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R e t i r e m e n t  W e l l n e s s

Amping Up DC Participant 
Outcomes Through Financial 
Wellness Initiatives
Financial stress is widespread and results in distracted and less productive employees. Meanwhile, plan spon

sors speculate about the extent to which defined contribution (DC) plan automatic contribution and escalation 

features create savings that are maintained until retirement or are offset by greater debt elsewhere. This article 

explores how financial wellness initiatives and automatic features may interact in DC plans and the potential 

for financial wellness initiatives to boost participants in plans with auto features.

by Lori Lucas | Callan Associates Inc.

In a famous scene in the movie This is Spinal Tap, the 
band’s bass player explains the secret to how the group 
had become known as one of England’s loudest rock 

bands. Pointing to the setting on his specially modified gui-
tar amps, he says: “You see, most blokes will be playing at 
ten. You’re on ten, all the way up, all the way up. . . . Where 
can you go from there? Nowhere. What we do is if we need 
that extra push over the cliff . . . 11. One louder.”

Just like the special amp in Spinal Tap purported to boost 
the band’s level of sound, so financial wellness purveyors 
increasingly are positioning their services as a way to boost 
performance in defined contribution (DC) plans—even 
when those plans are equipped with auto features such as au-
tomatic enrollment and automatic contribution escalation. 

There is evidence that employees in such plans do need 
a boost. True, plans with automatic enrollment enjoy sig-
nificantly higher participation rates—12 percentage points 
higher than plans without automatic enrollment, according 
to the Defined Contribution Institutional Investment Asso-
ciation (DCIIA).1 Further, automatic contribution escalation 

results in higher deferral rates: Putnam Investments notes 
that deferral rates are half again higher in households that 
employ automatic contribution escalation versus those that 
don’t (a median of 9% and 6%, respectively).2

However, in Financial Wellness at Work, the Consumer 
Financial Protection Bureau (CFPB) found that—advances 
in the DC system notwithstanding—“multiple surveys of-
fer ample evidence of the impact of financial stress at work.” 
This stress translates into workers who are distracted and 
less productive. In a 2014 PricewaterhouseCoopers LLP 
survey of 2,100 full-time employed adults representative of 
the U.S. population by age and gender, more than a third of 
employees reported that they found it difficult to meet their 
household expenses on time each month. Twenty percent of 
employees said they are using credit cards for monthly ne-
cessities they can’t afford otherwise. Half noted that their top 
financial concern is not having enough emergency savings 
for unexpected expenses.3 Plan sponsors at a 2014 DCIIA 
Roundtable held in Washington, D.C. summarized the co-
nundrum in this way: Are improvements in retirement sav-
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ings resulting from auto features re-
ally creating greater overall employee 
wealth? What if people are saving at 
higher levels in their DC plans, only to 
assume higher debt elsewhere? What if 
they fail to maintain those savings for 
retirement?

In this article, we explore how finan-
cial wellness initiatives and automatic 
features may interact in DC plans and 
the potential for financial wellness ini-
tiatives to boost participants in plans 
with auto features to an 11 on the amp 
scale.

The Power of a Boost
The Employee Benefit Research In-

stitute (EBRI) examined the potential 
“success” of employees in DC plans 
with automatic enrollment through 
a simulation it developed. The model 
seeks to determine the probability of 
workers replacing at least 80% of their 
preretirement income on an inflation-
adjusted basis with Social Security as 
currently determined (success, accord-
ing to EBRI) under various automatic 
enrollment scenarios.4

Based on observed typical automatic 
enrollment, workers are assumed to be 
defaulted into their DC plan at a rate of 
3% of pay (the typical default deferral 
level). They are also assumed to favor 
the default rate when they participate in 
a new plan—as opposed to reverting to 
the (potentially higher) deferral rate of 
their prior DC plan. Opt-out rates for 
automatic contribution escalation are 
assumed to be in accordance with the 
probabilities in VanDerhei (September 
2007).5 Further, workers’ accounts are 
assumed to experience observed levels 

of withdrawals, cashouts and loans (in-
cluding loan defaults).6

EBRI projects that under such a 
scenario, the typical low-wage worker 
has a 52.8% probability of replacing the 
majority of his or her income in retire-
ment (Figure 1). In the language of Spi-
nal Tap, this places participants in DC 
plans at a level nowhere near 11 and far 
lower than even ten.

However, EBRI also finds that 
should such behaviors as low defer-
ral levels, opt-outs and leakage be 
improved, the projected income re-
placement rates dramatically increase. 
EBRI reran its simulation assuming 
workers not only are automatically 
enrolled in their plan, but automati-

cally increase contribution levels 2% 
a year up to a 10% cap, do not opt out 
of automatic contribution escalation, 
maintain their deferral levels when 
switching jobs and avoid loans, with-
drawals and cashouts (optimal auto-
matic enrollment). In this scenario, 
the probability of participants replac-
ing the majority of income in retire-
ment jumps to 88.1%, according to 
EBRI’s estimates (Figure 1). That is a 
two-thirds increase in the probability 
of retirement success—and all attrib-
utable to workers exercising greater 
financial discipline. If financial well-
ness initiatives can contribute to this 
cause, the benefits certainly appear 
significant.

F I G U R E  1
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Taking From Peter to Pay Paul?
Conversely, if saving for retirement is reducing partici-

pants’ overall financial wellness, it is certainly an area of con-
cern. Fellowes et al. examined the interplay between saving 
for retirement and overall financial wellness by assessing the 
correlation between increases in retirement savings by DC 
participants and indebtedness.7 They focused on DC par-
ticipants who were escalating their retirement savings rates 
to see what proportion were accumulating debt faster than 
they were accumulating retirement savings (called debt sav-
ers) before and after the 2008 financial crisis (2006-2007 and 
2010-2011).

The study found that prior to the financial crisis, slightly 
fewer escalating participants fell into the category of debt 
savers (40%) versus nonescalating participants (44%). How-
ever, after the financial crisis, far more escalating partici-
pants were increasing their debt faster than their retirement 
savings (60%), compared with nonescalating participants 
(35%). The researchers concluded that these results could 
be a sign that workers were increasing their retirement sav-
ings even though they couldn’t really afford it or that their 
increased savings did not correspond to decreased spending 
(see the table).

The researchers are quick to acknowledge that their 
findings do not suggest that the increases in savings de-
ferrals caused an increase in debt. However, they do use 
the findings to make a case for addressing the holistic pic-
ture of financial wellness, even when DC plans have auto 
features. 

Achieving the Financial Wellness Boost
In order to ensure that auto features and other initiatives 

result in desired outcomes, Fellowes et al. recommend that 
plan sponsors provide “holistic guidance to participants that 
can help them make better decisions about their savings 
and debt, and improve their retirement security.” The holis-
tic guidance approach is different from traditional financial 
education programs, which simply prompt workers to save 
more via generalized communication campaigns (for exam-
ple, stressing how much workers could accumulate for retire-
ment by skipping a specialty coffee a day in favor of raising 
their DC contribution rate). Success rates on such general 
communication programs have been notoriously poor. In-
deed, some studies show that when targeted to the wrong 
demographic group, such messages can even backfire, caus-
ing even fewer workers to save.8 (See sidebar.)

Likewise, traditional communication programs might 
seek to prevent DC plan leakage by showing how detrimental 
it is to take a loan or how big of a bite withdrawal penalties 
will take. However, when faced with true emergencies such 
as an inability to meet mortgage payments or the need to 
make essential car or home repairs, such warnings are likely 
to fall on deaf ears.

In contrast, the financial wellness approach to financial 
education tackles helping workers make better decisions 
about their retirement saving by addressing their full fi-
nancial picture: emergency savings, debt payment, health 
saving, insurance and even fees being paid for financial 
services. Conventional financial wellness providers histori-
cally have relied on a large staff of licensed and nonlicensed 
agents to provide one-on-one, face-to-face or over-the-
phone counseling sessions. This is supplemented with some 
seminar-type training sessions and even periodic checkups 
that are conducted over the phone to determine adherence 
to a previously decided-upon plan or to schedule a followup 
session with a certified financial planner. The cost of such 
programs can be daunting. And the question is: Does all of 
this work?

The Department of Defense provides a seminal case study 
of conventional financial wellness education. It embarked 
on an effort to train hundreds of thousands of service mem-
bers on everything from credit management to retirement 

T A B L E

Proportion of DC Participants Accumulating 
Debt Faster Than Retirement Saving
 2006-2007 2010-2011

Escalated Retirement Contributions 40% 60%

Did Not Escalate Retirement  
   Contributions 44% 35%

Source: Debt Savers in DC Plans.
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planning. A recent study document-
ing the effort found that for the more 
than 80,000 participants in an Army 
personal financial management course, 
the average amount contributed to re-
tirement accounts each month rose 
about $20, roughly doubling in the first 
year. An examination of 33,000 credit 
reports showed that course attendees 
reduced their credit balances (credit 
cards, auto loans, finance loans and 
unpaid balances) in year one by about 
$635 (10%) and monthly required pay-
ments fell by about $37 (17%). But the 
study found that these effects dimin-
ished over time. Further, the course 
required an eight-hour commitment 
of time, which may be unrealistic for 
many plan sponsors to administer and 
for workers to attend.9

Indeed, the CFPB notes in its re-
port that a “significant barrier to finan-
cial wellness programs is the limited 
amount of reliable research on effec-
tiveness, cost savings and productiv-
ity impacts from such programs.” 
Fernandes et al. go even further, not-
ing that their meta-analysis of 155 
papers on financial literacy covering 
188 nonredundant studies “revealed 
that financial education interventions 
studied explained only about 0.1% of 
the variance in the financial behaviors 
studied.”10

A New Breed of Financial 
Wellness Initiatives

A newer breed of financial wellness 
providers seeks to change participant 
behavior by harnessing data and tech-
nology. These firms collect participant 
data—through a user interface, the 

DC plan recordkeeper, data aggrega-
tion software, etc.—that allows them 
to pinpoint the specific issues that are 
preventing employees from becoming 
financially secure. They use this data to 
deliver targeted education with the goal 
of changing behavior. For example, 
after obtaining banking data from the 
worker, one financial wellness provider 
seeks to identify and alert the worker 
to excessive banking fees. The theory 
is that by reducing banking fees, the 
worker might, in turn, have more to 
save in the DC plan—achieving that es-
sential boost necessary to more realis-
tically reach financial success in retire-
ment.

Behavioral finance also plays a role 
in the interventions. For example, to 
counter the decay effect (or, more sim-
ply, the propensity for people to forget 
the financial knowledge they learned), 
behavioral finance might suggest deliv-
ering financial education or counsel-
ing only when an employee is facing a 
decision point, such as buying a home, 
starting a college savings plan, etc. This 

strategy is sometimes called just-in-
time interventions.

Another behavioral technique is 
peer pressure, or creating an environ-
ment of pressure or support to moti-
vate workers to adopt positive financial 
behaviors. Electric companies use this 
technique when they seek to reduce 
consumption by showing how much 
electricity is used by one’s neighbors. 

DC recordkeepers are busy adapt-
ing new-breed financial wellness ap-
proaches to their platforms, including:

•	 Creating versions of financial 
wellness scores for employees to 
measure success and for employ-
ers to measure the workplace

•	 Mining participant data to un-
derstand financial behavior

•	 Leveraging mobile technology to 
deliver messaging

•	 Studying and targeting unique 
employee demographics to tailor 
approaches

•	 Targeting at-risk populations of 
employees with communication 
and education.

An Experiment to Encourage Saving

In a field experiment, researchers sent fliers to 4,000 workers who were not partici
pating in their 401(k). The flier explained the importance of saving for retirement. It 
illustrated how giving up incidentals—such as specialty coffee—in order to invest 
in the 401(k) plan could amount to substantial savings over time.

The researchers found that employees aged 45 and over who received the flier were 
4.4 percentage points less likely to participate, compared with those who did not 
receive it. Because the flier highlighted the importance of saving early by demon
strating investment growth over a 40year period—a time horizon that was unreal
istic for these older workers—researchers noted, “The framing of the flier may have 
been discouraging to those in the treatment group.”
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Yet the results of harnessing data and technology and em-
ploying the latest thinking in behavioral economics in order 
to influence financial wellness are mixed.

Take peer pressure: Beshears et al. have examined the im-
pact of disseminating information about co-workers’ savings 
behavior.11 Focusing on carefully segmented populations, the 
researchers sent postcards to workers eligible to enroll in the 
401(k) plan of a large manufacturing company, encouraging 
them either to start saving or to increase saving in their plan. 
Some worker segments received postcards that explained 
the proportion of co-workers who were already enrolled in 
the 401(k) plan (Figure 2) or who were contributing at least 
6% of their pay to the plan. Other segments were merely 
prompted to save more.

The researchers found that including peer information 
decreased enrollment for unionized nonparticipants while 
increasing enrollment and contribution levels among non-
unionized nonparticipants. This led the researchers to con-

clude that “social norms marketing may have limited power 
and can even produce an effect opposite of that intended in 
important settings.” Also, similar to what Clark et al. found, 
the researchers wondered if it “is possible that peer informa-
tion is demotivating when it highlights seemingly unattain-
able model behavior.” Indeed, even the electric companies 
have found that “certain Republican households respond to 
peer energy use information by increasing energy consump-
tion,” according to Beshears et al.

Somewhat more promisingly, Kast et al. found that when 
Chilean workers were sent weekly e-mails that documented 
and reported to a “savings buddy” whether the individual 
had saved according to his or her plan or not, the peer pres-
sure/support resulted in significant increases in savers and 
balances. Further, even without a buddy system, a feedback 
message that simply informed participants of their own 
achievement and the success rate of other participants was 
equally effective (e.g., “Congratulations! Last week you made 
your weekly deposit. X% of other participants similar to you 
made a deposit.”).12

Conclusion: Is It an 11 or Just a Dressed-Up Ten?
Of course, the punch line to the modified guitar amp 

scene in Spinal Tap is that 11 doesn’t really exist—Putting an 
11 on the volume setting cannot really make the sound any 
louder. So plan sponsors may wonder if the new breed of fi-
nancial wellness initiatives is merely an exercise in changing 
the optics of the same old financial literacy efforts—without 
changing the outcomes.

As plan sponsors weigh the pros and cons of adopting fi-
nancial wellness initiatives, they might consider the follow-
ing:

•	 The stakes are high. The EBRI analysis shows how 
much better outcomes could be if workers improve 
their financial behavior. To the extent that financial 
wellness initiatives can provide a legitimate boost to 
auto features, they are worth exploring. Likewise, if 
auto features really do detract from financial wellness, 
this needs to be addressed.

•	 Financial wellness initiatives are proliferating. While 
no silver bullet to financial wellness has yet been de-
veloped, there is clearly a good deal of innovation tak-

F I G U R E  2

Postcard Encourages Saving

Source: The Effect of Providing Peer Information on Retirement 
Savings Decisions.

Join the 87% of 
25- to 29-year-old 

employees at 
XYZ Company who 
are already enrolled 

in XYZ Plan.



second quarter 2015 benefits quarterly 25

retirement wellness

ing place. At a minimum, plan sponsors would do well 
to keep track of progress being made in financial well-
ness interventions given current technology and be-
havioral finance advances.

•	 Financial wellness innovation may lead to more 
cost-effective solutions. Plan sponsors should be care-
ful in expenditures for financial wellness both on their 
part and by participants, as costly financial wellness 
initiatives do not necessarily seem to yield better re-
sults.

•	 Research in the area of financial wellness continues. 
We are likely to learn a great deal more about the effi-
cacy of financial wellness as more and more research is 
generated demonstrating how financial wellness initia-
tives affect outcomes.  
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