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		Abstract

		This study examines whether more highly paid workers have significantly higher rates of return on their 401(k) retirement accounts than lower paid workers. This topic received considerable attention when Brooks Hamilton, a prominent benefits consultant, stated on the PBS program Frontline that the top 20 percent of 401(k) plan participants in terms of pay had investment rates of return on their retirement accounts that were from five to seven times higher than the bottom quintile of plan participants in terms of pay. He coined this difference in the rates of return the â€œyield disparityâ€�. Using a sample of over 500,000 observations over the period 2002-2007, and controlling for age and gender, we find that the lowest paid workers do in fact earn rates of return on their 401(k) that are significantly less than the rates of returns earned by higher paid workers. However, the magnitude of the yield disparity between the poorest and richest quintiles is much smaller than that found by Hamilton. Rather than five to seven times the returns, we find that the return difference is on average about two percent per year; which still a significant difference but not nearly as great as suggested. After documenting the difference in the rates of return, we then examine assets held and loan activity. We find, consistent with the previous literature that workers who earn in the bottom 20 percent in terms of pay hold significantly less- risky assets in their retirement portfolios and are more likely to borrow from their retirement balance. 
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