.i
".
. Bod.

QDIAs & Consultant
Expectations

Meeting Retiree Needs and Enhancing Personalization

October 2024




The Pension Protection Act of 2006
introduced the Qualified Default
Investment Alternative (QDIA), allowing
employers to automatically enroll
employees in retirement plans and
invest their contributions in default
options. QDIAs simplify employee
retirement planning and reduce legal
risks for employers, encouraging
better investing behavior with minimal
employee effort.

While QDIAs have been highly effective
in addressing the accumulation phase of
retirement savings, their development
has focused predominantly on helping
participants grow their assets during
their working years. Target date funds
(TDFs), which automatically adjust

risk exposure as participants near
retirement, have been foundational to
these strategies. However, QDIAs have
yet to address the decumulation phase

adequately. As the retirement landscape
continues to evolve, institutional
consultants see two emerging trends
shaping the future of QDIAs: an
increased emphasis on retirees’ income
needs and a growing movement toward
greater personalization of investment
solutions. The accumulation-focused
design of earlier QDIAs is gradually
giving way to strategies that focus on the
complex realities of retirement income
and distribution.

Addressing the needs of retirees is
evolving on two fronts: guaranteed and
nonguaranteed solutions. According to
PIMCO's 2024 U.S. DC Consulting Study
(DCCS), 44% of consultants anticipate
that, aside from off-the-shelf target date
funds, the greatest growth among QDIA
options over the next three years will

be in TDFs with embedded guarantees.
The leading reason, cited by 79% of

consultants, is that plan sponsors aim to
provide participants with various options
to address diverse retirement needs.
Additionally, 61% of consultants say their
plan sponsor clients have considered
offering a guaranteed solution because
their existing defined benefit plan is
frozen or closed.

Over the coming years, consultants
expect certain asset classes to be

added to core plan line-ups, focusing

on retirees' needs. Although plan menu
consolidation is expected to continue,
84% of consultants see annuities as a
top choice for menu expansion. The only
asset class to garner more consideration
is income-focused/multi-sector (92%).

PIMCQO's DCCS (see Figure 1) also
highlights the leading options for
nonguaranteed investment options.
For instance, 93% of consultants

Figure 1 | Retirement Income Recommendations - Guaranteed Solutions

Increased preference for out-of-plan solutions when offering guaranteed income options; Target date fund remains top choice
to deliver non-guaranteed retirement income

Guaranteed

Non-Guaranteed

Out-of-plan annuity platform (e.g., Hueler)
(LU (126%)

Target-date fund with fixed annuity option (e.g., SPIA, QLAC)
CYL(N (113%)

In-plan annuity distribution option (immediate or deferred)
LIS (41%)

Target-date fund with variable annuity option (e.g.,, GMWB)
(X (Y9%)

None of the above
B 4% c14%)

Other investment options
B 4% (1%

Target date fund (with income or retirement vintage)
CEL7 (113%)

Stable value
Y7 (112%)

Personalized solutions (e.g., managed accounts)
LS (12%)

Income focused fixed income
L7 (112%)

Income focused multi-asset fund
1Ll (47%)

Other investment options
B 7 7%

Which of the following investment options and tools, if any, are you most likely to recommend to support participants’ retirement spending needs? Select up to 3 options
for each category. (n=28) | Analyst Note: “Other” includes “Any one of the above depending on the plan’s needs.” () - Corresponding YOY results from the 2023 PIMCO DC

Consulting Study, June 2023.
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recommend traditional TDFs (with an
income or retirement vintage) as a
primary nonguaranteed retirement
income solution. In comparison, nearly
half of consultants (46%) prefer a more
personalized approach. The motivation
behind these choices is rooted in

a desire for lower cost, decreased
complexity, and increased liquidity.
Examples include managed accounts
or personalized TDFs to deliver
nonguaranteed retirement income.
These options offer participants a
customized experience that aligns with
their unique financial situations and
retirement goals.

The movement toward personalization
within QDIAs is partly driven by a
growing demand from younger
participants. Research from

Cerulli Associates highlights this

trend, revealing that participants
across different generations place
significant value on retirement

income plans tailored to their
personal circumstances and lifestyle
expectations. For instance, 27% of
millennials, 24% of Generation Z,

and 22% of baby boomers place
importance on personalized retirement
income plans.

This demand for tailored solutions is
expected to drive innovation in the
QDIA space as participants increasingly
seek retirement solutions that reflect
their individual needs. PIMCO's DCCS
(see Figure 2) shows that nearly
two-thirds (64%) of consultants

agree that QDIAs will incorporate

more personalization. Additionally,
more than three-quarters (78%) of
consultants believe recordkeepers

can play a vital role in increasing
personalization, given how much
personal data they possess within
their systems. Asset managers should
partner with recordkeepers to leverage
this data to help craft customized
portfolios for plan participants. As few
consultants (14%) believe participants
regularly update their personal
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Figure 2 | Perspective on Managed Accounts

W Strongly M Somewhat [ Neither agree M Somewhat W Strongly
agree agree nor disagree disagree disagree

Similar to age, recordkeeping systems contain additional participant data that can
help personalize portfolios

14% 64% 11% 11%

QDIAs will incorporate more personalization

14% 50% 14% 14% 7%

Fees will fall substantially

7% 54% 18% 21%

Improves the majority of participant outcomes

11% 29% 39% 14% 7%

Investment performance and outcomes will be more easily measured

7% 25% 29% 36%

Participants regularly add and keep current personal data in managed account tools

14% 14% 50% 21%

Regarding personalization, how much do you agree or disagree with the following statements? (n=28)

of consultants believe
recordkeepers can play
a vital role in increasing
personalization.



data, this presents an opportunity

for new solutions that can provide
personalization without requiring further
participant input or engagement.

PIMCQO'’s DCCS findings (see Figure 3)
reveal that consultants prioritize several
key factors when assessing personalized
investment solutions: cost (86%),
participant engagement (86%), and the
level of personalization (79%). These
factors ranked among the top three
consultant selections. Among these, the
level of personalization is considered
the most important attribute by 42% of
consultants. While managed accounts
provide participants with a highly
tailored retirement investing and
planning experience, they are generally
more expensive than personalized TDFs

and require participants to manually
input additional personal information
for enhanced personalization.
According to Cerulli's 2024 Target-Date
Manager survey, target date managers
emphasize that personalized TDFs offer
significant advantages over other
QDIAs, including more suitable investor
risk profiles and lower costs compared
to managed account programs.
Notably, personalized TDFs do not
require participant engagement. As
plan sponsors consider personalized
QDIAs, they must weigh the benefits of
increased personalization against the
associated costs and engagement
requirements to identify the best
solution for their participants and

plan objectives.

of consultants say cost
is a key factor when
assessing personalized
investment solutions.

Figure 3 | Important Attributes when Evaluating a Personalized Investment Solution

Overall cost and level of participant engagement required cited as top attributes to evaluate personalized investment solutions

M Rank 1-3 M Rank 1

86%

The cost of the
solution

The level of participant
engagement required to
get personalized
portfolios

79%

solution

4% 4%

The level of The ability to The level of diversification
personalization benchmark the employed within the
provided by the performance solution (including the

use of core and non-core
investment options)

What are the most important attributes to focus on when evaluating a personalized investment solution? (Rank in order of importance, where 1 = most important.). (n=28)
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For over 30 years, Cerulli has provided global asset and wealth management
firms with unmatched, actionable insights. Cerulli Associates is an international
research and consulting firm that provides financial institutions with guidance
in strategic positioning and new business development. Our analysts blend
industry knowledge, original research, and data analysis to bring perspective
to current market conditions and forecasts for future developments.

cerulli.com @ @cerulli_assoc @ /cerulli-associates

PIMCO

PIMCO is a global leader in active fixed income with deep expertise across
public and private markets. We invest our clients’ capital across a range of
fixed income and credit opportunities, leveraging our decades of experience
navigating complex debt markets. Our flexible capital base and deep

relationships with issuers have helped us become one of the world’s largest
providers of traditional and nontraditional solutions for companies that need
financing and investors who seek strong risk-adjusted returns.

pimco.com ® @pimco @/pimco
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IMPORTANT NOTICE

The 2024 PIMCO US DC Consulting Study contains opinions of survey respondents and
not necessarily those of PIMCO. The study captures data, trends and opinions from 28
consulting and advisory firms who serve over 15,379 clients with aggregate DC assets in
excess of $7.94 trillion. All responses were collected from January 8, 2024 through February
26, 2024. The analysis of key findings is for illustrative purposes only, intended to highlight
major themes identified within survey responses.

All investments contain risk and may lose value.

Statements about financial market trends or portfolio strategies are based on conditions
at the time of publication, which are subject to change. There is no guarantee that these
investment strategies will work under all market conditions or are appropriate for all
investors. Individual investors should evaluate their ability to invest for the long term,
especially during periods of downturn in the market. All opinions, outlook and strategies are
subject to change without notice.

Target Date Funds are designed to provide investors with a retirement solution tailored to

the time when they expect to retire or plan to start withdrawing money (the “target date”).
Target Date Funds will gradually shift their emphasis from more aggressive investments
to more conservative ones based on their target dates. Target Date Funds invest in other

funds and instruments based on a long-term asset allocation glide path developed by

PIMCO, and performance is subject to underlying investment weightings, which will change

over time. An investment in a Target Date Fund does not eliminate the need for an investor

to determine whether a Fund is appropriate for his or her financial situation. An investment
in a Fund is not guaranteed. Investors may experience losses, including losses near, at, or

after the target date, and there is no guarantee that a Fund will provide adequate income at

and through retirement.

PIMCO as a general matter provides services to qualified institutions, financial
intermediaries and institutional investors. Individual investors should contact their own
financial professional to determine the most appropriate investment options for their
financial situation. This material contains the opinions of the author but not necessarily
those of PIMCO and such opinions are subject to change without notice. This material
has been distributed for informational purposes only and should not be considered as
investment advice or a recommendation of any particular security, strategy or investment
product. Information contained herein has been obtained from sources believed to be
reliable, but not guaranteed. No part of this material may be reproduced in any form,
or referred to in any other publication, without express written permission. PIMCO is a
trademark of Allianz Asset Management of America LLC in the United States and throughout
the world. ©2024, PIMCO

Pacific Investment Management Company LLC, 650 Newport Center Drive,
Newport Beach, CA 92660 | 800.387.4626
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