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Help Your Employees Get the  
Best Bang for their DC Plan Bucks
Communicate the Importance of Asset Allocation

Asset allocation is a vital aspect of retirement readiness. Employees who 
allocate their defined contribution (DC) plan assets inappropriately or — 
perhaps even worse — fail to make allocation decisions run the risk of  
being financially unprepared to retire when they want.1 Even small changes  
in asset allocation can have a significant impact on employees’ ability to  
retire comfortably.

Few organizations pay attention to how their employees allocate their DC plan 
contributions and current assets. Due to fiduciary responsibilities,2 most are 
reluctant to appear to be giving investment advice. Nevertheless, employers  
can use targeted internal communications and other tactics to help their 
employees understand asset allocation and empower them to make  
better choices. 

Sibson Consulting can help organizations gather, format and communicate 
asset allocation information to their employees. The goal is not to provide 
employees with investment advice (which should only be given by advisers 
registered with the Securities and Exchange Commission), but to give them 
the information and the opportunities they need to make informed decisions, 
thereby improving their chances to be financially prepared to retire when  
they choose.

What Can Go Wrong?

Why Aren’t Most 
Organizations Doing  
More to Help?

What Can You Do?

Changes Can Yield  
a Big Impact
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1  Not only does asset allocation affect how much employees earn on their savings, it represents more than  
90 percent of a DC plan account’s return variability, a measure of asset volatility. Source: Gary P. Brinson,  
L. Randolph Hood and Gilbert L. Beebower, “Determinates of Portfolio Performance,” Financial Analyst 
Journal (July-August 1986): 39

2  Meeting Your Fiduciary Responsibilities, Employee Benefits Security Administration, September 2017

https://www.dol.gov/sites/default/files/ebsa/about-ebsa/our-activities/resource-center/publications/meeting-your-fiduciary-responsibilities.pdf
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What Can Go Wrong?
Most employees find asset allocation extremely confusing. Left to their own devices, 
they often make less than ideal decisions. This can include adjusting their allocations 
at the wrong time, chasing returns, not responding to changes in their lives and 
investing too much in stable-value funds or company stock. Employees have also 
been known to place small amounts in too many target date funds (TDFs) and make 
inappropriate investments through mutual/brokerage windows.

To illustrate the impact of a 1 percentage point difference in average annual return on 
retirement savings, we looked at a 25-year-old employee. She defers $5,000 annually 
to her DC plan and earns a 7 percent average annual return. By 65, her account balance 
would be $1,035,000. If, however, her average annual return were 1 percentage point 
lower, her account balance at 65 would only be $795,000. That would be a 23 percent 
loss in value. 

Source: Sibson Consulting, 2018

What a Difference a Point Makes
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Investment return is highly sensitive to the prevailing markets. For example, say the same 
employee had started investing in a TDF in 1977. (This is a theoretical example, since 
TDFs did not exist 40 years ago.) She would have earned only a marginally better 
return (3 percent better) than if the investments were in a 50/50 equity/fixed-income 
balanced fund. However, she would have fared far better (31 to 34 percent better) 
under either of those alternatives than if she had invested fully in a fixed-income fund. 

Comparing Three Investment Alternatives
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Source: Sibson Consulting, 2018

DC Plan Success Formula

What are the two most important 
factors that determine DC plan 
participants’ success in saving for 
retirement? The first is obvious: 
saving enough. That means starting 
early, saving regularly and minimizing 
leakage (loans and withdrawals).* 
The second: investing appropriately 
given their circumstances. That is 
largely driven by asset allocation.

*  For more information on helping employees save 
for retirement, see the January 2018 Ideas, 
“Quantifying Retirement Readiness.”

https://www.sibson.com/publications-videos/ideas/quantifying-retirement-readiness/
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Why Aren’t Most Organizations Doing More to Help?
Educating employees about asset allocation can be challenging for a variety of reasons:

yy Fiduciary Liability — Organizations are appropriately reluctant to appear to be 
offering investment advice.

yy Insufficiently Detailed Information — Some organizations rely on plan averages  
to assess the overall investment landscape of their employees. These aggregate 
results may not identify individual issues.4

yy Incomplete Information — Of course, a number of outside factors, of which the 
organization is probably unaware or unable to quantify, may also affect retirement 
readiness. These include personal investments, IRAs and other retirement accounts, 
retirement plans from former employers, home equity, Social Security benefits and 
debt. The employee’s partner, if any, probably also has financial factors that may 
affect their retirement readiness as a couple.

What Can You Do?
Organizations may want to consider embarking on a two-pronged process: 

yy Better understand their employees’ financial situations, and 

yy Apply what they learn to give their employees the data they need to make  
informed decisions.

To understand more about their employees’ unique circumstances, organizations can 
gather readily available data. This includes age, salary, and allocations of contribution 
rate/amounts, including catch-up contributions. They can also look at each employee’s 
401(k) plan balance relative to age and/or salary and risk compared to age and peers. 
It is important to be aware of individual investment choices and loans, if any.

While it may not be possible to have a complete picture of an employee’s financial 
situation, the more information the better. Using what information is available, 
organizations will be able to identify participants who:

yy Have inappropriate levels of risk — too much or too little,5

yy Lack diversification,

yy Have allocated amounts in multiple TDFs, and

yy Have excessive loans and/or loan pattern concerns.

Without acting as a financial advisor, Sibson works with plan sponsor data to provide 
detailed analytic reports segregating individuals and cohorts that fall into the above 
categories (and others). With access to this information, organizations can offer the 
resources, as well as a helpful nudge6 that may enable employees to make the best 
decisions in their retirement plans. 

4  For more information, see Sibson’s June 2018 Ideas, “Are Your Employees Saving Enough for Retirement?”
5  This can include older employees who are investing in company stock or other volatile investments and younger employees 

who are investing in stable-value or money-market accounts.
6  For example, see the 2017 National Bureau of Economic Research working paper series, “Nudging Retirement Savings: 

A Field Experiment on Supplemental Plans.”

What Happens When 
Assets Perform Poorly?

In addition to not being  
able to retire when they  
want, employees with 
underperforming assets  
who monitor their DC plan 
accounts closely may 
become distracted. They 
may divert substantial time 
and attention from their 
work to focus on their 
financial concerns. Some 
may become disengaged, 
due to a feeling that “my 
employer let me down.”

https://www.sibson.com/publications-videos/ideas/are-your-employees-saving-enough-for-retirement/
http://www.nber.org/papers/w23679
http://www.nber.org/papers/w23679
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7  For more information on targeted education and communication, see the January 2018 Ideas, “How Can Your 
Organization Prepare Employees for Timely Retirement?”

Sibson finds that regular, targeted education and communications that focus the 
participant’s goals toward their own retirement income can be the best solution.7  
One example is an Individual Retirement Readiness Statement. 

However, other approaches may be effective as well. These include:

yy One-on-one meetings in which employees can, if they want, discuss outside  
factors which may affect their asset allocation decisions,

yy Broader campaigns and meetings (encouraging peer recognition), and

yy Modeling software.

Case Study: Too Many TDFs

A mid-size tech organization asked Sibson to evaluate its DC plan participants’ 
investment decisions for appropriateness. An initial review found more than  
20 percent had investments in multiple TDFs. After evaluating the demographic 
characteristics of this group, Sibson conducted individual interviews. We found  
that many employees did not understand the purpose of TDFs. They assumed it was 
better to “diversify” and spread their investments across TDFs with multiple target 
retirement dates.

Next, Sibson worked with the organization to implement a two-part strategy to meet 
the challenge. The first part was auto-reenrollment. During the next open enrollment 
period (previously designed only for health and welfare benefits), the organization 
mandated reenrollment in the DC plan. Participants who did not reenroll were 
automatically enrolled in the single most appropriate TDF. (This was the plan’s  
defined Qualified Default Investment Alternative.) In fact, many employees relied on 
auto-reenrollment and were placed in a single TDF. 

Of course, auto-reenrollment could only help employees allocate future contributions. 
For current assets, Sibson recommended the second strategy: a communications 
campaign. Sibson worked with the plan’s investment consultants to create a 
communications and educational campaign. It explained how TDFs work and how  
to choose the appropriate fund. This campaign included companywide emails, an 
explanatory video and printed educational materials. 

The campaign also offered employees one-on-one meetings with external investment 
advisors. The organization sent targeted mailings to employees who had assets in 
multiple TDFs. This outreach resulted in an additional 50 percent decrease in the 
number of employees with multiple TDFs. 

http://www.sibson.com/publications-videos/ideas/how-can-your-organization-prepare-employees-for-timely-retirement/
http://www.sibson.com/publications-videos/ideas/how-can-your-organization-prepare-employees-for-timely-retirement/
http://www2.segalco.com/Retirement-Readiness-Statement
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Changes Can Yield a Big Impact
In conclusion, most organizations monitor their employees’ DC plan participation to 
satisfy their fiduciary responsibilities and to help their employees succeed. They  
also track deferral levels, account balances and investment lineup. However, most 
organizations pay relatively little attention to the subject of asset allocation. This 
means many employees fail to understand its importance or how it works. Nevertheless, 
they make asset allocation decisions that have a major long-term impact on the 
financial health of their retirement plans.

Because asset allocation is so important, organizations should elevate their focus  
on educating employees about how their decisions affect their DC plan account 
balances. Helping employees make informed choices will significantly improve the 
likelihood that they will be able to retire comfortably when they want to. 

How We Can Help You
In addition to the benefits analyses described above, Sibson’s strategic deeper dive 
into DC plan data can help plan sponsors analyze changes in a number of areas. These 
include staffing based on growth, unexpected early retirements and aging workforce 
populations. Each of these can be used to develop plan design improvements and 
improve employee communications. DC analytics also can assist in workforce planning. 
Benefits range from rewarding critical roles and high-potential employees to considering 
investment decisions and deferral patterns and even integrating employee engagement. 
These can reveal useful insights that shape your HR recruitment and retention strategy. 
Sibson uses methodical diagnostics to create customized reports and solutions that 
are measurable and actionable.

As set forth in the Important Note on the next page, Sibson can work with you and 
your counsel to assure that you are navigating complex laws appropriately. We can 
help assure that you are providing education only, and not providing investment  
advice if you want to avoid that. We can show you how to accomplish a great deal  
and bring real value to your employees without assuming more fiduciary responsibility 
than you intend.

Source: Sibson Consulting, 2018

Dealing with  
Life Issues

Employees need to be 
aware that non-financial 
life issues can also affect 
retirement readiness. 
These include the health 
of the employee and his 
or her family as well as 
problems — such as the 
loss of a job and the 
illness or death of an 
aged parent — that may 
suddenly emerge. 
Organizations can help 
by making employees 
aware of what life 
changes are important 
markers for changing 
investment decisions.
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Questions? Contact Us
For more information about retirement readiness and/or to discuss how Sibson can help 
you help your employees prepare to retire, contact your Sibson consultant or one of the 
following professionals:

Doron Scharf, Senior Vice President  Jonathan Price, Vice President 
212.251.5265     212.251.5448 
dscharf@sibson.com    jprice@sibson.com

 
For more information about staying ahead in today’s rapidly changing investment 
landscape, contact your Segal Marco Advisors consultant or the following professional:

Roger Williams, Senior Vice President 
203.621.3672 
rwilliams@segalmarco.com

To receive Ideas and other Sibson publications, join our email list. 

To receive Segal Marco Advisor publications, join our email list.

Sibson Consulting is a member of The Segal Group.

y

Important Note
The subject matter of this series involves complex issues that might require consideration under 
a number of different federal laws including the Employee Retirement Income Security Act (ERISA) 
and the Age Discrimination in Employment Act (ADEA), as well under the developing area of 
non-health data privacy protection. Sibson, in coordination with plan counsel, is prepared to 
help guide you through this maze for the benefit of the plan and its participants, and for the 
incidental benefits that otherwise may be available to the organization.

Ideas is for informational purposes only and should not be construed as legal advice. On all 
issues involving the interpretation or application of laws and regulations, organizations should 
rely on their counsel for legal advice.

http://www.sibson.com/contact?pid=1768
http://www.sibson.com/contact?pid=8988
https://www.segalmarco.com/email-expert?eid=1298
http://www.sibson.com/weekly-mailings/#all
http://segalmarco.com/join-our-mailing-list/
http://www.segalgroup.net


Strategic DC Analytics:  
Powerful Data for Attaining HR Goals

Analyzing participant-level data strategically can both uncover HR issues in your organization 
and identify DC plan successes and challenges. The following areas highlight different 
perspectives of your workforce to examine:

yy Retirement Readiness  Are your employees transitioning successfully into retirement as 
they approach the latter part of their careers to allow for successful workforce planning?

yy Employee Deferral Patterns  Are certain groups of employees decreasing their deferrals 
to the DC plan, and, if so, why?

yy Employee Engagement  Have you considered the correlation between employee 
engagement with the DC plan and overall employee engagement with your organization?

yy Investment Decisions  Do the asset allocations of certain participants indicate that they 
may not be investing wisely?

yy Rewarding Critical Roles  While your DC plan benefits all of your employees who participate, 
are your key employees utilizing the plan appropriately? Are you allocating your retirement 
contributions in line with your desired performance allocation?

Sibson creates customized reports based on your DC plan data to unearth compelling 
information regarding both HR issues and DC plan patterns. We then partner with you to 
develop an action plan that can subsequently be measured for success.

We home in on specific employee groups to see differences in plan behavior, which can help 
identify cohorts that may or may not be appropriately benefiting from the DC plan, as well as 
other notable group tendencies.

Learn more about Sibson’s Strategic DC Analytics services. 

Copyright © 2018 by The Segal Group, Inc. All rights reserved.

Follow Sibson Consulting: Follow Segal Marco Advisors:

http://www.sibson.com/strategic-dc-analytics
https://www.facebook.com/pages/Sibson/260548840629968
https://www.facebook.com/pages/Sibson/260548840629968
https://www.facebook.com/SegalMarco
https://www.linkedin.com/company/sibson-consulting
https://www.linkedin.com/company/sibson-consulting
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https://www.twitter.com/sibsonconsult
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https://twitter.com/segal_marco

