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Summit Group Retirement Planners, Inc. 

Retirement in America Article #18: 6 Reasons the 401(k) is NOT a “SCAM” 

I have taken the time to address the article that was recently contributed to the 

401(k) Specialist arguing why the 401(k) is a “SCAM”.  John Sullivan covered this story 

which was championed by an author and “financial investigator” named Pamela Yellen.  

My goal will be to respectfully address her opposition to 401(k) Plans in a clear and 

succinct fashion.   

In full disclosure, I would like to begin my overview by sharing some of my 

professional background.  I am a professional retirement plan specialist and co-founder of 

the Registered Investment Advisory Firm Summit Group Retirement Planners, Inc. 

located in Exton, PA.  I work with employers and employees to help plan and prepare 

them for their financial future.   

With that said, Pamela Yellen wrote a book in 2009 entitled “Bank on Yourself” 

and subsequent books afterwards.  On the back of her book cover, it states that the book 

“reveals secrets to taking back control of your financial future that Wall Street, Banks, and 

Credit Card companies don’t want you to know.”  Her solution to accomplish this goal is 

through dividend paying Whole Life Insurance.  This concept and idea of “Banking on 

Yourself” TM is trademarked by Nelson Nash, who wrote the book “Becoming Your Own 

Banker”.  Utilizing dividend paying Whole Life Insurance is not a new concept, but it has 

been greatly popularized as a strategy by financial authors such as Pamela Yellen and 

Nelson Nash.   

When I was first starting my career in the financial service industry, I purchased a 

dividend paying whole life insurance policy for myself after reading both Pamela and 

Nelson’s books.  I don’t want the rebuttal to be a harsh criticism of dividend paying whole 

life insurance, because objectively I believe that it has benefits, but those benefits do not 

mean that 401(k) Plans are not well equipped to serve the general public.   

I believe that every American deserves an opportunity to retire with dignity.  

According to data from The American Retirement Association, the 401(k) Plan is utilized 

more by working American earning under $100,000 than any other demographic.  The 

studies show that 80% of the 401(k) balances in these retirement plans are comprised of 

individuals earning less than $100,000 and 43% of the Americans with a balance in 

retirement plans are made up of Americans making between $35,000 and $50,000.   
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Pamela Yellen argues the following 6 points: 

1) Tax-Deferral Scam – She argues we don’t know what tax rates will be in the future, 

and if rates go up you will be paying higher taxes on a bigger number.   

a. The whole point of a tax deferral is to receive the deduction while you are 

working and earning money as you will be in a higher tax bracket than 

when you retire.  Traditionally when you retire you are not earning as much 

money as when you were working, or you are earning less money and hence 

you will be in a lower tax bracket than when you are working. 

b. Retirement plans typically offer or at least have the ability to offer two 

methods of deferral.  They are traditional deferrals where you receive a tax 

deduction on the money going into the plan, and the money grows tax 

deferred.  The money is then taxed upon withdrawal.  The second method 

of deferrals is the Roth contribution.  Money going into a retirement plan 

with the Roth method is being deferred after tax, meaning you pay your 

taxes on the front end.  The money then grows tax deferred and is tax free 

upon withdrawal.  This is the same as dividend paying whole life insurance 

which Pamela is alluding to and is an alternative to an individual who is 

concerned with higher tax rates in the future as Pamela suggests.       

 

2) The “Free Money” Scam – Pamela argues that an employer match is a scam 

because it affords the employer the opportunity to make a contribution in lieu of 

paying additional compensation in salary.   

a. This argument assumes that an employer would provide that money to the 

employee in lieu of the contribution.  What Pamela fails to realize is that an 

employer and employee pay social security and Medicare taxes on each 

dollar paid in salary.  A 401(k) match or profit sharing contribution is an 

expense deduction for the employer and grows tax free for the employee.   

b. To net $1 of salary, it costs roughly $1.16.  Approximately 8% for social 

security and Medicare for the employer and approximately 8% for the 

employee.  (6.2% Social Security & 1.45% Medicare per IRS website) 

c.  The employer contribution can assist the employees with their retirement 

savings efforts thus helping to prepare them for retirement.  If an employee 

were to receive that money in the form of salary, chances are they might not 

save it for their retirement.  This is part of the gross compensation and 

teaches discipline as well as serves as an important recruiting and retention 

tool for companies to create additional incentives for their employees.      
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3) Fees Devour Your Hard-Earned Money – She argues that fees prevent you from 

being able to retire as they take away from your savings.   

a. This is very misleading and misunderstands the value employees receive 

from a retirement plan at their workplace.  There are several main fees in 

retirement plans: Recordkeeper/third party administrator (TPA), custodian, 

advisory fees, and investment costs.  Many employers will write a check at 

the corporate level to receive a deduction and absorb the 

Recordkeeper/TPA and custodial fees.  That leaves employees to pay the 

advisory fee and the fees of the investments.  With regards to investments, 

there are more and more low cost options available in retirement plans, and 

the important thing to remember regardless of investment fees is that 

returns are always net of expenses.  

b. According to an American Funds study spanning 10 years through 2012, 

investment funds posted an annualized return of 7.05%.  However, the 

average return an investor realized was 6.1%.  There is more than the 1% in 

fees difference that Pamela referred to in value provided by a financial 

advisor that she claims “you are losing”.   

c. Lastly, no product or service is free.  Dividend paying whole life insurance 

also has fees associated with its product.   

 

4) Putting Your Money in Prison - Pamela argues that because of the limitations and 

restrictions on being able to access your money, it is the equivalent of locking it up 

in prison.   

a. This is irrational and inaccurate.  Many plan documents per IRS guidelines 

allow for early withdrawal for several reasons.  If an employee dies, becomes 

disables, or is terminated from service.  Other ways an employee receive 

their money is if their company’s retirement plan terminates.   

b. Additionally, 401(k) Plans just like dividend paying whole life insurance can 

provide individuals the ability to access loans as long as their plan 

document permits it.   

c. Finally, 401(k) plans are not savings accounts.  They are meant to grow and 

be used in retirement which is the whole reason for the tax deferred growth 

and deductions offered by the IRS.  This is good because it focuses on 

building better habits and sacrificing today for the future.   

 

5) The Myth of Market Returns - Pamela asserts that employees barely earn on 

average more than inflation.   

a. These numbers are utilized to assist her argument.  However a study from 

Dalbar Inc. reviewing the 20 year period ending 12/31/2015, indicated the 

S&P 500 Index averaged 9.85% per year, whereas the average equity fund 

investor earned 5.19% annually.     
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b. According to www.IUSInflation.org, the latest annual inflation rate for the 

US through June of 2017 is 1.6%.  That means the average equity fund 

investor outpaced inflation by 3.59%.  To further combat her claims, at the 

end of December 2015 going into January 2016, the US Inflation rate was the 

second lowest in 50 years. 

6) Most Pre-Retirees Still Don’t Have Enough Saved – She argues that the 401(k) 
doesn’t work because most pre-retirees still don’t have enough saved.   

a. This conclusion does not take into account how successful the 401(k) has 
been in helping Americans save money for retirement.  According to The 
American Retirement Association, the most important factor that 
determines an individual’s saving behavior for their retirement is if they 
have access to a workplace retirement solution.  In fact, over 70% of the 
Americans earning between $35,000 and $50,000 per year decide to 
participate in their workplace retirement solution.  When a workplace 
solution is not offered to employees, less than 5% of Americans will invest 
their money into an Individual Retirement Account (IRA).   

b. According to the most recent Pew study in June of 2017, just over half of the 
small and midsize businesses that were surveyed (5 employees – 250 
employees) offered a retirement plan benefit to their employees. 

c. The issue as I see it and as the data suggests implies the problem is a lack of 
access.  The 401(k) Plan is not broken and when it is offered, we see the 
usage rate is extremely high.  This refutes Pamela’s argument that the 
401(k) Plan is broken, and in fact it is working well when made available to 
the employees.   

In summary, the 401(k) Plan is the retirement savings vehicle for the heart and 
soul of American’s workers.  Dividend paying whole life insurance is a financial strategy, 
and I would argue so is the 401(k) Plan.  Each option has its merits.  Staying true to my 
premise and without bashing dividend paying whole life insurance, the 401(k) is not 
broken.  It, and other employer sponsored retirement solutions (SIMPLE IRA, SEP IRA, 
Payroll Deduction IRA) just need to be made available to the other half of the hard 
working Americans that do not currently have access to it through their employer so that 
they can also begin saving money for their future.   

 

Author: Derek Fiorenza – COO/CCO Summit Group Retirement Planners, Inc. 

 

http://www.iusinflation.org/
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The opinions voiced in this material are for general information only and are not intended to provide specific advice 

or recommendations for any individual. All performance referenced is historical and is no guarantee of future 

results. All indices are unmanaged and may not be invested into directly. 

 

This material was created for educational and informational purposes only and is not intended as ERISA, tax, legal 

or investment advice. If you are seeking investment advice specific to your needs, such advice services must be 

obtained on your own separate from this educational material.  

 

Securities offered through LPL Financial, Member FINRA/SIPC. Investment advice offered through Summit Group 

Retirement Planners, Inc., a registered investment advisor and separate entity from LPL Financial. 
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