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The U.S. economy remains in the midst of a labor crunch where employers must fight hard to retain and 
attract talent. As rising costs squeeze business owners from every angle, employers need to think creatively 
about compensation to keep their best people, without ballooning their bottom line.

Data from Gusto, the all-in-one people platform serving over 200,000 small- and medium-sized businesses, 
shows one move offers the best bang-for-the-buck: offering retirement benefits. This is good news for 
businesses as states and cities make moves to require employers to offer 401k benefits to all employees in 
the coming months. Companies can gain while workers do, too. 

Executive Summary: Employee-sponsored 401(k) offerings dramatically 
increase employee retention - good for business, good for workers

● Smaller businesses are currently less likely to offer retirement plans: Twenty-two percent (22%) of 
companies on Gusto’s platform offer some form of retirement benefits. 15% of businesses with fewer 
than 10 employees offer retirement benefits, but 65% of businesses with 100+ employees offer a 
retirement plan. 

● Retirement benefits lead to greater retention: Across all industries, workers are 40% less likely to quit 
in the first year when they are offered retirement benefits, on average. For some jobs, this jumps as high 
as 54%. This effect is largest for companies in Personal Services sectors such as Retail and Food & 
Beverage, which are also the least likely to offer retirement plans.

● Retirement benefits offer strong returns: Finding new workers is costly and time-consuming. Our 
calculations show a 401(k) plan can lead to annual cost savings of more than $100,000 in reduced 
employee turnover costs alone – a 2x return on the initial costs of offering a 401(k). 

Key Findings



With a tight labor 
market and rising 
costs - businesses 
need to get creative 
about retaining their 
best people

The U.S. economy remains in the midst of a labor crunch 
where employers must fight hard to retain and attract talent. 
As of September 2022, there were 2 job openings for every 
unemployed person, and the rate at which workers are quitting 
their jobs for more attractive positions has hovered near 
record levels for the past year. As rising costs squeeze 
business owners from every angle, employers need to think 
creatively about compensation to keep their best people, 
without ballooning their bottom line.

Data from Gusto, the all-in-one people platform serving over 
200,000 small- and medium-sized businesses, shows one 
move offers the best bang-for-the-buck: offering retirement 
benefits. Employer-sponsored 401(k) offerings dramatically 
increase employee retention – so much so that the costs pay 
for themselves several times over in lower staff turnover. 

Most small businesses don’t offer retirement benefits - but 
they’ll soon need to. Fourteen U.S. states have enacted 
legislation pushing private businesses to offer some form of 
retirement benefit, typically traditional or Roth IRAs. 
Regulations vary state-by-state, but the penalty for failing to 
have retirement benefits in place can run as much as hundreds 
of dollars per employee.  

Businesses quickly moving to offer retirement benefits have 
the advantage - they’ll keep top talent, while staying compliant 
with state regulations. Ultimately this protects their bottom line 
in an uncertain economy.

https://www.pewresearch.org/fact-tank/2022/03/09/majority-of-workers-who-quit-a-job-in-2021-cite-low-pay-no-opportunities-for-advancement-feeling-disrespected/
https://www.pewresearch.org/fact-tank/2022/03/09/majority-of-workers-who-quit-a-job-in-2021-cite-low-pay-no-opportunities-for-advancement-feeling-disrespected/


Larger businesses are 
4 times more likely to 
offer a retirement 
plan than small 
businesses.

Overall, only 22% of employers on Gusto’s platform offered 
their employees an active retirement plan in 2022. 
Among employers offering a plan, the most frequently 
offered retirement plan is traditional 401(k) (59%), followed 
by Roth 401(k) (20%), and IRA (15.7%).

While two-thirds of companies with more than 100 
employees offer an employer-sponsored retirement plan, 
just 15% of companies with fewer than 10 employees do 
(Figure 1). 

Companies with fewer than 10 employees account for 60% 
of all businesses in the U.S. and employ over 12 million 
people. This means that there is a wide swath of workers in 
the US who do not have access to a plan to save for 
retirement through their job.

Figure 1. Retirement benefits vary by company size

An active retirement plan is defined as a retirement 
plan with the latest debit done in 2022. 83% of 
companies had their latest retirement debit in 
2022, while another 17% of companies had their 
latest retirement debit in 2012 - 2021. 
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The portion of companies offering retirement 
benefits also varies significantly by industry. In 
the Personal Services sectors, including Food 
& Beverage, Retail, and Accommodations, only 
1 in 10 businesses offer employer-sponsored 
retirement plans to their employees. 

That rate is almost three times lower than the 
29% of companies in Professional Services like 
Finance, Accounting, and Technology. 

While much of the difference can be attributed 
to the fact that Personal Services employees 
are more likely to be hourly or part-time 
workers, it means these already 
financially-vulnerable workers may lack the 
means to save for their future.

Professional Services, Education, and Healthcare offer retirement benefits twice as often 
as Manufacturing, Construction, and Personal Services

Figure 2. Retirement benefits vary by industry

Professional services include communications, finance, professional services, and 
technology.  Community services include education, government, healthcare, and 
non-profit organizations. Goods-producing/logistics include construction, facilities, 
manufacturing, mining and oil, real estate, transportation, utilities, and wholesale. 
Personal services include entertainment and recreation, food and beverage, personal 
services, retail,and  tourism and accommodations.



Employees with a 
401(k) plan are 32% 
less likely to quit in 
any given month. 

There are a number of reasons employers may be unable 
to offer retirement benefits – perceived costs, complexity 
in finding the right providers, or because they’re simply not 
aware employees want them. 

Whatever the reason, the data is clear that businesses of 
all sizes and in all industries are leaving significant value 
on the table when they do not offer these plans. Workers 
value these benefits so much that they are significantly 
less likely to leave when their employer offers them. 

First, we compared the likelihood of quitting within the first 
year among all employees with an active 401(k) retirement 
plan against those who did not. We found that employees 
with an active plan were, on average, 32% less likely to 
leave in any given month during their first year on the 
job, compared to employees without the benefit. 

Second, we examined the differences in likelihood of 
quitting by age group, shown in Figure 3. Employees of all 
ages were less likely to quit when they adopted a 401(k) 
plan. 

Gen Z workers saw the smallest effect – they were 29% 
less likely to leave. 

Among Baby Boomers, the risk of quitting dropped by 
nearly 40% once they adopted a 401(k) plan.
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We see similarly large effects on employee retention 
across all industry groups, as presented in Figure 4. 
One striking finding – employees in Personal 
Services were the least likely to quit once offered 
401(k) benefits, compared to employees in 
Professional Services. Yet we found Personal 
Services had the smallest number of companies 
offering retirement plans. 

Figure 4. 401(k) benefits reduce attrition risk for 
employees in all industries

This discrepancy points to an unmet need among 
workers in this sector, just as Personal Services jobs 
have experienced the highest overall quit rates. 
Workers in these positions want and need this 
financial benefit, but few employers currently offer it.   

Figure 3. 401(k) benefits reduces the risk of quitting 
for employees of all ages

Retirement benefits have a larger retention impact for Baby Boomers and Personal 
Services industries
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Our data found that on average, employees 
with an active 401k plan had a 32% lower 
likelihood of quitting in any given month during 
their first year on the job. Let’s examine what 
this reduction in the risk of quitting means for 
an employee’s survival through their first year 
in a job. 

By the end of the first twelve months, there is a 
44% chance that a typical employee without a 
401(k) plan remains at that job. 

That rate improves to 62% when that employee 
has a 401(k) plan – a 40% reduction in the 
probability of quitting their job.

Offering a 401(k) results in a 40% lower 
probability of employee quitting by the end of 
their first year, on average. For certain 
employees, the probability of quitting falls by 
as much as 54%. 

Figure 5 shows the probability that a typical 
employee with and without a 401(k) will remain 
at her job over the course of the first year. 

Figure 5. On average, an employee with a 401(k) has a 
40% lower chance of quitting by the end of their first 

year

401(k) benefits decrease the probability of quitting by an average of 40% within an 
employee’s first year
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Figure 6 provides a specific example - a 30 
year-old male making $30,000 per year at a 5-9 
person company in Personal Services. 

By the end of the year, the employee without a 
401(k) plan has a 37% probability of remaining at 
that job. 

On the other hand, that same employee with a 
401(k) plan has a 57% probability – an increase in 
retention of 20 percentage points, or 54%!

  

Figure 6. For a 30-year-old man making $30,000 a year - 
a 401(k) could lower the chance of him quitting by the 

end of first year by as much as 54%

For some workers, a 401k could lower the probability of quitting by 54%. 



Offering a 401(k) 
retirement plan leads 
to an estimated 
annual cost savings of 
more than $100,000 in 
reduced turnover

Given the relatively small expense of offering 401(k) 
benefits and the large reductions in quitting that are 
associated with offering 401ks, it’s clear that employers can 
realize significant cost savings in reduced turnover alone.     

Estimates of the cost to replace an employee range from 
half an employee's annual salary, or as much as double. 
Replacement costs include the direct cost of recruitment, 
lost productivity, and the cost of training new employees. 

Imagine a 20 person company paying a $95,000 average 
salary. 

Offering a 401(k) would translate to 3.6 fewer employees 
lost in a year. It can cost anywhere from 0.5 to 2x of an 
employee’s annual salary to replace them. Replacing an 
employee could cost 100% of their annual salary of 
$95,000.

If 3.6 employees leave per year, it could cost this company 
$342,000 within one year to recruit, train, and get back up 
to previous levels of productivity. 

https://www.gallup.com/workplace/247391/fixable-problem-costs-businesses-trillion.aspx
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The cost to offer a Guideline Core 401(k) over the course of one year comes to $107,008, including fees and a 5.5% 
salary match from the employer. Taking into account replacement costs, the employer in this example would realize 
cost savings of $234,992. That amounts to a 168% return on investment.

Take another example, a 20 person company paying a $30,000 average salary.  

Offering a 401(k) would translate to 4 fewer employees lost in a year and a decrease of $120,000 in replacement 
costs and would cost this company $35,508. However by offing a 401(k), this company would realize cost savings 
of $85,092, a 240% return on investment.

These two scenarios illustrate the significant savings businesses can realize by offering relatively inexpensive 
benefits that employees highly value. 

Table 1: Return on Investment for business offering 401(k) plans exceeds 100% 

Average Salary 
(20 Employees)

Estimated 
Reduction in 
Turnover

Replacement Costs Costs to Offer 
401(k)

Realized Savings Return on 
Investment

$95,000 3.6 employees $342,000 $107,008 $234,992 168%

$30,000 4.0 employees $120,000 $35,508 $85,092 240%

Notes: Estimates of reduced employee turnover based on Gusto analysis in this report. The first scenario assumes a reduction in employee attrition of 20% and 
the second scenario assumes a reduction of 55%. 

Replacement costs of employees are estimated at 1x employee’s salary. 401(k) plan costs are calculated based on the fees of a Guideline Core 401(k) product 
($49/month plus participant fee $8/month per employee), with a 5.5% employer match of the employee’s salary.

The return on investment for 401k offerings exceeds 100% in most cases

https://gusto.com/product/401k-plans


Businesses will need 
to offer retirement 
benefits to stay 
compliant. 

Getting started earlier 
can pay dividends. 

More states will require businesses of all sizes to either offer 
private plans, or to enroll their employees in state plans. In 
2022, California, Illinois, and Oregon implemented hard 
deadlines requiring businesses of certain sizes to comply - or 
risk paying penalties of hundreds of dollars per employee. You 
can track deadlines for your state through our 401(k) partner 
Guideline’s state mandate tracker.

Many businesses opt for a private 401(k) instead of a 
state-sponsored plan, which are less flexible than private 401(k) 
plans.

With a private 401(k) plan, businesses can:
● Contribute to their employees’ accounts, or match their 

employees’ retirement savings
● Provide employees with a larger range of investment 

options
● Provide employees with higher contribution limits
● Receive tax credits

Businesses that move quickly will have the advantage. By taking 
steps now to get the best possible plans in place, employers can 
keep their top people over the next few years. They’ll save as 
much as hundreds of thousands of dollars, while also winning in 
a fiercely competitive labor market. 

For more information on the benefits of offering a 401(k) plan to 
your employees, see our blog post or speak with a benefits 
expert at Gusto.

https://www.guideline.com/
https://gusto.com/blog/benefits/state-sponsored-retirement-plans
https://gusto.com/blog/benefits/how-do-i-set-up-a-401k-for-my-company
https://gusto.com/signup/one_page?intent=1
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Proportional Hazards Model 

Using Gusto platform data, we compared the difference in monthly risk of quitting among employees who 
are and are not enrolled in a 401(k) retirement plan through their employer. Our sample included all 
employees who were hired on the Gusto platform since 2020. To reduce potential bias in our results we 
controlled for gender, age, pay, health insurance status, remote work status, managerial status, industry, 
and company size. 

For questions on this research, you can reach out to the Gustonomics team at gustonomics@gusto.com.

Methodology

mailto:gustonomics@gusto.com



