morgan 2007 and 2010 Participant Surveys
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As in the 2007 study, people appear to be more conscientious 
and dispassionate with hypothetical money than with real dollars. 
When asked what they would do with a $5,000 windfall, 43% said 
they would use it to pay off credit cards. Right behind paying  
off debt are the 39% of respondents who would save for an  
unexpected emergency. The top financial priority is paying monthly 
bills, yet only 25% would use a windfall to specifically address that 
issue. Moreover, only 23% of participants who receive a $5,000 
windfall would save for retirement.

The recession has left Americans with the right foundation for  
a better near-term financial life with more savings and less  
consumer debt. (Being in the black is the new black.) This focus 
puts participants in a better current position. But with so many  
individual resources now being spent on getting into good  
standing, are future retirement savings at risk?

A PENNY FOR YOUR THOUGHTS

Given economic improvements, one might expect to see a  
renewed focus on saving for retirement: As Dr. Kelly noted, people 
are buying less “stuff.” But despite the value that participants find 
in their 401(k) plans, this is not the case. We asked respondents to 
rate the importance of employee benefits, with everything from 
health insurance to a dependent care spending account included. 
Eighty-seven percent said that having a 401(k) was extremely/ 
very important, second only to having health insurance.  

Two-thirds of individuals feel that people should be automatically 
enrolled in 401(k) plans, and 82% of respondents admitted that 
they wouldn’t be saving as much for retirement if it weren’t for 
their 401(k) plan.

It also appears that participants are open to the idea of putting 
a little time into their retirement readiness and do not shy away 
from receiving help organizing their potential sources of income. 
Ninety-three percent of participants would be willing to spend 10 
minutes per year to help them understand if they are on track for 
a comfortable retirement, and 69% would welcome assistance in 
pulling together all sources of retirement funding to get a better 
total retirement picture.

Clearly, the majority of people find the availability of a 401(k) plan 
valuable. But are they taking advantage of their retirement savings 
plan? Although personal debt has fallen off over the last few  
quarters, participation in 401(k) plans has not increased; people 
are not investing that difference in their retirement plans. While 
the personal financial practices people put in place to weather the 
storm of the last few years have replaced old habits with newer, 
healthier attitudes about saving for the future, these attitudes 
don’t appear to make room for longer-term goals. Relatively 
speaking, participants may be in better shape today, but what will 
they do when today becomes tomorrow?

WHEN RECEIVING UNEXPECTED CASH, MOST PEOPLE WOULD PAY BILLS OR SAVE RATHER THAN SPEND THE MONEY.

If you were to receive a $5,000 windfall, what would you do with it?

Source: J.P. Morgan 2010 Participant Survey
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THE NEW LOOK OF FINANCIAL PRIORITIES: DEALING WITH  
TODAY AT THE EXPENSE OF TOMORROW

According to our 2010 research, despite market volatility, the 
majority of consumers don’t feel overwhelmed with their financial 
priorities: 79% said they were confident in their ability to make the 
right financial decisions and 9 in 10 people agree that they are  
responsible for their own financial security. Self-reliance appears 
to be the standard. But they admit a focus on the immediate. In 
fact, when asked to identify their financial priorities, half of  
the participants stated that their top financial concern is  
paying monthly bills, with saving for retirement and paying  
off/down mortgages a distant second and third. 

Saving for retirement is only a first priority for 17% of respondents.  
In comparison, 27% rated saving for retirement a top priority 
in 2009, while 44% did so in 2007. Despite the waning interest, 
401(k) plans continue to be recognized as a valuable benefit  
essential to retirement security. A majority of individuals (82%)  
admitted they wouldn’t be saving as much for retirement if it 
weren’t for their 401(k) plan, and more than 70% of individuals 
feel that employees should be automatically enrolled into their 
employer’s retirement plan. Two-thirds of people stated that 401(k) 
plans would be their only or primary source of income, and most 
are becoming increasingly pessimistic about Social Security. Only 
7% of those younger than 31 consider Social Security a viable 
source of retirement income. 

Despite this recognition of the 401(k)’s value, people remain  
disinterested. Only 42% of participants say that they have the  
elements of time, talent and interest to manage retirement  
investments. A review of their actual behaviors reinforces this  
self-assessment. In a study of activity among J.P. Morgan record-
kept plans, participants were classified in one of four ways:

1.  Actives – those who regularly (five or more times per year) 
accessed self-service, online tools

2.  Interactives – those who made use of modeling tools or called 
service representatives for guidance

3.  Engaged Passives – those who neither visited websites nor 
interacted with service representatives, but who held balances 
as a result of employer activity (automatic enrollment or profit 
sharing contributions, predominantly)

4.  Disengaged Passives – those who had no activity and no 
balances

A full 45% of participants had no interaction whatsoever with  
their retirement savings over the course of the year. The major 
driver of the engagement that did occur was termination of  
employment: 86% of those who left their employer contacted  
a service representative for guidance on how to handle their  
accumulated savings. The majority of them, 68%, called  
multiple times.

Four distinct engagement profiles

Source: J.P. Morgan Retirement Plan Services 2009 and 2010 participant data

During the accumulation phase, 
the individuals with the highest 
average account balances visit 
the website most often.

Some 21% may call or visit twice  
a year, but 45% are completely 
passive.

However, nearly everyone calls 
to take money from the plan.
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THE “PENSIONIZATION” OF DC PLANS

Last year’s research showed that participants didn’t diversify  
assets even through a troubled market and, indeed, less than 7% 
of the participants whose plans are recordkept by J.P. Morgan  
performed quarterly rebalancing. Only 11% of those surveyed 
wanted additional information on the value of investment  
diversification even though 41% acknowledge that they don’t  
know how to diversify their investments. Fittingly, 63% of  
participants would welcome a professional to manage their  
retirement assets and 80% believe target date funds (TDFs)  
are a good idea.

This unwillingness or inability to diversify investments, coupled  
with the market correction in 2008, has created a renewed focus 
on selection of QDIA strategies. In 2008, driven by market  
volatility, participants saw declines in their account balances by  
as much as half. These factors further the thought of pensionizing 
DC plans.

Historically, corporate DB plans made use of hedging strategies, 
including emerging market debt, hedge funds and TIPS, to produce 
performance while lowering risk. These same strategies are rarely 
offered within the confines of a DC plan even though comparative 
studies suggest these approaches, bundled in a diversified  
strategy, can offer similar returns with lower risk.

Diversification dampens market volatility while maximizing returns 
over time. A traditional portfolio with three asset classes has an 
expected return of 6.86% versus a more diversified portfolio with 
eight asset classes that has an expected return of 7.92%. Perhaps 
even more telling is the degree of risk of each of these strategies, 
with the traditional portfolio incurring an 11.2% risk versus a more 
diversified approach bearing a 9.99% risk level. By modeling TDFs 
after their more diversified DB counterparts, and by making the 
choice to use those funds as a QDIA, plan sponsors truly use inertia 
to the advantage of the participant.4

MOST PARTICIPANTS DON’T READ THE INVESTMENT INFORMATION THEY RECEIVE TODAY.

How much do you agree or disagree with each of the following statements?

Source: J.P. Morgan 2010 Survey

4 Indexes and weights of the traditional portfolio are as follows: U.S. stocks: 55% S&P 500, U.S. bonds: 30% Barclays Capital Aggregate, International stocks: 15% 
MSCI EAFE. More diversified portfolio is as follows: U.S. stocks: 22.1% S&P 500, 8.8% Russell 2000; International Stocks: 4.4% MSCI EM, 13.2% MSCI EAFE; U.S. 
Bonds: 26.5% Barclays Capital Aggregate; Alternatives: 8.3% CS/Tremont Equity Market Neutral, 8.3% DJ/UBS Commodities, 8.3% NAREIT Equity REIT Index. 
Return and standard deviation calculated using Zephyr.

This is shown for illustrative purposes only. Past returns are no guarantee of future results. Diversification does not guarantee investment. Data are as of 12/31/10.
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Section II: Translating savings into income

INCOME REPLACEMENT IS CRITICAL

Income replacement ratio is the traditional metric to assess the 
success of retirement programs. Individuals recognize this and, in 
fact, 86% of respondents stated that they need to know how much 
of their current salary they will be able to replace in retirement. 
With the changing nature of corporate retirement benefits, though, 
calculating income replacement ratios has become an increasingly 
self-service proposition. What’s more, there remains an uncertainty 
about what that replacement ratio should be and a disconnect 
between targets and what participants believe they are actually  
on track to achieve.

DC plans first became popular in the 1980s. Concurrent with the 
growth in DC plans, DB-only participation fell off dramatically,  
falling approximately 60 percentage points over 30 years. We see 
this reflected in responses to our survey: 18% of participants age 
51 and over view a DB, pension or cash balance plan as a major 
source of retirement income, but only 10% of those age 31–50 and 
8% of those under 31 share the same perspective. Value placed 
on the different plan types reflects access. The 401(k) plan came 
in second (87%) in importance to health insurance (92%) when 
participants rated their top employment benefits. DB plans came 
in a distant seventh, at 34%, only half of the total who find dental 
insurance valuable (70%).

To what extent are you counting on each of the following 
to fund your retirement? (the only source/major source)                                                     

Participation by plan type
Distribution of private-sector, active-worker participants, 1979–2009

 Under 31 31–50 51 and over

 401(k) 65% 75% 56%

 Social Security 7% 24% 48%

 Personal savings 28% 22% 18%

 Working in retirement 9% 19% 20%

 Spouse’s retirement plan(s) 13% 17% 14%

 IRAs 12% 12% 19%

 Defined benefit/pension 8% 10% 18% 
 plan/cash balance

 Stock ownership 4% 12% 7%

 Proceeds from house/ 6% 9% 6% 
 real estate

 Annuities <1% 5% 9%

 Future inheritance 2% 6% 4%

 Life insurance <1% 4% 5%

 Nonqualified plan <1% 2% 3%

 Other <1% 2% 5%

Source: U.S. Department of Labor, Form 5500 Summary Report (summer 2004); EBRI estimates 1999–2009

Source: J.P. Morgan 2010 Participant Survey

One of the advantages of the traditional 
DB plan is that it accounted for spend-
down in retirement; participants receive  
a set amount each year, generally based 
on their age and years of service. With 
the emergence of DC plans as the  
primary retirement vehicle, retirees are 
having more difficulty translating savings  
into income. While participation in DC 
plans continues to grow, employees  
covered by DB-only plans has fallen  
from approximately 65% in the late  
1970s to around 7% in the late 2000s.
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The migration to DC from DB has placed the responsibility for  
calculating income replacement on the individual, and those  
individuals are having challenges. Only 40% of participants  
surveyed said that they feel confident they will be able to reach 
their financial goals for retirement. In 2007, half of participants  
felt confident in their ability to reach their financial goals.  
Moreover, nearly a quarter of participants are not at all  
confident they will be able to meet their financial goals, up  
from 13% just three years ago.

When asked what percent of their current income they think they 
will need in retirement, 16% of survey respondents were unsure.  
For those who did have a target, 45% believed they needed less 
than 75% of their current income in retirement. This is despite  
Aon Consulting’s 2008 Replacement Ratio Study, which suggests 
that those making $90,000 per year need a ratio of at least 78%, 
while those making $20,000 need at least 94%.

Source: Aon Consulting’s 2008 Replacement Ratio Study. This graph illustrates three significant points about the replacement ratio calculations:

1. Social Security replaces a larger portion of pre-retirement income at lower wage levels. This is by design and has the effect of redistributing 
income from higher-paid employees to lower-paid.

2. Total replacement ratios that are required to maintain a person’s pre-retirement standard of living are highest for the very lowest-paid  
employees. This is primarily for two reasons. First, before they retire, lower-paid employees save the least and pay the least in taxes as a  
percentage of their income. Thus, they spend a higher percentage of their income and need higher replacement ratios to maintain that level of 
expenditures. Second, age- and work-related expenditures do not decrease by as much, as a percentage of income, for the lower-paid employees. 
This also means they need more income after retirement (as a percent of their pre-retirement income) than the higher-paid employees.

3. After reaching an income level of $60,000, the total required replacement ratios remain fairly constant at 77% to 78%. This is primarily  
because post-retirement taxes increase as income levels increase. Post-retirement taxes increase from 0.1% of post-retirement income for a 
$60,000 person to 6.7% for a $90,000 person. To pay the additional taxes, higher-paid employees need more retirement income.

 Pre-retirement income  Private and employer 
 ($000) Social Security (%) sources (%) Total (%)

 20 69 25 94

 30 59 31 90

 40 54 31 85

 50 51 30 81

 60 46 32 78

 70 42 35 77

 80 39 38 77

 90 36 42 78

Estimated replacement ratios by income bracket

Replacement ratios
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Of participants who identified a need to understand their  
retirement income picture, 81% of those who thought they  
needed less than 50% were on track to receive that amount. Just 
over half of those who felt they would need 50 to 75% were on 
track to attain that amount, and less than a third who said they 
would need 75 to 100% were on track to receive that percentage  
in retirement.

In addition, participants are split on whether or not they will  
outlive their retirement savings, with fewer than half confident  
that they will not. People are living longer, so by extension,  
retirement savings needs to last longer, too. The Centers for 
Disease Control and Prevention reported that U.S. life expectancy, 

at nearly 78 years, is the highest it has ever been. Both men and 
women gained, but women still live on average more than five 
years longer than men.5 

It is easy to understand why confidence about retirement savings 
is waning when participants don’t know what they need. In fact, 
almost two-thirds of the individuals surveyed admitted that they 
don’t know how much to save for retirement. They have a vision, 
but simply don’t know how to get there. Many people state that 
they are behind schedule saving for retirement, yet most  
participants (83%) don’t think retirement is that far away.

5 Reuters, August 19, 2009

Source: J.P. Morgan 2010 Participant Survey Source: J.P. Morgan 2010 Participant Survey

NEARLY HALF OF RESPONDENTS THINK THEY’LL NEED  
LESS THAN 75% OF THEIR PRE-RETIREMENT INCOME,  
WHILE 16% AREN’T SURE AT ALL. 

When you retire, what percentage of your pre-retirement 
income do you think you’ll need to live comfortably in  
retirement?

MORE THAN 20% AREN’T EVEN SURE HOW  
THEY’RE DOING. 

Making your best estimate, what percentage of  
your pre-retirement income do you think you are  
currently on track to receive in retirement?
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Participants who have identified a goal for retirement are more 
likely to say “I feel confident in my ability to make the right  
financial decision,” and are more likely to pay off their credit card 
debt each month and are more confident that they will be able to 
meet their financial goals in retirement. 

These factors can be improved by regularly communicating income 
replacement projections. A study of eligible employees exposed to 
salary replacement projections on the J.P. Morgan recordkeeping 

platform showed that those employees increased their projections 
by 11% overall. Furthermore, participants on track to receive 70% 
or more income replacement increased by 18% overall. The largest 
drivers of these increases were the length of time a participant had 
been exposed to the projection and the interaction a participant 
had with modeling tools that explored different savings scenarios.

N =  513,296 participants

Source: J.P. Morgan Proprietary Research

Assumptions: Income replacement results reflect the experience of participants earning between $14,500 and $10 million annually who were eligible to participate in their 
retirement plan both when the plan adopted Retirement Dream Machine and March 31, 2011. Retirement age is 65. If over 62, retirement age would be current age plus 
three years. Based on information provided for annual salary, state of residence, hire date, date of birth and gender. If not provided, gender defaults to female. Tax filing 
status defaults to single if state of residency is the same as  tax filing state. Includes Social Security, which is calculated based on normal Social Security retirement age,  
as per federal regulations. The assumed income growth rate is 5%. Income growth rate represents the average increase in salary expected over time, which is the  
approximate historical rate of growth (including inflation) for a typical person’s salary. The projection considers the IRS annual compensation limit, indexed periodically.  
Contribution amount is based on current election in defined contribution plan. Annual retirement income estimate and initial risk category are calculated using the  
investments currently held in retirement plan account. Balances from brokerage account(s) or loan(s) will not be included in forecast. Income replacement calculation 
includes balances from other plans that are turned on for Dream Machine. 

Eligible participants exposed to income replacement projections
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MIND THE GAP

In addition to calculating need, participants, plan sponsors and  
legislators wrestle with how to make savings last through  
retirement. Debate between in-plan and out-of-plan annuities 
continues and responses from survey participants illustrate the 
confusion. Putting all their money into a product that provides 
a guaranteed monthly income is appealing to most participants 
(80%). However, less than a third of participants would be willing 
to pay a 4% commission for this guarantee. Annuities and various 
forms of guaranteed income streams in retirement can be a  
complex subject. But something as direct as communicating  
participants’ current income replacement ratio can get them  
on the right path to living comfortably through retirement.

Participants understand that knowing what they are on track to 
receive, and whether or not that will be enough to support their 
retirement lifestyle, is critical to living the retirement of their 
dreams. Do participants have the tools to help them understand 
where they are? Forty-two percent of respondents want to make 
sure they are making the smartest use of the financial products 
available to them. It is not enough to simply offer the tools to help; 
participants need access to tools that are both self-service and 
guided assistance, based on their level of engagement.

More than three-quarters would want a guaranteed monthly income; most are not willing to pay for it

Source: J.P. Morgan 2010 Participant Survey
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Section III: The emerging risk of the high-income employee

Baseline and projected higher income replacement ratios

PRESCRIBING SUPPLEMENTS

As suggested by the Aon Consulting study, higher-income  
participants are more likely to need supplemental strategies in 
order to close the retirement income gap. 401(k) plan limits do  
not allow account balances to grow in line with theoretical  
compensation increases, so income replacement ratio  
improvement stalls in volatile markets. For example, a participant 
making $165,000 per year, with a retirement account valued at 
$1.8 million, is only getting a 42.9% income replacement ratio if he 
or she draws down 4% per year (excluding Social Security). Keep 
in mind that a 4% draw down only affords the participant $71,000 
per year — less than half of his or her income before retirement. 
This highlights the need for a supplementary savings vehicle for 
high-income participants. The higher the income, the more  
significant the need for an additional savings channel.

Traditionally, the NQ plan has satisfied this need. As a plan set up 
for participants who are maximizing their 401(k) plans up to the 
402(g) limit, NQ plans offer high-income participants a way to 
close the retirement savings gap they would have if depending on 
their DC plan alone for retirement income. So if a means to save 
above and beyond the traditional 401(k) exists, is there really a 
problem? The data tells us there is.

As of December 31, 2010, J.P. Morgan research revealed that, 
among plans that we administer, NQ plans see a participation rate 
of only 55%. Disconcertingly, 46% of those contributing to the NQ 
plan have not made any contributions at all to the qualified plan. In 
addition, 89% are contributing to the NQ plan before maxing out 
their contributions to the qualified plan. Only 3% of participants  
making more than $100,000 per year say their NQ plan will be  
a major source of their retirement income. So while a viable 
supplement exists, the population for whom it was created  
appears not to be using it effectively or correctly.

For plans serviced by J.P. Morgan, participants with incomes of 
more than $75,000 also represent half of all 401(k) borrowers 
and owe half the value of all loans; 12% of these participants have 
401(k) loans. Moreover, average loan balances increase with life 
stage and wealth. The dollar value of the average loan of someone 
in the mass affluent population is $11,215.

Source: Aon Consulting’s 2008 Replacement Ratio Study
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Across all participant groups, the average income replacement 
ratio is 4% lower for borrowers compared with those who remain 
fully invested. In 2011 dollars, those with modest incomes might 
have $700 less each year, mainstream $2,200 less, affluent $3,800 
less, and the wealthy $4,400 less.   

Additional income does not necessarily equal additional  
investment savvy. Forty-seven percent of participants making  
more than $100,000 per year say they are “concerned about  
having enough money to make ends meet.” What’s more, 51% of 
these participants feel that they will need less than 75% of their  
pre-retirement income to live comfortably in retirement. When 
asked what they are on track to receive in retirement, 65% say it 
will be less than 75%.

This group, interestingly, also maintains the highest levels of credit 
card debt. Twenty-four percent of participants making more than 
$100,000 per year owe more than $10,000 on their credit cards, 
compared to only 12% for participants making less than $50,000 
per year. 

Despite the expressed concern and the measured behaviors, 82% 
of those making more than $100,000 use their own personal  
research for financial guidance. Only 32% use a financial  
professional to help them make critical financial decisions. And 
remember that $5,000 windfall we discussed earlier? Only 23% of 
participants in this high-income group would save that money for 
retirement, behind saving for an emergency fund (39%) and  
paying off/down credit cards (34%).

Source: J.P. Morgan 2010 Participant Survey

INDIVIDUALS WITH HIGH INCOMES REPORT HIGH CREDIT CARD DEBT. TWENTY-FOUR PERCENT  
OF INDIVIDUALS MAKING MORE THAN $100,000 OWE MORE THAN $10,000 IN CREDIT CARD DEBT.

Which of the following best describes your current credit card debt?
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The bottom line

We conducted a research study to gain a better understanding of 
how individuals who are currently participating in 401(k) plans are 
feeling about their financial situation. Combined with additional 
research conducted in-house, three distinct trends emerged:

1.  The passivity and near-term focus of participants is requiring 
sponsors to consider investment lineups that balance the needs 
of simplicity of communication with sophistication of structure 
(the ability to hedge against inflation).

2.  Employee education needs to advance to the next level  
by putting the 401(k) in the context of other savings and  
understanding what decisions today mean in terms of  
dollars tomorrow.

3.  Historically, the higher-income employee has been left to fend 
for him or herself, yet this person is just as likely to be passively 
involved with retirement as anyone else and more likely to  
need supplemental strategies in order to close the retirement 
income gap.

If participants are going to make their own decisions, then we  
must help them make the right choices. What can plan sponsors 
do? Understand participant behaviors, study industry best  
practices and work with a plan provider to translate these into a 
solid retirement plan. By doing these things, you’re doing your part 
to help participants live the retirement of their dreams.





Methodology
The study was conducted online within the United Sates by Harris Interactive on behalf of J.P. Morgan from July 12 to July 23, 2010 among 1,014  
respondents. All are U.S. respondents age 21 or older who are employed full time or part time, and not retired or self-employed, and employed in  
companies with at least 50 employees and have contributed to their 401(k) plans within the past 12 months. Those in sensitive job industries and  
those with sensitive job titles were not included. Data for age, sex, race/ethnicity, education, region and household income were weighted to be  
representative of the U.S. adult populations age 21 or older who are employed full time or part time in companies with at least 25 employees.  
Propensity score weighting was also used to adjust for respondents’ propensity to be online.

Data for this survey were collected by Harris Interactive on behalf of J.P. Morgan; J.P. Morgan was responsible for the data analysis and reporting.

Risks Associated with Target Date Funds: Target date funds are funds with the target date being the approximate date when investors plan to 
start withdrawing their money. Generally, the asset allocation of each fund will change on an annual basis with the asset allocation becoming 
more conservative as the fund nears the target retirement date. The principal value of the fund(s) is not guaranteed at any time, including at 
the target date.

Contact JPMorgan Distribution Services at 1-800-480-4111 for a fund prospectus. You can also visit us at  
www.jpmorganfunds.com. Investors should carefully consider the investment objectives and risks as well as charges  
and expenses of the mutual fund before investing. The prospectus contains this and other information about the mutual  
fund. Read the prospectus carefully before investing.
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. This  
material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The views and strategies described may not be 
suitable for all investors. This material has been prepared for informational purposes only and is not intended to provide, and should not be relied on 
for, accounting, legal or tax advice. References to future returns are not promises or even estimates of actual returns a client portfolio may achieve. Any 
forecasts contained herein are for illustrative purposes only and are not to be relied upon as advice or interpreted as a recommendation.

J.P. Morgan Funds are distributed by JPMorgan Distribution Services, Inc., which is an affiliate of JPMorgan Chase & Co. Affiliates of JPMorgan Chase & 
Co. receive fees for providing various services to the funds. JPMorgan Distribution Services, Inc., member FINRA/SIPC. 

J.P. Morgan Asset Management is the marketing name for the asset management businesses of JPMorgan Chase & Co. Those businesses include, but 
are not limited to, J.P. Morgan Investment Management Inc., Security Capital Research & Management Incorporated and J.P. Morgan Alternative Asset 
Management, Inc.

IRS Circular 230 Disclosure
JPMorgan Chase & Co. and its affiliates do not provide tax advice. Accordingly, any discussion of U.S. tax matters contained herein (including 
any attachments) is not intended or written to be used, and cannot be used, in connection with the promotion, marketing or recommendation 
by anyone unaffiliated with JPMorgan Chase & Co. of any of the matters addressed herein or for the purpose of avoiding U.S. tax-related  
penalties.
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