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Introduction 

Ideally, DC plan investment lineups are designed to help achieve adequate retirement income by 
providing diversification of asset classes delivered in an easy to use manner for participants. While the 
concept seems simple, not all plan sponsors have taken the necessary steps to achieve this goal. 
Recent industry research shows that on average DC plan participants use less than five funds1. 
However, this survey shows that the majority of plan sponsors have investment lineups offering three to 
five times that many funds. As DC plan sponsors continue to look for ways to improve the retirement 
outcomes for their participants, many are looking at their investment management practices and the 
current structure of their investment lineups. The below findings investigate the actions plan sponsors 
are taking in regards to menu simplification of their DC plans. 
 
Key findings: 

 More than half (57 percent) of the respondents said the objective of the DC plan is to provide 
the primary source of retirement income for participants. 

 A vast majority of defined contribution participants must choose from an investment menu with 
anywhere from 16 to over 36 funds being offered.  

 In the next 18 months, plan sponsors are likely to make changes that could include 
consolidating the number of funds in the core lineup, adding exposure to non-traditional asset 
classes and changing to custom multi-manager funds. 

 Plan sponsors are considering delegating investment management selection and oversight to a 
discretionary 3(38) provider when making these changes. 

 Plan sponsors are divided as to whether or not a pending global retirement crisis will negatively 
impact the company through an aging workforce and higher employment costs. 

 

 

                                                        
1 How America Saves 2013: A report on Vanguard 2012 defined contribution plan data (June 2013) 

Survey: Defined Contribution Trends 2014 (Part 2) 

Sponsors Focus on Simplifying  

Investment Lineups for Participants 

SEI’s Defined Contribution Research Panel recently completed a survey of executives from 
defined contribution (DC) plan sponsors in the U.S. to gauge their current thinking around 
managing the number of investment options in their plan’s menu. The poll was completed by 285 
executives, representing DC plans ranging in size from $25 million to over $5 billion. The poll was 
conducted in February 2014 and this summary is the second of two parts. The findings below focus 
on participant responses around menu simplification. The first part focused on use of custom target 
date funds (TDFs). If you would like to request a copy of part one or have any questions, please 
email SEIresearch@seic.com.  
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© 2014 SEI 2 

How DC plan lineups could change over the next 18 months 

According to poll results, the change that appears most likely to happen over the next 18 months is the 
increased exposure to non-traditional asset classes in DC plan lineups. Non-traditional or alternative 
asset classes can provide benefits by mitigating risk and potentially enhancing returns for participants. 
However, because of certain challenges alternatives present (lack of liquidity, increased complexities, 
etc.), it is not likely that plan sponsors would offer them as a standalone option within the overall core 
lineup. These asset classes are often introduced to participants as a component within broader, multi-
asset funds, such as target date funds or real asset funds, and thus wouldn’t increase the number of 
funds in the core lineup. 
 
That being the case, while plan sponsors may be adding non-traditional asset classes, this should not 
impact an ongoing trend around the consolidation of funds being offered in plan lineups. Smaller plan 
lineups could help increase overall participation, deferral rates and overall equity allocations. Those are 
some of the factors that continue to drive plan sponsor efforts to increase overall participation and 
engagement in the DC plans. One-fifth of the poll respondents said their organization plans to take this 
step within the next 18 months. 

 

 

 

 

 

 

 

 

 

 

 

 

The poll results show that some organizations (13 percent) are changing to custom, multi-manager 
funds over the next 18 months. Plan sponsors have had increased interest in multi-manager funds as a 
way to increase diversification not just on an asset class level but on a manger level. This also reduces 
administrative burden since manager changes are done seamlessly within the funds, with no disruption 
to participants or blackout periods. In addition, costs in the plan could potentially be reduced from 
greater economies of scale, the ability to mix active and passive, and the use of institutional vs. retail 
managers. 

 

 

 

How likely is it that your organization makes any of the following changes to the DC plan 
within the next 18 months? 
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Number of funds in DC plan lineups 

More is not necessarily always better. Many DC plan sponsors are coming to this conclusion as they 
examine the current state of their investment options in their plan and consider consolidation. Over the 
years, the proliferation of mutual funds and the ability to easily add these funds to DC investment 
menus has resulted in a high number of options available to participants. In some instances, plans offer 
duplicate or similar asset classes from different investment management firms. Most plan sponsors (81 
percent) now offer a series of target date funds which has only increased the overall number of funds 
available. The below chart shows the number of funds currently offered in DC plan lineups.  

 
More than two-thirds (67 percent) of the poll participants said there are 16 or more funds offered in their 
DC plan lineup. When plan size was factored, more plans under $500 million in assets (75 percent) had 
16 or more funds when compared to their larger counterparts over $500 million (64 percent). More than 
one-quarter (27 percent) of those respondents offering 16 or more funds in their lineup said it was 
somewhat likely that they consolidate the fund lineup in the next 18 months. Less than 10 percent of 
those with 15 or fewer funds said that was the case. 

Rarely does a high number of funds result in participant being in a position to succeed. Participants 
might attempt to diversify by using all of the options made available to them, resulting in less than 
optimized asset allocations. Or, participants might be overloaded with choices, thus electing status quo. 
In fact, past industry research provides evidence of a decline of participation rates as a function of 
number of funds offered increasing2. Plan sponsors can offer a lot fewer funds and effectively cover the 
full range of institutional asset classes. An example of a simplified lineup would include the following 
asset classes:   

 Large cap U.S. equity 

 Small/Mid cap U.S. equity 

 International equity (including developing markets) 

 Fixed income (including emerging market debt, high yield, structured credit, etc.) 

 Real assets (commodities, REITs, direct real estate, etc.)  

 Target date series 

                                                        
2
 Mitchell and Utkus. Pension Design and Structure New Lessons from Behavioral Finance. Oxford Press. 2004. 

How many funds are in your organization’s DC plan lineup (please count each fund in your 
target-date fund series as an individual fund)? 
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Fiduciary Management structure 

Because employees are often limited to the investment options selected by DC plan sponsors, these 
investment decisions are critical and may expose sponsors to risk if they do not meet the standard-of-
care required. Less than one-third (29 percent) of those offering 16 or more funds said that a measure 
of investment success is to “evaluate if projected participant income replacement ratios are being met 
at retirement.” It appears a number of plan sponsors are not only offering a high volume of funds, but 
are doing so with minimal focus on whether or not those funds are contributing to the goal of providing 
adequate retirement income.  

The Employee Retirement Income Security Act of 1974 (ERISA) provides a set of standards of conduct 
requiring retirement plan fiduciaries actions to build plans that are “solely in the interest of the plan's 
participants and beneficiaries.”  The expectation of ERISA is that DC plan sponsors diversify their 
plan's investments in order to minimize the risk of large losses and structure the plan in a way that 
helps participants have sufficient retirement income. If participants are offered an overcomplicated fund 
lineup, some might elect not to participate or make poor decisions. The plan sponsor’s fiduciary 
responsibilities could potentially be called into question.  

In addition, an oversaturated plan lineup could make it even more difficult for plan sponsors to meet 
oversight and due diligence requirements. The most basic plan lineups can prove challenging from a 
fiduciary perspective when it comes to manager oversight. Plans offering a high number of options 
obviously result in more money managers and subsequently more oversight requirements.  

In the wake of recent litigation against plan sponsors, more are looking to mitigate overall fiduciary 
liability. When reviewing strategies for overseeing plan investments, many plan sponsors are 
considering hiring an investment manager that serves as a fiduciary as defined by ERISA Section 
3(38). Per ERISA 3(38), a plan sponsor can delegate the responsibility of selecting, monitoring and 
replacing of investment managers to an outside investment manager that is a bank, an insurance 
company, or a registered investment adviser (RIA) subject to the Investment Advisers Act of 1940. 
Nearly half (42 percent) of the poll participants said they would consider delegating investment 
manager selection and oversight to a discretionary 3(38) investment fiduciary. Of that group, almost 
half (40 percent) said they would delegate the “entire investment menu” while nearly one-third (28 
percent) said they would use “broad multi-manager options within a simplified investment lineup.” 

Of those who said they would consider delegating investment manager selection and 
oversight to a discretionary 3(38) investment fiduciary, how would they utilize? 

 

 

 

 

http://www.seic.com/enUS/institutions/12939.htm?cmpid=instusDCpollPDFQ214-2
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Impact of potential retirement crisis 

As the generation born post World War II moves into retirement, debate has begun around whether or 
not the world faces a potential retirement crisis. In the U.S., as the “Baby Boomers” retire, the 
percentage of the total population over the 
age of 65 is expected to increase from 13 
percent in 2010 to 19 percent by 20303. 
This would mean as much as a fifth of the 
U.S. population could be past retirement 
age by 2030.  If that group is without 
enough savings to generate sufficient 
retirement income, there definitely could 
be a retirement crisis. With more than half 
(57 percent) of the respondents saying the 
objective of the DC plan is to provide the 
primary source of retirement income for 
participants, it is clear these plans will play 
a huge part in determining whether or not 
a crisis actually occurs. 
 
An inadequate amount of savings would 
result in employees working beyond 
retirement age. This subsequently could 
impact U.S. businesses in a number of 
ways. Poll participants were asked 
whether or not they felt this was the case 
and the graphic to the right shows those 
results were relatively split. 
 
While the role of the DC plan in avoiding a potential crisis is already clear, that importance could 
potentially grow if a crisis continues to materialize. 

Conclusion 

At a time when plan sponsors are dedicated to improving participation rates, a high number of 
investment options can have the opposite impact. As plan sponsors look to create more efficient and 
simplified lineups, a variety of options will be considered. Within the next year and a half, some of these 
changes will take place as a significant number of plan sponsors implement menu simplification 
strategies. This survey suggests that more plan sponsors are considering adding alternative 
investments as well as using custom multi-manager funds. In addition, use of an outside 3(38) fiduciary 
to select money managers and negotiate institutional fees could be on the rise. The survey respondents 
identified a couple of different uses of the 3(38) model, including for the entire investment lineup or for a 
simplified menu option within a single asset class.  

Any questions on this poll or for more information around SEI’s defined contribution services 
email SEIResearch@seic.com or call 1-866-680-8027. 

This information is for educational purposes only. Not intended to be investment, legal and/or tax advice. Please consult your financial/tax 
advisor for more information. Information provided by SEI Investments Management Corp., a wholly owned subsidiary of SEI Investments 

Company. ©SEI 2014 

                                                        
3
 Vincent, Grayson K. and Victoria A. Velkoff, 2010, THE NEXT FOUR DECADES, The Older Population in the United States: 2010 to 2050, 

Current Population Reports, P25-1138, U.S. Census Bureau, Washington, DC. 

Do you feel the pending retirement crisis will 
negatively impact your company through an aging 

workforce and higher employment costs? 
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