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Stable Value Investing:
A Key Component in DC Plans
Stable value investing is playing an increasingly important role
in defined contribution (DC) plans such as 401(k)s. For sponsors
and participants, this conservative asset class – offered through
insurance company contracts – can deliver steady returns without
the volatility associated with stock and bond funds.
By Richard Westlund
Stable value offers a unique combination of
benefits, including principal preservation,
consistent positive returns, and liquidity,”
says Gina Mitchell, president, Stable Value Investment
Association (SVIA). “As an asset, it offers higher return
potential than money market funds. It is also well
positioned to respond to rising interest rates and provide
inflation protection.”
Stable value is only available through employersponsored DC plans and some 529 plans for educational
expenses. Approximately $705 billion is invested in
stable value funds, about 10.43% of $6.8 trillion held in
DC plans, according to SVIA.
“Stable value is a great portfolio diversifier,” says
Warren Howe, national sales director for stable value,
MetLife. “Having a predictable return locked down without concerns about negative returns, allows participants
to take on a little more risk elsewhere in their portfolios,
such as increasing an allocation to equities.”
By amortizing gains and losses over the duration of
the portfolio, stable value is able to smooth market volatility, says Mitchell, noting there are three basic stable
value structures:
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• Guaranteed Interest Contracts (GICs) and other general account contracts, where assets are owned by the
insurance company and held in an insurer’s general
account.
• Separate Account Contracts, where assets are owned
by the insurer but set aside in a separate account for
the exclusive benefit of the plan(s).
• Synthetic GICs, where the assets are directly owned
by the participating plan(s).
Because stable value is designed specifically for, and
is available only through, DC plans, more retirees may
opt to maintain assets within the plan after retirement,
says Howe. “By doing so, they continue to receive the
long-term benefits of stable value, as well as the benefit
of institutional pricing for the investment options that
the plan provides for participants.”
Within DC plans, stable value has historically been
offered as a stand-alone investment option. However
Howe says that some plan sponsors are now looking at
custom target date funds that include a stable value
component, “We are also seeing a growing number of
state 529 plans include stable value as a core component,” he says. “Stable value is an ideal investment option for parents investing for a child’s higher education.
Fits between money market and bond funds
Mitchell says stable value as an asset class is well
positioned between money market and bond funds.
“Stable value’s returns are generally 150 to 200 basis
points higher than a money market, and were 2.43
percent in 2014,” she says. “It also offers less volatility
than a bond fund.”
Howe says MetLife has seen the beginnings of a
trend of plan sponsors shifting from money market to
stable value options. With the upcoming implementation of money market reform by the U.S. Securities and
Exchange Commission (SEC) and recent plan litigation
that included money market exposure in a stable value
fund, such as Abbott v Lockheed Martin Corporation,
plan sponsors are re-evaluating their principal preservation option, he says. “As of October 2016, money market
reform for money market funds other than government
money market funds will result in a floating net asset
value (NAV) instead of the standing dollar NAV structure. This combined with liquidity gates and redemption fees could result in a loss in value. It may also make
it more difficult for plan participants to access their
balances in money market funds in times of stress.”
Howe adds that moving to a government money market fund might not be an attractive strategy under the
changed market conditions. “If every investor is chasing
the same government securities, those yields will likely
go down, resulting in extremely low returns for plan
participants. In such a case, stable value would have
an even more significant return advantage over money
market funds.” ■

STABLE. VALUED.
With two rounds of money market reform by the U.S. Securities & Exchange Commission
and the recent Abbott v. Lockheed Martin and Tibble v. Edison litigation, reconsidering the
appropriateness of a money market fund in your deﬁned contribution plan’s lineup has
never been more important.
Consider taking a fresh look at stable value as a better capital preservation alternative.
It’s a prudent option that your plan participants are sure to value, particularly when you
consider that stable value returns have outperformed money market fund returns for
the last 25 years.
MetLife can provide you with the right combination of choices and experience when
selecting a capital preservation option.

• Constancy and commitment: We’ve been providing stable value solutions for
over 35 years.
• Experience and breadth: $51 billion in stable value business1 in multiple
stable value structures.
• Innovation and ﬂexibility: Open architecture asset management ensures best
in class managers with over 50 investment manager/mandate combinations,
designed speciﬁcally for stable value.

Download our special commentary, “Practical Money
Market Fund Reform Implications for DC Plans and their
Advisors” at https://www.metlife.com/stablevalue.
Speak with one of our stable value specialists at
860-768-0068.
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As of December 31, 2014.
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