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Employees who live paycheck to paycheck and fail to  
         save for unanticipated needs often tap 401(k) accounts or     
                    credit cards for emergencies. Employers may  
                             be able to help employees meet their  
                                    financial needs.

by | Einat Steklov

A ccording to a report by Bankrate,1 only 38% of 
Americans have enough money in their savings to 
pay for an unexpected expense such as a visit to the 
emergency room or a significant car repair. Even 

more troubling is where those surveyed say they’d turn to for 
the funds if short on cash and faced with such an unanticipated 
need. Of the 1,001 adults living in the continental United States 
surveyed, 16% said they would borrow from family or friends, 
while 12% said they would use their credit cards. Another 26% 
would try to raise the money by reducing spending elsewhere.

Whether it came from a parent, family member or teach-
er, most people have been given the wise and age-old tip that 
they should put away at least a couple of months’ salary in an 
emergency savings account for the unexpected. Professional 
financial planners today recommend even more—three to 
six months of living costs put away in case of an emergency, 
job loss, the need to take time off work, etc. But for some 
of us, it’s the last thing we think about and often a topic we 

avoid, or worse, embellish, much like telling our doctor we 
exercise five times a week when we’re lucky if we walk an 
eighth of a mile to our car twice a day. Just as in the case of 
the doctor’s office, avoiding the topic and failing to save are 
only detrimental to our own financial well-being.

This article looks at the decisions employees make when 
faced with financial emergencies, the ramifications of these 
decisions and how employers can help employees better meet 
their financial needs. In addition, it will cover financial well-
ness ideas and new benefits programs employers may want 
to consider offering.

The (Unfortunate) Changing Role  
of the Retirement Plan

In the United States, 401(k) plans increasingly are becoming 
dual-purpose—serving the employee’s long-term retirement 
goal and acting as a short-term savings account for occasional 
needs. According to a Pension Research Council study, Bor-
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Helping Employees 
Become More Fiscally Fit
rowing from the Future: 401(k) Plan Loans and Loan Defaults, 
one-fifth of 401(k) plan participants borrow at any given time, 
often even borrowing multiple times against their plans.2 While 
those with lower incomes are more likely to borrow against 
their plans, people from every income level are doing so. 

When an employee borrows against her plan and then 
leaves her job, her remaining balance becomes due within 60 
days. If it is not paid back in that time frame, her loan bal-
ance is considered in default, resulting in a tax liability and 
tax penalty. The Pension Research Council study estimates a 
loan default “leakage” of $6 billion is attributable annually to 
about 130,000 loan defaults. 

Relying on Credit Cards
Borrowing from credit cards, with their high interest 

rates, fees and unclear due dates, can be just as bad a plan 
to cover emergencies. The worst financial solution is to get 
a few extra dollars available by making only the minimum 

payment on the credit card. Now the borrower is paying high 
interest rate charges on all of the purchases until the bill is 
paid in full. Rolling credit card balances from one month to 
the next is simply a financial mistake. 

Delaying Health Care Decisions
In the last several years, more and more employers have 

been offering high-deductible health care plans. In fact, by 
next year, nearly a third of large employers will offer only 
high-deductible plans—up from 22% in 2014 and 10% in 
2010, according to a study by the National Business Group 
on Health.3 A question that has yet to be answered is how the 
average American worker can afford to pay the $1,500 indi-
vidual deductible—let alone an entire family’s deductible—
if that amount has not been set aside. One concern is that 
people will simply delay care until a health problem becomes 
acute. This can result in greater stress and a rapid decline in 
health and, ultimately, absence from work. 

Reproduced with permission from Benefits Magazine, 
Volume 52, No. 9, September 2015, pages 34-37, 
published by the International Foundation of Employee 
Benefit Plans (www.ifebp.org), Brookfield, Wis. All rights 
reserved. Statements or opinions expressed in this article 
are those of the author and do not necessarily represent the 
views or positions of the International Foundation, its 
officers, directors or staff. No further transmission or 
electronic distribution of this material is permitted. 
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Relying on Employers
Situations arise in which employees are turning to em-

ployers to borrow against their next paycheck for emergen-
cies. When this becomes a habit, the employer finds itself ex-
posed to the credit, financial and legal risks of lending to its 
own employees. This typically is a bad use of employer funds 
and can create an unhealthy dilemma when employers need 
to terminate a borrower-employee. However, employers may 
find it hard to deny employees who are in need of emergency 
funds as financial stress at the workplace often results in pre-
senteeism or absenteeism.

Becoming Financially Flush
Employees can take steps to start to be more financially fit 

right away, mentally, emotionally, strategically and tactically. 
First, to get on track to start saving for the short and long 
term, employees need to recognize volatility in their income 
and make a plan to match it against their expected spending. 
Building up this week-to-week stable cash flow takes some 
analysis of anticipated expenses and discipline not to spend 
on items not provided for. 

Next, employees need to revisit their contribution to the 
401(k). Working with a financial advisor or through the 
workplace financial wellness program can help employees 
understand how much is required at the time of retirement. 
A financially savvy employee should strive to maximize her 
contributions to the 401(k) plan beyond the minimum or 
the automatic enrollment amount, which is rarely enough. 
This is especially true if her employer matches contributions; 
otherwise, she may be missing an opportunity to obtain free 
money on a regular basis. Additionally, she must avoid bor-

rowing from the 401(k) for short-term financing needs (va-
cations, car repair, rent payment, etc.).

Finally, employees should be aware of their health care plans 
options—understanding their plans and the amount of out-of-
pocket costs they could face, as well as any savings accounts 
available through their employer. A contribution to a health 
savings account (HSA), a health reimbursement arrangement 
(HRA) or a flexible spending account (FSA) can be the differ-
ence between taking care of health issues or not. The funds in 
those accounts are pretax contributions, making the accounts 
a more cost-effective way to pay out-of-pocket expenses.

Strength in Numbers—What Employers Can Do
When it comes to benefits, employers have the buying 

power to pass along affordable group life insurance, health 
plans, disability coverage, retirement packages and more to 
their employees. A recent Aon Hewitt study shows that em-
ployees are highly interested in learning more about financial 
wellness and that employers are genuinely concerned that 
their employees aren’t saving enough for retirement and for 
unexpected expenditures. More than 90% of 250 large cor-
porations have said they would be increasing their financial 
wellness offerings this year alone.4

Employers get it. They know that if their workers are 
stressing out about financial worries, overall productivity is 
likely to decline and turnover may be higher. In Pricewater-
houseCooper’s 2014  study of financial wellness programs, 
around 25% of employees say their personal finances are a 
distraction at work.5 Of these employees, 39% say they spend 
three hours or more at work each week thinking about or 
dealing with issues related to their personal finances.

According to the MetLife 2014 Employee Benefit Trends 
Study, employees want more benefits that meet their person-
al needs. Of the 1,203 employees interviewed, 64% agreed 
with the statement, “I am interested in having my employer 
provide a wider array of voluntary benefits that I can choose 
to purchase,” and 60% agree with the statement, “Having 
benefits customized to meet my needs would increase my 
loyalty to my employer.”6

Meeting Employees’ Financial Needs
The same MetLife study indicates that employees are 

counting on workplace benefits more than ever and would 
like to see additional voluntary benefits offered to help them 
meet their financial needs. Because they’re still feeling the 

takeaways >>
•   At any given time, one-fifth of 401(k) plan participants are bor-

rowing against their plans.

•   Employers that lend to their employees may find themselves 
exposed to credit, financial and legal risks.

•   Employees need to be aware of their week-to-week stable 
cash flow and anticipated expenses and have discipline not to 
spend on items not provided for.

•   Financially stressed employees tend to be less productive.

•   Studies show employees desire voluntary benefits that help 
them meet financial needs.

financial wellness



september 2015 benefits magazine 37

impacts of the recession, and perhaps because monthly in-
come is often unpredictable and volatile, concerns about 
health care, job security and meeting financial obligations 
have increased, causing worry over having enough to cover 
out-of-pocket costs, sudden emergencies and even monthly 
living expenses. This has made workplace benefits even more 
important. 

Group credit is a new voluntary benefit in which loans are 
extended to employees of participating employers, provid-
ing immediate access to low-cost credit, paid back through 
automatic payroll deductions. Loans, which are based on the 
individual employee’s ability to repay, reward long-term em-
ployees. Employees can choose to use the loans to fund their 
HSA at the beginning of the year in order to have the tax ben-
efit when paying for medical-related expenses directly from 
that account. This is an economical and responsible alterna-
tive to employees taking loans against retirement plans, high-
rate credit cards or other lenders or turning to their employer 
to bridge their short-term financial shortfalls. This type of 
benefit provides immediate financing relief to employees who 
need instant access to credit and supplements any financial 
wellness program with long-term educational goals.

Conclusion
Turning to resources set aside for retirement, real estate 

down payments or college funds, while not the worst solu-
tion, restarts the clock, so to speak, pushing out those goals 
and plans. This has not only emotional consequences but 
also potential financial ramifications.

While the average American worker has fewer options for 
borrowing, financial demands are high for many of them. 
Offering additional benefits especially as voluntary benefits 
such as group credit can differentiate one employer from its 
competitors and may help in recruiting and retaining em-
ployees and in reducing financial stress at the workplace. 
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