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Market Turmoil

Frightens Off

Young Investors

Participation in 401(k) Plans
Is Dismal, as Is Savings Rate;
‘I Don’t Know Where to Start’

BY MARY PILON

terrified Zack Teibloom. With the stock mar-
ket’s big drop this year, it seems even more
daunting.

“I don’t even have one K, let alone 401 Ks,”
says the 23-year-old Mr. Teibloom, a recent col-
lege grad who works as an editor for a small maga-
zine in Chicago. “I’'m worried that if I put money
away, it won’t even be safe the way the markets
are going.”

The saving and investing habits of young
workershave long been dismal. Only 49% of eligi-
ble workers in their 20s participate in 401(k)
plans offered through their employers, accord-
ing to a 2007 study from Hewitt AssociatesInc., a
Lincolnshire, Ill,, consulting firm. And less than

20% of this group is .
saving anything at  Getting Started
Opportunities are rife

all for retirement.
for young investors in a

Declining stock
rices actually favor

p y beaten-down market.
Some tips:

young investors, be-
cause it means the
shares they buy have

T HE IDEA OF SAVING for retirement always

more room to grow in
the decades before
they hit retirement.
But anecdotal evi-
dence suggests the
rocky stock market is
scaring off many
young people.
“There’s a lot of
fear right now,” says
Pamela Hess, direc-
tor of retirement re-
search at Hewitt, “A
lot' of employees
aren’t contributing.”
Recent changes
may make it easier

% Contribute enough to
your company’s
401(k) plan to capture
the full matching
contribution.

# If you're not eligible for
a401(k), start a Roth
or traditional individual
retirement account.

z Don't be too
conservative, Younger
investors have time on
their side and can
recover from short
sputters in the market.

for some younger employees to begin building a
nest egg. Two years ago, Congress altered the law
to make it easier for employers to automatically
enroll workers in retirement-savings plans. Em-
ployers can deduct money from workers’ pay-
checks and invest it in a number of conservative
investments, such as so-called balanced mutual
funds, which hold both stocks and bonds.

. Employers often set tne contrioution fgbe ot
3% of workers’ salaries, and some auto-enroll
workers at a higher rate to ensyre they get the full
thglpany match—the amount an employer con-

ributes into an employee’s account beyond their
salary. Some employers also automatically in-

crease workers’ contributions each year. Employ-

ees have the option of opting out of automatic re-

tirement-savings plans, but few do, Often, the
time frame for dropping out of automatic enroll-
me% ls]]mutei to as little as 10 days.

e law is having an impact. Fideli .
me{‘tS, whichruns retirement plans fo(r3 IIISQ';OIS ‘c’gfﬁ
banies, says that as of June, 2,343 plans iuad auto-
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matic enrollment, up from 723
plans the year before.

Other financial-services
firms are targeting younger
people in their marketing.
Charles Schwab Corp., for ex-
ample, has been running ads
for various products—such
as its High-Yield Investor
Checking Account, which is
linked to a brokerage ac-
count—in TV shows like “30
Rock” and “Heroes,” which
appeal to a younger audience.
it’s also buying print ads in
magazines like Shape and
Men’s Health, and it has re-
vamped part of its Web site
(www.schwabmoneyand-
more.com) with graphics, in-
teractive tools and a glossary
of basic financial terms.
Schwab says it has seenanin-
crease in younger clients
since the campaign began,
but declined to release spe-
cific numbers.

As experts are quick to
point out, young workers
don’t necessarily have to
save a lot to have a big effect
on their future retirement
savings. Over time, the
power of compounding will
amplify the growth of money
saved in your 20s, For exam-
ple, if you invest a modest
$100 a month for 40 years in
an investment account earn-
ing 7% annually, you will end
up with $262,000.

The message has gotten
through to some young people.
Sekhar Suryanarayanan, 25, a
business analyst at Deloitte &
Touche LLP in San Francisco,
contributes 10% of his salary
and gets a 6% match from his
employer.

“1 feel a sense of urgency and
nervousness about retirement,”
Mr. Suryanarayanan says. “But
saving was something that was
pounded into me by mv parents.”

Still, 40% of workers in their
20s withdraw their 401(k)s in
cash when they switch jobs,
rather thanroll it overinto anew
retirement account or leave it in
the old account, accordingtoare-
cent Fidelity study. And they’ll
switch jobs between seven and
11 times in their careers, says
Scott B, David, president of work-

-place investing at Fidelity.

Kevin Cronin, 27, a public-re-
lations associate in New York,
isn’t eligible to join his compa-
ny’s 401(k) plan until next sum-
mer, but he continues to contrib-
ute to a Roth individual retire-
ment account, which he started
in 2003 when he left college. He
maxes out his contributions and
is undeterred by the recent
swings in the stock market. (A
Roth IRA allows you to make af-
ter-tax contributions that grow
tax-free, while a traditional IRA
allows you make pretax contribu-
tions. Both types of accounts im-
pose limits on contributions.)

“It’s a long time horizon,”

he says. “I'm just going to
screw it up if I try to microman-
age it.” Mr. Cronin meets with a
financial adviser at the end of
every quarter to reallocate his
portfolio, and says he tries not
to pay too much attention to fi-
nancial news. :

Many young investors aren’t
aware that even ifthey’re not eli-
gible for a 401(k) through work,
they can still start investing on
their own through an IRA, as Mr.
Cronin has done. Accounts can
be opened with as little as $50.

“There’s a misconception
that you need a large amount of
money to get started,” says Itkay
Can, director of acquisitions at
Schwab. “But you don’t,”

Gian Hill has a 401(k) pro-
graim offered to her through the
Minneapolis public-relations
firm where she works. Though
her company would match her
contributions up to 5%, she
keeps postponing filling out the
paperwork to start it.

Ms. Hill is also balancing pay-
ing off student-loan debt, credit-
card debt, car payments, car in-
surance and a mortgage she
shares with her boyfriend. She
resolved to start contributing
last November, when she turned
25, but didn’t end up doing it.
Now the recent financial news
has given her another-reason to
put it off,

“I don’t even know where to
start,” she says. “And alot of peo-
plelikeme are inthe same boat.”



