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N
ew research and fresh insights are helping sponsors 
of qualified retirement plans address the key 
challenges facing their participants: increasing 
savings rates, constructing an appropriate  
portfolio and translating those assets into a steady 

income stream.
For sponsors of 401(k)s and other defined contribution 

(DC) plans, a growing number of customized solutions 
are available to address the varying financial needs of 
participants. Meanwhile, employers with defined benefit (DB) 
pension plans are weighing strategies to address their long-
term liabilities while maintaining attractive benefits programs.

“Best practices for both DC and DB plan sponsors 
include transparency and vigilant risk management,” says 
Doug Kinney, Executive Vice President, Client Relations 
and Product Development, Bentall Kennedy, a Sun Life 
Investment Management Company. “Since DB plans closely 
monitor individual investments and already have a keen eye 
on these two practices, DC plans will need to continue to 
increase sophistication of oversight and diligence to achieve 
similar performance.” 

In the DC sector, sponsors should take a careful look at 
the foundations of their plans, says Lorie Latham, Senior 
Defined Contribution Strategist, T. Rowe Price. “Every DC 
plan sponsor is unique. We encourage them to integrate 
design, governance, participant engagement and investment 
oversight in order to develop plans that align to objectives 
and best position participants for the most successful 
outcomes.” 

Latham says sponsors should ask these basic questions: 
Is this a primary retirement vehicle for participants or a 
supplemental one? Is the goal to accumulate participants’ 
assets to retirement or take them into retirement? Do you 
want to retain retirees’ assets in the plan or disburse them? 
How does the DC plan fit into the organization’s total benefits 
program? How do you define risk, such as market volatility, 
inflation and longevity?

“Answering these questions brings greater clarity to the 
retirement planning process, and can lead to better decision-
making for both sponsors and participants,” says Latham.

EXAMINING THE PARTICIPANT JOURNEY
From enrollment to asset accumulation, and to retirement 
and beyond, DC plan sponsors are looking more closely at 
every step of the participant journey and experience. “A big 
part of that is communications — knowing how to engage 
participants at the right time and place to encourage them 
to take action,” Latham says. “For example, Millennials 
contending with debt might require a different engagement 
profile than baby boomers entering into early retiree phase.”

As part of the change in communications, many sponsors 
are using modeling tools to help retirees translate their 
current balances into potential income streams — a step that 
could spur low savers into increasing their contributions. 

A growing number of employers are helping workers 
with financial issues that go beyond retirement plans. 
According to the Aon Hewitt January report, “2017 Hot 
Topics in Retirement and Financial Wellbeing,” 92 percent 
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of employers surveyed said they were likely to create or 
expand their financial wellbeing initiatives. “Five years ago, 
financial wellbeing was a buzzword. Now, employers are 
building it into their programs,” says Rob Austin, Director of 
Retirement Research, Aon Hewitt. 

Another best practice for many DC plans is providing 
plan participants with access to financial planners, 
including voice, video and face-to-face conversations. 
“There are so many individual variables in retirement 
planning,” says Austin. “For instance, does a participant 
also have access to a DB plan? Is she married or single? 
How many children does a participant have? All these 
factors impact a participant’s financial situation, so it’s 
difficult to have the same approach for everyone.”

Sponsors are also looking beyond a participant’s 
retirement to look at issues such as inflation and longevity 
risks. “In the past 16 years, we have seen increased concern 
over income, longevity and inflation risks,” says Wyatt Lee, 
Portfolio Panager, Retirement Date Strategies, T. Rowe 
Price. “That often means including growth assets in a 
retirement portfolio, rather than simply playing defense with 
conservative asset strategies. We know that retirement is not 
the end of the game, and higher equity allocations can help 
address those risks.” 

NEW OPTIONS IN DC PLAN DESIGN
To meet their objectives, DC sponsors have a growing 
number of options in plan design. In the current low-
yield environment, DC plan sponsors need to broaden 
their search for assets, says Kinney. Real estate is one 
option to consider, since it offers the possibility of capital 
appreciation as well as income, he adds. 

Both sponsors and service providers are looking at ways 
to improve target date funds (TDFs) that offer a balanced 
asset allocation mix for participants. As a participant nears 
retirement age, the TDF’s glide path typically becomes more 
conservative with more fixed-income securities. 

Today, there are more than 60 off-the-shelf TDF offerings, 
giving plan sponsors a much broader choice in terms of 
glide paths, asset class diversification, active versus passive 
strategies and bundled or custom products. “We have seen 
solid growth in both TDF assets and participant usage in 
the past decade, and this is likely to 
continue,” says Lee. 

Lee says T. Rowe Price’s data 
shows that TDFs do improve asset 
allocations and outcomes. Individuals 
on their own tend to invest at the 
extremes, holding too much cash or 
all equities. He adds that TDFs are a 
behavioral solution to this investment 
problem, and lead to improved 
portfolio performance. 

However, Austin cautions that 
even through TDFs are designed as 
an “all-in investment,” the company’s 
research shows that most participants 
include other types of assets in their 

portfolios. That indicates participants need more education 
on the role of TDFs.

In addition to educating participants, plan sponsors are 
taking a closer look at designing TDF glide paths, such as 
addressing risk tolerances and long-term investment goals. 
“Sponsors of large plans often cite their demographics as a 

reason to consider custom glide paths 
within TDFs,” says Jim Tzitzouris, 
Director of Asset Allocation Research, 
T. Rowe Price. “But other considerations 
should have an even stronger influence. 
Deciding on the appropriate percentage 
of equities is one of the key issues in 
shaping a glide path to achieve the 
desired retirement outcomes.” 

Reflecting on the wide variety of 
options in DC design and structure, 
Latham says, “We don’t believe  
there is a single right answer. Instead, 
sponsors can look at a solution  
set that meets their participants’ 
specific needs.”  
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Defined benefit (DB) plans are still an important 
sector of the retirement marketplace. In fact, a recent 
study by the National Institute on Retirement Security, 
"Pensionomics 2016," found that nearly $520 billion 
in pension benefits were paid to 24.3 million retired 
Americans in 2914.

One of the key reasons employers in both the 
public and private sectors are shifting away from 
pensions is the difficulty in achieving sufficient 
returns from their investments to cover their future 
payouts to retirees. Fortunately, the strong post-
election financial markets had a positive impact on 
their funding ratios. In its Pension Funding Index 
(PFI), which analyzes the 100 largest U.S. corporate 
pension plans, Milliman reported a $9 billion gain 
with an overall 81.6 percent funding status.

Regardless of short-term financial results, many 
employers looking at "de-risking" strategies to take 
those pension plan liabilities off their books. "Lump 
sum windows were popular for several years, but 
employers realize their plans are at the mercy of 
individual decisions," says Rob Austin, Director of 
Retirement Research, Aon Hewitt. "Now, we are seeing 
a greater interest in settling their liabilities with annuity 
purchases through an insurance company. Our survey 
indicated about 28 percent of companies plan to 
purchase annuities this year. That’s about 10 percent 
higher than in the past few years.”  

TRENDS IN DEFINED BENEFIT PLANS

A GROWING NUMBER  
OF CUSTOMIZED  
SOLUTIONS ARE 
AVAILABLE TO 

ADDRESS THE VARYING 
FINANCIAL NEEDS OF 

PARTICIPANTS



I
n a recent interview at his office in Chicago, Doug 
Kinney, Executive Vice President, Client Relations and 
Product Development at Bentall Kennedy, discussed the 
growing role of daily value private equity real estate in 
defined contribution (DC) pension plans. 

We didn’t hear much about daily value private equity real 
estate funds as part of DC pension plan investments 10 
years ago. Why has that changed?
The emergence of these funds in the DC space has been 
driven by two things: the search for yield in a low-rate 
environment, and the development of daily valuation 
methods for real estate. The daily value fund industry 
was still in its nascent stages 10 years ago. The level of 
sophistication and standardization regarding daily value 
private equity real estate funds has increased significantly 
since then. (See Exhibit I.)

What benefit do these funds offer to DC pension plan 
investors?
Private equity real estate offers a couple of key benefits. First, 
it has a low correlation to equities and bonds, so there’s an 
important diversification benefit. Second, this asset class 
offers attractive risk-adjusted returns for multi-asset class 
funds, so it can enhance returns of these portfolios without 
materially changing the risk profile. And with daily valuations, 
it means that DC pension plans now have access to an asset 
class that was historically valued quarterly at best, and had 
limited liquidity. These funds change all that. 

It’s also important to note that, we may eventually see 
these funds as stand-alone investments. Currently, daily 
value private equity real estate funds are primarily being 
used as a diversifier in target date funds or other multi-
asset class strategies. 

How do private equity real estate funds differ from REITs?
REITs offer ownership in a real estate operating company 
— and are subject to market volatility. In contrast, private 
equity real estate funds offer direct ownership in real estate 
assets, and typically have lower volatility and returns based 
on income and appreciation from property fundamentals, 
and less on the broader markets.

What do private equity real estate funds typically invest 
in? And how are returns generated?
Generally, these funds invest directly in institutional quality, 
income-producing commercial real estate assets in major 
markets across the U.S. The most common property types 
include office, industrial, multifamily and retail. Daily value 
funds generate returns on a daily basis by creating income 
and appreciation accrual schedules. They’re able to create 
a dynamic daily valuation by factoring in material events, 
such as leasing, tenant bankruptcies, sales comparables, 
physical issues and other market events as they occur. This 
requires a significant internal infrastructure investment, and 
a high degree of sophistication to coordinate information 
among multiple teams and calculate the impact at the 
property and fund level.
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Can there be substantial differences between funds? Or 
are most funds chasing the same types of commercial 
real estate assets?  
There can definitely be differences. Private equity real estate 
funds can invest in a number of strategies, from core to core 
plus, to value-add to higher risk opportunistic strategies. 
Within these strategies, fund managers choose which 
property types to invest in, but in general, most will invest 
in the four main groups of office, industrial, multifamily 
and retail. The large amount of attractive property markets 
across the U.S. creates opportunities — the key is to 
maintain discipline to your stated strategy.  

Are there unique value-add strategies that funds employ 
to boost returns?
There are a number of common value-add strategies, 
including redevelopment, the repositioning of 
underperforming assets, leasing vacant space and market 
timing. The success of these strategies is really dependent 
on the expertise of the fund manager.

Other value-add strategies focus on the actual assets 
the fund holds. For example, some managers may specialize 
in a particular property type or a geographic area. 

How important is daily valuation for private equity real 
estate funds? And how do these funds maintain the 
liquidity they need for the DC pension plan market?
To answer the first question, daily valuation is critical for 
DC plans. If you want to access the fastest growing segment 
of the retirement industry, DC pension plans, then you 
need to have daily valuations and enhanced liquidity to 

accommodate the requirements of these plans. To provide 
and maintain the liquidity DC pension plans need, daily 
value funds might hold a portion of fund assets in liquid 
securities, such as REIT index funds or money market 
funds. For DC investors, our research shows that a 20 
percent allocation to liquid investments should provide 
more than enough liquidity.

Are there any concerns about private equity real estate 
given the policy uncertainty with the recent change in 
government?
While there’s uncertainty about the potential economic 
impacts of the new administration, most key economic 
indicators remain positive. We’re still in an economic growth 
stage, although at a more modest pace than previous 
expansion cycles. 

I believe U.S. private equity real estate will continue to 
offer competitive absolute returns relative to equities, just 
as it has done over the past 10 years. Overall, performance 
remains attractive on a risk-adjusted basis, with total 
returns driven by income return and appreciation from 
improving property fundamentals, such as net operating 
income growth. (See Exhibit I.)  

Contact
Doug Kinney
EVP, Client Relations and Product Development 
dkinney@BentallKennedy.com
O: 312.596.9121
30 South Wacker Drive, Suite 1250, Chicago IL 60606
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GLOBAL DB/DC ASSET SPLIT: CHANGE OVER THE LAST 10 YEARS
Exhibit I. 

Bentall Kennedy, a Sun Life Investment Management company, is one of the largest global real estate investment advisors and one of North America’s foremost providers of 
real estate services. Bentall Kennedy serves the interests of more than 550 institutional clients with expertise in office, retail, industrial and multi-residential assets throughout 
the U.S. and Canada. The information in this article is not intended to provide specific investment advice and should not be relied upon and does not constitute a specific offer 
to buy and/or sell securities or investment services. Investors should consult with their professional advisors before acting upon any information contained in this article.  All 
opinions and commentary are subject to change without notice and are provided in good faith without legal responsibility.

Note: Switzerland is excluded from the analysis above.
Source: Global Pension Assets Study 2017, Willis Towers Watson and secondary sources. The material presented is based on information considered reliable. 
Bentall Kennedy does not represent that it is accurate or complete.
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G
lide path design happens at the intersection of 
financial and behavioral economics. This is because 
retirement outcomes depend not only on investment 
returns, but also on the cash flow (i.e., the saving 
and spending) behavior of the investor. 

T. Rowe Price’s glide path design framework is designed to 
flexibly accommodate a broad range of plan characteristics 
and preferences. Our approach embraces the principle of 
economic utility, a term that refers to the level of satisfaction 
or dissatisfaction derived from a good or service — an asset 
allocation glide path in this case. The primary goal is to find 
the glide path that maximizes utility satisfaction as defined 
by investor preferences and constraints. We also seek to 
ensure the design is robust in satisfying the heterogeneous 
nature of participant demographics and risk preferences. 

Behaviors are also strongly driven by attitudes. Thus, 
our framework also incorporates a set of customizable 
preference parameters to account for attitudes toward risk, 
consumption, longevity, etc.

Because retirement outcomes are uncertain, this level 
of satisfaction must be judged in terms of the probability of 
potential outcomes. In this sense, we view glide path design 
as a classic example of outcome-oriented investing.

DEVELOPING THE FRAMEWORK
The ability to model outcomes appropriately is a critical first 
step in the design process. The next step is to assess the 
level of satisfaction these outcomes provide. Satisfaction 
level is purely a matter of personal preference. In economic 
terms, this preference set is referred to as the investor’s 
utility function. While utility functions may be unique to each 
individual, a common trait is that they are typically non-linear, 
exhibiting a characteristic known as diminishing marginal 
utility. Notably, individuals typically gain greater utility from 
preventing the loss of a single dollar of wealth or consumption 
than they lose from not gaining an additional dollar.

SETTING OBJECTIVES
Our research focuses on the primary investment objectives 
of target-date investors:

• Consumption: the objective to fund an adequate and 
sustainable level of consumption after retirement.

• Balance Stability: the objective to promote the stability 
of retirement account balances by limiting the volatility of 
portfolio returns.

These objectives are contravening in that glide paths 
with higher levels of equity assets aid the Consumption 
objective due to higher expected returns over the long run, 
but also detract from the Balance Stability objective due 
to higher expected volatility along the way. While both 
objectives are undoubtedly important, each sponsor may 
weigh their relative importance differently.  

Every possible glide-path solution offers a level of 
satisfaction with regard to the Consumption objective, 
another level of satisfaction with regard to the Balance 
Stability objective, and an overall level of satisfaction with 
respect to both objectives.  
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While the overall score is the primary concern, the 
commonly scaled scores for each objective are useful for 
understanding the tradeoff in overall utility that occurs when 
placing different degrees of focus on one objective or another.   

Note that glide path utility considers:
• Thousands of possible economic scenarios;
• Thousands of possible investor behavior and lifespan 

scenarios;
• Lifetime income from sources other than the defined 

contribution (DC) plan, such as defined benefit pensions 
and Social Security;

• Customizable inputs of plan demographic characteristics;
• Customizable preference settings.
Retirement plan participants are quite heterogeneous as a 

group. Therefore, the final step of our process is to take care 
that the solution is heterogeneously robust with respect to 
satisfying different segments of the participant population.

THE IMPACT ON GLIDE PATH DESIGN
A more thorough discussion and analysis is available in our 
recently published paper, “Target Date Investing: T. Rowe 
Price’s Glide Path Design Framework.” Several key takeaways 
emerge from this work for DC plan sponsors to consider:

• Focus on objectives: The plan’s objectives and the 
relative importance placed on the goals of Consumption 
and Balance Stability have the most significant effect on 
shaping the glide path.

• Less impact from demographics: Differences among 
subpopulations have relatively small effect on the glide 
path design. This result may seem surprising given the 

significant differences among subpopulations. The limited 
effect of demographic factors is worth highlighting because 
it supports the idea that target date portfolios can be a 
sensible default option for all participants in a plan.  

• The case for downward sloping glide paths: When 
the two objectives are neutrally weighted, we find that the 
utility-maximizing solution is downward sloping all the way 
through retirement. 

• The importance of robustness: The idea is to help ensure 
that the final solution satisfies the objectives across the broad 
range of participants for which the glide path is designed. 
This minimizes the degree to which the utility of any particular 
segment is sacrificed to the advantage of any other segment.  

To read the full paper, visit troweprice.com/dcio. For more 
information, please contact our DC specialist team at  
dc@troweprice.com.
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This material has been prepared by T. Rowe Price Associates, Inc. for informational purposes.  This material is not intended to be investment advice or a recommendation to take 
any particular investment action.   Under no circumstances should this material, in whole or in part, be redistributed without consent from T. Rowe Price.  The views contained 
herein are as of the date noted and subject to change.
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COMPARING THE IMPACT OF DIFFERENT DRIVERS

Relative emphasis placed on a Consumption 
vs. a Balance Stability objective

RELATIVE GOAL IMPORTANCE

RISK PREFERENCE

TIME PREFERENCE

DEMOGRAPHICS

Degree of risk aversion with respect to 
achieving each objective

Degree of focus on outcomes at the 
retirement date vs. focus on outcomes of 
all periods equally

Earnings levels, Social Security income, 
and savings rates

Results in a wide range of potential glide 
paths that maximize utility

Determines tolerance for volatility, 
whether of available income stream or 
account balance

Establishes the time horizon over which 
meeting each objective is valued

Relatively small effect on glide path design
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