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Retirement Plans: 
Deferred Compensation's 

Popularity Soars 

Employers and workers alike are 
embracing deferred compensation 

savings plans, while payroll-deduction 
IRAs have stalled Insurance companies 
are capturing a much higher share of 

both kinds of accounts than are banks 
credit unions and thrifts. 

Ret i remen t programs w i t h tax deferral 
features such as IRA and 401 (k) plans offer 
substantial incentives for savers.1 W h e n these 
programs are of fered through employee payroll 
deduct ion, rather than through direct contact 
be tween the individual and the financial insti-
tution, the plans may differ and the funds invested 
may be channeled into di f ferent institutions. 
One reason for this variety is that financial 
insti tut ions are unregulated in their compet i t ion 
for these funds. To moni tor the compet i t ion for 
funds from voluntary-contribution retirement plans, 
the Federal Reserve Bank of Atlanta surveyed 
large private employers in the Southeast in early 
May to f i nd ou t w h a t kincls of plans were 
offered, whether the plans were successful, what 
financial institutions were administering the plans, 
and how deposi tory institutions were meeting 
their increased compet i t ion. 

1 New individual retirement accounts permit employed persons under age 
7OV2 to contr ibute annually the lesser of $2,000 or 100 percent of earned 
income if single, the lesser of $4,000 or 100 percent of earned income for 
a husband and wife if both are working, and the lesser of $2,250 or 100 
percent of earned income for an individual with a nonworking spouse The 
401 (k) or deferred compensat ion plan allows private sector employees to 
defer as much as 20 percent of compensat ion with an annual limit of 
$30,000 
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Our results show: 
1. Thirty-five percent of the responding com-
panies of fered an individual ret i rement ac-
count (IRA) plan; 17 percent offered a deferred 
compensation [401 (k)] program. Larger com-
panies offered voluntary-contr ibut ion plans 
more often than d id smaller companies. 
2. Forty-two percent of the companies respond-
ing were planning a 401 (k), whi le only 1 
percent were planning an IRA. 
3. More than half of the companies not yet 
offering a 401 (k) may do so after proposed 
regulations have been issued by the Internal 
Revenue Service (IRS) and clarified. Companies 
without plans for IRA programs, by contrast, 
appear unl ikely to offer an IRA in the future. 
4. Employee part icipation in 401 (k) programs 
was much higher than in IRA programs. Over 
half the companies offering 401 (k)s reported 
at least 70 percent employee part icipation, 
while almost half of those companies offer ing 
IRAs had less than 4.5 percent employee 
participation. 
5. Certificates of deposit of fered by banks, 
thrifts and credit unions held only .03 percent 
of all 401 (k) investment and only 2.1 percent 
of IRA investment f rom payroll deduct ion 
plans. Guaranteed income contracts (CICs) 
offered by insurance companies have proved 
to be the most popular investment choice for 
voluntary-contribution programs. Forty-six per-
cent of 401 (k) investment and 40 percent of 
IRA investment were channeled into GICs. 
6. Fewer companies o f fe r ing401 (k)s selected 
depository institutions to manage their program 
funds than those offering IRAs (10 percent 
and 28 percent, respectively). 
7. Fifty percent of the companies offer ing 
401 (k)s managed their own programs, whi le 
only 28 percent offer ing IRAs did so. 
Our survey indicates that 401 (k) programs are 

spreading among large employers, whi le payroll-
deduction IRA programs seem to have penetrated 
as far as they are going to. If our results are typical, 
the spread of 401 (k)s wil l make it harder for 
depository insti tut ions to obtain voluntary-con-
tr ibution ret i rement funds direct ly or indirectly. 
Our study shows that those insti tut ions manage 
only a small p ropor t ion of the plans. They may or 
may not gain as the recent removal of interest 
rate ceilings has e l iminated one compet i t i ve 
disadvantage. Current regulatory changes give 
depository institutions greater f lexibi l i ty in struc-
turing their accounts to meet investors' needs; 

however, their past record indicates that they 
may not necessarily take advantage of this oppor-
tunity. Unless deposi tory institutions become 
imaginative in structuring their accounts, they 
wil l cont inue to secure only a small share of the 
voluntary-contr ibut ion ret i rement market. 

Voluntary-Contribution Retirement 
Programs: Background 

The Economic Recovery Act of 1981 increased 
both the number of persons eligible to open an 
individual ret i rement account and the max imum 
income they could shelter f rom income taxes. 
Prior to that legislation, only income earners not 
covered by a qual i f ied private or government 
pension plan were eligible to establish I RAs. The 
max imum amount of income an individual could 
shelter f rom federal income taxes in one year 
was $1,500 or 15 percent of earned income, 
whichever was less. A couple could shelter 
$3,000 or 1 5 percent of earned income if both 
were employed, or $1,750 or 15 percent of 
income if only one spouse was employed. Be-
ginning in January 1982, eligibil i ty was expanded 
to include anyone earning income. M a x i m u m 
sheltered income was raised to the lesser of 100 
percent of earned income or $2,000 for an 
individual, 100 percent of earned income or 
$4,000 for a couple wi th both members earning 
income and 100 percent of earned income or 
$2,250 for a couple wi th only one person earning 
income. 

The changes in IRA laws substantially increased 
the number of people eligible to open an IRA. 
According to Treasury Depar tment estimates, 
the changes increased the number of workers 
eligible for IRAs f rom 35 mil l ion to 75-85 mil l ion. 
If everyone eligible established an IRA, it w o u l d 
make be tween $80 bi l l ion and $100 bi l l ion 
available for IRAs. The estimated IRA participation 
as of last March, however, was only about 33 
percent of the potent ial in the second quarter of 
1982,2 thereby reducing the pool of addit ional 
assets to a range between $26.4 bi l l ion and $33 

'This f igure was obtained from statistical data found in: Impact of IRAs on 
Saving Robin C DeMagistr is and Carl j Palash, Quar ter ly Review 
Federal Reserve Bank of New York, Vol. 7 (Winter 1982-83) pp 24-32. 
Current data for insurance companies was not available; consequently, 
the figure for this sector was dropped from the potential IRA investment 
total, as wel l as from the total for actual IRA investment. 
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Table 1 . IRA/Keough Accounts Outstanding at Depository Institutions 
($ billions) 

All Commercial Mutual Savings & Loan 
Institutions Banks Savings Banks Associations 

End of Period Total Total 

1981 December 25.4e 
1982 June N.A 
1982 September 41.1 
1982 December N.A 
1983 March 53.7 
1983 May N.A 

e = est imated from incomplete data. 
N.A. - not available 
Sources: Commercial and Mutual Savings Banks—Federal Reserve Board. Money Stock Measures and Liquid Assets. 

Savings and Loan Associations—Federal Home Loan Bank Board J o u r n a l and staff 

Total Total 

7.4e 4.8e 13.2e 
14.9 5.8 N.A 
16.2 6.1 18.8 
18.1 6.3 N.A 
23.6 7.1 23.0 
27.4 7.7 N.A 

bill ion. This figure is significantly lower than the 
earlier estimates, and therefore does not provide 
as attractive a market as originally projected. 

Deposi tory institutions moved aggressively to 
offer I RAs in 1982 and 1983, but the expanded 
pool of IRA funds was not total ly al located to 
these institutions. Funds in IRA and Keogh ac-
counts at commercial banks, mutual savings 
banks and savings and loans assoc ia t ions in-
creased f rom $25.4 b i l l ion in D e c e m b e r 1 981 
to $53.7 b i l l i o n in M a r c h 1983 (see Tab le 1). 
As of M a r c h , c o m m e r c i a l banks had a t t r a c t e d 
57 p e r c e n t of t h e to ta l increase, S&Ls had 
at t racted 35 percent and mutua l savings banks 
8 percen t . 

Payroll deduct ion IRA programs may be more 
convenient for employers as well as for employees. 
Unl ike other pension plans, separate payroll 
deduct ion I RAs are free of the compl icated 
regulations under the Employee Ret i rement In-
come Security Act (ERISA), as long as employers 
do not directly endorse a particular investment 
opt ion and employees are aware that they may 
at any t ime leave their employer 's program and 
set up an individual IRA. Employers offer ing 
payroll deduction I RAs simply collect contributions 
and then select an outside financial inst i tut ion to 
administer the funds. The employer is not respon-
sible for the investment choices made by the 
administer ing institution. If employers want to 
take a more active part in managing the invested 
funds, they can add an IRA program to their 
qual i f ied pension, profit-sharing or savings plan. 

Deferred Compensation: An Alternative 
to I RAs 

Another reason for the decl ine in IRA invest-
ment at depository institutions may be the spread 
of employer-sponsored 401 (k) deferred compen-
sation plans. The deferred compensation program 
is another savings-incentive plan that allows 
nongovernment employees to defer taxes on 
their contr ibut ions. These 401 (k)s take their 
name f rom the section of the Internal Revenue 
Code proposing regulations concerning these 
programs. They are also known as "cash or 
deferred arrangements" (CODAs). Although 401 (k) 
programs appear to represent a more recent 
t rend in employee benefi ts than IRA programs, 
they actually have a longer history than many 
realize. Before passage of the Employee Retire-
ment Security Act (ERISA—also the original legis-
lation creating I RAs in 1974), deferred arrange-
ments were qui te common. ERISA prohibi ted 
the format ion of new 401 (k)-' programs until 
Congress could decide how they w o u l d qualify 
for favorable tax t reatment under the Internal 
Revenue Code. By passing the Revenue Act in 
1978, Congress al lowed 401 (k)s to receive de-
ferred taxation on program contr ibut ions. 

After passage of that 1978 act, the IRS in 
November 1981 issued proposed regulations on 
Section 401 (k) of the Internal Revenue Code. 
Final regulations still have not been issued. In 
February 1982 the IRS announced that companies 
could use the proposed regulations as guidelines 
in qual i fying their plans. The Internal Revenue 
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Code qualifies 401 (k) programs under the existing 
rules for pension, profit-sharing or stock bonus 
plans. The 401 (k)s therefore may take the form 
of either deferred bonus compensat ion or a 
deferred percentage of current compensat ion. If 
the latter op t ion is selected, the arrangement 
between employer and employee is known as a 
"salary reduct ion plan." 

Although salary reduct ion plans appear similiar 
to IRAs, the t w o di f fer in several major respects. 
First, the contr ibut ion al lowable w i th a 401 (k) is 
in many instances much greater than w i th an IRA 
program. Because salary reduct ion programs are 
subject to ERISA requirements, the max imum 
allowable percentage deferable per employee is 
20 percent of compensat ion wi th an annual l imit 
of $30,000. Because of the nondiscr iminat ion 
tests required by the proposed regulations, the 
deferable percentage selected by individual com-
panies is of ten less than the max imum al lowed. 
Discrimination tests are required in addi t ion to 
the general coverage requirements appl icable to 
all qualified 401 (k) plans. These tests are designed 
to ensure that highly compensated employees 
do not defer a much greater percentage than d o 
those less well paid. Failure to meet the tests, 
however, w o u l d not disqualify a company's plan. 
According to the IRS' actuarial division, any 
excess money contr ibuted by highly compensated 
employees w o u l d s imply increase the taxable 
income of all participants. 

In addition to a greater maximum of shelterable 
income, 401 (k) program contr ibut ions are not 
subject to the same normal w i thho ld ing tax as 
IRA contr ibut ions. Before the passage of the 
Social Security Amendmen ts of 1983 last April, 
participants in some states and cities paid no 
withholding tax on their contr ibut ions. W i t h the 
amendments, employees must pay FICA taxes 
on contr ibut ions, but still are spared federal 
income taxes (and in some cases, state and local 
income taxes) on contr ibut ions. In addi t ion to 
these tax advantages, contr ibut ions to 401 (k) 
programs are not inc luded in an employee's 
taxable income. 

Section 401 (k) programs also dif fer in the 
regulations appl icable to withdrawals f rom pro-
gram accounts. M o n e y in an IRA cannot be 
withdrawn w i thou t a penalty unti l the depositor 
reaches age 59V2, unless that person becomes 
totally disabled. Participants in a 401 (k) program 
may wi thdraw funds w i thou t a penalty before 
age 591/2 if they leave their company. They may 
place the money in another company's 401 (k) 

plan, roll it into an I RA account or keep it and pay 
the federal income tax on a 10-year-averaging 
basis. After the employee reaches age 59%, 
federal taxes on the money w i thdrawn may also 
be averaged over 10 years. Withdrawals f rom 
401 (k)s also are permi t ted if participants are able 
to demonstrate " f inancial hardship." The exact 
def in i t ion has yet to be issued by the IRS. 
Employees withdrawing funds because of financial 
hardship must describe their circumstances to a 
designated commi t tee or board wi th in their 
company. Such wi thdrawals are subject to ordi-
nary taxation. Participants also may borrow against 
their deferred compensat ion funds if their parti-
cular company allows it. W i th the potent ial 10-
year-averaging of withdrawals al lowable under 
deferred compensat ion plans, 401 (k)s may yield 
a higher rate of return than do IRAs. 

Given the possibly greater return on invest-
ment and the greater l iquidi ty associated w i th 
401 (k)s, deferred compensat ion plans appear 
superior to IRA programs, and are rapidly gaining 
popularity. Some employers, however, may f ind 
401 (k) programs unattractive. The complex i ty of 
the annual nondiscr iminat ion tests and other 
adminstrat ive costs may discourage some em-
ployers f rom init iat ing these plans because they 
fear the benefi ts to employees wil l not be wor th 
the costs. Other employers appear wi l l ing to 
offer deferred compensat ion programs because 
of their greater investment and savings oppor-
tunities. As more companies offer these plans to 
their employees, larger employers may be forced 
to adopt them to maintain compet i t ive benefits 
programs. 

The voluntary-contr ibut ion ret i rement market 
is potent ial ly large and appears to be growing. 
Successful management of pension investment 
requires an abil i ty to achieve target returns at a 
m in imum risk. Pension fund managers seem 
drawn to institutions that can structure a variety 
of investment choices to best fit their companies' 
needs; therefore, these institutions should w in a 
greater proport ion of voluntary contribution retire-
ment funds. In early 1982, as a first step in 
measuring the compet i t ion for funds f rom these 
programs, we surveyed financial institutions op-
erating in the Sixth District on their original IRA 
offering in the expanded market created by the 
1 9 8 1 Tax A c t . 3 A r e s u r v e y o f t h e s e s a m e 

B. Frank King, Delores Steinhauser, Jody Fletcher, and Michael Taylor, 
IRAs in the Southeast: A Laboratory for Deregulat ion E c o n o m i c 

Review, Federal Reserve Bank of Atlanta, Vol, 67 (May 198?) pp 4-12 
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Table 2. Number of Firms in Each Size Range 

Number of Number Number 
of Employees Surveyed Responding 

1,000 - 2,999 21 12 
3,000 - 9,999 45 30 
10,000 - 24,999 38 25 
25,000 - 49,999 37 20 
50,000 - 99,999 14 12 
100,000 + 20 11 

Total 175 110 

Source Federal Reserve Bank of Atlanta 

inst i tut ions in N o v e m b e r 1982 t racked the evo-
lut ion of IRA compet i t ion and found that deregu-
lation had pul led more insti tut ions into the IRA 
market.4 Our th i rd survey, reported here, dealt 
w i th the use of IRAs and 401 (k)s in employers' 
benefits packages. It sought to determine: (1) 
which voluntary contribution program was drawing 
more investment, (2) wh ich program showed the 
most potential for further development (3) which 
institutions were attract ing and managing the 
funds, and (4) the propor t ion of total IRA and 
401 (k) investment held by deposi tory and non-
deposi tory institutions. 

In April, we sent questionnaires to 1 75 of the 
largest private employers in our district.5 A total 
of 110 responded (Table 2). The survey inc luded 
questions about employee part ic ipat ion in IRA 
and 401 (k) programs, the amount invested in 
each program, the type of investments made 
wi th contributions, and the institutions managing 
program funds. 

Results 
Our study indicates that 401 (k) programs are 

spreading, whi le I RA programs are not. Over half 
the companies responding were offer ing or plan-
n ing too f fe r401(k )s (17 percent and 42 percent, 
respectively). Whi le 35 percent of the responding 
companies of fered an IRA program, only 1 per-
cent said they were planning an IRA (see Table 

>B Frank King and Kathryn Hart, "The Evolution of IR« Competi t ion 
E c o n o m i c Review Federal Reserve Bank of Atlanta, Vol 68 (March 
1983) pp. 23-32 

'L ists of top employers were furnished by each s ta tes Department of 
Labor or comparable agency Mississippi was unable to participate 

Table 3. Companies Offering and Planning IRA 
and 40l(k) Programs 

Number Percent 

Responding 110 
Offering IRA programs 39 35% 
Offering 401 (k) programs 19 17% 
Offering IRA and 401 (k) programs 9 8% 
Planning IRA programs 1 1% 
Planning 401 (k) programs 47 42% 

Source: Federal Reserve Bank of Atlanta 

3). Larger companies of fered voluntary contri-
but ion ret i rement plans more of ten than did 
smaller companies (see Table 4). 

Over half of the companies w i thou t 401 (k) , 
programs plan to offer them in the future, indicating 
that they wil l cont inue to spread. Of the 44 ) 
companies not offer ing or planning payroll de-
duct ion 401 (k)s, one third said they felt nondis-
cr iminat ion tests were too complex. Another 27 , 
percent are wai t ing for final IRS regulations 
before they begin planning a program (see Table 5). 

By contrast, companies w i thou t I RA programs | 
show little interest in planning one in the future. 
Only 1 percent had payroll deduct ion I RAs in the 
offing. Almost half of the companies without 
I RAs said they felt that I RA investment should be ' 
handled on an individual basis, or that they were 
planning or of fer ing a 401 (k) program instead 
(see Table 5). Thir teen percent not planning an 
IRA program ci ted lack of employee interest. 

The 401 (k)s seem likely to bypass the popu- < 
larity of IRAs for several reasons. In addi t ion to 
o f fer inga higher max imum contr ibut ion amount, 
the program's attractiveness is enhanced by 
possible employer contr ibut ions and by partici-
pants' abil i ty t o borrow against funds. W e found 
that 79 percent of the responding companies 
wi th 401 (k)s cont r ibu ted to their employees' 
accounts and that 21 percent included borrowing 
as a feature of their programs (see Table 6). 

Most employers offer ing 401 (k)s felt that the 
program would help them maintain a competitive 
benefits package, an impor tant component of 
total compensat ion. Eighty five percent of the 
responding companies w i th 401 (k)s said that a 
c o m m i t m e n t to keeping a compet i t ive benefits 
program was important in deciding to participate. 
Only 51 percent of the responding companies 
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Table 4 . Companies with IRA and 40l(k) Programs 

IRA 4 0 1 (k) 

Number of Employees Number 

Percent 
Responding 

Within 
Size Range Number 

Percent 
Responding 

Within 
Size Range 

1,000 - 2,999 4 3 3 % 1 8 % 
3,000 - 9,999 8 27% 2 7% 
10,000 - 24,999 6 24% 5 20% 
25,000 - 49,999 8 4 0 % 3 15% 
50,000 - 99,999 7 5 8 % 4 33% 
100,000 + 6 50% 4 3 3 % 

Total 39 35% 19 17% 

Source: Federal Reserve Bank of Atlanta 

Table 5. Reasons Given For Not Offer ing IRA and 401 (k) Programs* 

IRA 

Existing ret i rement plans are 
adequate 

Too much t rouble wi th 
payroll deduct ion 

Lack of employee interest 

IRA only: 

Investment should be handled 
on an individual basis 

Offer or planning 4 0 1 (k) program 

Administrative burden too great 

401 (k) only: 

Nondiscrimination tests too complex 

Waiting for final IRS regulat ions 

Other 

Number 

30 

15 

9 

20 

14 

2 

Percent of 
Companies Not 

Offer ing or 
Planning 

4 3 % 

21% 

13% 

28% 

20% 

2% 

Number 

14 

3 

4 

11 

9 

4 0 1 (k) 

Percent of 
Companies? Not 

Offer ing or 
Planning 

4 2 % 

12% 

8% 

33% 

27% 

24% 

Most companies gave more than one reason: therefore, the numbers and percentages presented are greater than the number of offering companies. 

Source: Federal Reserve Bank of Atlanta 
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Table 6 . Additional Information About Existing 
401 (k) Programs 

Number of Percent of 
Offering Offering 

Companies Companies 

Contributing to employee 
accounts 1 5 7 9 % 

Allow borrowing from accounts 4 2 1 % 

Number of t imes per year 
employee allowed to change 
rates of contribution: 

unlimited 5 2 6 % 

twice a year 4 2 1 % 

once a year 3 16% 
four t imes a year 3 16% 
other 4 2 1 % 

Source: Federa l Reserve Bank of At lanta 

with IRAs felt an IRA would improve the attractive-
ness of their benefi ts package (see Table 7). 

Abou t half the companies w i th either program 
at t r ibuted their invo lvement in part to employee 
interest or inquiry. Initial employee interest, 
however, appears to have been sustained only in 
401 (k) programs. Their greater appeal, again, is 
shown by their higher level of employee partici-
pation. The median percentage of current partici-
pat ion is 70 percent, having grown f rom 62.5 
percent initially. Current part ic ipat ion in IRA 
programs, on the other hand, is only 4.5 percent 
and was only 3 percent initially (see Table 8). Of 
the nine companies offer ing bo th plans, the 
median percentage of current part ic ipat ion in 
their 401 (k)s (80 percent) is also much higher 
than in their IRA programs (3.8 percent). 

The 401 (k)s also enjoy much greater employee 
part ic ipat ion than anticipated. The median per-
centage of 401 (k) part ic ipat ion was 70 percent 
w h e n w e conduc ted our survey, well above the 
ant ic ipated 50 percent (see Tables 8 and 9). For 
IRA programs, part ic ipat ion among employees 
has been much lower than expected. The median 
percentage of part icipation was only 4.5 percent, 
less than half of the 10 percent ant ic ipated (see 
Tables 8 and 9). 

W i t h the high part ic ipat ion figures in deferred 
compensat ion programs, 401 (k)s seem able to 
draw more investment than IRAs (see Table 10). 
Al though total IRA investment remains higher 
than 401 (k) investment among survey respon-
dents (19.09 mi l l ion and $15.35 mil l ion, respec-
tively), the trends suggest that 401 (k) funds wil l 

soon grow to a much greater port ion of voluntary 
cont r ibut ion ret i rement inves tment 

Larger companies held higher percentages of 
IRA investment at the t ime of our survey than did 
smaller companies. However, fewer companies 
had actually started 401 (k) programs, and those 
plans had been in operat ion for a shorter period 
than IRA plans. Therefore, it appears likely that 
401 (k) investment eventual ly wil l assume the ) 
same size d is t r ibut ion as investment in payroll 
deduc t ion IRAs. 

As 401 (k)s spread, it wi l l become harder for 
depository institutions to secure voluntary-contri- > 
but ion funds directly. Our survey shows that I 
deposi tory insti tut ions manage relatively few J 
plans ( seeTab le l 1). Commercia l banks, the sole 
deposi tory inst i tut ion administer ing 401 (k) pro-
grams, managed a mere 10 percent of the programs. ) 
The remaining plans were managed by the com- J§ 
panies themselves (53 percent), by insurance J" 
companies (5 percent) or by more than one V 
administrator (31 percent). Larger companies 
generally managed their own 401 (k) programs, 
whi le most smaller companies relied on non- J 
deposi tory administrators. 

M o r e than half the IRA investment also was ' 
managed by nondeposi tory institutions, or by ) 
the plan sponsors (see Table 11). Fully 28 percent 
of the companies of fer ing IRAs managed the 
funds themselves, 27 percent used nondepository j 
institutions and 18 percent used more than one 
administrator. Fewer than 30 percent used deposi-
tory institutions. (Ten percent used commercial 
banks and 18 percent used employee credit * 
unions). The majori ty of the programs offered by ^ 
the smallest companies were managed by the 
sponsors. Most of the remaining companies 
used various nondeposi tory institutions. 

Deposi tory insti tut ions also appear to be at a 
disadvantage in gett ing 401 (k) and IRA funds > 
indirectly. W e found that certif icates of deposit \ 
of fered by banks, thrif ts and credit unions ac- f 
counted for a mere .03 percent of total 401 (k) 
investment and only 2.1 percent of total IRA 
investment (see Table 12). The most common 
investment vehicle selected for voluntary-contri- V 
bution funds was guaranteed insurance contracts r 
(CICs) of fered by insurance companies (46.6 ) 
percent of total 401 (k) investment and 40.7 
percent of total IRA investment). GICs are fixed 
income investments w i th a specif ied interest 
rate and date of maturity. GICs are attractive to 
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Table 7. Reasons Given For Offering IRA and 401 (k) Programs* 

Commitment to maintaining 

IRA 

Number 

Percent of 
Offering 

Companies Number 

401 (k) 

Percent of 
Offering 

Companies 

competitive benefits package 20 51% 16 84% 
Employee interest and/or inquiry 18 46% 11 58% 
Convenience of payroll deduction 7 18% 0 0 
Other 6 15% 6 31% 

•Most companies gave more than one reason; therefore, the numbers and percentages presented are greater than the number of offer ing compan ies 

Source: Federal Reserve Bank of Atlanta 

Table 8. Percentage of Employee Participation* 

IRA 

Current Initial 

High 20% 20% 

Median 4.5% 3% 

Low .005 0 

'Not all companies were able to furnish current 
those who are eligible to pa r t i c ipa te 

Source: Federal Reserve Bank of Atlanta 

Companies 

401 (k) TRA 

Current Initial Current 

91% 91% 20% 

70% 62.5% 3.8% 

16% 16% .75% 

initial participation percentages. 401 (k) (igures are 

with IRA and 401(k) Programs 

401 (k) 

Initial Current Initial 

20% 91% 91% 

3.25% 80% 80% 

.75% .45% 45% 

percentages of total employee number, not just 

Table 9. Companies Expecting a Percentage 
of Employee Participation 

IRA 401 (k) 
Number Number 

Anticipating a particular 
percentage of participation 6 1 3 

Not anticipating a particular 
percent of participation 23 6 

Anticipated percentage* 
IRA 401 (k) 

Percent Percent 

High 12.5% 90% 
Median 1 0 % 5 0 0 / o 
L o w 2% 12.5% 

•Not all companies indicated anticipated percentages of participation. 
Source: Federal Reserve Bank ot Atlanta 

Table 10. Total IRA and 401 (k) Investment -
April 1983* 

Percent of Total Investment 
Number of Employees 

1,000 - 2,999 
3,000 - 9,999 
10,000 - 24,999 
25,000 - 49,999 
50,000 - 99,999 
100,000 + 
Total Investments 
($ Millions) 

•Total investment f igures were not available for all companies. Companies 
also used different ending dates in calculating their total investment 
figures. 

Source: Federal Reserve Bank of Atlanta. 

IRA 401 (k) 

.08% 4.39% 
1.48% 4.68% 
2.47% 24.37% 

11.37% 4.88% 
20.73% 65.81% 
63.87% 12.77% 

19.088 15.353 
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T a b l e 11 . Administer ing Inst i tut ions-Percentages of Offer ing Companies 

1,000-2,999' 3,000-3,999 10,000-24,999 

IRA 

% of 
# Co. s 

4 0 1 (K) 

% of 
# Co.'s 

IRA^ 
% of 

# C o ' s 

401JK) 

% of 
t Co-'s 

IRA 401 (K) 

% of % of 
Co.'s # Co.'s 

Own Company 

Commercia l Bank 

Employee C. U. 

Mutual Fund 

Insurance Company 

Securi t ies Dealer 

More Than One 
Administrator 

Total 

3 75% 

1 25% 

33% 

11% 

11% 

22% 

11% 

50% 

1 11' 1 50% 

1 17% 

3 50% 

1 17% 

1 1 

80% 

20% 

Source: Federal Reserve Bank of Atlanta 

'Number of employees 
Note: Percentages may not add to 100 because of rounding. 

Table 12. Program Investment1 

Percent of Total2 Percent of Total2 

IRA Investment 401 (k) Investment 

(percent) (percent) 
Guaranteed Income Funds/ 

Guaranteed Interest 
Contracts 40.7 46.6 

Money Market Funds 23.8 .02 
Equities 3.8 9.2 
Mutual Funds 2.1 1.4 
Certificates of Deposit at 

Depository Institutions 2.1 .03 
Company Stock 1.5 0 
Corporate Securities .5 3.5 
Annuities .3 .02 
Government Securities 0 2.8 
Real Estate 0 28.9 
Other 5 3.3 

11nvestment type percentages were not available for all companies; 
therefore, each column does not equal 100 percent. 

2Total program investment figures as noted were not available for all 
companies Companies also varied in the ending date used in calculating 
their figures. 

Source: Federal Reserve Bank of Atlanta 
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pension managers because they transfer reinvest-
ment risk f rom plan sponsors to insurance com-
panies. Fluctuating interest rates have become a 
great concern to managers of large pension 
funds, and GICs present them a risk-free method 
of maintaining a target rate of return for employees' 
invested funds. Insurance companies, competing 
aggressively for pension investment, wil l tailor a 
GIC to fit a company's particular needs. 

The remaining voluntary-contr ibut ion retire-
ment funds are invested in a variety of instruments 
of fered by nondeposi tory inst i tut ions (see Table 
12). Some of the more popular choices included 
real estate (28.9 percent of total 401 (k) invest-
ment), money market mutual funds (23.8 percent 
of total IRA investment), and equit ies (9.2 per-
cent of 401 (k) and 3.8 percent of IRA). 

Summary and Conclusions 
Currently, 401 (k) plans are spreading and will 

probably cont inue to do so when proposed IRS 
regulations are spelled out. Those programs 
apparently are more appealing than IRAs because 
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100,000+ TOTAL 

IRA 401 (K) IRA 401 (K) 

% o f % o f % o f % o f 

# Co.'s # Co.'s # Co.'s # Co.'s 

1 12.5% 2 67% 3 43% 2 50% 1 17% 1 25% 11 28% 10 53% 

1 12.5% 1 33% 1 14% 4 10% 2 10% 

2 25% 1 17% 7 18% 0 0 

2 25% 2 33% 8 20% 0 0 

1 25% 1 2% 1 5% 

1 12.5% 1 14% 2 5% 0 0 

1 12.5% 2 29% 2 50% 2 33% 2 50% 7 18% 6 31% 

8 3 7 4 6 4 40 19 

substantial por t ion of funds f rom 401 (k) and IRA 
plans. If they are to compete against insurance 
companies and securities and mutual fund dealers 
for funds f rom voluntary-contr ibut ion ret i rement 
programs, they wil l have to take advantage of 
their increased regulatory freedom and construct 
their accounts creatively to suit the needs of their 
customers. Deposi tory institutions also wil l need 
to market aggressively if they are to persuade 
pension managers to invest program funds w i th 
them instead of w i th nondeposi tory institutions. 

— B. Frank King 
and Kathryn Hart 

Ellen Roberts, compensation and beneiits coordinator in the Human Resources 
Department oi the Federal Reserve Bank of Atlanta, provided valuable background 
inlormation in preparing this article. 

25,000-49,999' 50,000-99,999 

IRA 401 (K) IRA 401 (K) 

% o f % o f % o f % o f 

# Co.'s # Co.'s # Co.'s # Co.'s 

of their higher al lowable contr ibut ion amount 
and greater l iquid i ty of investment. 

The cont inued increase in the number of 
401 (k) plans means that deposi tory insti tut ions 
will have to work much harder to obtain a 
significant proportion of the voluntary-contribution 
retirement market. Thus far, deposi tory insti-
tutions have had litt le success in becoming 
managers of payroll deduct ion accounts^or of 
attracting the investments of such accounts. 
They may have been at a disadvantage because 
interest-rate ceilings and deposit m in imums in-
hibited their structuring of plans. Except for rate 
ceilings on passbook savings and N O W accounts, 
these restrictions were removed as of Oc tober 1. 

Further study is needed to determine whether 
depository insti tut ions wil l eventual ly attract a 
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