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Third in a Four-Part Series 

High on the International Foundation’s priority list for 2016 and the years that follow is an initia-
tive to help plan administrators help members and their families achieve a secure retirement. This 
article is the third in a series of four that will be published in Plans & Trusts during 2016. It shares 
what the Foundation has learned from research on the topic and strategies that can be used by 
employers and plan administrators to help workers achieve a secure retirement. Visit www.ifebp.org 
/RetirementCanada to read the full report. 

Once workers have begun saving for retirement, 
they must make important decisions about how 

savings are invested. Employers can help educate 
them about their options and provide services and 

benefits to help them avoid retirement saving pitfalls.

Reproduced with permission from Plans & Trusts, Volume 34, No. 4, 
July/August 2016, pages 16-22, published by the International 
Foundation of Employee Benefit Plans (www.ifebp.org), Brookfield, 
Wis. All rights reserved. Statements or opinions expressed in this 
article are those of the author and do not necessarily represent the 
views or positions of the International Foundation, its officers, 
directors or staff. No further transmission or electronic distribution of 
this material is permitted.
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Retirement  
Security:
Helping Workers Invest  
and Stay on Track
by | Patricia A. Bonner, Ph.D., CEBS

F or employers and plan administrators seeking a more active role in promoting the retire-
ment security of workers and their families, there are five interrelated goals:
1.  Help workers determine their retirement needs and where they stand.
2.  Get workers enrolled and saving for retirement.

 3. Help workers make prudent investment choices.
 4. Help workers stay on track to meet their retirement objectives.
 5. Assist those near retirement to make the transition. 

Strategies for achieving the first two goals were presented in the May/June issue of Plans 
& Trusts. This article addresses the third and fourth goals—helping workers make investment 
choices appropriate to their personal circumstances and stay on track to meet the retirement 
objectives they have established for themselves.

Help Workers Make Prudent Investment Decisions
Poor investment choices can be the difference between achieving one’s retirement goals and 

financial disaster. Unfortunately, it is estimated at least 90% of workers are delegators—They 
have neither the knowledge nor the desire to be actively involved in managing their retirement 
savings and would prefer professionals do it for them (see the figure). Another 9%—the fine-
tuners—want to be involved with the management of their savings, but not deeply involved. 
The remaining 1% are customizers with extensive knowledge of investing who want to be highly 
involved in the management of their retirement investments.1

In addition to providing access to a financial advisor, what can plan administrators do to 
help the overwhelming majority of workers who need to save for retirement but don’t have the 
knowledge or desire to closely manage their investments? While the strategies here are focused 
primarily on defined contribution (DC) plans, some of these strategies might also be of value 
for employees considering or already using Registered Retirement Savings Plans (RRSPs) and 
Tax-Free Savings Accounts (TFSAs).
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Offer a No-Option Defined 
Contribution Plan

When DC plans were first intro-
duced, plan assets were invested in a 
single investment option—often a bal-
anced pooled fund—selected by the 
plan administrator. Plan members had 
no say as to how their funds were in-
vested. When a member left the plan, 
the member received his or her contri-
butions plus a share of the return on in-
vestments in the fund. Over the years, 
DC plans increasingly gave members 
the ability to choose among multiple 
investments—the approach that is 
prevalent today. 

Deciding which of these two options 
is best for a particular plan depends on 
a number of factors such as member 
demographics, the investment sophisti-
cation of members and the willingness 
of individuals to take responsibility for 

their investments. A no-option plan 
tends to be appropriate when members 
are a relatively homogeneous group.

Offer Target-Date Funds

The investment industry’s solu-
tion to helping plan members who 
want someone else to manage their 
retirement savings is using target-date 
funds (TDFs), also referred to as age-
based funds and lifecycle funds. TDFs 
are mutual funds that invest in a mix 
of assets (e.g., stocks, bonds and cash) 
that put retirement savings on autopi-
lot. Members choose the fund with the 
date nearest when they plan to retire. 
The mix of assets in the fund is auto-
matically rebalanced as the fund date 
approaches and typically becomes less 
risky so investors have more stable val-
ues and returns as they near the time 
when they will begin withdrawals. 

Plan administrators choosing a TDF 
should be aware that great diversity ex-
ists in products on the market. It is es-
sential to understand what the specific 
TDF’s glidepath (asset allocation over 
time) is designed to accomplish. Some 
products feature a glidepath that ma-
tures at the member’s projected retire-
ment date, while others carry the inves-
tor well into retirement. TDFs also vary 
in risk, ranging from conservative to 
aggressive. 

Limit the Number of  
Investment Choices

When DC plans provide a menu of 
investment options, the plan admin-
istrator must keep in mind that while 
members who are fine-tuners and cus-
tomizers may appreciate being able 
to select options to fit their personal 
circumstances, the vast majority of 
members will likely be overwhelmed 
by choice—especially if there are a 
lot of choices. The unintended conse-
quences of a large number of choices 
are member inertia and procrastina-
tion—in other words, choice avoid-
ance. 

One study found that for every ten 
new investment options offered, plan 
enrollment drops between 1.5% and 
2%.2 The same researchers found that 
among those workers who do enroll, 
increasing the number of funds offered 
might also cause them to shy away from 
equities and instead select simpler, 
easier-to-understand bonds and bond 
equivalents.3 A consensus of experts 
recently surveyed by the TIAA-CREF 
Institute suggests the appropriate num-
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ber of funds in an investment menu should be between 
five and ten.4

Structure the Investment Menu  
to Encourage Appropriate Choices 

When creating a menu of investment choices for 
members, it might seem logical to list investments from 
least to most risk or alphabetically. Take note, when peo-
ple are provided a menu of items, they tend to choose the 
first choice they are given. If the list is very long, anoth-
er behaviour kicks in—choosing the last items because 
these are the ones that stick in people’s minds.5

Plan administrators should consider the implications 
when a list of investment choices is ordered from least to 
most risky. Members may choose an option that is too 
conservative for their needs. At the other extreme, a very 
long list might result in individuals selecting inappropri-
ately aggressive investments. Hence, funds that are most 
appropriate for the widest range of members—very likely 
a TDF—should be placed at the top of the investment 
menu.

An optimal investment menu for a DC plan might 
have a “basket of funds” such as a balanced fund or TDF 
at the top of the list that is appropriate for a majority of 
workers who prefer to delegate the management of their 
retirement portfolio. The remaining choices could be a 
small group of core funds that permit those who want 
to have some control over their investments to create a 
well-diversified portfolio.

Promote Diversification

While stocks get the most media attention, those sav-
ing for retirement via a self-directed DC plan shouldn’t 
ignore bonds and other fixed income investments. Di-
versification of assets doesn’t ensure a profit or guaran-
tee plan members will not experience a loss, but it can 
reduce the volatility of an investment portfolio. DC plan 
administrators must give careful attention to the invest-
ment options provided. They must also educate DC plan 
members on the need to diversify and how it is accom-
plished.

A diverse investment menu includes several asset 
classes (e.g., domestic and foreign stocks, bonds and 
short-term investments). The financial industry offers a 
multitude of mutual funds that can help small investors 
diversify—with index funds, balanced funds and TDFs 
among the most popular solutions. 

The vast majority of members choose a small number 
of funds (three or four) and then divide assets equally 
among the funds chosen.6 Some members select all the 
funds offered and divide their contributions equally 
among all the choices. Both approaches are misguided 
attempts to diversify, as some investment choices may be 
quite similar with respect to risk and return.

While TDFs can help members diversify, many indi-
viduals are not using these funds as they are intended. 
An Aon Hewitt study of DC plan members found 74% 
of members with a TDF held less than half their assets in 
the fund. Members tended to misallocate the remainder 
of their portfolios, with 62% having an inappropriate risk 
level for their overall portfolio.7

Discourage Chasing Returns

When a particular investment is doing well, it is hu-
man nature to want to put more money into it. When 
something is doing poorly, investors are tempted to get 
out before they lose more. The problem with chasing re-
turns is that “hot” investments don’t usually stay hot. In 
fact, they often crash and burn right after everyone starts 
buying them. As for investments that aren’t doing well, it 
is very possible they will make a comeback and the inves-
tors who sold them will miss their recovery. 

Plan administrators are encouraged to educate 
members of self-directed DC plans on the importance 
of establishing and sticking with their investment 
plan with respect to asset allocation, level of risk and 
so forth. This includes warning members that past 
returns rarely are a good indicator of future returns. 
Moreover, people who try to “time” when they buy and 
sell assets tend to (1) end up with portfolios with more 
risk than is appropriate and (2) lose more money than 
they gain. 

retirement security
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Another strategy to discourage ef-
forts to time the market is to restrict 
the number of fund transfers a member 
can make within his or her portfolio 
during a month.

Promote Rebalancing

Asset values rise, fall and grow at dif-
ferent rates. While the relative value of 
one type of asset in a portfolio booms, 
the value of other assets shrinks. Over 
time, the result is a collection of assets 
out of sync with the mix initially estab-
lished by the plan member. In addition, 
as persons age, they should be moving 
into more conservative investments 
that have less risk than what was ac-
ceptable when they were younger. 

Rebalancing is how investors make 
sure the assets in their portfolios main-
tain a level of risk within their com-
fort zone. Rebalancing at least once or 
twice a year also forces investors to take 
profits from investments that are do-
ing very well and put money into other 
good investments.

Pay Attention to Investment Expenses 
and Other Costs

Administrative, investment and 
other expenses associated with a retire-
ment account can have a sizable impact 
on retirement savings. Chris Daykin, 
chairman, Pensions, Benefits and So-
cial Security Section of the Interna-
tional Actuarial Association, estimates 
a charge of 1% a year on a fund would 
reduce the accumulated amount over 
40 years by almost a quarter.8

No law requires plan administrators 
to select plan investment options with 
the lowest fees available, but plan ad-
ministrators do have a responsibility to 
make sure fees charged are reasonable 
in terms of the quantity and quality of 
services provided. Plan administrators 
should negotiate with service providers 
to reduce the negative effect of fees on 
worker retirement savings. Fees should 
be benchmarked with those charged to 
plans that are similar in size, number of 
members, employer industry, employer 
match and asset allocation. Once invest-

ment choices are made, plan adminis-
trators should monitor the fees regu-
larly to ensure they remain competitive. 

A good place to start when ex-
amining fees is investment expenses. 
Low-cost index funds might be an ap-
propriate alternative to more costly 
actively managed funds. Historically, 
passively managed index funds have 
outperformed the majority of actively 
managed mutual funds. Any fees that 
add little value in terms of investment 
return or service might be lowered or 
eliminated. 

Plan administrators should beware 
of the wide range of payments for dif-
ferent asset managers and investment 
vehicles; there are situations where a 
minority of workers is paying the ma-
jority of plan costs. Even members with 
the same account balances may be pay-
ing significantly different amounts for 
plan administration. Plan expenses 
should be distributed across the plan 
population in an equitable manner. 
Ideally, an administrator can select a 
set of funds with no reimbursement for 
administration included and, instead, 
deduct the fees needed to cover admin-
istrative expenses equitably across all 
asset classes. Furthermore, plan admin-
istrators that have or are considering 
annuities as lifetime income generators 
should not overlook the special fees as-
sociated with these accounts. 

Help Workers Stay on Track
During a person’s life, any number 

of events can result in an individual 
failing to implement steps in a retire-
ment plan or going off track. Employ-
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Learn More

Education
Does Financial Education Belong at Work?
International Foundation on-demand webcast from November 5, 2015.
Visit www.ifebp.org/webcasts for more information.

From the Bookstore
Retirement in Canada
Thomas R. Klassen. Oxford University Press. 2013.
Visit www.ifebp.org/books.asp?9004 for details.

A Practical Guide to Private Pension Plans in Canada
Mitch Frazer. Carswell-Thomson Reuters Canada Limited. 2012.
Visit www.ifebp.org/books.asp?8992 for more information.
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ers and plan administrators should review their total ben-
efits package to consider what changes might significantly 
affect the ability of workers to achieve their retirement ob-
jectives. Expanding worker education regarding retirement 
plan features, plan rollovers and general money manage-
ment may also have a positive impact. 

Assist With Rollovers

When defined benefit or DC plan members with vested 
benefits change jobs, they typically have choices that depend 
on the plan design. They may be able to:

 1. Take a lump sum if they are not vested and locked in. 
For most employees, the worst option is to take funds 
out as a lump sum and then spend it or invest it in a 
nonretirement savings account. The member pays 
taxes on the funds and, sometimes, an early withdrawal 
penalty—reducing the amount set aside for retirement 
and the opportunity for the money to compound tax-
free. The ultimate consequence is that the amount the 
worker needs to save during the remainder of his or 
her working years increases. 

 2.  Leave savings in the former employer’s plan. While 
this option may make sense for workers who have 
many years with the same employer, there are disad-
vantages for workers with small account balances 
and those who have changed jobs multiple times. 
Since most plans are priced on the average account 
balance, a collection of small accounts may result in 
higher management fees than if savings were all in 
one place. When there are many years until retire-
ment, workers also run the risk of simply forgetting 
an account exists. 

 3. Move to a new workplace plan. This option rolls funds 
into a new employer’s retirement plan if permitted. 
Wide variations in plan rules and policies governing 
how rollovers are handled can make fund transfers 
complex and frustrating for employees. 

 4. Transfer the funds to a tax-sheltered RRSP. With this 
option, funds remain tax-sheltered. If the funds from 
the previous employer’s plan are locked in, they can be 
transferred to a locked-in RRSP or similar vehicle. 

Offer Other Benefits That Help Workers  
Manage Risk and Increase Savings

It is easy to overlook the substantial impact that elements 
of a worker’s benefit package other than a retirement plan 
can have on the ability to save for a secure retirement. Such 
benefits typically support retirement planning in one of two 
ways: (1) helping workers cope with life’s surprises that can 
wreak havoc on finances and (2) providing funds for other 
financial goals that often compete with achieving retirement 
goals. Specific benefits include:

• Life insurance or another death benefit 
• Disability protection 
• Medical, vision, dental and hearing benefits
• Long-term care (LTC) insurance to supplement cover-

age provided by the public health system
• Emergency loan programs and hardship funds to help 

workers in financial crises who have exhausted other 
means of obtaining financial assistance

• Employee assistance programs that help workers deal 
with financial issues in addition to personal and family 
issues

• Education assistance programs for workers and/or 
their dependants 

• Registered Education Savings Plans (RESPs) to save for 
a child’s education.
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Takeaways

•  Ninety percent of workers have neither the knowledge nor the 
desire to be actively involved in managing their retirement sav-
ings and would prefer professionals do it for them.

•  Target-date funds may be a good option for people who don’t 
want to think about asset diversification and balancing.

•  Limiting the number of investment choices—five to ten funds is 
optimal—may encourage good decision making.

•  Plan administrators have a responsibility to be sure that fees 
charged for various investment options are reasonable.

•  To help workers stay on track with their retirement savings, plan 
administrators can assist employees with rollovers.

•  Other benefits, such as life insurance, disability protection and 
medical, vision, dental and hearing benefits, can support retire-
ment planning.
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Make Personal Finance Information  
and Education Available

Plan administrators are starting to realize achieving re-
tirement security cannot be isolated from other parts of a 
person’s financial life. Areas that often have the greatest im-
pact on retirement savings and for which there is the greatest 
need for education include:

• Creating and managing a budget 
• Managing credit/debt

retirement security
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• Saving and borrowing for the purchase of a home
• Saving for a child’s education
• Acquiring sufficient insurance coverage
• Saving and investing for retirement 
• Reducing taxes.
The right time to provide information and education 

tends to be when individuals are faced with a decision. For 
example, 42% of retirees say they began to plan for retire-
ment 20 years before they planned to retire.9 Employers 
should target these early planners and encourage them to as-
sess their progress toward retirement. If they haven’t already 
done so, this is also a time to consider what they want to do 
in retirement, adjustments to savings levels, the asset mix in 
their portfolio, etc. &
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