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For many participants, the retirement savings 
and accumulation journey brings a multitude 
of choices and challenges: whether to join or 
remain in a plan, how much to save, and where to 
invest. Once on that savings path, the potential 
for a more satisfying retirement—at least in the 
financial sense—comes into focus. 

But savings is only part of that equation. Participants will eventually need to make 
decisions around how to invest and spend their accumulated retirement wealth— 
an experience that introduces a new set of challenges. 

The range and complexity of investment and drawdown options coupled with an 
imperfect understanding of income needs now and in the future is often made murkier 
by participants’ perceived lack of credible or consistent channels of support or advice. 
This edition zeros in on the retirement income puzzle; leveraging a range of participant 
research, industry experience, and expert insight to illuminate the path forward. 

We introduce our forthcoming survey covering a selection of mature and emerging 
DC markets. This global study delves into the expectations of participants and 
retirees around retirement income, and other related topics. A deeper understanding 
of these perspectives is crucial as providers and sponsors look to build investment 
solutions and provide the right support to meet evolving needs and longer lifespans. 

Featuring a case study of a savings plan titan, the University of California, we 
illustrate how one organization is taking the lead on retirement innovation by 
facilitating lifetime income options for participants. We also showcase insights 
from academic, Don Ezra, who provides investment approaches that can bolster a 
fuller retirement experience. 

In other departments, our policy team explores the role of regulation in the 
evolution of two retirement systems and our investment strategy leadership takes a 
closer look at savings vehicle nuances. 

We hope these perspectives help to illuminate the key issues facing individuals, 
organizations, and governments and thank you for your continued partnership.

If you have any questions or would like to discuss the ideas in this issue, 
contact me at David_Ireland@ssga.com

David Ireland
Global Head of Defined Contribution

LIGHTING A PATH 
IN RETIREMENT 

FEEDBACK
We welcome your ideas and feedback 
on articles, as well as suggestions for 
future issues. Reach us at 
theparticipant@ssga.com

FIND US ONLINE
Visit us at:  
ssga.com/definedcontribution

SUBSCRIBE
Sign up for your free digital subscription 
at ssga.com/theparticipant
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What can younger retirement 
savers learn from those further 
along their retirement journey? 
And what can evolving  
DC systems discover from the 
successes and challenges of  
more mature markets?

B Y  C AT H E R I N E  R E I L LY,  
G L O B A L  H E A D  O F  D C  R E S E A R C H

Our latest global participant survey—Global 
Retirement Reality Report—provides some leads.  
We present an exclusive preview here.

In the spirit of “global perspectives, local delivery” 
we fielded an 8-country survey to enrich our understanding of 
the practices and solutions driving participant satisfaction 
across different markets. With the consumer at the center of 
everything we do, we structured the survey to follow the 
journey from early saver to later retiree, in markets at different 
points along the DC spectrum - from early to mature. We 
believe governments, regulators and employers can benefit 
from considering savings solutions by segment, an approach 
that could ultimately help address the dimension that remains 
unresolved in so many markets - income in retirement.

PLAYING

THE  
LONG 
GAME
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OLDER, WISER –  
AND MORE CONFIDENT
 
The survey results showed that people generally feel more 
confident about retirement as they get older, a trend replicated 
across the range of countries surveyed (see chart below).

The closer to retirement they get, the more likely it becomes 
that people are more aware of their options, have assessed their 
likely retirement spending needs against their savings, and  
are more equipped as they attempt to “solve” the retirement 
problem. For younger savers, typically less engaged with their 
retirement plan, the information gap, perhaps unsurprisingly, 
can act as a drag on confidence.

We recognize the possibility that older respondents may be 
better off in some countries—and so more optimistic—due  
to more generous DB provisions available to baby boomers. 
However, retirement income levels do not seem to be the  
driving factor in this confidence equation.

While retirees are more likely to receive retirement income 
through DB savings than pre-retirees, the proportion is not 
markedly different. What’s more, the average stated income 
replacement rates working people say they expect to receive in 
retirement are mostly in line with the rates actually achieved by 
retirees, so they appear to be expecting a fairly similar 
experience from this perspective (see chart below).

What does this mean for retirement systems across the  
globe? The more we can do to help people to understand  
how well prepared they are for retirement, or what they need  
to do to get on track, the more optimistic they can become. 
Communications, smart investment defaults and better advice 
all play a role. This is particularly important for younger savers 
less likely to be engaged with their retirement plan—but for 
whom the need to commit to saving sufficiently for retirement 
is ever-more pressing.

Optimism about financial situation in retirement

Slightly or not at all  
optimistic / happy

Extremely / very  
optimistic or happy

Average of  
8 surveyed 
countries

Working  
Population

Later in  
Retirement

Recently  
Retired

Approaching 
Retirement

Proportion of current income expected/achieved in retirement

73%

67%

60%

61%

66%

54%

29%

66%

55%

52%

51%

47%

63%

64%

53%

46%

Recently  
Retired

Working  
Population

Sweden 

Italy 

Germany 

Netherlands 

UK 

Ireland 

US 

Australia 

13%

40%

30%

17%

51%

22%

28%

43%
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EXPERIENCE MATTERS
 
Retirement systems around the globe are at different stages  
of transition from DB to DC. In a similar vein to the age of  
the participant, our survey found a correlation between the 
maturity of DC within the broader retirement system of  
that country and optimism.

People in more mature DC systems (notably the US and 
Australia), on the whole, seem to be more content across a range 
of factors (see charts below). Familiarity and experience with 
the system could play a role here. Early stage transition 
(Sweden, Italy, Germany, Netherlands) brings with it new 
options, changed regulations and, typically, departure from the 
relative security of DB. People in more mature DC markets have 
had more time to become accustomed to reforms and a 
regulatory regime in which they have assumed greater 
responsibility for their own retirement saving and planning. 

Note that although DC has existed for some time in Sweden 
and Italy, we have classified these markets as early stage due 
to the small size of the DC benefit relative to the broader 
pensions system.

LR – Later in Retirement AR – Approaching RetirementRR – Recently Retired WP – Working PopulationGRAPH
KEY

GRAPH
KEY

Proportion of retired respondents confident that they 
will be able to afford desired lifestyle in retirement 

Proportion of working respondents at least somewhat 
optimistic about their financial situation in retirement

SwedenSweden ItalyItaly

Germany Germany NetherlandsNetherlands

UKUK Ireland

Ireland

USUS AustraliaAustralia

EA
RLY

EA
RLY

M
ID

M
ID

M
ATU

RE

M
ATU

RE

72%AR

53%WP61%WP

52%AR

51%WP34%WP

37%AR65%AR

33%WP55%WP

41%AR68%AR

38%WP48%WP

54%AR71%LR

67%RR

74%LR

71%RR

50%RR

60%LR

55%RR

40%LR

39%RR

65%LR

53%RR

56%LR

51%RR

59%LR

57%RR

55%AR
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For the US and Australia, higher levels of optimism about  
the durability of savings in retirement is perhaps somewhat 
surprising. These are domiciles where annuitization is  
less frequent, and hence there should be a higher risk of  
running out of money in retirement.

Although the US and Australia have relatively mature  
DC systems, they differ markedly in terms of coverage and, 
therefore, participation. DC provision and participation is 
voluntary in the US, and the relatively strong confidence data in 
the US may have some association with the fact that DC 
participants are typically in better paid jobs, given it is those 
jobs that tend to provide a retirement savings plan. In Australia, 
however, DC is a universal mandate and almost all employed 
citizens are covered. The results there are less likely to be 
derived by income status or mere participation. While not 
quantified within this report, cultural bias may also be a factor 
in responses across the spectrum of confidence indicators.

KNOWLEDGE IS POWER 
 
How can we help to make younger people become more 
confident about their journey to retirement and equip them 
with the information they need to enjoy better outcomes? 
And how can younger DC systems learn from the experiences  
of mature DC systems help guide people along the way?

Retirees are happier than those in the accumulation phases.
Younger people must contend with the relative uncertainty  
of not knowing whether they are preparing sufficiently or  
how much they will need in retirement—they just think  
they won’t have enough. 

Our survey illustrates how knowledge can empower consumers. 
Employeesin more mature systems engage more with their 
pensions and have a more developed sense of ownership. Those 
in the early stage systems do not appear to have accepted the 
idea of having responsibility for funding their own retirement. 
Only about half of respondents in early stage systems see 
primary responsibility for ensuring adequate income in 
retirement as resting with them, compared with 80-90% in US 
and Australia, and 70-80% in UK and Ireland (see below).

Don't depend on the government or your 
employer to save money for you. You have  
to do it yourself! Start early and set up a 
financial savings plan that saves at least  
10% of your income each year for retirement  
and don't borrow money from it!

US, Male, 70 Engage early & often  
plus salary sacrifice. 

Australia, Female, 68
When designing a retirement system, it’s crucial 
that we find ways to ensure:

1.People are saving enough, and 

2. People gain clarity on what they’ll need  
in retirement (and have the opportunity to  
modify their behavior accordingly).

Many mature DC systems—US, Australia and 
increasingly the UK—have embraced measures to  
help more people save. Australia has gone farthest, by 
mandating superannuation contributions; the UK has 
embraced automatic enrollment, obliging employers to 
enroll all employees in a plan (although they can opt 
out); and in the US, most employers that offer a plan 
now automatically enroll participants (although actual 
access to plans remains an issue). 

Participants who are automatically enrolled are 
typically placed into appropriate investment strategies 
(gone are the days of cash equivalents as a default, 
although participants can make their own choices).

Systems transitioning into DC typically introduce 
automatic or mandated DC plan enrollment, although 
contribution levels may not always be sufficient. 

Importantly, while the most mature DC systems have 
developed successful approaches for the accumulation 
phase, none has yet to fully master the solutions 
needed for the retirement phase. A goal of this survey 
is to leverage global insights to help us understand 
how we can help both improve outcomes during the 
accumulation phase—and build better solutions for 
the retirement phase. 

Lighting a Path in 
Retirement Design

Participant has responsibility for ensuring 
adequate income among working population

78% 

77% 

86% 

74% 

44% 

56%

60% 

66%

THE ADVICE FROM RETIREES IN OUR SURVEY IS CLEAR:
Start saving earlier, engage with your pension  
planning earlier, and save more.

UK

Australia

USA

Ireland

Italy

Germany

Netherlands

Sweden
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Workers in the US and Australia also have higher degrees  
of awareness of how much money they have saved, where 
its invested and the potential tax benefits of their 
pension investments.

Although the method of retirement savings delivery differs by 
country—with US employers playing a more active role than 
in most other countries—there is a clear gap across the 
spectrum in terms of expectations for advice relative to what 
people are receiving.

In the quest for knowledge, most people in the working  
years look to their current pension provider, their employer  
or a government advisory service for advice. 

About half those approaching retirement (five years before) 
have actively begun seeking advice, particularly in the more 
mature countries. This compares with just 25 – 30% of the 
working population. Five years prior to retirement would seem 
late in the game if there is need to change spending habits or 
plan to retire later. As younger people express a particular 
desire for help from employers with retirement planning,  
this represents a logical touch-point in their early careers. 

While recognizing it is important to empower employees  
with information, the right type of information is essential. 
Rather than educating employees on different investment 
options or how to invest, education should focus on helping 
employees to understand whether they are on track with  
their savings plan and what they should do if they are not.

A COMMON CAUSE—
SOLVING FOR  
RETIREMENT INCOME
 
A key difference for people adjusting to the transition from  
DB to DC is that DB provides guaranteed lifelong income  
in retirement, typically with minimal flexibility for the 
participant. DC provides the participant with much more 
flexibility, but no guarantees unless they specifically  
purchase an annuity. 

In practice, very few DC participants purchase an annuity 
voluntarily. Yet, retirees clearly state that they value regular 
income—even though they are reluctant to purchase it. The 
majority of recently retired people in our survey who wish that 
they had chosen a different option in relation to their 
retirement savings say that they wanted more security.

The preferred source varies by country—interestingly, in the 
US, 47% of pre-retirees would use their employer for help but 
only 1% of retirees found their employer to be a useful source! 
While many outside the US say they would ask their friends and 
family for advice, very few found this advice useful. 

Awareness of amount currently saved for retirement—
working population in select countries

Primary reason recent retirees would prefer a 
different option for their retirement – more security

UK USA Australia Italy Netherlands

41% 60% 63% 70% 39%

Preferred advice sources for the working population  
(provider, employer) 

Sweden 

Italy 

Germany 

Netherlands 

UK 

Ireland 

US 

Australia

25%

36%

24%

44%

30%

40%

25%

52%

Current 
pension provider

17%

19%

21%

30%

28%

38%

47%

14%

Current 
employer

46% 

UK

86%

USA

65%

Australia

24%

Netherlands

8 The Participant Spring 2018 State Street Global Advisors



Most people in the working population rank a combination  
of predictable, preferably guaranteed,income in later life and 
flexible access in early retirement as their preferred choice. 
Respondents are fairly evenly split between the options of 
flexible drawdown at the risk of running out of money and 
stable lifelong income with no flexibility, but overall about three 
quarters of respondents in all countries prefer an option with 
some degree of guaranteed income. 

People in retirement also favor this combination of  
flexibility and guaranteed income.

In countries that are still in the early stage of transition from 
DB to DC (Netherlands, Italy) a majority of people would still 
prefer a stable lifelong income to more flexible options, 
reflecting the traditional way in which retirement income has 
been provided in these countries. People in countries that are 
more advanced in the DC transition are more comfortable with 
using only part of their assets to provide stable lifelong income.

A LOOK AHEAD
 
The more we can help people understand what they need  
to do to prepare for retirement, the more confident they can 
become. This is particularly important for younger, less 
engaged, individuals and in countries in the early stage of  
DC transition where system changes and the perceived  
burden of retirement saving can create anxiety. 

The focus needs to go beyond five years prior to retirement, 
enabling people to modify their behaviors in time to make  
an impact—and also so that they can feel more confident in  
their choices. 

At retirement, solutions that offer some element of guaranteed 
income in retirement are in demand.These could also help to 
make retirement more real for more people—aligning it to  
a more manageable and familiar concept (i.e. how to budget 
based on a monthly paycheck). 

Over the coming months, our survey analysis will delve  
deeper into the retirement income puzzle, including the 
disparity between income and spending intentions, and  
the reality for retirees. Stay tuned!

 ANY QUESTIONS
Contact us at theparticipant@ssga.com to submit your 
questions or to learn more.

SAMPLE

Working population  
Working and not planning  
to retire in next 5 years

Approaching retirement 
Working and planning to retire  
in the next 5 years

Recently retired  
Recently retired within  
the last 5 years

Later in retirement  
Retired more than 5 years ago

Data was drawn from an online survey of 9,451 
respondents across 8 countries. The survey was conducted 
by YouGov plc between February 8 and April 3, 2018.

SURVEY METHODOLOGY

Preferred income in retirement option 
for working population

Netherlands

Sweden

Italy

UK

Germany

Ireland

US

Australia

Flexible access 
early on/stable 
income later

Stable 
income 
only

Flexible 
access 
only

Don't 
know

(%)

UK 1603 17

US 1657 18

Ireland 602 6

Australia 1223 13

Italy 1137 12

Netherlands 1027 11

Sweden 1175 13

Germany 1027 11

20%13%42%26%

16%20%39%26%

15%20%30%35%

17%22%21%40%

22%16%22%40%

13%24%23%40%

11%26%21%42%

24%22%28%26%

9ssga.com/definedcontribution

http://theparticipant@ssga.com
http://ssga.com/definedcontribution


B Y  M E L I S S A  K A H N ,  M A N A G I N G  D I R E C T O R  O F  R E T I R E M E N T  P O L I C Y  
A N D  N I G E L  A S T O N ,  G L O B A L  H E A D  O F  D C  P R O P O S I T I O N  A N D  S T R AT E G Y

The Parallel Evolution  
of Defined Contribution  
Plans in the UK and US.

MIRROR IMAGEMIRROR IMAGE
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Public policy is often a major catalyst for Defined 
Contribution (DC)plan design. By setting plan 
standards and limitations, legislative changes help 
buoy public opinion and spur plan innovation. Policy as 

a change agent becomes increasingly important as governments 
seek to manage the impact of a large retiree population on 
national finances, while establishing opportunities for workers 
to actively plan for their financial future.

While policy initiatives across the globe vary by national 
cultural and financial influences, there are increasingly 
parallels as most markets are converging towards a DC 
model. Less mature DC markets appear like an abstract or 
impressionist rendition of the same subject; more mature 
DC markets can reflect shared learnings, looking like mirror 
image advances.

The UK and US offer perfect examples of this phenomenon, 
employing similar tactics but along slightly staggered 
timelines. Here, we will explore where each program has 
flourished as a result of policy initiatives, and where progress 
has stalled.
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The Evolution of DC in the UK and US 

USUK
1974

1980s

1990s

2002

2006

2008

2012

2015

TODAY

1986 – DC plans were made legal 
under the Thatcher administration

Mid-1990s – Companies start 
closing defined benefit (DB) plans, 
ushering most new hires into a DC-
only environment

Percentage of large UK employers 
offering only a DC plan to new hires 
surpasses US counterparts

Pensions Act 2008 required all 
employers provide access to a 
retirement savings plan

Pension reform ends forced 
annuitization of tax-deferred 
savings plans

2018 – Increase to auto enrollment 
takes effect for savers and employers

Employee Retirement Income 
Security Act (ERISA) passes

Increased legislation and 
regulations furthered operational 
risks and costs of sponsoring 
DB plans, giving rise to DC plans

1995 – State Street launches its  
first target date fund (TDF)

Auto enrollment and auto escalation 
of DC plans introduced

Pension Protection Act made TDFs  
1 of 3 QDIAs approved for use in  
DC plans

2014 – DOL provides key 
ERISA guidance on QLAC/DC 
lifetime income

THROUGH THE LOOKING GLASS

Master trusts like National 
Employment Savings Trust (NEST) 
and The People’s Pension open
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 NEXT STEPS
For more insights on the DC evolution in the UK and US—and the policy 
highlights that lit the way—watch our video discussion online. 

The DC plan portrait becomes increasingly crisp and consistent 
as UK and US markets continue to learn from each other. While 
the approaches to accumulation are aligned, the UK leads on 
expanding access and coverage models, with the US pursuing 
public policy advocacy to increase participation.

State Street Global Advisors has long advocated for a national 
requirement that all employers automatically enroll their 
employees in a retirement plan. 

However, both countries continue to grapple with the issue of 
retirement income, given new demographic and DC challenges. 
Policy is a powerful tool for adoption and could create the 
comfort required by industry stakeholders and participants to 
embrace an annuitized approach to lifetime income.

KEY TAKEAWAYS
APPROACH

RETIREMENT INCOME

ACCESS & COVERAGE

Both countries have embraced a common approach: automatic enrollment into a matching 
contribution structure that features a default investment fund. The difference being that 
this is mandated for all companies in the UK.

Longevity, lifestyle, and early savings withdrawals are factors that could lead a significant retiree 
population to outlive their savings—a potential crisis that requires a concerted and proactive 
approach. A retirement income solution centered on guaranteed payments later in life could 
help. In the US, the Department of Labor (DOL) published guidance supporting lifetime income 
in 2014, paving the way for a Qualified Longevity Annuity Contract (QLAC), or deferred annuity 
funded within a retirement savings plan, to become a contender. The concept of an annuity can 
be unpalatable in some countries. The UK lifted the annuity obligation in 2015 as part of pension 
reform. However, the new approach in the US may offer a meaningful solution to the lifetime 
income challenge, provided it can feature the flexibility retirees demand.

While later to implement the DC model, the UK has moved faster in extending DC access and 
coverage, thanks to the Pension Act 2008 which required employers to offer retirement savings 
plan access. To meet the mandate, particularly for smaller employers not able to afford plan costs, 
several key master trusts (known in the US as multiple employer plans or MEPs) emerged, including 
the government-sponsored National Employment Savings Trust (NEST) and the nonprofit, The 
People’s Pension (TPP). 

In the US, MEPs are still gaining traction, with a number of bills in Congress that would further 
promote their expansion. At State Street in the US, we continue to advocate for the yet-to-pass 
Automatic Retirement Plan Act (ARPA), a national requirement that all employers automatically 
enroll employees in a retirement savings plan.

Preparing for the Next Generation of Retirement
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INDEX-BASED TARGET  
DATE FUNDS DIFFERENTLY
B Y  B R E N D A N  C U R R A N ,  H E A D  O F  U S  I N V E S T M E N T  S T R AT E G Y

When considering an investment—from target date funds to a home 
renovation—there is value in gaining a broader view, in stepping back to 
see the bigger picture. But there is also a danger in going so far as to lose 
the detail that informs comparative decision making.

SEE
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F rom an aerial view, a neighborhood of similarly 
fashioned homes can all look the same. Same roof 
pitches and rectangular lawns, same swing sets and 
shrubbery. But as the lens comes closer, zooming  

in on the intricacies of each property, each structure, each 
appliance and electrical system, stark differences emerge.  
It’s within these differences that the home’s value can begin 
to be measured and a true comparison of benefits revealed.

Within the world of index-based target date funds (defined 
here as TDFs), relying on the aerial view to ascertain value can 
be as deceiving as estimating home prices from 50,000 feet in 
the air. A closer inspection is required.

Here, we explore three TDF dimensions and the nuanced 
value they deliver.

01 
STRUCTURE CAN 
IMPACT VALUE 
Is it a tool shed or a work shop? While both structures 
contain the instruments required to get the job done, the 
better-equipped work shop supports a more sophisticated 
result. Similarly, TDFs that are structured as ERISA-qualified 
collective investment trusts (CITs), instead of mutual funds, 
are able to offer distinct advantages to participants; such as 
greater opportunity for low cost trading (vis-à-vis unit and 
security crossing), more pricing flexibility, increased portfolio 
diversification without additional investment management 
fees, and reduced tax exposure on dividends.

Though they serve the same objective of populating TDFs with 
diverse, underlying index funds, CITs and mutual funds are not 
equal or interchangeable entities. Some leading providers may 
appear to offer CITs, but their structures are underpinned by 
mutual funds, creating a circular reference that doesn’t deliver 
CIT-specific advantages.

For sponsors, understanding the fund 
structure is critical to evaluating the 
value that it offers participants.
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Is it an in-ground pool or an in-law suite? Unique property 
features can broaden a home’s appeal and increase its value 
on resale, but they can also become a burden if not properly 
maintained. However, if done well and looked after carefully, 
these property attributes can buffer the home value  
through housing boom and bust cycles. The inclusion of  
diversifying asset classes within a TDF has a similar effect.  
The diversification is meaningful to the overall portfolio  
across market cycles, but must be carefully managed, 
beginning with index methodology.

02
 THOUGHTFUL 
DIVERSIFICATION CAN 
BENEFIT OUTCOMES

Including commodities, high-yield,  
and other diversifying assets in TDFs 
can improve risk-adjusted returns, 
mitigate specific risks (such as 
inflation), and ultimately increase  
net retirement savings.

Some competitors say the contribution of diversifying 
assets comes at too high a price: increasing cost, introducing 
complexity, lowering transparency, and reducing liquidity for 
both plan sponsors and participants. At State Street, we are 
mindful of these potential pitfalls and vigilant in side-stepping 
them, beginning with the thoughtful employment of a CIT 
investment structure as well as specific indexes designed to 
maximize return while monitoring volatility.
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 ANY QUESTIONS
Contact us at theparticipant@ssga.com to submit your questions  
or to learn more.

Is the roof covered in solar panels or simply shingles?  
While solar panels can offer the rewards of lower utility  
bills and environmental stewardship, they also introduce  
risks, such as potentially complex installation and  
unforeseen maintenance costs. For plan sponsors,  
choosing securities lending offers a similar challenge  
in striking the right balance between potential risks  
and rewards.

But choice is not always available. Some leading  
managers only offer TDFs invested in mutual funds  
and automatically engaged in securities lending.

03
 CHOICE IS AN 
ADVANTAGE IN 
SECURITIES LENDING 

In such scenarios, the limit of the 
offering translates into limits on 
sponsors’ decision-making autonomy.

While a well-managed securities lending program can add 
attractive risk-adjusted returns to participants’ portfolios, 
program success depends on plan sponsor buy-in and 
ongoing participant education. Not all organizations embrace 
this complexity; instead, a solid set of shingles adequately 
cover their needs. To accommodate a range of appetites 
and aptitudes, State Street offers lending and non-lending 
solutions, delivering plan sponsors the benefit of choice  
and participants the value of clarity.

Using such a singular criteria as cost to evaluate TDFs assumes 
that all options are created equally—a myopic perspective that 
we hope to have brought into focus. 

Pulling our lens back from the neighborhood we have been so 
closely inspecting, we can now see in greater detail the 
opportunities and limitations contained within each property. 
For State Street, this means a more detailed and sound 
structure (CITs), the availability and careful oversight of 
unique features (diversifying asset classes), and the choice 
of additional complexity (securities lending). When brought 
under one roof, these value dimensions total to more than just 
curb appeal; they deliver a seamlessly sophisticated 
investment structure.

THE BIGGER PICTURE
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ABOUT DON EZRA
Don Ezra is the former co-chairman 
of global consulting for Russell 
Investments worldwide. In 2010, 
he graduated (rather than retired) 
from a long career advising pension 
funds across the world - from the US 
to UK, Netherlands and Australia.

Don is a widely published  
author, with books including  
'The Retirement Plan Solution 
– The Reinvention of DC' (2009) 
and most recently 'Happiness: The 
Best is Yet to Come' (2014). 

Visit donezra.com for more on his  
insights and research. 

To better understand what’s behind 
these objectives and potential ways to 
meet them, we asked Don Ezra to share 
his insights. Don spent his working life 
helping retirement plans to deliver 
better outcomes for their participants. 
Having graduated from full-time work, 
he now thinks about the income puzzle 
from a retiree perspective.

Don, what do you see as being 
the key income concerns faced 
by retirees?

The concerns tend to start in a budding 
retiree’s 50s, and they’re of two kinds. 
One is psychological: "what am I going to 
do?" Or sometimes even deeper, for those 
who are defined by their work: "who am 
I?" The other is an income-related 
concern: "will I outlive my savings?"

Together these are so distressing that 
they can affect the worker’s productivity. 
It’s valuable to an employer’s bottom line 
to help workers become more content 
with their retirement prospects by being 
more knowledgeable.

And what are the main 
components required to improve 
retirement prospects?

I believe that safety, growth and 
longevity insurance are the three 
financial goals that retirees have (even 
if the vast majority don’t realize it!).

These seem like very different 
goals, do you think they can  
be complimentary?

Yes they can; indeed, they must be,  
to reassure retirees. Longevity 
insurance ensures that  
they don’t outlive their assets. Growth 
gives them the chance of increasing 
their assets during the often long period 
of retirement. And safety means that 
they don’t have the fear of suddenly 
being told, “Hey, the market’s falling, 
turn back your spending dial.”

In your experience, how 
can these goals practically 
be achieved?

They’re three separate goals, and so 
ideally three separate tools are needed 
to achieve them. Trying to use a single 
tool for two or more of the goals 
typically just compromises the goals. 

In fact, the use of separate 
tools is exactly what makes the 
goals complimentary.

Of course, it’s crucial to determine what 
proportion of assets to devote to each 
tool; that’s the most important decision 
to make. In turn, that means the key 
is to determine budding retirees’ 
preferences and deliver a solution that 
simplifies the shift from working to 
post-work life.

The DC industry has made great strides to help individuals save for 
retirement. Unlike their DB counterparts, however, DC 
participants must determine how to convert their accumulated 
assets into a steady source of post-retirement income. This income 
needs to deliver against two seemingly incompatible objectives—
providing flexibility and also ensuring the income lasts a lifetime.

TO AN INCOME FOR LIFE
FROM A LIFETIME OF SAVING
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 NEXT STEPS
For more information on addressing the 
income objectives of safety, growth and 
longevity protection for your retirees,  
please contact theparticipant@ssga.com

TOOLS FOR SUSTAINABLE RETIREMENT INCOME

KEY FEATURES
•   Can reduce the potential that 

retirees might outlive their assets

 •  Can provide greater certainty  
about the amount they can 
comfortably spend 

 •  Can help to manage investments 
through market fluctuations.

Cost of Immediate vs Deferred Annuity
Capital needed to purchase $20,000 annual income. ANNUITY COST

For illustrative purposes only. The prices are based on actual price quotes from insurance companies 
available on the blueprint income website as of March 23, 2018. We averaged the three best quotes. 
Proprietary market assumptions and life-expectancy models are used by insurers in their pricing. The 
annuities are all life annuities - ending at the death of the annuitants. The illustration is based on a joint and 
survivor annuity, assuming a Californian male aged 65 and female of 60. It assumes zero inflation 
protection, death benefits or return of premium. Forecasts are based upon estimates and reflect subjective 
judgments and assumptions. There can be no assurance that developments will transpire as forecasted 
and actual results could differ substantially. Source: Blueprintincome.com as of March 23, 2018.

 1. MAINTAIN A CASH RESERVE
It is impossible to anticipate everything, 
unexpected expenses will likely arise  
in retirement. During a working career, 
it is typically advised to set aside 
perhaps six months of spending for this 
purpose. This translates (very roughly) 
to 2-3% of assets for a retiree with no 
guaranteed income stream.1

2. SEEK LONGEVITY INSURANCE
This will provide ongoing income 
beyond the participant’s life expectancy. 
This is achievable in two ways:

 A  Deferred Annuities (Income 
stream that commences later in 
retirement)—A premium is paid over 
time for a guaranteed income2 that a 
retiree receives upon reaching a set age, 
such as 80 or 85. As shown in the chart 
below, for a couple aged 65/60 the cost 
might be as little as one-quarter of the 
cost of guaranteeing a lifetime income 
that starts right away. The remainder 
is then available for investments 
that target growth and safety.

B  If deferred annuities are not 
available, retirees could also refer to 
longevity tables to approximate income 
needs. They can identify the timeframe 
for which the chance is only (let’s say) 
25% that at least one of the couple  
will survive a particular length of time.  
That would give a 75% chance of success. 
For our 65/60 couple this might be 35 
years. Calculate how much income on 
an annual, monthly or weekly basis is 
likely to be sustainable over that period.

If either or both of the couple approach 
age 80 or 85, are still going strong and 
don’t have longevity insurance, then it 
may be time to buy an annuity that 
starts immediately to lock in a lifetime 
income. By then the odds are that they 
won’t be seeking to grow their lifestyle 
any further.

3. INVESTING FOR 
GROWTH AND SAFETY
By retaining some savings, retirees can 
aim to achieve investment returns from 
assets such as equities. But wait, what 
about safety? 

Equity values fluctuate, and retirees don’t 
want spending to have to vary in sync. 
One solution is to blend, say, five years of 
spending in fixed income instruments 
such as short-term credit. The objective is 
that each year retirees will be able to sell 
some of the equities into these lower-risk 
assets. Of course, if equities have 
declined, they do not want to sell them 
and lock in the loss. But giving the market 
five years to recover typically works well. 
Between 1928-2015, for example, the real 
return on the S&P500 was positive in 
76% of consecutive five year periods.3

CONCLUSION 
There is still work to be done to help 
workers transition from saving for 
retirement to meeting their income needs 
in retirement. At first glance, it may 
seem that the goals of achieving income 
security and flexibility are incompatible. 
However, a range of tools can be engaged 
in a complimentary way to better balance 
those objectives for a more sustainable 
lifelong income.

100%
39%

24%

$346,571
$134,798
$84,291

65

80

85A
nn

ui
ty

 s
ta

rt
in

g 
ag

e 

% of capital to purchase annuity Can be invested elsewhere

1. Determining withdrawal rates using historical data, Bill Bengen, Journal of Financial Planning, 1994. 
2.  Guaranteed income is subject to the claims-paying ability of the issuing insurance company; it is 

possible that the issuing company may not be able to honor the annuity payouts.
3. Source: Stern School of Business, May 2016

IMMEDIATE

DEFERRED

DEFERRED
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RETIREMENT SAVINGS PLAN
LESSONS FROM A

TITAN
B Y  M E G A N  H A R T,  S E N I O R  R E L AT I O N S H I P  M A N A G E R

All plan sponsors are working to balance the complexities surrounding the retirement 
saving equation. Not saving enough can inhibit or unduly extend participants’ 
employment. Drawing down savings too quickly can push recent retirees back into the 
workforce to cover costs. Neither of these scenarios is ideal—for employers or employees. 
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Empowering participants to prepare for and 
experience the retirement they deserve is a driving 
objective for so many engaged plan sponsors. One 
organization that stands apart from the rest—both 

in plan largess and commitment to its participant—is the 
University of California (UC).

The UC is vast, spanning 10 campuses, 5 medical centers, 3 
national energy labs, and an array of agriculture and natural 
resource centers. Reflecting this scale, the Office of the Chief 
Investment Officer (CIO) oversees almost $120 billion in 
assets across pension, endowment, working capital and 
defined contribution pools. The defined contribution (DC) 
plan covers over 300,000 participants, totaling $24 billion in 
plan size—the second largest public entity plan, with the 
largest belonging to the US Federal Government.

The uniqueness of the University’s retirement savings plan 
size and diversity—almost a microcosm of the larger public—
provides the Office of the CIO with a perspective on the 
challenges facing Americans saving for, transitioning to, and 
living in retirement. 

As an academic juggernaut, the UC isn’t merely observing 
potential participant pitfalls; it’s harnessing its culture of 
innovation to explore solutions to looming retirement 
risks—most significantly, longevity risk. 

The defined contribution plan covers 
over 300,000 participants, totaling 
$24 billion in plan size—second only to 
the US Federal Government in terms of 
assets under management.
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UC IN NUMBERS
10 CAMPUSES

3 NATIONAL  
ENERGY  
LABS $24BN DC PLAN 

SIZE

300,000 DC 
PLAN 

PARTICIPANTS

10.3% VOLUNTARY 
SAVINGS

7% MANDATORY 
SAVINGS1

5 MEDICAL
CENTERS

8% EMPLOYER 
CONTRIBUTION1

22 The Participant Spring 2018 State Street Global Advisors



 ANY QUESTIONS
Contact us at theparticipant@ssga.com to submit  
your questions or to learn more.

For the rising generation of retirees, the prospect of spending 
decades—not years—in retirement means savings have to 
last longer. It becomes even more complicated as greater 
numbers of employees in the United States come to rely on 
retirement income primarily from DC sources. This construct 
shifts the responsibilities of saving enough, investing wisely, 
and strategically drawing down funds to participants. While 
the UC continues to offer a defined benefit (DB) plan, with 
the vast majority of participants having access to it, the 
University recently introduced another layer of choice. In 
2016, the UC began offering new hires the option of a pure 
DC plan, called Savings Choice, as their primary retirement 
benefit. In supporting this model, the UC is committed to 
equipping participants with the tools to successfully plan for 
their retirement. 

To begin, the UC mandates new hires that have opted for 
Savings Choice to save at a healthy rate. Currently, employees 
must contribute 7 percent and also receive an 8 percent 
contribution from the University. With an average voluntary 
contribution rate of 10 percent, UC employees could be 
saving up 25 percent, nearly 3 times DC saving averages.2 

The UC has a dedicated effort to deliver encouraging, easy-
to-understand, and ongoing employee communications in 
order to create a culture of savings. This messaging helps to 
educate participants on the full breadth of their investment 
options, which the UC has curated to help enable meaningful 
wealth accumulation. From default target date funds 
(TDFs), to a core line-up of 12 active and passive funds, to a 
brokerage window, UC not only gives participants access to a 
variety of investment approaches, it also offers an extremely 

competitive average management fee—0.07%—for the core 
fund line-up, enabling participants to pay less in fees and gain 
more in their portfolios. 

For new employees having elected Savings Choice, drawing 
down those savings to last throughout retirement is still 
unsolved, though the University of California has an idea. 
The Office of CIO can envision a deferred annuity built into 
a TDF. At the point of retirement, participants can choose to 
purchase an annuity with a portion of their savings—allowing 
them to maintain liquidity for the near term, with the peace 
of mind that guaranteed income* will be available when they 
may need it most, say at 75 or 80 years old. 

Even the most responsible savers can feel the strain of the 
retirement transition, thanks to longer lives and earlier 
workforce exits. The University of California is looking to 
innovate the retirement savings and drawdown experiences 
with forward-thinking investment products, replacing the 
friction caused by changing demographic dynamics with a 
seamless shift to retirement readiness…and beyond.

*Guaranteed income is subject to the claims-paying ability of the issuing insurance 
company; it is possible that the issuing company may not be able to honor the 
annuity payouts.

Even the most responsible savers 
can feel the strain of the retirement 
transition, thanks to longer lives 
and earlier workforce exits. 

1  Specific to participants who have elected the Savings Choice plan, 
figures as of December 31, 2017

2 PenFed Credit Union Savings Survey © 2018
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State Street Global Advisors Worldwide Entities.
The views expressed in this material are the views of SSGA Defined 
Contribution as of May 31, 2021 and are subject to change based on market 
and other conditions. This document contains certain statements that may be 
deemed forward-looking statements. Please note that any such statements are 
not guarantees of any future performance, and actual results or developments 
may differ materially from those projected. The information provided does not 
constitute investment advice and it should not be relied on as such. It should 
not be considered a solicitation to buy or an offer to sell a security. It does not 
take into account any investor’s particular investment objectives, strategies, 
tax status or investment horizon.
Unless otherwise noted, the opinions of the authors provided are not 
necessarily those of State Street. The experts are not employed by State 
Street but may receive compensation from State Street for their services. 
Views and opinions are subject to change at any time based on market 
and other conditions. You should consult your tax and financial advisor. 
All material has been obtained from sources believed to be reliable. There 
is no representation or warranty as to the accuracy of the information, and 
State Street shall have no liability for decisions based on such information.
Investing involves risk, including the risk of loss of principal.
The whole or any part of this work may not be reproduced, copied or 
transmitted or any of its contents disclosed to third parties without SSGA’s 
express written consent.
Annuity withdrawals of taxable amounts from an annuity are subject to ordinary 
income tax, and, if taken before age 59½, may be subject to a 10% IRS penalty.
The issuing insurance company reserves the right to limit contributions.
The value of the debt securities may increase or decrease as a result of the 
following: market fluctuations, increases in interest rates, inability of issuers to 
repay principal and interest or illiquidity in the debt securities markets; the risk 
of low rates of return due to reinvestment of securities during periods of falling 
interest rates or repayment by issuers with higher coupon or interest rates; 
and/or the risk of low income due to falling interest rates. To the extent that 
interest rates rise, certain underlying obligations may be paid off substantially 
slower than originally anticipated and the value of those securities may fall 
sharply. This may result in a reduction in income from debt securities income.
Equity securities may fluctuate in value in response to the activities of individual 
companies and general market and economic conditions.
Diversification does not ensure a profit or guarantee against loss.
The information contained in this communication is not a research 
recommendation or ‘investment research’ and is classified as a ‘Marketing 
Communication’ in accordance with the Markets in Financial Instruments 
Directive (2014/65/EU) or applicable Swiss regulation. This means that this 
marketing communication (a) has not been prepared in accordance with legal 
requirements designed to promote the independence of investment research 
(b) is not subject to any prohibition on dealing ahead of the dissemination of 
investment research.
© 2020 State Street Corporation. All Rights Reserved.
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Glossary
Automatic Enrollment
The practice of enrolling employees in a retirement savings plan automatically, 
used by some employers to promote participation. Auto-enrolled individuals are 
given a default savings rate and investment fund, which they can then modify 
or opt out of entirely.

Automatic Escalation
The automated increase of a participant’s rate of contribution to their defined 
contribution plan, designed to encourage the participant to save more.

CIT
A Collective Investment Trust (CIT) is also known as a commingled or collective 
fund. CITs are: Increasingly used in defined benefit (pension) plans and defined 
contribution (401k) plans.

Default Investment Vehicles
Investments used by plan sponsors as the default for any participant whom 
they have automatically enrolled in a retirement savings plan.

Defined Benefit Plan
An employer-sponsored retirement plan where employee benefits are derived 
from a specified formula using factors such as, but not limited to, salary history 
and duration of employment. Investment risk and portfolio management are 
entirely under the control of the company.

Defined Contribution Plan
An employer-sponsored retirement plan whereby employees make 
contributions to accumulate wealth during their working years to provide 
income in retirement. Often times, an employer will match an employee’s 
contribution, up to a certain amount.

Mutual Fund
A mutual fund is an investment vehicle made up of a pool of moneys collected 
from many investors for the purpose of investing in securities such as stocks, 
bonds, money market instruments and other assets.

Securities Lending
Securities lending is the act of loaning a stock, derivative or other security to an 
investor or firm. Securities lending requires the borrower to put up collateral, 
whether cash, security or a letter of credit. When a security is loaned, the title 
and the ownership are also transferred to the borrower.
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