
During uncertain financial times, you might consider taking a loan from your 401(k) account, and research shows that 

up to 50% of participants take multiple loans over their careers.1 While it may be tempting to tap into these assets, 

taking a loan can have significant long-term implications for your income in retirement.

Although past performance is not a guarantee of future results, the following example tells a compelling 

story about borrowing from your 401(k) in an unsettled environment. See below how taking loans 

affected the account balances of three hypothetical participants over a 17-year period.

Taking a loan can impact retirement savings
Hypothetical examples based on potential results from 1/1/09 through 12/31/25
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	 Asset Allocation is an investment strategy that aims to balance risk and reward by apportioning a portfolio’s assets according to 
an individual’s goals, risk tolerance and investment horizon. Diversification is a risk management strategy that mixes a wide 
variety of investments in a portfolio. Rebalancing is the process of realigning the weightings of a portfolio of assets (ADR).

*	For purposes of this comparison, return calculations were based on monthly returns from January 1, 2009 through December 31, 
2025 for the following indices — the S&P 500 Stock Index, which measures the broad US stock market; the Bloomberg US 
Aggregate Bond Index, which measures the US bond market, the MSCI EAFE Index (net), which measures the non-US stock 
market. Index performance does not reflect the deduction of any investment-related fees and expenses. It is not possible to invest 
directly in an index. Asset allocations rebalanced monthly. Pay increases effective 1/1 of the following year. Contributions and match 
made at month-end. The use of a systematic investing program does not guarantee a profit or protect against a loss in declining 
markets. You should consider your financial ability to continue to invest through periods of low prices. Past performance is no 
guarantee of future results.

Keep in mind that no investment strategy, including ADR, can guarantee a profit or protect against a loss. Also, 
all investments carry a certain amount of risk, including the possible loss of the principal amount invested.

Source: SPAR, FactSet Research 
Systems Inc., MFS analysis.

Hypothetical examples are for 
illustrative purposes only and 
are not intended to represent 
the future performance of any 
MFS® product.

Key assumptions:

n  �Age (as of 1/1/2009): 30

n  �2009 salary: $75K

n  �Balance as of 1/1/2009: 
$50,0000

n  �Employee contribution: 
6% of salary

n  �Employer match:  
6% of salary

n  �Asset allocation: 

– 60% US equity

– 20% non-US equity

– 20% US aggregate fixed 
income

n  �Loan repayment terms: 
60 months, starting 
on 2/1/2009. Kate is 
assumed to take out a 
new $25,000 loan once 
each prior loan is paid off 
at 2/1/2014, 2/1/2019 
and 2/1/2024.

n  �Loan interest rate: 
3.25% at 2/1/2009 
and 2/1/2014, 5% at 
2/1/2019 and 8.5% at 
2/1/2024. Based on 
prime rate at those dates.

CASE STUDY: TAKING A LOAN
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By leaving her 401(k) 

account intact, Amra 

benefited from the market 

rebound after the Global 

Financial Crisis in 2008 and 

the compounding of those 

earnings over time.

Actions can cost money 

Kate

Kate’s decision to  
take multiple $25,000 
loans resulted in her 
realizing $67,584  
less than Amra after 
17 years. In addition, 
Kate had to pay 
$19,853 in taxes on 
her loan repayment, 
further affecting her 
outcome.2

Amra

By keeping her 
account intact,  
Amra’s account

  grew off a larger 
asset base

  benefited from the 
market rebound 
after the GFC

  saw more 
compounding of  
new contributions 
and gains

This all led to a higher 
account balance after 
17 years.

Mike

Mike’s decision to 
take a $25,000 loan 
meant that he ended 
up with $30,994 less 
than Amra at the end 
of 17 years. In 
addition, Mike had  
to pay $5,966 in  
taxes on his loan 
repayment, further 
affecting his 
outcome.3

	The investments or strategies you choose should correspond to your financial situation, needs, goals, and risk tolerance. For assistance in determining 
your financial situation, please consult an investment professional.

1 EBRI Issue Brief: How 401(k) Plan Participants Use Loans Over Time. September 12, 2023.
2 Participants typically repay their 401(k) loans with post-tax dollars. In this example, Kate’s hypothetical loan repayments total $88,702. If she had had a 
marginal tax rate of 22%, she would have paid roughly $19,853 in tax on these repayments over the life of the loan.

3 Participants typically repay their 401(k) loans with post-tax dollars. In this example, Mike’s hypothetical loan repayments total $27,120. If he had had a 
marginal tax rate of 22%, he would have paid roughly $5,966 in tax on these repayments over the life of the loan.

	 “Standard & Poor’s®” and “S&P®” are registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”) and Dow Jones is a registered trademark of 
Dow Jones Trademark Holdings LLC (“Dow Jones”) and have been licensed for use by S&P Dow Jones Indices LLC and sublicensed for certain purposes by 
Massachusetts Financial Services Company (“MFS”). The S&P 500® is a product of S&P Dow Jones Indices LLC, and has been licensed for use by MFS. MFS’ 
product(s) is not sponsored, endorsed, sold or promoted by S&P Dow Jones Indices LLC, Dow Jones, S&P, or their respective affiliates, and neither S&P Dow 
Jones Indices LLC, Dow Jones, S&P, their respective affiliates make any representation regarding the advisability of investing in such product(s).

	 Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively 
"Bloomberg"). Bloomberg or Bloomberg's licensors own all proprietary rights in the Bloomberg Indices. Bloomberg neither approves or endorses this 
material, or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be  
obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages arising in  
connection therewith.

Source: MSCI. MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data 
contained herein. The MSCI data may not be further redistributed or used as a basis for other indices or any securities or financial products. This report is 
not approved, reviewed or produced by MSCI.

The views expressed are those of the author(s) and are subject to change at any time. These views are for informational purposes only and should not be 
relied upon as a recommendation to purchase any security or as a solicitation or investment advice from the Advisor. No forecasts can be guaranteed.


