Hybrid QDIA:

A natural evolution of default investing
Qualified default investment alternatives (QDIAs) are designed to help provide defined contribution (DC) retirement
plan participants with better retirement outcomes in the long term, and that’s a good thing. However, we’ve found
that plan sponsors tend to look at selecting a QDIA as an either/or decision. Generally, sponsors view it as a distinct
and singular choice between the three options identified in the QDIA regulations—balanced funds, target date funds
(TDFs) and professionally managed accounts—as opposed to considering holistic solutions that seek to further
enhance outcomes based on what’s best for a particular situation.
At Russell Investments, we see a natural evolution toward more thoughtful and potentially more effective approaches
to QDIA selection. For example, a hybrid QDIA includes an asset allocation fund, like a target date fund or balanced
fund(s), transitioning into a professionally managed portfolio when participants get closer to retirement and their
financial situations become increasingly complex. This approach combines the simplicity of target date funds with the
adaptability of professionally managed accounts, including additional information on participant-specific asset
allocation advice when it’s needed most—in the late-career phase and into retirement. As the infographic below
shows, a hybrid QDIA can help plan sponsors create a more comprehensive default investment program designed to
improve participants’ retirement outcomes across all plan demographics.
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Source: PSCA, Cerulli Associates "Evolution of Qualified Default Investment Alternatives, 2015"
Note: Cerulli does not have transparency into the percentage of DC plans that designate a target date fund as the QDIA that are using a custom target date fund.

ON DC PLAN ACCOUNTS
The average additional annualized return in DC plan accounts
gained by participants who used professionally managed accounts
vs. those who did not use an asset allocation solution. (Data is for a
five-year period from 2010 to 2015 (4/1/2010 to 3/31/2015) for more
than 315,000 participants in almost 1,800 plans.)
Source: Empower: “The Haves and the Have-Nots: What is the Potential Value of Managed Accounts?”
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The percentage of participants who use a professionally managed
account but do not provide information needed to customize
their portfolios. Automated data collection in combination with
QDIAs that do not require extensive participant interaction could
potentially help enhance outcomes.
Source: PlanAdviser magazine: “Half of Managed Account Users Do Not Provide Requisite Information”
October 14, 2016
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Professionally managed account utilization
for participants 45-55 years of age vs. for
participants 25-35 years of age.
Source: Vanguard 2016 “How America Saves” Survey

The number of participants in target date
funds who are “mixed use” investors
(holding target date funds plus other
investments), suggesting that a one-sizefits-all approach may not be sufficient.
Source: Vanguard 2016 “How America Saves” Survey

Contribution rates for investors who are
defaulted into professionally managed
accounts are, on average, 1% more than for
those defaulted into a target date fund.
Source: Morningstar Investment Management study, “The Impact of the
Default Investment Decision on Participant Deferral Rates: Managed
Accounts vs Target-Date Funds.” September 2016. Data from 66,000 actual
participants enrolled in 195 defined contribution plans that offer either a
target-date fund or managed accounts as the plan default investment. The
difference in deferral rates declines to approximately 0.5% after
controlling for plan and participant attributes, such as industry or tenure.

A spectrum of options – not just this or that
Today, given the critical role the QDIA will play for an ever-increasing number of retirement savers, we see merit in
viewing the QDIA decision more broadly: Instead of which QDIA option is right for the plan, potentially, which QDIA
option is right for which participants in the plan?
At Russell Investments, we believe that all three QDIA options share more similarities than differences, and are,
essentially, a spectrum of multi-asset outcome-oriented solutions managed by a professional. The differences lie
in the level of customization of investment solutions for participants when implemented as a default: a single
balanced fund provides no differentiation, a TDF differentiates based on age, and a professionally managed portfolio
differentiates based on multiple factors beyond age. We believe these differentiators are important, which is why
we use a consistent asset allocation methodology across all of our default investment solutions.
Many plan sponsors are recognizing that their qualified default investment alternatives need to accommodate
workers of all ages and stages, from early-career savers to pre-retirees, and, increasingly, post-retirees as well. To
date, the most popular QDIA solution has been target date funds because they were easy for sponsors to implement,
and helped to combat participant inertia.
As participants age and accumulate higher account balances, we have found they are more likely to need a more
customized investment allocation based on more than just age. Professionally managed accounts have the potential
to improve upon target date fund-only outcomes because they can utilize data available from the plan’s recordkeeper
(such as salary, savings rate, and account balance) to build a more personalized and precise glide path for each
participant that can be adjusted as needed based on progress toward his or her estimated retirement income
goal—without any hands-on action required by participants. While a single QDIA solution for an entire plan may be
right for some, we believe the industry will adopt solutions that don’t consider just single categories of QDIAs, but
provide more tailored solutions for varying participant needs.
Fiduciaries need to understand the unpinnings of any QDIA solution, including a hybrid solution. And of course, any
default solution selected should be consistent with a sponsor’s investment beliefs, provide widely diversified
portfolios, be open architecture, and be focused on solving for participants’ retirement income goals.
With so many American workers relying on DC plans to prepare for retirement, we believe it’s important for plan
sponsors to look beyond a product-centric approach and instead consider solutions that can bring about the best
outcomes for participants.

We can help.

For more information call us at 866-272-9166, or visit russellinvestments.com/dc.
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