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US Retirement System 
Long Term Shift From Defined Benefit to Defined 
Contribution

1Defined contribution plans include private employer-sponsored defined contribution plan (including 401(k) plan), 403(b) plan, and 457 plan assets.
2Government pension plans include federal, state, and local pension plans. Federal pension plans include U.S. Treasury security holdings of the civil service retirement and 
disability fund, the military retirement fund, the judicial retirement funds, the Railroad Retirement Board, and the foreign service retirement and disability fund. These 
plans also include securities held in the National Railroad Retirement Investment Trust and Federal Employees Retirement System (FERS) Thrift Savings Plan (TSP).
3Annuities include all fixed and variable annuity reserves at life insurance companies less annuities held by IRAs, 403(b) plans, 457 plans, and private pension 
funds (including 401(k) plans).
4Estimated
Source: Investment Company Institute, The US Retirement Market, Third Quarter 2009, Federal Reserve Board, National Association of Government Defined Contribution 
Administrators, American Council of Life Insurers, and Internal Revenue Service Statistics of Income Division
Note: Components may not add to the total because of rounding.
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Pension Protection Act of 2006 — Defined Contribution Elements
• Qualified Default Investment Alternative
Investment fund or model portfolio designed to provide both 
long-term appreciation and capital preservation through a 
mix of equity and fixed income exposures. Options include
— Target Date Fund
— Balanced Fund (including Target Risk)
— Managed Account

Implications
• Auto-enrollment
• Auto-escalation
• Move from member to professional asset allocation

Pension Protection Act of 2006
The Act and Its Implications
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Defined Contribution 
Experience in the US

What Has Not Worked What We Can Do Better

Opt In

Target Risk

Participant 
Investment Education

What Has Worked

Opt Out

Target Date

Bundling Investment 
Solutions

Income

Managing Volatility

Auto Escalation
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Opt in — low participation rates of Defined Contribution 
plans in the 1970s — 1990s
• Delay taking action
• I’ll save next year
• Defined Contribution plans don’t work

Member directed investment menu
• Great presentation — but what should I do
• The scatter plot — equity versus age

Target risk — low utilization
• What color is my parachute
• What day is it, what time is it
• When did I grow old

US Defined Contribution Market
What Has Not Worked
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US Defined Contribution Market
Automatic Enrollment Just Beginning to 
Catch on
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Source: Profit Sharing Council of America, 52nd Annual Survey, 2008 Data
The 52nd Annual Survey reports on the 2008 plan year experience of 908 plans.
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US Defined Contribution Retirement Market
Target Date and Target Risk Fund Assets Continue to 
Grow Rapidly
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Target Risk Funds Target Date Funds

Target Date and Target Risk Fund Assets
Employer-Sponsored Defined Contribution Plans

*In 1997 target date assets were less than $1 billion.
Note: a target risk fund maintains a predetermined risk level and generally contains “conservative,” “aggressive,” or 
“moderate” in the fund’s name. A target date mutual fund is a hybrid fund that typically rebalances to an increasingly 
conservative portfolio as the target date of the fund (mentioned in its name) approaches.
Source: Investment Company Institute; Research Fundamentals June 2009
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US Defined Contribution Market
The New Standard in Plan Design

Tier 1: Target Date

Tier 2: Core (Passive/Active Blend)

Tier 3: (Optional) Self-directed brokerage account or mutual fund window

Funds get more
conservative as
they draw closer
to retirement

Large Cap

Age

Small Cap International Bond/Income
Money Market/
Stable Value Non-Core
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US Defined Contribution Market
DC Plan Design Trends

Ten Years Ago Today

Self-direction Target date and 
member advice

Mutual funds Commingled pools and 
separate accounts

Pension 
administrator only Multi-manager

Core assets Some non-core assets
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Opt out
• Few Defined Contribution members reverse their
participation status and opt out suggesting that most
employees do not object to saving for retirement*

Target date
• 39% CAGR over 6 years**

Combining menu options to simplify core
• Value + Core + Growth
• Small Cap Capitalization + Mid Capitalization
• Barclays Aggregate + High Yield + Emerging Markets Debt
• Inflation Linked Bonds + Commodities + Precious Metals + 
Natural Resource Related Equities

US Defined Contribution Market
What Has Worked

*Choi, Laison, Madrian, and Metrick (2001)
**Investment Company Institute; US Retirement Market Third Quarter 2009
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Improved savings rates — auto escalation 
and higher default rates

Managing volatility to smooth member 
experience

Income — annuities
• Guaranteed Minimum Withdrawal Benefit
• Deferred Annuities for Longevity

US Defined Contribution Market
What We Can Do Better
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Plan design a sponsor/trustee can implement to avoid
non-discrimination testing

Automatic enrollment at 3% minimum AND

Auto escalation at 1% per year, with resulting member 
contribution minimum of 6% and maximum of 10%

AND

Employer matching contribution formula of 100% of 1st 1% 
and 50% of next 5% of member contributions OR

Employer non-elective contribution of 3%

US Defined Contribution Market
Pension Protection Act: Plan Design
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Stable Value

Company Stock

Inflation-Linked Bonds

High Yield

Emerging Markets Debt

US Defined Contribution Market
Investment Line Up — Future Asset 
Allocation

Emerging Markets Equity

Non-US Equity

Real Estate

Commodities
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Money Market/Stable Value
Bond/Income
Large Cap — Active
Large Cap — Passive
Small Cap — Passive
Small Cap — Active
International
Non-Core

US Defined Contribution Market
Future Plan Design: The Ultimate End 
Game?

Custom Target Date

Mutual Fund Window
Age

Funds get more 
conservative as they 
draw closer to retirement
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Disclosure
Wellington Management Company, LLP is an independently owned, SEC-registered Investment 
Adviser that, along with its subsidiaries and affiliates (collectively, Wellington Management), 
provides investment management and investment advisory services to institutions around the 
world. Located in Boston, Massachusetts, Wellington Management also has offices in: Chicago, 
Illinois; Radnor, Pennsylvania; San Francisco, California; Beijing; Hong Kong; London; 
Singapore; Sydney; and Tokyo.    

This material is prepared for, and authorized for internal use by, designated institutional and 
professional investors and their consultants or for such other use as may be authorized by 
Wellington Management Company, LLP or its affiliates.This material and/or its contents are 
current at the time of writing and may not be reproduced or distributed in whole or in part, 
for any purpose, without the express written consent of Wellington Management. This 
material is not intended to constitute investment advice or an offer to sell, or the solicitation 
of an offer to purchase shares or other securities. Investors should always obtain and read an 
up-to-date investment services description or prospectus before deciding whether to appoint 
an investment manager or to invest in a fund. Any views expressed herein are those of the 
author(s), are based on available information, and are subject to change without notice. 
Individual portfolio management teams may hold different views and may make different 
investment decisions for different clients.

As of January 2010
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Disclosure

As of January 2010

In the UK, this material is provided by Wellington Management International Ltd, a firm 
authorized and regulated by the Financial Services Authority (FSA). This material is directed 
only at persons (Relevant Persons) who are classified as eligible counterparties or professional 
clients under the rules of the FSA. This material must not be acted on or relied on by persons 
who are not Relevant Persons. Any investment or investment service to which this material 
relates is available only to Relevant Persons and will be engaged in only with Relevant 
Persons. Persons residing in Austria, France, and Germany are directed to contact only the 
Managing Director at Wellington Management International Ltd in the United Kingdom for 
further information.

In Hong Kong, this material is provided by Wellington Global Investment Management Limited, 
a corporation licensed by the Securities and Futures Commission to conduct Type 1 (dealing in 
securities), Type 4 (advising on securities), and Type 9 (asset management) regulated 
activities, on the basis that you are a Professional Investor as defined in the Securities and 
Futures Ordinance. By accepting this material you acknowledge and agree that this material is 
provided for your use only and that you will not distribute or otherwise make this material 
available to a person who is not a Professional Investor as defined in the Ordinance.  

In Singapore, Wellington Management conducts its financial services business through 
Wellington International Management Company Pte Ltd (Registration Number 199504987R).



IAPF DC Conference: 13th May 2010 www.iapf.ie

®

Disclosure
In Australia, Wellington International Management Company Pte Ltd (WIM) has authorized the 
issue of this material for use solely by wholesale clients (as defined in the Corporations Act 
2001) of WIM or of any of its related bodies corporate, or by wholesale clients who are 
considering investing in funds of which WIM or any of its related bodies corporate is an 
investment manager. By accepting this material, a wholesale client agrees not to reproduce or 
distribute any part of the material, nor make it available to any retail client, without WIM’s 
prior written consent. Wellington Management Company, LLP is exempt from the requirement 
to hold an Australian financial services licence (AFSL) under the Corporations Act 2001 in 
respect of financial services, in reliance on class order 03/1100, a copy of which may be 
obtained at the web site of the Australian Securities and Investments Commission, 
http://www.asic.gov.au. The class order exempts a registered investment adviser regulated by 
the SEC, among others, from the need to hold an AFSL for financial services provided to 
Australian wholesale clients on certain conditions. Financial services provided by Wellington 
Management Company, LLP are regulated by the SEC under the laws and regulatory 
requirements of the United States, which are different from the laws applying in Australia.

In Japan, Wellington International Management Company Pte Ltd has been registered as a 
Financial Instruments Firm with registered number: Director General of Kanto Local Finance 
Bureau (Kin-Sho) Number 428. WIM is a member of the Japan Securities Investment Advisers 
Association (JSIAA) and the Investment Trusts Association, Japan (ITA).

©2010 Wellington Management Company, LLP. All rights reserved.

As of January 2010
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Thank You

Jim Sia
Wellington Management Company, LLP
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