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Executive Summary  
 
Challenges and Opportunities for Pension Fund Managers in the United States 
 
As this report was being prepared in the summer of 2011, America’s institutional 
investors continued to face significant regulatory uncertainties as policy makers – 
including the National Commission on Fiscal Responsibility and Reform and Vice 
President Biden’s Middle Class Task Force – struggled with the fact that a rapidly 
increasing number of Americans face retirement age with inadequate pensions.  
 
The asset management industry is divided among financial firms using a broad range of 
different business models, meaning that pension reform proposals will impact firms 
differently based on the shift in the type of retirement accounts and the level of the flow 
of funds into them. For example, a mandatory supplement to Social Security – the 
SCEPA/Economic Policy Institute (EPI) Guaranteed Retirement Account plan – will 
mainly benefit managers who now manage pooled retirement assets and charge 
wholesale or group-based fees. The New America Foundation Universal 401(k) plan 
and the Urban Institute’s Super Simple Saving Plan on the other hand will direct more 
assets to 401(k) plans and IRA providers who manage self-directed worker plans on a 
retail basis. In this regard, the New Benefit Platform proposed by the ERISA Industry 
Committee (ERIC) would also promote individual-directed plans.  
 
This study is the first to examine exactly how major pension proposals will affect Wall 
Street firms. With retirement assets making up 21% of assets under management, the 
nation’s financial industry would be greatly affected by any change in the system and 
the leading reform proposals for the U.S. employer-based pension system, analyzed 
here, will change the configuration of retirement products and management 
arrangements. 
 
 
 
 
 



 

 
 

Pension Asset Managers and the Financial Industry: What is the finance 
industry's present stake in employer-based private pensions? 
 
The pension fund management industry is comprised of thousands of financial firms. 
However, the largest of these firms control the vast majority amount of worldwide assets 
under management and in the United States. Indeed, the concentration of the industry 
is so great in the United States that the top 15 firms manage over half of the assets 
under management of the top 100 largest firms. (See Appendix 1 for a complete listing 
of the 100 largest firms) 
 
Assets set aside for people’s retirement represent a large part of the total worldwide 
assets under management by the industry fund management industry. In the first 
quarter of 2010, total retirement assets in the United States, not including the present 
value of promised Social Security benefits, totaled $16.5 trillion. The largest component 
of this total is made up by Individual Retirement Accounts (IRAs) at $4.3 trillion 
[Individual Retirement Accounts are primarily comprised of 401(k) rollovers, followed by 
defined contribution (DC) plans at $4.2 trillion. Together these two components make up 
over 50% of retirement assets. The other four components of the total are private sector 
defined benefit (DB) plans ($2.2 trillion), state and local pension plans (which are mostly 
DB plans) ($2.9 trillion), federal pension plans ($1.3 trillion) and annuities ($1.5 trillion)]1. 
 
Although public workers and employers may opt into one of the pension reform plans 
under consideration, this study focuses on the pension reform impact on private sector, 
employer-based pension assets (DB and DC assets), totaling $6.4 trillion in the first 
quarter of 2010 for the two components. To calculate the size of the fees generated 
from these assets, the average all-in fee calculated by Deloitte in a 2010 study2 of 93 
basis points is applied to the total assets under management of $6.4 trillion. The 
calculated amount of fees is $59 billion3. 
 
Defined contribution plans are tax-advantaged savings vehicles in which individuals 
select the asset allocation of their accounts given the range of investment options. In 
the case of 401(k) plans the employers choose the options and workers choose the 
allocation. In contrast, defined benefit plans are professionally managed in collective 
funds and individuals do not select their own investments.  
 
To calculate how much leading financial firms depend on retirement assets for their total 
business we used data from the industry periodical Pensions and Investments to 
estimate the percentage of total (pension and non-pension) assets under management 
accounted for by private pension fund money by 49 firms (only 49 of the top 100 firms 
had data distinguishing between DB and DC assets.) The top firms are Blackrock, State 
Street Global Advisors, and Fidelity and Vanguard Investments, whereby DB plans only 
represent 13% of Blackrock’s assets under management, while State Street depends on 
DB assets for 21% of their assets under management. Blackrock has a small share of 

                                          
1 Investment Company Institute, Research Fundamentals, 19, Vol. 19, No. 3-Q1, The US Retirement 
Market, First Quarter 2010.  
2 Deloitte reference 
3 Although this is overestimating the fees from DB as I am still waiting for a source for an estimate of DB 
fees 



 

 
 

its assets under management derived from DC business, just 8%, whereas Fidelity and 
Vanguard have over a quarter of their assets under management derived from DC 
assets.  
 
Table 1 displays those results for the 49 of the 100 largest firms that provided the 
necessary breakdown of their assets. The percentage of pension assets under 
management by type of asset refers to the share of total worldwide assets and is 
displayed in the shaded columns. The average percentage accounted for by the three 
types of assets was then also calculated at the bottom of the table. DC plans account 
for an average of 9% of funds under management, DBs account for 12% of assets 
under management, together resulting in a significant portion, 21%, of pension assets 
under management by top 100 financial management firms4. Within this group there is 
significant variability as to the importance of the DB and DC assets. DB assets range 
from 0% to 54% of assets under management, while DC assets range from 0% to 83% 
of assets under management. Given the available data, Loomis Sayles, Northern Trust 
Global Investments, Blackrock, and State Street would be winners in a reform plan that 
emphasized pooled assets investments. Fidelity and Vanguard, on the other hand, 
would lobby for reforms that induced more individually directed accounts. 
 
 
How Will Major Reform Proposals Affect Wall Street Firms?  
 
We found above that asset management firms derive much of their $59 billion in fees 
revenue and 21% of assets under management from retirement assets. Below we 
investigate the four leading reform proposals – the SCEPA/EPI Guaranteed Retirement 
accounts, the ERIC Industry Committee’s New Benefit Platform for Life Security, the 
New American Foundation’s Universal 401(k) Plan, and the Urban Institute’s Super 
Simple Savings Plan – for the possible effects they would have on the industry should 
they be implemented. 
 
What all four plans have in common their mutual desire to get 70 million workers 
currently without pensions into pension plans. However, only one proposal mandates 
participation, while the other three have only a set of incentives (which will cost 
taxpayers more money in tax expenditures than the current system) that we presume 
will induce at least 35 – 54 million Americans who do not have coverage into pension 
plans for an extended period of time.  
 
The first reform reviewed is the mandated plan, which will cover 70 million more 
individuals. 
  

A. The SCEPA/EPI Guaranteed Retirement Account Plan (GRA) 
 
Under this reform, the Social Security administration would be the record keeper for 
mandated retirement accounts that would be funded by a 3.5% contribution from the 
                                          
4 The estimated average percentage of assets under management is smaller than the figures presented 
in the first section of this paper as these percentages relate one portion of retirement assets to the total 
worldwide assets under management of a firms (both retirement related and non-retirement related), 
whereas the figures in the first section are solely for U.S. retirement assets. 
 



 

 
 

employer and employee. The federal government would reduce the tax deduction for all 
contributions over $5,000 per year and give $600 to all contributors to offset the 
required employee contribution. Contributions would flow into a fund invested by private 
sector money managers and backing a 3% annual real return guarantee to the 
individual guaranteed accounts. All revenues in the GRA fund would be earmarked for 
investment and future reimbursement to payees. Though funds are pooled, workers are 
able to track the credited value of their account which is tied to the contributions and 
returns similar to (but not the same as) the dollar amounts of 401(k) plans and other 
individual accounts. GRAs would only be redeemable for a lump sum withdrawal worth 
10% of the accumulations and only at retirement age. GRAs would also be paid as an 
annuity, whereby the responsibility for managing the funds would be given to the Thrift 
Savings Plan or a similar body.  
 

What impact would it have on the industry? 
 
Elsewhere in this paper we estimate that the average income of the 70 million 
employees currently not covered by pension plans to be $35,587, thereby earning a 
total of estimated $2.49 trillion. The GRA system would ensure that 5% of this would be 
invested in the employees’ GRA accounts, roughly $125 billion. Added to this figure is 
the $600 per employee subsidy, which amounts to an extra $42 billion. Therefore the 
total increase in retirement assets from previously uncovered workers amounts to $167 
billion. 
 
The management of GRA funds would provide a massive opportunity for the institutional 
investment community: a full, federally mandatory GRA system would invest funds for 
almost 70 million individuals – unless those individuals joined for-profit IRAs or 401(k) 
plans that met new and stricter federal guidelines. Either way, every American worker 
would have to be in a retirement plan that met federal requirements – mandated 5%, not 
redeemable before retirement, guaranteed 3% real rate of return, paid out annuities, 
restricted lump sum deaccumulation of not more than 10% at retirement. As Table 2 
shows, if a GRA were to be implemented this year, we could assume even more 
contributions with GRA accumulations growing to accumulate many trillions of dollars in 
assets. 
 
Table 1: Data Summary Table                       
Years From Creation of GRA 

     

Year 0 10 20 30 40 
Total Value of GRA Assets ($ Trillions, 
2009) 

1.39 4.32 8.19 12.96 18.77 

Total Value of GRA Assets (% of GDP) 10% 24% 37% 47% 55% 
Annual Inflow ($ Billions, 2009) 196.30 229.10 267.41 323.31 394.04 
Source: SCEPA Working Paper 2010-4: Modeling a Guaranteed Retirement Account (GRA) System in 
the United States, Stubbs D, June 20105 
 
 

                                          
5 For detailed projections and the methodology behind them, please see SCEPA Working Paper 2010-4: 
Modelling a Guaranteed Retirement Account (GRA) System in the United States, Stubbs D, June 2010. 
Available at: http://www.economicpolicyresearch.org/modeling-a-gra-system-in-the-us.html 



 

 
 

Given the quantity of assets to be invested, it is likely that the management of the fund 
would be split across the tranches, with the management of each tranche contracted to 
institutional asset management firms and contracts awarded for ten-year periods. At the 
end of that ten year period, each contract would be renewed for the seven firms which 
provided the best risk-adjusted returns6, while the bottom three firms would not have 
their contracts renewed and those tranches being re-allocated to three different firms. 
This structure should provide competition between management firms and provide 
consequences for firms who do not invest funds wisely. (There would be some 
restrictions on the allocation of funds by the contracted institutional managers. These 
restrictions are discussed in Appendix 2.) 
 
Taking into account the annual inflow projections from Table A4.1 (in the Appendix), the 
size of each of the 10 tranches would rise from $139 billion to $1.87 trillion (in 2009 
dollars) by 2050. Given that the median average assets under management for the 
largest 30 money managers was about $620 billion in 2009, gaining a contract to 
manage a tranche of the GRA money would represent, on average, an increase in total 
assets under management of 22% (assuming that all contracts were won by firms in the 
top 30 bracket). In addition, firms would be responsible for investing their tenth of the 
annual inflows into the GRA system, which would initially be in the range of $19.6 billion 
but rising to almost $40 billion (in 2009 dollars) by 2050. Adding in the initial allocation, 
the annual inflows, and the growth of both sources of funds by the expected rate of 
return obtained by the firms, and assuming other assets remained constant through the 
ten year contract period, the awarding of a GRA fund management contract to a 
median-sized firm would lead to a staggering increase in its total assets under 
management of at least 50% during that period. 
 
Due to its size, the GRA system would be able to command lower fees as a percentage 
of assets under management than those that are charged to both retail and institutional 
investors7. Even so, investment firms would earn significant management fees for their 
services. Although the exact level of fees that would be negotiated is impossible to 
predict, we can create a range of possibilities based on our projections for the size of 
assets under management within a possible GRA system. Table 3 summarizes the 
possible growth of fees associated with managing the GRA funds: 
 
 
 
 
 
 
 

                                          
6 The assessment of investment performance would be based around obtaining a return higher than 3% 
in real terms, whilst minimizing the volatility of the portfolio value over the assessment period. 
7 As mentioned above, Deloitte (2009) found that the size of assets under management, as well as the 
number of participants in a plan, is a key determinant of expenses ratios in investment funds. Other 
actors include: investment objective, the range of services offered, the fees that are paid directly to 
advisors, and whether a fund is a “load” or “no-load” fund. See Collins, S and Roth, C (2009) “Trends in 
the fees and expenses of mutual funds, 2008” Investment Company Institute Fundamentals 18, No. 3 
(April); Collins, S (2010) “Trends in the fees and expenses of mutual funds, 2009” Investment Company 
Institute Fundamentals 19, No. 2 (April) and Defined Contribution / 401(k) Fee Study, Deloitte, June 2009. 



 

 
 

Table 2: Total Fees Charged to the GRA ($ Billions)    
Years From Creation of GRA 

     

Basis Points Charged on Assets Under Management 0 10 20 30 40 
60 8.3 25.7 48.5 76.2 109.8 
50 7.0 21.6 40.9 64.8 93.8 
40 5.6 17.4 33.2 52.9 77.0 
30 4.2 13.1 25.2 40.5 59.2 
20 2.8 8.8 17.1 27.5 40.5 

Source: SCEPA Working Paper 2010-4: Modeling a Guaranteed Retirement Account (GRA) System in 
the United States, Stubbs D, June 2010 
 
When the projected level of fees (in 2010 dollars) after 40 years are discounted by the 
current yield on the 10-year treasury (2.39%), the net present value of the fees 
generated by the GRA system is around $11 billion. 
 
As mentioned above, the three other proposals discussed in this paper do not mandate 
coverage but have different mechanisms for incentive coverage. Before discussing 
these proposals, however, the coverage estimates are below: 
 
All three subsequent proposals address Americans who are not currently covered by 
pension plans (the ERIC plan would delink all employers even from DC plans), 
nevertheless, new coverage would be encouraged not mandated, and, for the most 
part, current retirement accounts would be unaffected. Calabrese (2007, p. 11), states 
that there are “70 million American workers [who] do not participate in a tax-subsidized, 
payroll deduction saving plan” and who have an annual salary of $35,600.  
 
Calabrese (2007, p. 17) estimates a 3.5% contribution rate. We double it to account for 
a new government match (part of all three proposals) and apply it to the total earnings 
of all currently uncovered workers (70 million * $35,587 = $2.491 trillion), whereby it can 
be estimated that the provisional of a universal 401(k) account to currently uncovered 
workers would generate new retirement savings of around $174 billion in the first year. 
 

B) The ERIC Industry Committee’s New Benefit Platform for Life Security8 
 
The New Benefit Platform proposal would give employers an alternative method for 
providing benefits without the “entanglements” of traditional provider sponsorship, a 
structure that complements the current system rather than replacing it. Retirement plans 
would be administered by benefit administrators who would assume the role of todays 
plan sponsors, while employers and workers would share the funding of benefits. As a 
significant departure from the present system’s increasing reliance on employer-
provided benefits, however, the new system combines a market-based structure with 
individual choice and group risk sharing. This structure will make possible the 
continuation and possibly the expansion of employers’ role as facilitators rather than 
solely that of providers of benefits. 
 

                                          
8 Information on this plan was sourced from: A New Benefit Platform for Life Security, The ERISA Industry 
Committee, May 2007. Available at: 
http://www.eric.org/forms/documents/DocumentFormPublic/viewDoc?id=B98400000007 



 

 
 

ERIC hopes the New Benefit Platform will encourage creativity and innovation to benefit 
both employers and individuals because administrators would compete with each other 
based on quality, design, and cost. The ERIC plan requires the federal government to 
establish a uniform national regulatory structure and uniform standards for measuring 
plan performance. An employer could obtain the benefits for its employees, and, in 
some circumstances, an individual could participate directly without employer 
involvement.  
 
The benefits available through this new structure would initially include retirement and 
other benefits. ERIC claims their proposal would significantly rationalize the retirement 
system with a more equitable and attractive retirement package, a defined benefit plan 
called a “Guaranteed Benefit Plan,” and a defined contribution plan called a “Retirement 
Savings Plan.”  
 
The Guaranteed Benefit Plan accept employer and individual contributions and would 
guarantee a return of principle to individuals, a minimum guaranteed investment credit 
(chosen by each benefit administrator) applied to the balance of each account, loan 
prohibition, portable accounts between jobs, pooled assets , and distributions in 
annuities.  
 
While the ERIC plan is similar to the Guaranteed Retirement Account proposal, it is not 
mandatory and includes other supplemental proposals. Benefit Administrators would 
also be required to offer an Retirement Security Plan – a more restricted 401(k) – which 
would be “somewhat similar to the current 401(K) program” (ERISA, 2001, p. 15). They 
would accept voluntary contributions from employers and employees, offer loans, and 
the individual would direct asset management, although a preset, default asset 
allocation would be offered, as well as automatic enrollment when enrolled through an 
employer. In addition to this, the plan could also be portable.  
 

What impact would it have on the industry? 
 
The ERIC Industry Committee’s New Benefit Platform for Life Security would change 
the employer-based pension system in that guaranteed retirement accounts would 
decouple DB plans from single employers, turning them into cash balance plans, just as 
EPI/New School Guaranteed Retirement Accounts (GRAs) would. However, if 
employees choose the RSP, the more restricted 401(k) fund management industry will 
still be selling employees individual accounts that are voluntary, not pooled, and in 
which employees make their own decisions over asset allocation. By allowing workers 
to purchase coverage independent of their employer, the new benefit platform may well 
increase funds going in to the DC industry, however, these changes have not been 
estimated here. 
 
Overall, the largest impact upon the institutional fund management industry would come 
through the cash balance plan. However, involvement is uncertain as the plans would 
be voluntary with no recommended contribution. Still, if we assume that 50% of 
employees in the United States decided to join such a scheme, and that both 



 

 
 

employees and employers will contribute 2.5% of gross employee salary9, then the total 
inflows would be roughly $76 billion, rising to $86 billion in 2015 and $94 billion in 2020. 
The total assets under management would rise from the initial inflow of $76 billion to 
something like $620 billion in 2015 and $1.2 trillion in 2020, assuming funds gained a 
real rate of return of around 3% and no withdrawals during that period.  
 
The unknowable question is how the development of GRAs would impact the existing 
DC industry. The industry would probably gain extra inflows from the simplification of 
accounts under RSPs but the development of GSPs may prove an attractive option for 
employees and may well cannibalize the funds currently being sent into 401(k) 
accounts. This could mean that Guaranteed Retirement Accounts could be a gain for 
the institutional community but a loss for the DC specialists who rely on 401(k) money. 
 

C) The New American Foundation’s Universal 401(k) Plan10 

The solution proposed by the New America Foundation (NAF) is to create a universal 
401(k) plan that gives every worker access to an automatic, professionally administered 
retirement saving plan, namely an Individual Career Account (ICA). The plan would 
supplement, not supplant, the existing private pension system. All workers not 
participating in an employer plan, including recent hires and part-time employees, would 
be signed up to contribute automatically by payroll deduction, although an individual 
could choose not to save. The government would match voluntary contributions by 
workers and their employers with refundable tax credits deposited directly into a 
worker’s account, whereby workers participating in their employer’s plan would receive 
stronger tax incentives to save, but otherwise see no difference. Contributions for 
workers not participating in an employer plan would be forwarded to a federal 
clearinghouse, an entity which would manage small accounts at low cost and could 
even convert account balances into guaranteed income for life at retirement. Individuals 
could maintain the account throughout their career, since it would remain open as they 
moved from job to job. This supplemental system would make saving easier, automatic, 
and fair.  
 

What impact would it have on the industry? 
 
The nature of the government clearinghouse is the key aspect of the plan for the 
industry since it would be the recipient of enrollees’ funds. The New America 
Foundation plan creates a new clearinghouse similar to the federal employees Federal 
Thrift Savings Plan (TSP)—which manages very low cost 401(k)-style saving accounts 
for 3 million federal military and civilian personnel—that would receive all deposits. Like 
the TSP, record-keeping would be centralized but investment management would be 
contracted out to private investment firms. Participants would choose among a small 
number of very low-cost index funds, while payroll-deducted savings and matching tax 

                                          
9 The level recommended in the literature on Guaranteed Retirement Accounts as reviewed later in his 
document. 
10 Information on this plan was sourced from: Ten Big Ideas for a New America, A Universal 401(k) Plan, 
Michael Calabrese, New America Foundation February 1, 2007. Available at: 
http://www.newamerica.net/files/NAF_10big_Ideas_3.pdf 
 



 

 
 

credits would flow through the clearinghouse and assets would be portable and 
transferable at any time. 

 
Estimated management fees on these accounts are 50 basis points of assets under 
management, or $872 million in the first year alone. 
 
Using the methodology applied in Goolsbee (2004)11 the potential increase in revenues 
is related to the current size of the industry. According to the Bureau of Economic 
Analysis12, total gross output (revenue) for the relevant parts of the financial industry, 
namely "Securities, Commodity Contracts, and Investments" and "Funds, Trusts, and 
Other Investment Vehicles"—NAICS codes 523 and 525—amounted to $492 billion in 
2008. The entire market value of the financial sector in the United States (including 
more than just asset management) as measured in the S&P 500 totals $1.62 trillion13. 
To get an estimate of the NPV of revenues rather than profits, we scale up the market 
value number by the share of gross output to value added in the financial sector as 
measured by the Bureau of Economic Analysis (this is a proxy measure of revenue to 
profits). Goolsbee (2004) estimates this figure at 1.5, yielding an estimate rate of 
revenue of around $2.43 trillion. The fees generated from the savings of previously 
uncovered workers would represent an increase of only 0.03% in the first year, 
however, this figure would grow rapidly as more money was committed each year and 
those savings rose with investment returns. 
 
The NAF proposal may benefit retail and institutional investment managers. The 
universal 401(k) plan does maintain some crucial defined contribution features, such as 
the ability of participants to choose from the TSP-approved funds suggested to them. 
Hence, it is likely that larger DC-specialist firms, which could compete to offer low cost 
funds and currently work with plan sponsors, such as Vanguard, would win the battle to 
provide the options available to participants.  
 
This policy intent is meant to supplement existing 401(k) plans. It appears to safeguard 
existing retail flows while promising to expand coverage and create a potential flow of 
new money into the industry. However, the NAF suggests that, “if a worker did not wish 
to participate in his employer’s plan, the payroll deduction would flow automatically to 
the federal clearinghouse and into his Individual Career Account” (Calabrese, 2007). 
Like GRAs, therefore, universal 401(k) could become a ‘public option’, which would 
compete by with a low cost structures and simple investment options. This would likely 
bear down on industry fees, to the benefit of participants but at the expense of more 
marginal Wall Street firms; a serious threat to the revenue of the DC management 
industry given that current DC assets are around $3.2 trillion on which an estimated all-
in fee of 93 basis points is earned generating around $30 billion. If fees were to fall to 50 
basis points, the revenue they generate would drop to $16 billion, a drop of 46%. So an 
increase of $872 million from new savers would provide very little cheer to the industry. 
 
The GRA plan is a public option that sets higher standards on existing 401(k) plans.  
 

                                          
11 
12 
13 



 

 
 

D. The Urban Institute’s Super Simple Savings Plan14 
 
The Urban Institute’s Super Simple Savings Plan (SSSP) aims to accelerate the growth 
in personal retirement assets using methods inspired by recent reforms in the United 
Kingdom. They advocate the creation of a Super Simple saving plan that would provide 
a basic, low-cost, easily administrable plan with the potential to significantly increase the 
retirement assets available to moderate- and middle-income individuals. The basic 
features of the Super Simple plan resemble the U.K. reform plan, but within a U.S. 
context, by inducing minimum levels of employer contributions for low- and moderate-
income workers, providing automatic contribution features for employees who do not 
formally opt out, removing discrimination rules, and creating a significant government 
match for savers (as in the case of GRAs). 
 

What impact would it have on the industry? 
 
This plan would appear to boost the traditional 401(k) management industry by making 
it easier for firms to set up plans and providing for universal access. Indeed, once 
involved in these plans, workers would still face the same investment choices as 
available now.  
 
It is difficult to assess the prospects for the plan to increase funds flowing into the 
investment management industry because the plan is voluntary. People can and will opt 
out of the program, making annual flows to the industry uncertain. However, some 
estimates can be made. Inflows into these accounts would be made up of three 
components: the employee contribution, the employer match and the government 
subsidy. 
 
The authors suggest “specifying a 4-percent-of-pay contribution [from employees] in the 
first year and then escalating it to 8% through annual or, perhaps, biennial 1-percent-of-
pay increases as workers spend more years on the same job.” (Perun and Steuerle, 
2008, p.10). They recommend “an initial automatic, minimum employer contribution of 
3% of pay, or any matching formula that would achieve the same end, given the 
minimum amount already contributed by the employee”. (Perun and Steuerle, 2008, p. 
11). The 3% employer minimum combined with the 4% employee minimum would give 
low- and moderate-income workers annual contributions of at least 7% before the 
government match. The authors say that employers could contribute more, but only if 
the same percentage of pay is given to all employees. Despite the clarity in these areas 
the authors are uncertain as to how to structure the government subsidy and a 
government match has not been specified. They propose something similar to the 
GRAs via a $400 credit and also suggest the British method of providing a 1-percent-of-
pay match. Other alternatives are possible, such as a 2-percent-of-pay match on the 
first $10,000 of wages. (Perun and Steuerle, 2008, p.12).   
 
Assuming that, upon implementation, a 1% government subsidy was added to the 
employer and employee contributions, then 8% of gross income would flow into a 

                                          
14 Perun, P and Eugene Stuerle, Why Not a «Super Simple» Saving Plan for the United States?, 
Opportunity and Ownership Project, The Urban Institute 2008. Available at: 
www.urban.org/UploadedPDF/411676_simple_saving.pdf 



 

 
 

participant’s account in the first year. Calculations in Appendix 4 estimate the average 
salary of those uncovered workers at $35,587 and total earnings of the uncovered at 
$2.491 trillion. This would suggest that if every uncovered worker were to join the SSSP 
then an additional $200 billion would be funneled to the DC asset management industry. 
Assuming average fees of 93 basis points15, the industry could receive an injection of 
nearly $1.8 billion in fees. However, the assumption of universal uptake from currently 
uncovered workers is unrealistic. The auto-enrollment feature would certainly boost 
participation, however, only by “converting myopia into positive inertia by making 
participation a default option. (Studies have shown that automatic enrollment has 
boosted 401(k) participation rates among low-income workers from 13 to 80 percent)” 
(Calabrese, 2008, p.17). Another way of stating an increase in participation from 13% to 
80% is by stating that 77% of the initially uncovered workers become participants. 
Applying this percentage to the calculations above, it would imply an increase in assets 
under management for the DC industry at around $153 billion, leading to additional fees 
in the region of $1.4 billion. As estimated above, the total revenue for the financial 
sector in 2008 was estimated at around $2.43 trillion. Hence the increase in fees would 
amount to around 0.06% of existing revenue in the first year, but would probably rise 
rapidly thereafter. In itself, this is roughly double the direct impact of the NAF Universal 
401(k) plan analyzed above. 
 
Existing members of DC schemes would also be affected by the changes. On the one 
hand, the increased simplicity and higher allowance for personal contributions could 
well bring more funds to the industry. On the other hand, the authors explicitly suggest 
that “the SSSP would be simpler and cheaper to administer than many of today’s plans. 
By keeping costs down, more employer benefit dollars would flow into workers’ 
accounts rather than to the plan compliance industry. We believe these combined 
incentives would succeed over time in making the Super Simple the dominant defined 
contribution plan” (Perun and Steuerle, 2008, p.9).  Hence the presence of the SSSP in 
the market place is likely to cause significant margin compression in the industry 
affected by both the existing constituency of plan participants and new members alike. 
Indeed if we assume margins are compressed to around 50 basis points then the fees 
from the new members drop from $1.4 billion in the first year to $767 million. 
 
But it doesn’t stop there. Existing DC assets would also see margin compression. As 
mentioned above, current DC assets are around $3.2 trillion on which an estimated all-
in fee of 93 basis points is earned, thus generating around $30 billion. If fees were to fall 
to 50 basis points, the revenue they generate would drop to $16 billion, a drop of 46%. 
So an increase of $767 million from new savers is almost irrelevant. 
 
 
 
 
 
 
 
 
 

                                          
15 The average median “All-In” fee calculated in the Deloitte(2009) 



 

 
 

 
 
Conclusion 
 
Recognition that the current employer-based pension system does not serve the 
American public well is rising, and reform proposals are actively being discussed at the 
highest levels. Retirement assets are an important part of the assets managed by the 
finance sector, so any change to the level or type of these flows would have significant 
impact on the industry. The structure of fees at present does not serve participants in 
DC plans well. Indeed, it is striking that most serious reform proposals, including the 
ones examined here, have as a key part of their objectives the desire to reduce costs to 
employees and hassle to employers. This alone shows the widespread acceptance that 
the present system is sub optimal and in need of reform. 
 
Of the many proposals for reforming employer based pensions, this study examined the 
effects of the four leading proposals on the finance industry. Its predictions are 
summarized in Table 3. 
 
Table 3: How parts of the finance industry may be affected by each reform proposal 
 

 
Reform Proposal 

Supplement, 
Compete or 
Replace Current 
System 

Impact on DC 
Portion of the 
Industry 

Impact on DB 
Portion of the 
Industry 

SCEPA/EPI Guaranteed 
Retirement Accounts 

Compete 
Decline in assets 
under managed 

Large increase in 
assets under 
management, 
estimated at $196 
billion in 1st year 

ERIC’s New Benefit 
Platform 

Alter but 
Supplement 

Probable increase in 
assets 

Significant increase 
in assets, estimated 
at $76 Billion in 1st 
year 

NAF’s Universal 401K 
Plan 

Supplement 

Probable increase in 
assets managed, 
estimated at $87 
billion in 1st year 

Uncertain 

Urban Institute’s Super 
Simple Savings Plan 

Alter but 
Supplement 

Increase in assets 
managed of around 
$153 billion in 1st 
year 

No impact 

 
 
The finance sector as a whole would probably gain from the feedback effect of 
increased macroeconomic stability that a reformed pension would help create. At 
present, the 401(k) system acts in a pro-cyclical manner, inducing pensioners to retire 



 

 
 

when unemployment is low and labor is needed in the economy, while preventing them 
from retiring during or soon after recessions as unemployment shoots upward16. 
 
Momentum behind the GRA proposal is building. Indeed, this paper provides evidence 
that the sector is well-placed to benefit from such a package of reforms. As Appendix 3 
makes clear, the money management industry is already serving institutional clients. 
Average assets under management accounted for by total institutional funds is 31%, 
well above the 12% and 9% accounted for by DB and DC funds, respectively. Hence, 
we conclude that any changes in legislation that encourage larger institutional flows and 
less DC flows would be easily dealt with by the industry, as it is already set up to run 
institutional funds. Finally, the implementation of a GRA system would be a boon for the 
institutional investor community: from day one, GRAs would provide around $1.4 trillion 
in additional assets to be managed, with roughly $200 billion funneled in its direction 
already in the initial years to follow. 
 

                                          
16 See Eloy Fisher, Automatic Stabilizer Paper 



 

 
 

Appendix 1: The 100 largest asset managers by assets under management 
 
Table A1 

Rank* Name 
WW AUM** 
(Millions) 

% of 
total 

Cumulative % of 
total 

1 Black Rock Inc. $3,346,256 9.5% 9.5% 
2 State Street Global Advisors $1,911,240 5.4% 14.9% 
3 Fidelity Investments $1,699,106 4.8% 19.7% 
4 Vanguard Group Inc. $1,509,119 4.3% 23.9% 

5 
J.P. Morgan Asset 
Management $1,248,791 3.5% 27.5% 

6 
BNY Mellon Asset 
Management $1,114,511 3.2% 30.6% 

7 
Capital Research & 
Management Co. $1,039,299 2.9% 33.5% 

8 
Pacific Investment 
Management Co. LLC $1,000,108 2.8% 36.4% 

9 Amundi $959,690 2.7% 39.1% 

10 
The Goldman Sachs Group 
Inc. $871,000 2.5% 41.5% 

11 
Deutsche Asset 
Management $709,135 2.0% 43.6% 

12 Legg Mason Inc. $681,614 1.9% 45.5% 
13 Prudential Financial $667,386 1.9% 47.4% 
14 AXA Investment Managers $645,720 1.8% 49.2% 

15 
Northern Trust Global 
Investments $627,183 1.8% 51.0% 

16 
BNP Paribas Investment 
Partners $619,089 1.7% 52.7% 

17 
UBS Global Asset 
Management $563,048 1.6% 54.3% 

18 
Franklin Templeton 
Investments $553,516 1.6% 55.9% 

19 MetLife Inc. $539,314 1.5% 57.4% 
20 ING $537,818 1.5% 58.9% 

21 
Wellington Management Co. 
LLP $537,360 1.5% 60.4% 

22 Alliance Bernstein LP $495,502 1.4% 61.8% 

23 
HSBC Global Asset 
Management $427,317 1.2% 63.0% 

24 Invesco $423,121 1.2% 64.2% 
25 TIAA-CREF $414,635 1.2% 65.4% 

26 
Credit Suisse Asset 
Management LLC $403,500 1.1% 66.5% 

27 Aviva Investors $403,103 1.1% 67.7% 

28 
T. Rowe Price Associates 
Inc. $391,300 1.1% 68.8% 

29 Federated Investors Inc. $389,316 1.1% 69.9% 
30 Morgan Stanley $381,775 1.1% 71.0% 
31 The Dreyfus Corp. $381,571 1.1% 72.0% 



 

 
 

32 
Wells Capital Management 
Inc. $363,451 1.0% 73.1% 

33 
Columbia Management 
Group LLC $320,191 0.9% 74.0% 

34 MassMutual Financial Group $319,463 0.9% 74.9% 

35 
The Hartford Financial 
Services Group Inc. $303,133 0.9% 75.7% 

36 
Nomura Asset Management 
Co. Ltd. $288,737 0.8% 76.6% 

37 
MFC Global Investment 
Management $286,607 0.8% 77.4% 

38 Pioneer Investments $252,260 0.7% 78.1% 

39 
River Source Investments 
LLC $243,546 0.7% 78.8% 

40 Schroders $239,624 0.7% 79.4% 
41 New York Life Investments $237,619 0.7% 80.1% 

42 
Aberdeen Asset 
Management Inc. $232,224 0.7% 80.8% 

43 Prudential Fixed Income $231,883 0.7% 81.4% 

44 
Scottish Widows Investment 
Partnership Ltd. $228,265 0.6% 82.1% 

45 Principal Global Investors $215,445 0.6% 82.7% 

46 
Charles Schwab Investment 
Management Inc. $200,654 0.6% 83.3% 

47 
Franklin Templeton Fixed 
Income $192,117 0.5% 83.8% 

48 
MFS Investment 
Management Inc. $183,448 0.5% 84.3% 

49 
Mellon Capital Management 
Corp. $177,897 0.5% 84.8% 

50 Russell Investments $176,400 0.5% 85.3% 
51 Neuberger Berman $172,909 0.5% 85.8% 
52 Dodge & Cox $172,460 0.5% 86.3% 

53 
Dimensional Fund Advisors 
LP $164,583 0.5% 86.8% 

54 
F&C Asset Management 
PLC $157,959 0.4% 87.2% 

55 Pyramis Global Advisors $152,085 0.4% 87.6% 
56 Nuveen Investments $145,000 0.4% 88.0% 
57 Templeton $144,673 0.4% 88.5% 

58 
Hartford Investment 
Management Co. $143,989 0.4% 88.9% 

59 Loomis, Sayles & Co. LP $142,308 0.4% 89.3% 

60 
RCM Capital Management 
LLC $141,684 0.4% 89.7% 

61 Delaware Investments $133,702 0.4% 90.0% 
62 Eaton Vance Management $129,169 0.4% 90.4% 

63 
Pictet Asset Management 
Ltd. $122,490 0.3% 90.7% 

64 Franklin Global Advisers $117,808 0.3% 91.1% 



 

 
 

65 GE Asset Management Inc. $117,800 0.3% 91.4% 

66 
Lazard Asset Management 
LLC $116,456 0.3% 91.7% 

67 Putnam Investments $114,946 0.3% 92.1% 

68 
Babson Capital Management 
LLC $108,560 0.3% 92.4% 

69 Nikko Asset Management $108,539 0.3% 92.7% 

70 
Grantham, Mayo, Van 
Otterloo & Co. LLC $106,859 0.3% 93.0% 

71 SEI Investments $106,400 0.3% 93.3% 

72 
PNC Financial Services 
Group Inc. $103,413 0.3% 93.6% 

73 TCW Group $100,846 0.3% 93.9% 
74 DIAM $100,007 0.3% 94.1% 
75 FAF Advisors $97,714 0.3% 94.4% 

76 
Janus Capital Management 
LLC $96,802 0.3% 94.7% 

77 Nationwide Financial $94,107 0.3% 95.0% 
78 Henderson Global Investors $93,837 0.3% 95.2% 
79 Jennison Associates LLC $93,317 0.3% 95.5% 
80 ING Clarion/ING Real Estate $92,693 0.3% 95.8% 
81 Mason Street Advisors LLC $90,710 0.3% 96.0% 
82 Baillie Gifford Overseas Ltd. $90,289 0.3% 96.3% 
83 Lord, Abbett & Co. LLC $88,895 0.3% 96.5% 
84 Pine Bridge Investments $87,297 0.2% 96.8% 

85 
American Century 
Investments $85,862 0.2% 97.0% 

86 
Conning Asset Management 
Co. $76,996 0.2% 97.2% 

87 PPM America Inc. $75,829 0.2% 97.4% 
88 Newton Group $73,306 0.2% 97.6% 

89 
Davis Selected Advisers LP, 
dba Davis Advisors $73,134 0.2% 97.9% 

90 Bridgewater Associates LP $73,000 0.2% 98.1% 

91 
Oaktree Capital 
Management LP $72,879 0.2% 98.3% 

92 Nuveen Asset Management $70,860 0.2% 98.5% 
93 Geode Capital Management $70,743 0.2% 98.7% 

94 
AXA Rosenberg Investment 
Management LLC $70,001 0.2% 98.9% 

95 
Waddell & Reed Asset 
Management Group $69,819 0.2% 99.1% 

96 
Dwight Asset Management 
Co. LLC $68,807 0.2% 99.3% 

97 PNC Bank NA $67,572 0.2% 99.4% 
98 Investec Asset Management $66,822 0.2% 99.6% 
99 Capital Guardian Trust Co. $65,636 0.2% 99.8% 

100 
Mondrian Investment 
Partners  Ltd. $64,393 0.2% 100.0% 

          



 

 
 

Total Assets Under 
Management  $35,380,372     
          
* Data is for 2009        
** Worldwide assets 
under management        
Source: Pensions and 
Investments, 
http://www.pionline.com      
 



 

 
 

Appendix 2: Guidelines for portfolios: The lay of the land for those charged with 
investing the funds 
 
Despite the benefits of professional management, it is desirable to set restrictions on 
the use of the funds entrusted to the management firms to ensure funds fulfill the two 
fundamental goals of the GRA fund, which are to provide a 3% real return on the money 
committed to GRAs and to pay out funds to those employees who have decided to 
retire. Such restrictions are common in the pension plans of other countries17. 
 
Ensuring enough liquidity to satisfy the demand for outflows necessitates maintaining a 
certain percentage of the funds in cash or near-cash instruments. We would specify that 
each of the ten tranches of the fund must maintain at least 5% of their funds in cash and 
at least 20% in treasury securities. Further enforced diversification would be necessary 
to persuade policy makers and the public that investments will be sufficiently diversified 
to minimize investment risk. The suggested restrictions on portfolio are laid out in table 
A2. 
 
Table A2: Minimum and maximum 
portfolio allocations by asset class 

  

 Minimum Maximum 
Cash 5% - 
Treasuries 20% - 
S$P 500 Stocks 10% 40% 
Small Stocks 10% 40% 
Corporate bonds 10% 40% 
Commodity funds - 30% 
Foreign Equities - 20% 
Foreign Government Bonds - 20% 
Foreign Corporate Bonds - 20% 
 
 
These guidelines provide the right balance between allowing freedom for managers to 
shift investments between asset classes according to their investment outlook, while 
reassuring policymakers and the public that GRA funds will not be concentrated in a 
small number of investments and susceptible to idiosyncratic risk. For example, when 
managers are risk-averse and worry about potential losses in more volatile asset 
classes, they would be able to reduce their exposure to more risky classes to just 30% 
of the total portfolio (10% each in S&P 500 stocks, small stocks and corporate bonds), 
while placing the remaining 70% in safe-haven investments such as cash or treasuries. 
In contrast, when managers believe extra risk is acceptable, they would be able to 
reduce the proportion invested in safe haven assets to 25%, placing the remaining 75% 
in a variety of higher returning asset classes. 
 

                                          
17 One example is Switzerland, where some pension funds are limited to investing no more than 50% of 
total assets in equities, no more than 30% in foreign currencies, and no more than 5% in the sponsoring 
employer. (GAO-09-642) 



 

 
 

Appendix 3: The impact of fees on end balances of pension funds 
 
The impact of fees on retirement balances is a key issue facing retirement policy 
makers today. A recent study by the Government Accountability Office18 concluded that 
“over the course of a worker’s career, fees may significantly decrease retirement 
savings by lowering net investment returns”. Their analysis included a quantitative 
example of the effect, replicated in Chart A3 below, that the impact of an additional 1% 
of fees can have on a retirement balances: 
 
 
Chart A3: The Impact of an addition of 1 % of fees 
 

 
 
 
Quantifying the reduction in fees through collective bargaining and pooled investment 
strategies, as envisioned in the GRA, is difficult due to the fact that it depends on the 
length of time the person works and, to a degree, on the path of earnings throughout his 
or her career. To model these differences, three different earnings paths were 
constructed: 
 
The baseline scenario is one in which the worker receives a 2% real increase in 
earnings every year of their working life. Scenario two, the “early success” scenario, 
describes a situation in which a worker’s earnings accelerate rapidly in the early years 
of their working life but then the rate of increase slows dramatically in later years. 
Scenario three, the “late bloomer” scenario, is one where the early years of a worker’s 
career sees almost no increase in wages, with a rapid acceleration occurring in later 
years. All three scenarios start and end with the same level of earnings, but the path 
they take from one to another is very different. Versions of these earnings paths were 

                                          
18 PRIVATE PENSIONS Alternative Approaches Could Address Retirement Risks Faced by Workers but Pose Trade-offs, US 
GAO, July 2009 



 

 
 

constructed for three career durations: 20, 30, and 40 years. All scenarios assume a 5% 
contribution rate and a constant 3% real return on invested funds. Table A3.2 displays 
the increase in retirement savings at the point of retirement from a reduction is fees of 
1%, averaged across the three different earnings paths. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
 

Appendix 4: How do firms generate income from managing retirement assets? 
 
We estimated that the average fee of 77 basis points equals about $29 billion. This 
number is encouragingly close to the level found in a 2009 Deloitte study. We 
estimated the fee revenue based on total assets under management in DC plans of 
$3.75 trillion, annual fees on our calculations would equal around $29 billion annually. 
This figure rises to $35 billion if the larger estimate of 93 basis points is used19.  
 
The asset management services provided by the investment managers generate 
asset-based fees that are reported as an expense ratio of the mutual fund, separate 
account, commingled account, or other investment product in the plan. Unlike a retail 
investment account, defined contribution/401(k) plans must comply with certain 
regulations in order to ensure that they are equitable in their coverage of workers, 
adding a layer of administrative requirements.  
 
Quantifying the total value of the fees generated by all of America’s private pension 
assets is an extremely difficult task, whereby all DC plans would contain the same type 
of fee generating aspects: 
 
• Compliance 
• Audit 
• Form 550 
• Trustee services  
• Record keeping  
• Educational services and materials  
• Communication 
 
However, the fees themselves are far from uniform in both level and structure across 
plans. A report from Deloitte elaborates: 
 
Recordkeeping and administrative services can be charged directly to the plan or 
participant or can be assessed as an asset-based fee. Also, a portion of the expense 
ratio of an investment option can be used to cover some of the recordkeeping and 
administrative costs. Asset-based investment-related fees represent about three-
quarters (74%) of defined contribution/401(k) plan fees and expenses. Asset-based 
investment expenses generally include three basic components: (1) investment 
management fees, which are paid to the investment's portfolio managers (often 
referred to as investment advisers); (2) distribution and/or service fees (in the case of 
mutual funds, these include 12b-1 fees); and (3) other fees of the investment option, 
including fees to cover custodial, legal, transfer agent (in the case of mutual funds), 
recordkeeping, and other operating expenses. Portions of the distribution and/or 
service fees and other fees may be used to compensate the financial professional (e.g. 
individual broker or investment management firm) for the services provided to the plan 
and its participants and to offset recordkeeping and administration costs. 
 

                                          
19 The other large chunk of retail investment industry is taken up by IRAs. Assuming that IRAs would 
generate the same type of fee levels, the industry would also have collected between $29.9 billion and 
$38.4 billion in 2009. 



 

 
 

In an effort to enhance comparability, Deloitte developed an all-in measure of fees, 
incorporating administrative, recordkeeping, and investment fees whether assessed at 
a plan level, participant level or as an asset-based fee, across all multiple parties 
providing services to the plan. Its construction is illustrated in Figure A4.1. 
 
 

Figure A4.1: Construction of the All-In Measure of Fees 

 
 
Deloitte produced a schematic for DC fees, which is reproduced as Figure A4.2 below, 
and helps map the flows of services and funds between the employers, record 
keepers, participants, and investment managers 
 

 
Figure A4.2 Schematic of Defined Contribution and 401(k) Plan Fees 

 

 
 



 

 
 

It is clear from the schematic that the record keeper and retirement service provider 
receive funds from all three of the other parties in return for services they provide to 
them. It is this part of the fee structure which is most open to reform and at some level 
of the proposals seeks to address the level of fees present in the current system. 
 
After surveying different plans, the median all-in fee was found to be 0.72% of assets, 
with the mean average found to be 0.93%. For purposes of comparison, we looked at 
the available data on mutual fund fees. Average total fees for mutual funds in 2009 by 
type are shown in Chart A4.3. 
 
By combining the average fees in the different types of mutual funds with the total 
outstanding amount of mutual fund assets under management in the different 
categories, a measure of weighted average fees was constructed. Table A4.3 shows 
the calculation. 
 

Table A4.3 
Calculated Weighted 

Average Fees in 
Mutual Fund Industry    

Category 
 
Net Assets ($ Millions) % of Net Assets 

Fees (Basis 
Points) 

Stock and hybrid funds 5,879.5 52% 99 
Bond funds 2,345.4 21% 75 
Money Market Funds 2,983.9 27% 34 
Total 11208.8 100%   
Weighted Average 
Fees     

77 

 
Source: Collins, S (2010) “Trends in the fees and expenses of mutual funds, 2009” Investment Company 
Institute Fundamentals 19, No. 2 (April) 
 
___________________________________________ 
 
 
There is some concern over what forces keep the fees competitive with incentives in 
the system that allow fees to be excessive. 
 
What drives the current level of fees?  
 
Part of the problem is that the pension system today is an intricate system with multiple 
plan types characterized by complex rules and regulations. Plans are complicated to 
administer because of regulatory requirements, the sophistication of investment 
products and services, and the evolving American workplace. The result is a private 
pension system requiring significant administrative support with associated fees and 
costs paid to human resource personnel, accountants, auditors, and insurance agents, 
whereby there are several ways in which these fees may be paid: 
 

● Asset-based fees, based on a percentage of plan or investment assets, that are 
paid for by the employer the participant or both 



 

 
 

● Dollar per participant fees that are paid by employer, participant or both 
● Dollar per plan fees that are paid by the employer, participants or both 
● Specialized participant activity related fees, most often paid for by the 

participants engaging in the activity (e.g. loans) 
 
Plan sponsors control the information that participants receive and the investment 
options they have available so it is not surprising then that most sponsors have chosen 
to shift the burden of fees onto the participants. Survey evidence suggests that 83% of 
total plan fees are covered by participants. The bulk of these fees derive from the 
investment holdings occurring through asset-based charges. Indeed, this informational 
advantage that the plan sponsors have and the lack of resources they allocate to their 
pension systems (because most sponsors are small businesses) means that the 
system has no mechanism to drive costs lower. It is a classic principle/agent problem. 
The principles are the participants who have an interest in a competitive system with 
low costs that enhance net returns. But the agents are their employers for whom no 
such incentive exists. In “Secrets of the 401(k) Industry” Edward Siedle sums the 
situation up nicely: 
 
As a result of lack of transparency regarding questionable industry practices, the 
market for defined contribution retirement plan service providers, including record-
keepers and investment managers, remains uncompetitive despite a large number of 
vendors and plan sponsors. Excessive fees and poor performance are commonplace. 
Yet providers maintain the industry is not to blame for these unfortunate results. 
Industry solutions to problematic performance (such as target date funds and 
personalized financial advice) inevitably involve heaping even greater costs onto 
investors, further reducing the likelihood of satisfactory net performance. (Siedle, 2009) 
 
One reason employers do not negotiate better rates for their employees is that two 
thirds of employers have no other relationship with the plan provider. This prevents 
them from using the possibility of changes to the service agreements to leverage better 
terms and conditions in their DC plans. 
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