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The Good and Bad News of QDIAs

The Good News:
● Qualified Default Investment Alternatives are powerful (inertia)
● Target date funds dominate the QDIA space. 

– They are the default in 88% of DC plans*.
– They are a clear improvement over previous defaults such as stable 

value, but . . . 

Source: 2017 Callan DC Trends Survey
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The Good and Bad News of QDIAs

The Bad News:
● They are very blunt instruments. 

– Dame Helen Mirren and Nick Nolte in 
the same target date fund?
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Drivers of the Next Generation: 
One Size Doesn’t Fit All

Which glide path is “right” for this plan:
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Which Glide Path is the Best Fit?
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Evolving to Meet the Need
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Managed Account Alternatives

● Managed accounts typically:
– Are offered by an independent third party that provides online advice
– Use the same investment methodology, features, etc. as for online 

investment advice
– Are geared for do-it-for-me investors, as the provider implements the 

advice by taking discretionary control of the participant’s account
– Are paid for via an asset-based fee deducted from participant 

accounts
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Managed Account Alternatives

● Providers are investment managers under section 3(38) under 
ERISA

● The guidance provided by the advisor typically incorporates a 
participant’s total financial picture, including non-retirement 
assets, spousal assets, etc.

● Target date funds and managed accounts may compete to act as 
the plan’s QDIA, but they can also be offered side-by-side in a plan
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Managed Accounts as a QDIA

● Managed accounts are the QDIA for only 2.5% of plans 
● However, 35.7% of plans offer managed accounts 

– Typically presented as a side-by-side solution along with the QDIA

Source: 2017 Callan DC Trends Survey
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Managed Account Innovations

● Innovations and forays for market share include:
– Several risk-profile flavors from the same providers
– Active and passive versions of managed accounts
– Use of funds outside of the lineup
– High touch support
– Advice on drawing down income through retirement
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Learnings from Managed Accounts

● Callan asked four of the largest 
managed account providers to 
recommend portfolios for 
hypothetical participants

● All were assumed to be in the 
same hypothetical DC plan which 
offered a range of equity and 
fixed income funds

● The funds are well-known, top 
performers, with reasonable 
expenses

Source: Callan’s DC Observer
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Are All 25 Year Olds Created Equal?

Variations for age 25 participants included:
– Salary growth rates
– Availability of pensions plans
– Contribution rates

– High contribution rate
– Pension
– Higher salary increases

– Low contribution rate
– Pension
– Higher salary increases

– High  contribution rate
– No pension
– Lower salary increases

Source: Callan’s DC Observer

1 2 3
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Variations in Equity Allocations for 25 Year Olds

● Across providers there was very little variation in equity allocations:
– By provider: Ranged from 87% to 

97% equities
– By scenario: Ranges varied as 

little as 0% and as much as 11%

Percent of Equity 
Allocation Recommended 
Across Various 25-Year 
Participant Scenarios

Source: Callan’s DC Observer

Age 25 25 25

Provider A 87% 87% 87%

Provider B 97% 97% 97%

Provider C 94% 94% 92%

Provider D 98% 98% 87%

1 2 3
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What About Older Workers?

Callan then asked the four managed account providers to recommend 
portfolios for 45 year old workers:

Participant 4 is 45 years old with a pension plan and a large 
amount of outside assets (modeled as fixed income)

Participant 5 is 45 and has no outside 
wealth or pension plan

Participant 6 is 45 and has no outside wealth or pension plan, but 
has 75% of his balance in employer stock

Source: Callan’s DC Observer

6

4

5
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Not All 45 Year Olds are Created Equal

Variations were significant across scenarios, as shown by the response 
from Vendor B:

80% equity to 
offset outside 
fixed income 
and pension 
income.

65% equity 
reflecting no 
other pools of 
assets.

15% equity to 
offset large 
company stock 
allocation.

Source: Callan’s DC Observer

64

5
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Future of Managed Accounts as QDIAs?

● Address financial differences 
between younger and older 
workers using two different 
QDIA options for plan 
participants based on age 
– Prior to age 55, participants have 

a single glide path
– After that, older participants 

have “dynamic” glide paths fit 
their more diverse financial 
situations
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Dynamic QDIA Pros and Cons

Cons:
• An emerging solutions that is not fully 

“baked” across recordkeepers.
• The solution is only as good as the 

data: record keepers may only be able 
to provide some of the data required to 
customize the dynamic QDIA glide path.

• Truly customized glide paths can require 
participant input: participants may not  
provide required data. 

• Finally, need to evaluate the value 
relative to any additional costs.

Pros:
• By getting a more complete look at an 

individual’s circumstances, a provider can 
build a more customized asset allocation.

• An elegant solution that creates “multiple 
glide paths” for heterogeneous participant 
bases.

• For older workers with divergent 
circumstances (outside assets, home 
ownership, expected Social Security, 
bequest needs, etc.) this is especially 
useful.
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Not All Dynamic QDIAs will be Created Equal

Variations of equity allocations by vendors require plan sponsors to 
evaluate the quality of the asset allocations being generated. 

Source: Callan’s DC Observer

Age 45 45 45

Provider A 70% 70% 70%

Provider B 80% 65% 14%

Provider C 77% 75% 0%

Provider D 98% 79% 78%

High 
company 
stock 
allocation

No other 
pools of 
assets

Outside fixed 
income and 
pension 
income

64 5
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Variance in Asset Allocation Models Used

Most asset allocations models start with mean-variance optimization, but 
approaches vary. For example: 

● Capital market assumptions may be forward-looking or historical. 

● Target retirement income replacement rates may vary

● Services may incorporate participant-supplied risk preferences or use inputs 
solely from the recordkeeping system. 

● Model portfolios may be used, or portfolios may be derived dynamically from an 
efficient frontier. 
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Variance in Fund Selection Process

Question to ask about dynamic QDIA fund selection include: 

● How are funds “bucketed” into asset classes?

● Which asset classes are modeled and which are not (e.g., will real return funds 
be ignored)?

● How is future fund performance estimated (e.g., some providers consider alpha, 
while others do not)?
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The Retirement Conundrum: Policies on
Retaining Post-Employment Assets 

*Multiple responses were allowed. 
Sources: 2017 Callan DC Trends Survey
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What is the plan’s retiree/ 
terminated assets policy?
Retain: economies of 
scale, paternalism
Do not retain: Focus on 
current employees

Determining a Policy on Post-Employment Assets

How do plan investments 
support the policy:
- Stable value
- Brokerage window
- Guaranteed income 

options
- Managed accounts
- Other drawdown 

solutions

How does the plan’s design and 
delivery support the policy: 
Cash-out policies, allowance for 
partial distributions, 
installments, roll-ins. 

How do education/communication efforts support the policy:
- Targeted communication
- Pre-retirement workshops
- Online solutions
- Call center scripts
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Annuities: 
Regulatory Support is Strong, and Yet . . . 

DOL and Treasury issue RFI—
Lifetime Income

Senate Special Committee on 
Aging holds hearing on 
turning retirement savings 
into lifetime income

Senators Jeff Bingaman, Johnny 
Isakson, and Herb Kohl re-
introduced the Lifetime Income 
Disclosure Act

GAO issues report Ensuring 
Income Throughout Retirement 
Requires Difficult Choices

Rep. Richard Neal introduces a bill 
facilitating portability of annuities 
in DC plans

United Technologies adds income 
solution to its target date fund

EBSA issues ANPR on inclusion of retirement 
projections on DC benefits statements

Lifetime Income Disclosure Bill translates 
assets into income on participant statement 

SAFE Retirement Act (with annuities) 
proposed by Senator Orrin Hatch

Treasury issues final regulations facili-
tating the use of longevity insurance 
(QLACs) in qualified DC plans

IRS releases guidance that expands 
the use of deferred annuities in TDFs

4.6% of plans offer 
an in-plan annuity, 
according to 
Callan’s 2016 DC 
Trends Survey

2015

2014

2013

2012

2011

2010

Sources: 2017 Callan DC Trends Survey
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Annuities: The Promise

Sample Brochure Descriptions for Accumulation-Phase, 
In-Plan Annuities
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Annuities: The Reality
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Plan Sponsor Reasons for Not Offering Annuities 
Le

as
t 

M
os

t

(5=Most important)

Unnecessary or Not a Priority  3.7

Uncomfortable/unclear about fiduciary implications 2.8

Too costly to plan sponsors/participants  2.5

No participant need or demand  2.5 

Uncomfortable with available products 2.3

Too administratively complex 2.2

Availability of DB plan 2.1 

Sources: 2017 Callan DC Trends Survey
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Why In-Plan Annuities Are Stalling

● Product designers are stuck between a 
rock and a hard place
– Plan sponsors are reluctant to offer in-

plan annuities until there is an ERISA 
safe harbor

– Recordkeeper support of annuity 
products is spotty: Only a handful 
support in-plan annuities as part of the 
custom TDF

– Participants rarely elect to annuitize: 
fear illiquidity, discount future income

– Annuities are expensive due to low 
interest rates

In-Plan Annuities Available from 
Recordkeepers (among those 
offering)

Proprietary GMWB (3 of 7)

Non-Proprietary GMWB (2 of 7)

Proprietary Deferred Income 
Annuity (1 of 7)

Non-Proprietary Deferred 
Income Annuity (1 of 7)

Source: Callan’s DC Observer;  Schaus, Bernartzi, Thaler
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Current State of Product Development: GMWBs

XYZ Guaranteed Minimum Withdrawal Benefit Product
Account value
Income base

GMWBs typically 
have: 
– A guaranteed rate of 

withdrawal supported 
by an annuity (e.g., 4–
5%)

– An annual ‘high water 
mark’ where the 
guaranteed base can 
rise depending on 
market conditions.

Source: Callan’s DC Observer
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What Is the Guarantee Anyway? 

To illustrate the potential value of these products, Callan modeled a 
GMWB with the following features: 
● Starting account balance of $100,000 at age 45
● Contributing $3,000 annually toward retirement
● Investment in the GMWB target date fund begins at age 55
● Fees for the GMWB add 90 basis points in fees for the annuity 

feature
● Retirement begins at age 65, with 4% annual withdrawals
● Callan Capital Market Projections are used to forecast long-term 

returns and volatility
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What Is the Guarantee Anyway? . . . Results

● Annuity only kicks in when account 
value is depleted

● At age 65, a participant has paid 10 
years of annuity fees and needs 2 
years of annuity payments to break 
even

● Participant actions (e.g., large 
withdrawals) can reduce/eliminate 
the value of the guarantee

● Fees can be raised by the annuity 
provider with just 30 days’ notice, 
in many cases

Source: Callan
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The Promise of QLACs

● Hedge against longevity risk
● Exempt from RMD rules*
● Can facilitate more aggressive asset allocation
*The premium must be less than $125,000 or 25% of balances, and the payments may begin no later than age 85
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“We have had conversations 
on how [in-plan QLACs] might 
work if a client decided to do 
so, but there are many 
unanswered questions about 
the actual participant 
experience, flow of 
information, paperwork,
money flow, and tax 
reporting.”

The Reality of QLACs

In a sample of recordkeepers 
surveyed by Callan:
● None supported in-plan QLACs
● Several reported supporting 

QLACs as rollover solutions 
through annuity marketplaces 
such as Hueler Income Solutions 
or Cannex.

Source: Callan’s DC Observer
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Rollover Solutions: Sample Managed Payout Funds

Provider Type Target Payout Payout 
Frequency

Fund A Retirement Income Series
Conservative: 2.5%–3%
Moderate: 2.75%–3.5%
Enhanced: 3%–4%

Monthly

Fund B Managed Payout Fund 4% Monthly

Fund C Monthly Income Funds
Moderate: 1–3%*, 3–6%** 
Enhanced: 1–4%*, 4–7%**
Maximum: 1%–5%*, 5–8%**

Monthly

*Low Int. Rates, **High Int. Rates
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How are These Funds Invested?
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Whatever the Solution 
Plan Design Needs to Catch Up

Retirement Distribution Options
Partial 

distributions
Installment 

options

Prevalence 60.1% 59.2%

Annuity as a form of distribution payment  

Managed accounts/ drawdown modeling services  

In-plan guaranteed income for life product  

Annuity placement solutions  

Longevity insurance/QLAC  
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Conclusions

● QDIA evolution is focusing on those near or in retirement.
● Providers are exploring ways to “marry” target date funds 

and managed accounts.
● Retirement income solutions remain an area of product 

development, but there is no panacea yet.
● A good first step is for plan sponsors to examine their plan 

demographics to determine the need.
● Plan sponsors should also develop a post-retirement policy 

for their participants.
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