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d i v e r s i t y ,  e q u i t y  a n d  i n c l u s i o n

Solve for Tomorrow,  
Not for Yesterday! 
by Jack M. Towarnicky, CEBS | Of Counsel, Koehler Fitzgerald, LLC

Significant gaps exist in retirement savings and house-
hold wealth among races and ethnicities.1 Many aca-
demics, policy makers and others have proposed solu-

tions as if the infant 401(k) plan designs of the early 1980s 
were still in effect. Others want to solve for factors external 
to the retirement savings industry.  

Few plan sponsors measure participation by demograph-
ics. So, many are not aware of these disparities. For organiza-
tions that want to prioritize diversity, equity and inclusion 
(DEI) and financial well-being in their 2022 business objec-
tives,2 this article offers a 401(k) solution with documented 
success at reducing racial, ethnic and gender disparities.

Significant Disparities Exist
The figure on page 42 confirms the disparities in family 

and household wealth by race and ethnicity. 
The United States has experienced significant growth in 

individual account retirement savings plans. There are more 
than 109 million tax-preferred, employer-sponsored defined 
contribution (DC) accounts (noteworthy, ~20% belong to 
term vested participants) across almost 700,000 DC plans 
with assets of $7.4 trillion.3 There are also tens of millions of 
individual retirement accounts (IRAs) with assets exceeding 
$12 trillion (many were rollovers from employer-sponsored 
plans). That’s a total exceeding $20 trillion. In 1975, follow-
ing the passage of the Employee Retirement Income Secu-
rity Act (ERISA), there were 11.5 million participants and 
208,000 DC plans with $74 billion in assets. 

Despite the growth, significant disparities in accumulated 

retirement savings and household wealth remain. According 
to a 2021 issue statement from the ERISA Advisory Council:

Changes in the nature of employment, shifts in bene-
fit offerings, disparities in access to technology, and wage 
inequality have created an environment that makes re-
tirement saving difficult for many.4

The statement notes that retirement plans leave much of 
the burden of financing on the individual, along with re-
sponsibility for making wise saving and investment choices. 
Participants must contribute consistently throughout their 
working years. Therefore, prolonged inability to save or inac-
tion (whether due to lack of access to a plan, pay levels, com-

A T  A  G L A N C E

• For plan sponsors whose 2022 diversity, equity and inclusion 
(DEI) priorities include reducing retirement savings and 
household wealth disparities, this article offers solutions—
most of which are relatively easy to implement—with docu
mented success. 

• Experience proves that choice architecture—when “done 
right”—reduces racial, ethnic and gender disparities in re
tirement savings and household wealth.

• Combined with choice architecture’s innovative application 
of automatic features, plan designs should offer liquidity via 
plan loans, curtail withdrawals/leakage, facilitate asset ag
gregation/account consolidation and more—which are all 
possible within existing code/reg ulations.
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munication failures or other factors) 
can have a “profound adverse effect” on 
individuals whose compensation or ca-
reer opportunities have been impacted 
by racism, sexism or implicit bias. 

However, note that the above rea-
sons for racial, ethnic and gender 
disparities are almost exclusively fac-
tors external to your 401(k)—gener-
ally beyond your control. Past analysis 
showed that racial, ethnic and gen-
der disparities in retirement savings 
are modest, perhaps minimal, among 
those who consistently participated in 
a 401(k).5 A good friend reminded me 
that “we all may be at the same start-
ing line, but in some lanes, the runner 
is standing in a hole”—often the same 
lanes that include hurdles.

Improving DEI means ensuring that 
all take full advantage of your 401(k) de-

spite these external challenges. Remem-
ber, because of economic and cultural 
differences, simply offering a 401(k) 
does not ensure equitable access. Access 
alone won’t be enough without the eq-
uity provided by ease of access—in terms 
of enrollment and liquidity.  

Failure to save is widespread among 
U.S. workers who are financially frag-
ile or financially insecure.6 Minorities 
are disproportionately represented 
among the financially fragile in terms 
of accumulated assets, nonmortgage 
debt, access, wages, hours of employ-
ment, interruptions in employment, 
caregiving and industry/occupation.7 
The Employee Benefit Research Insti-
tute (EBRI) published an analysis of 
the 2019 Survey of Consumer Finances 
showing that 57% of white households 
have a retirement savings account (me-

dian balance $80,000), versus 35% of 
Black households ($35,000) and 26% of 
Hispanic households ($31,000).8 And, 
higher education does not resolve these 
disparities. Rachel Ensign and Shane 
Shifflett reviewed Federal Reserve data 
and concluded that “The median net 
worth of households with Black col-
lege graduates in their 30s has plunged 
over the past three decades (from about 
$50,000 to about $8,200) to less than 
one-tenth of their white counterparts” 
(where net worth increased 17% from 
$118,000 to $138,000).9 So DEI may be 
improved by actions that target all who 
do not save or who do not save enough.  

Why isn’t retirement preparation a 
top financial priority for everyone? My 
firsthand experience confirms three 
reasons among employees: (1) They 
can’t afford to, (2) they’re not planning 
on retiring from this firm and/or (3) de-
cision making is complicated. Afford-
ability was, by far, the most frequent 
response. Many workers are focused on 
current financial needs—not because 
they are more important, but because 
they are more urgent. Other household 
priorities include financial assistance to 
family members or a child’s education. 
Still others don’t prioritize retirement 
preparation and/or they are unwilling 
to earmark scarce financial resources 
for a distant, uncertain, improbable re-
tirement. 

Foresight is legally blind. Hindsight 
is usually 20/20. Most retirement sav-
ings disparities are not the result of 
your plan design or administration—if 
only because of eligibility, vesting and 

F I G U R E 

Share of Total Family Wealth and of Households
by Demographic Group, Q4 2020
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Source: A. HernandezKent, L. Ricketts, Unequal Starting Points: A Demographic Lens Is Key 
for Inclusive Wealth Building. Demographic characteristics are based on the head of house
hold. Data were sourced from the Federal Reserve Board’s Distributional Financial Accounts.
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nondiscrimination requirements. However, changes in de-
sign may be needed to improve outcomes.10

You May Have Already Succeeded in Reducing 
Disparities—But How Would You Know? 

Management guru Peter Drucker once said: “What gets 
measured gets managed—even when it's pointless to measure 
and manage it, and even if it harms the purpose of the organi-
zation to do so.” An American Benefits Council 2021 survey of 
40 jumbo plan sponsors confirmed that only a minority of the 
surveyed plans measure participation based on gender (30%); 
even fewer measure by race or ethnicity (5%).11 

To identify disparities, you must first capture data relat-
ed to each eligible associate’s use of your 401(k) plan. Data 
should include participation, employee contribution/deferral 
amounts, average deferral percentage and average contribu-
tion percentage as well as average deferral percentage wages 
(ADP wages). Next, gather investment allocation data: How 
many participants use the qualified default investment alter-
native (QDIA) and, for those who don’t use the QDIA (or if 
your plan doesn’t include a QDIA), the percentage of account 
assets in equity-related investments for each participant. 

Then, identify the following demographics for each indi-
vidual: age, tenure/completed service, sex and, finally, race 
and ethnicity using Equal Employment Opportunities (EEO) 
categories.12 Finally, calculate frequencies, averages and me-
dians (perhaps quartiles as well) for each of the demographic 
categories. Don’t limit your analysis to averages because they 
may be deceiving.13  

Chances are, based on others’ experiences, the disparities 
among your workers may be modest. You may get to report a 
positive metric before taking any action. 

“Done Right,” What Works to Reduce Disparities? 
Most plans that have adopted automatic features limit 

them to new hires. Consider the documented differences 
between plans with voluntary and automatic enrollment ac-
cording to the annual Vanguard How America Saves survey.14

Table I shows that adopting automatic enrollment fea-
tures increases participation by more than 50% among work-
ers who are (1) under age 45, (2) earning less than $50,000 in 
annual income and (3) have less than seven years of service.

Both male and female participation rates increase signifi-
cantly once automatic features apply. 

Plans with automatic features have a slightly higher average 
contribution (employer and employee combined) at 11.4% for 
automatic plans compared with 10.5% for plans with voluntary 
enrollment. However, if eligible nonparticipants are included, 
plans with automatic features have average contribution rates 
(ADP and ACP combined) that are 57% higher at 10.7% for 
automatic plans and 6.8% for voluntary plans.

Automatic features disproportionately engage more workers, 
including workers who are most likely to be financially fragile—
those who are younger, lower paid and have less tenure. While 
the Vanguard study doesn’t specifically report data based on 
race and ethnicity, the 92% participation rate in plans with auto-
matic features likely means that choice architecture is effective at 
prompting participation regardless of race, ethnicity or gender. 

T A B L E  I

Comparing Plan Participation Rates Among 
Demographic Groups for Plans With Voluntary 
and Automatic Enrollment

Demographic Voluntary Automatic

Age

Under 25 20% 84%

2534 55% 93%

3544 67% 93%

Annual Income

Less Than $15,000 22% 74%

$15,000$29,999 36% 83%

$30,000$49,999 57% 90%

Tenure$1,319

01 Years 35% 87%

23 Years 52% 94%

46 Years 65% 95%

Sex$1,319

Male 61% 92%

Female 64% 92%
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Choice Architecture, Done Right, Does Reduce 
Racial, Ethnic and Gender Disparities—Over Time

The 401(k) offered by my previous employer participated 
in a study that examined 401(k) participation based on race 
and ethnicity.15 While the information is now 15 years old, 
luckily, the study used year-end 2007 data—immediately af-
ter we adjusted our choice architecture to introduce a very 
aggressive series of automatic features.16 We began a five-year 
implementation strategy.17 The 2007 changes included:

• Enrolling those who previously waived participation at 
a 3% pretax contribution rate

• Increasing contributions to 3% of pay for anyone con-
tributing less than 3% of pay (pretax or Roth)

• Increasing contributions by 1% for anyone contribut-
ing 3% but less than 6% of pay (pretax or Roth). 

Table II shows the first seven years of results.
The plan saw the following results after the rollout was 

complete.
• The participation rate among eligible employees in-

creased from 77% to consistently exceed 95%.
• The percentage of participants receiving the maximum 

employer match increased from 59% to consistently 
exceed 95%.

• By 2013, about two-thirds accepted the automatic 
“prompt,” even though nearly 90% of those individu-
als did not receive any increase in employer contribu-
tions.  

• Ninety percent or more of eligible employees consis-
tently had annual additions of 10% of pay or more, in-
cluding non–highly compensated participants where 

T A B L E  I I

“Nudge”: Perennial Automatic Enrollment  

Perennial Automatic* 2013 2012 2011 2010 2009 2008 2007

Employees Eligible for Automatic Features 27,948 26,086 27,466 28,211 31,578 14,067 14,705

Employees Who Rejected Automatic Features 37% 35% 35% 29% 31% 28% 23%

Employees Who Accepted Automatic Features 63% 65% 65% 71% 69% 72% 77%

Percentage Where Increased Match Resulted 13% 19% 34% 44% 48% All All

Percentage Without Increase in Match 87% 81% 66% 56% 52% N/A N/A

2013 Waived Participation 1,080 (Approximately 34,000 eligible employees)

Employee Participation (Contribution) Rate 2013: 97%+ 2006: 77%

Percentage of Employees Receiving  
Maximum Company Match 2013: 96+% 2006: 59%

*The perennial automatic enrollment default was 3% of pay in 2007 and 2008, 4% in 2009, 5% in 2010 and 6% in 2011 and thereafter. Employee 
contributions escalated 1% annually with a cap of 6% of pay in 2007 and 2008 and a cap of 12% of pay in 2009 and beyond. 
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the average deferral percentage increased from 4.2% to 
far exceed 6%.

These consistent levels of saving were not surprising. 
However, two results/outcomes were very surprising:

1. Starting in the third year and continuing, one-third of 
all who were either autoenrolled or autoescalated re-
jected the default and made a different decision. Al-
most all continued to contribute, just at a different rate 
or changed investment elections.  

2. We did not anticipate but were surprised by the racial 
and ethnic participation comparisons between my 
firm’s 401(k) and all 57 firms that participated in the 
Ariel/Hewitt study of year-end 2007 data (Table III).18

Comparing our results with the Ariel/Hewitt data was 
confusing at first until we looked back at our 2006 data, 
where contribution rates and equity allocations by race and 
ethnicity were comparable to other plans in the study. One 
remaining difference was the much higher percentage of our 
2006 participants who had a loan outstanding, when com-
pared with the 2007 data. 

We believed that the changes in participation were direct-
ly attributable to deployment of automatic features because 
of the following.

• Defaulting nonparticipants to 3% of pay increased par-
ticipation by 25%, so instead of excluding nonpartici-
pants from the calculation of the average contribution 
percentage, including all those defaulted at 3% lowered 
the average. 

• Our investment default of a target-date model reduced 
the average allocation to equity investments. 

• Few of the newly enrolled participants had accumu-
lated $2,000 by year-end 2007, so few qualified for the 
$1,000 minimum loan.19

Importantly, we also believe that rejected defaults dem-
onstrate success, not failure. They confirm that workers re-
visited their initial enrollment, deferral elections and/or 
investment elections each year and participants made an af-
firmative election in those years.  

Because 401(k) saving leverages tax preferences and trig-
gers the employer match, participation improves household 
wealth. 

When a 401(k) offers an employer match and perennial 
reenrollment (or “back sweep”), coupled with escalation of 
deferrals, it all but guarantees increases in retirement sav-
ings, reductions in savings disparities and improved house-
hold wealth, over time, for workers who remain with the 

T A B L E  I I I

Study Results by Employee Race and Ethnicity

White African-American Hispanic Asian

My Firm All Firms My Firm All Firms My Firm All Firms My Firm All Firms

Percentage of Employees  
Contributing 95% 77% 92% 66% 88% 65% 97% 76%

Average Contribution Rate  
(Excluding Nonsavers) 6.5% 7.9% 4.4% 6.0% 4.5% 6.3% 8.4% 9.4%

Estimated Average  
Deferral Percentage 6.2% 6.1% 4.0% 4.0% 4.0% 4.1% 8.1% 7.1%

Average Percentage  
Invested in Equities 65% 72% 56% 66% 69% 70% 67% 73%

Percentage With  
Loans Outstanding 19% 21% 32% 39% 16% 29% 12% 16%
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organization. This reduces disparities based on age, wage, 
tenure, gender, race or ethnicity.

Overcoming Holes and Hurdles 
The plan sponsor must make an enrollment choice for 

participants—either a voluntary or automatic enrollment 
structure. In either structure, eligible workers always retain 
full control. All must make the same decisions and, gener-
ally speaking, can change their minds at any time (increasing 
deferrals, changing investments, reducing deferrals, stopping 
deferrals, etc.). The difference is in the prompt. 

It is no surprise that almost all 401(k) plans focus on re-
tirement preparation (messaging, themes, plan design, etc.). 
To succeed in retirement preparation, workers must develop 
a saving habit as early as possible and avoid leakage. How-
ever, a focus on retirement may not match the needs and pri-
orities of the financially fragile and others who do not have 
retirement preparation as a priority, including those whose 
compensation or career opportunities have been impacted 
by racism, sexism or implicit bias.20 Many who live paycheck 
to paycheck believe they cannot afford to save for retirement, 
and those who do won’t save unless they have ready access 
to those retirement savings. So, marketing the 401(k) as “re-
tirement savings” to younger workers as they start employ-
ment may be counterproductive. Some may call this benefits 
heresy, but for our target population, retirement savings and 
household wealth improvements are more likely to result 
from actions that are less—not more—focused on retirement 
preparation.

Choice architecture that prompts saving, coupled 
with unambiguous, immediate access to liquidity, may 
prompt greater savings, including precautionary savings,21 
prompting savings even among workers who are finan-
cially fragile. 

Unfortunately, too many industry professionals lump 
plan loans together with withdrawals as leakage— something 
to avoid.22 Many academics, plan advisors, service providers 
and policy makers, even Congress, remain hyperfocused on 
limiting the 401(k) to retirement savings. They recommend 
curtailing plan loans but somehow permit, if not encourage, 
in-service withdrawals.23 Many, such as Vanguard, assert that 
leveraging liquidity via plan loans, as envisioned by Nobel 

Prize–winning economist Franco Modigliani,24 is also coun-
terproductive.25

Finally, higher savings rates prompted by liquidity may 
reduce financial fragility because, generally speaking, fragil-
ity is more prevalent among those who are less advantaged 
(recently lost employment, had a reduction in income, have 
modest education) and/or those whose compensation or ca-
reer opportunities have been impacted by racism, sexism or 
implicit bias. 

When it comes to retirement savings, plan loans often 
are superior to withdrawals.26 Once you’ve added automatic 
features and updated liquidity provisions, one option to fill 
some of the “holes at the starting line,” for those workers who 
failed to enroll or only made minimal contributions in the 
past, is to consider a retroactively-applied gap-filling “equity” 
contribution amendment.27

Simple = The Best Solution 
Innovative application of automatic features and plan 

loans/liquidity, curtailment of withdrawals/leakage, asset ag-
gregation/account consolidation and more are all possible 
within existing code/regulations. However, given all of the 
litigation in today’s retirement savings marketplace, almost 
all plan sponsors, advisors, consultants and service providers 
prefer “safe,” tried-and-true alternatives and designs. Their 
position is often to let others go first; let them experiment. As 
a result, few step out, lead and innovate—lest they become a 
target for litigation.28 

In discussions with plan sponsors, many avoid automatic 
features due to the increased cost in employer matching con-
tributions, especially when automatic features are perenni-
ally applied to all eligible—not just new hires. 

Also, many service providers avoid recommending auto-
matic features, citing the challenge of corrections, particu-
larly when plan sponsors fail to accurately identify eligible 
workers in a timely fashion (e.g., once they meet age/service 
eligibility, become rehires, change from part-time to full-
time, change employment from ineligible class to eligible 
class, etc.).

Envision a different future that acknowledges the diversi-
ty of today’s workforce and meets all workers where they are. 
It is simple, perhaps simplistic.29 It starts with a nudge or a 
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prompt to participate in an employer-sponsored, tax-favored 
plan where the goal isn’t so much saving for retirement but 
saving along the way to retirement. Recognize that worker 
needs vary, regardless of employment status, by enabling 
liquidity without leakage along the way to and throughout 
retirement.30 You should consider expanding your target 
population to include term-vested participants, if only be-
cause so few of your workers will ultimately retire from your 
organization.31 

When it comes to retirement savings and especially in-
vesting 401(k) assets, consider a study by Annamarie Lusardi 
and Olivia Mitchell.32 Their survey asked three questions: 

1. Suppose you had $100 in a savings account and the in-
terest rate was 2% per year. After five years, how much 
do you think you would have in the account if you left 
the money to grow: more than $102, exactly $102 or 
less than $102? 

2. Imagine that the interest rate on your savings account was 
1% per year and inflation was 2% per year. After one year, 
would you be able to buy more than, exactly the same as 
or less than today with the money in this account?

3. Do you think that the following statement is true or 
false? “Buying a single company stock usually provides 
a safer return than a stock mutual fund.” 

Only one-third (34%) of survey respondents correctly an-
swered all three questions.

If you consider this literacy starting point and add in the 
challenge that workers face in managing multiple plans and 
processes due to turnover as well as incorporating a spouse’s 
plans, a plan sponsor’s educational attempts to improve re-
tirement literacy may be a Sisyphean challenge.33 For com-
parison, automatic features make success simple. 

Conclusion
Most plan sponsors haven’t taken specific action to address 

racial, ethnic or gender disparities in retirement savings and 
household wealth. However, some plan designs, perhaps un-
knowingly, may have already reduced participation, contribu-
tion, investment and account balance disparities. And, where 
they remain, this article identifies plan design changes that will 
form an excellent DEI initiative that will easily fit within your 
enterprise business and/or total rewards strategies. 

This material and any accompanying remarks are provided for informa-
tional purposes only and nothing contained in either should be taken as a 
legal or tax opinion or advice. My comments and any opinions expressed are 
mine alone and they do not necessarily represent those of any employer, 
educational institution or association I am affiliated with—past, present or 
future.
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