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One of the many challenges Americans face today is saving enough money for retirement.

The generations of Americans currently in retirement have predominantly received income

from two sources: Social Security and pensions. However, since the early 1980s, the

burden of funding future retirements has fallen on the individual. A significant decline

in the number of pensions and an increase in the number of 401(k) plans have contributed

to the current shortfall of retirement savings for many. Before we discuss the trend,

let’s take a look at what these two different types of plans are and how they work. A

Defined Benefit (DB) Plan is a traditional pension plan in which the participant

(employee) receives a benefit at retirement based on a predetermined calculation. An

example of such a calculation would be receiving 75% of the average of the last five

years’ salary before retirement annually. If the average salary for the last five years

before retirement is $40,000, then the pension benefit would be $30,000 annually in

retirement for life. The employer usually makes the contribution into the pension plan

for the participant based on actuarial calculations to fund the pension plan, and the

employer controls the investment direction. A Defined Contribution (DC) Plan is a

retirement plan commonly referred to as a 401(k) plan, in which participants (employees)

contribute a portion of their salary into an account that provides a variety of

investment options designed to meet the needs of the participant. At retirement, the

participant still controls the investments and determines what is taken out of the

account as income. A 25-year-old who put $2,000 per year into his/her 401(k) plan could

expect to have an account balance of $374,000 at age 65, assuming his/her account grew

at an average annual rate of 6.5%. The participant makes the contributions into his/her

account, with the employer in some plans making a matching or profit-sharing

contribution to the participant’s account. In most cases, the participant controls the

investment direction. According to the Department of Labor,1 the number of private

pension plans in the United States has decreased from a peak of 175,143 in 1983 to a low

of 46,543 in 2010. During the same time period, the number of profit-sharing and 401(k)-

type retirement plans has grown from 207,748 in 1975 to 654,469 in 2010. Even more

compelling is the trend with private pensions and 401(k) plans with more than 100

participants. Those private pension plans decreased from a peak of 25,979 in 1983 to a

low of 10,155 in 2010. The number of 401(k) plans grew from 17,303 in 1984 to 518,675 in
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 In addition to the

growth in the number of 401(k) plans, the number of plan participants has grown to over

72 million with an average account balance of $51,927 as of 2010. This is quite a large

number of participants left to their own devices to choose investments that are often

confusing to the average investor. According to a 2011 AON Hewitt 401(k) plan survey,2

the average number of investment options in a 401(k) plan is 13. Additionally, building

a long-term portfolio and selecting appropriate options (equity, fixed income, target

date or lifestyle) can prove daunting. When a participant is provided with too many

options and not enough guidance, the typical reaction is to do nothing. If you were to

retire today, would $52,000 before taxes be enough money to last you through your

retirement years? Increasingly, investors are realizing that a focus on asset allocation

and portfolio diversification can prove more manageable—and potentially more effective—

than traditional stock and active manager selection. Some of the benefits of exchange-

traded funds (ETFs), including transparency of holdings and precise asset class

exposures, can help make ETFs great building blocks for a diversified portfolio. At

WisdomTree, we believe our focus on fundamentally weighted strategies makes our ETFs a

natural fit for long-term investors, which can be perfect for a 401(k) plan.   For more

information, please contact your financial professional or visit our website:

www.wisdomtree.com/401k/.     1U.S. Department of Labor, Employee Benefits Security

Administration Private Pensions Bulletin Tables and Graphs, November 2012. 2AON Hewitt

2011 Trends & Experience in 401(k) plans survey.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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