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Should trustees or 
participants direct Taft-

Hartley defined contribution 
(DC) plan investments? 
Factors for trustees to 

consider include liability  
for investment decisions  
and communication.
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defined contribution plans

D efined contribution (DC) plans are being created 
by more multiemployer plans for their participants, 
raising a critical question for Taft-Hartley plan 
trustees: Should they manage the plan investments 

themselves? Or should they permit participants to direct in-
vestments in their own individual accounts?

There is no right or wrong answer to the question of 
trustee-directed vs. participant-directed DC plans. Both ap-
proaches have pros and cons (See the table). This article re-
views some factors that trustees should consider.

Liability
In a trustee-directed DC plan, trustees are legally liable 

for the investment decisions they make just like they are in 
a defined benefit (DB) plan. But in a DB plan, participant 
benefits are not tied to investment performance, so partici-
pants may not be as concerned about how well or poorly the 
investments in the trust perform. Absent severe underfund-
ing or another failure of the fund, DB participants should get 
the pensions they’ve earned. 

However, in a DC plan, participants are more sensitive to 
investment performance—over the long term and the short 
term—because their benefits are equal to the value of their 

accounts. If participants in a trustee-directed plan are un-
happy with the performance of their individual accounts and 
believe the trustees made imprudent investment decisions, 
they can potentially sue the trustees, claiming a breach of fi-
duciary responsibility.

In the case of a participant-directed DC plan, however, a 
provision of the Employee Retirement Income Security Act 
(ERISA) known as Section 404(c) could protect DC plan fi-
duciaries from liability, should participants’ own investment 
choices cause poor performance. 

In general, to take advantage of Section 404(c), the plan 
must provide at least three investment options with differ-
ent risk-and-return characteristics and permit participants 
to switch among them at least quarterly. Plan officials also 
must give participants certain information about the invest-
ments, including fees and performance. Even though 404(c) 
protects fiduciaries when participants make their own in-
vestment decisions, fiduciaries remain responsible for se-
lecting and monitoring the investment options on the plan 
menu. But regardless of whether DC plan investments are 
managed by fiduciaries or directed by participants, fiducia-
ries should engage in a prudent process to determine that 
investment and recordkeeping fees are reasonable. In recent 

TABLE
Comparing Participant-Directed and Trustee-Directed Multiemployer Defined Contribution Plans
 Pros Cons

      Participant-directed •   Participants can tailor investments to their •  Some participants may be uncomfortable 
needs and desires.      with investing.

 •   Participants feel more connected to and aware  •  Greater need for education,  
of their benefits.      communication and disclosures

 •   Participants have ready access to information •  Some participants may make poor  
about their accounts.       investment decisions or react to short-term 

market swings.
 •  Trustee liability is reduced. •   Trustees remain responsible for prudently se-

lecting investment options on the plan menu.
 •   If the menu includes target-date funds, participants  •  Recordkeeping and administrative costs 

can invest in a single fund that is appropriate for their age.      are higher than for trustee-directed 
      investment.

Trustee-directed •  Potential for obtaining lower cost investments •  Trustees are liable for investments.

 •   Trustees have flexibility to invest trust assets in  •  Participants may be critical of trustees’ 
alternative investments with the potential to enhance            investment results. 
performance. 

 •   Trustees may retain professional investment  •  Asset allocation is not tailored for each 
advisors or managers.      participant.

Source: J.P. Morgan Asset Management.
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years, DC plan participants have filed 
several lawsuits against fiduciaries of 
large corporate DC plans claiming, 
among other things, that those fees 
were unreasonably high. 

Participant-Directed Investing: 
More Education and Communi-
cation Required

The rules for participant-directed 
plans require giving participants quite 
a bit of information—quarterly state-
ments, for example, and various other 
notices and disclosures. Perhaps even 
more challenging is educating partici-
pants so they can make sound invest-
ment decisions. Some trustees believe 
that many of their participants are un-
willing or unable to manage their own 
plan investments. In general, U.S. DC 
plan participants seem to agree. 

According to the J.P. Morgan 2018 
Defined Contribution Plan Participant 
Survey, only about a third (34%) of par-
ticipants have a strong sense of confi-
dence in their ability to choose which 
of their 401(k) plan options to invest in. 
And just 39% are highly confident about 
how to adjust the way their plan money 
is invested as they get closer to retire-
ment. What’s more, a majority (60%) are 
so-called do-it-for-me investors: They 
want help selecting their investment 
strategies and prefer to leave most of the 
ongoing investment decisions to experi-
enced investment professionals. 

Because many participants are un-
comfortable making investment deci-
sions, most DC plan menus include 
target-date funds (TDFs)—typically, a 
fund of funds that invests in a variety of 
asset classes—or other funds that have 
a mix of asset classes. TDFs automati-
cally rebalance to become more conser-
vative as the participant ages. They can 

be attractive options for participants 
who don’t wish to make their own in-
vestment decisions. The 2018 DC Plan 
Participant Survey found that 88% of 
participants find TDFs “somewhat” or 
“very” appealing.

Recordkeepers for participant-di-
rected DC plans often have retirement 
planning calculators and financial edu-
cation resources on their websites that 
participants may find helpful. Most re-
cordkeepers maintain websites and call 
centers that allow participants to access 
account balance and investment infor-
mation and switch among investments 
at any time. While this ready access 
allows participants to easily monitor 
their retirement nest egg, it also could 
encourage them to overreact to short-
term market swings and make invest-
ment changes at inopportune times.

Trustee Direction May Offer 
Potential Efficiencies

When trustees manage plan assets in 
a single pool, the plan may be eligible to 
invest in lower cost vehicles, depending 

on the size of the investment and the 
fee break points. In addition, the trust-
ees could invest some portion of trust 
assets in alternative investment catego-
ries, in line with the plan’s strategic as-
set allocation parameters, potentially 
enhancing performance and increasing 
diversification. Otherwise, these assets 
may be too risky, illiquid or unavailable 
for a participant-directed plan menu. 
Trustees can retain professional invest-
ment advisors to provide research and 
recommendations for the trustees to 
consider; trustees may even hire dis-
cretionary investment managers who 
can assume fiduciary responsibility for 
some or all investment decisions.

What Do Members Want?
The idea of controlling the invest-

ments in their DC accounts may ap-
peal to some members. Such auton-
omy could allow them to tailor their 
investments to their specific needs and 
objectives and make them feel more 
connected to their benefits. Participant 
ability to exercise control and the po-

learn more
Education
Trustees and Administrators Institutes
February 18-20, 2019, Lake Buena Vista (Orlando), Florida
Visit www.ifebp.org/trusteesadministrators  for more details.
Defined Contribution Plans E-Learning Course
Visit www.ifebp.org/elearning for more information.

From the Bookstore
Trustee Handbook: A Guide to Labor-Management Employee Benefit Plans,  
Eighth Edition
Lawrence R. Beebe. International Foundation. 2017.
Visit www.ifebp.org/trusteehandbook for more details.
The Multiemployer Retirement Plan Landscape: A Ten-Year Look (2006-2015)
International Foundation and Horizon Actuarial Services, LLC. 2018.
Visit www.ifebp.org/books.asp?7976E for more details.
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tential for trustees to reduce their liability may help explain 
why most corporate DC plans have opted for participant 
direction. However, some studies have found that, on their 
own, average investors typically underperform the market.1 
So it’s important that trustees consider member character-
istics, desires and investment expertise when deciding who 
should direct plan investment decisions. 

Endnotes

 1. See, for example, DALBAR Quantitative Analysis of Investor Behav-
ior, December 2016.

This document is a general communication being provided for infor-
mational purposes only. It is educational in nature and not designed to be a 
recommendation for any specific investment product, strategy, plan feature 
or other purposes. By receiving this communication you agree with the in-
tended purpose described above. Any examples used in this material are 
generic, hypothetical and for illustration purposes only. None of J.P. Morgan 
Asset Management, its affiliates or representatives is suggesting that the re-
cipient or any other person take a specific course of action or any action at 
all. Communications such as this are not impartial and are provided in con-
nection with the advertising and marketing of products and services. Prior 
to making any investment or financial decisions, you should seek individu-
alized advice from your personal financial, legal, tax and other professional 
advisors that take into account all of the particular facts and circumstances 
of your own situation.

Opinions and estimates offered constitute our judgment and are subject 
to change without notice, as are statements of financial market trends, which 

are based on current market conditions. We believe the information pro-
vided here is reliable, but we do not warrant its accuracy or completeness. 
References to future returns are not promises or even estimates of actual 
returns a client portfolio may achieve.

J.P. Morgan Asset Management is the marketing name for the asset man-
agement businesses of JPMorgan Chase & Co. and its affiliates worldwide. 
JPMorgan Distribution Services, Inc., member FINRA.
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•  Taft-Hartley plan trustees must decide whether they will man-
age defined contribution (DC) retirement plans themselves or 
permit participants to direct investments in their own individual 
accounts.

•  Trustees are legally liable for their investment decisions in a 
trustee-directed DC plan.

•  Section 404(c) of the Employee Retirement Income Security Act 
(ERISA) protects DC plan fiduciaries from liability should partici-
pants’ own investment choices cause poor performance.

•  Most DC plan menus include target-date funds (TDFs), which can 
be attractive options for plan participants who don’t wish to make 
their own investment decisions.

•  Trustee direction may offer efficiencies because trustees manage 
plan assets in a single pool.
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