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Insights 

Mutual funds have long anchored 
retirement plans, but their dominance 
is challenged by the rise of collective 
investment trusts (CITs), which offer 
lower costs and greater flexibility. 
Outside of retirement plans, mutual 
funds are also losing ground to 
exchange-traded funds (ETFs), valued 
for their transparency, liquidity, and 
tax efficiency. This paper explores 
how dual-share class structures could 
help reignite mutual fund growth in 
retirement offerings, even as their 
broader role evolves.

In the nearly five decades since the creation of 401(k) 
plans, mutual funds grew to become the workhorse of 
plan lineups, offering investors exposures needed to 
diversify their portfolios—from the “Nifty 50” to options 
as adventurous as liquid alternatives. In 1989, mutual 
funds represented just 8% of 401(k) assets. By 2002, 
that figure had soared to 45%1 and, by 2024, it had 
reached 62%.2 

Yet this impressive growth masks a shift: over the past 
two decades collective investment trusts (“CITs”) 
have steadily challenged mutual funds’ dominance 
in retirement plans, while ETFs have eroded mutual 
funds’ position in the retail investment space.

Figure 1: Mutual funds remain prominent in DC 
plan lineups 

Source: ICI, as of October 7, 2025.
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Growing appeal of CITs in 401(k)s and ETFs 

CITs steadily gained ground in the 401(k) space, with 
their share of assets rising from 6% in 2000 to 38% in 
2023. Within target date funds (“TDFs”), which attract 
the majority of defined contribution plan inflows, CITs 
saw a 12% increase in assets from 2022 to 2024, 
compared to just 3% for mutual fund TDFs.3 As a 
result, assets in TDF CITs surpassed those in TDF 
mutual funds, accounting for 52% of assets at the end 
of 2024.4 

Despite this shift, mutual funds continue to hold a 
meaningful position in the 401(k) and broader retirement 
market, particularly among smaller employers whose 
plans may not meet CIT investment minimums or 
who lack the resources to support a more complex 
onboarding process. 

While ETFs, for operational reasons, haven’t disrupted 
mutual funds in retirement plans, they have steadily 
gained ground in the retail market, and mutual funds’ 
share in that space is now under pressure. ETFs have 
grown from a modest $1 trillion in 2010 to $13.2 trillion 
today, near parity with the $12.6 trillion held in retail 
mutual funds.5 

This growth reflects a stark divergence in investor 
behavior—ETFs saw record inflows globally of over 
$2.4 trillion in 2025,6 while mutual funds saw well over 
$700 billion in outflows over the same time period.7 
That momentum has also shifted product development 
and innovation. There are now over 4,300 listed ETFs, a 
number that eclipses the 4,200 individual stocks.8 Over 
the last three years, over 1,900 ETFs have launched 
including ETFs that blend private and public markets. 
In contrast, mutual fund innovation has slowed, with 
just over 300 new funds launched over that same time 
period, with new launches decreasing in each of the 
past 3 years.9 

These shifts reflect the inherent strengths of each 
wrapper. CITs benefit from cost efficiencies relative 
to mutual funds, while ETFs appeal to investors for 

their tax efficiency and lower fees. Though it may 
appear CITs and ETFs are pushing mutual funds toward 
obsolescence, recent innovations and regulatory 
developments could alter such a path.

Could dual-share-class relief reignite mutual 
fund share class growth?

Operational innovation may offer mutual funds a brighter 
future in the form of dual share class structures. On 
September 29, 2025, the SEC announced its intent to 
grant exemptive relief to the first firm in line to apply for 
the dual-share class relief. Further, the SEC issued a 
notice to approximately 30 firms on December 17, 2025, 
which included SSGA Funds Management, Inc. An order 
was issued on January 12, 2026.

This operational innovation allows a single pool of 
assets to be accessed through both a mutual fund 
and an ETF wrapper. This gives investors flexibility to 
choose the vehicle that best suits their needs and that 
operationally makes the most sense. 

Most of the industry’s enthusiasm has focused on 
offering ETF share classes of existing mutual funds. 
But State Street Investment Management believes the 
real disruptor could be the reverse: offering mutual fund 
share classes of existing ETFs. 

This approach aligns with the operational infrastructure 
already in place at most recordkeepers (e.g., daily 
NAV, fractional shares, payroll deductions), making 
adoption potentially seamless. Under the hood, 
though, plan participants could benefit from the scale, 
cost discipline, and efficient in-kind flows that define 
ETFs. It would also unlock access to continued ETF 
innovation—such as strategies that blend public and 
private markets—bringing modern, diversified solutions 
into DC plans without disruption existing infrastructure.
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Unlocking innovation and access to reshape 
retirement for the future

Relative to traditional mutual funds, dual-share class 
offerings could benefit participants by expanding 
investment choice, potentially lowering costs with a 
unified asset pool. But the true potential lies in what a 
mutual fund share class unlocks: access to innovation 
and to momentum, both in investor appetite and 
product development. 

For plan sponsors, recordkeepers, and asset managers, 
the opportunity is clear—embracing this evolution 
isn’t just a technical upgrade, it’s a chance to reshape 
retirement investing for the future.
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