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ABSTRACT 

The more the choices, the more is the confusion. In the retirement and pension world, today 
participants have a lot of options than before which are complex that often lead to inaction. As 

the United States has transitioned from pension-style Defined Benefit (DB) plans to Defined 

Contribution (DC) programs, individuals have become accountable for their own savings and 

investment decisions. The foundation of retirement planning now rests on three key 

components: Social Security, workplace retirement plans, and personal savings. Rather than 

overwhelming employees and retirees with excessive options, the focus should be on fostering 

an environment that promotes informed and decisive action through simplified choices. To 

address this, financial organizations have developed solutions that facilitate better decision-

making and improve retirement preparedness. Therefore, the concept of default investment 

allocations design plays a pivotal role in shaping an environment that encourages individuals to 

make sound financial decisions. Implementing these key elements can help guide participants 

toward smarter investment choices, ultimately leading to more secure retirement outcomes. In 
retirement plans it ensures financial security for participants who may lack investment 

expertise. This paper explores the significance of these allocations, focusing on target-date 

funds, balanced funds, and managed accounts as common default options. The research 

highlights the regulatory framework governing default investments, particularly the Pension 

Protection Act of 2006, and examines the impact of these allocations on participant outcomes. 

Furthermore, the study discusses the role of Omni as a record-keeping system that enhances 

automation, compliance, and participant engagement. Empirical data suggests that 

professionally managed portfolios tend to outperform self-directed investments, reinforcing the 

importance of well-structured default options. The paper concludes by emphasizing the need 

for continuous optimization of default investment strategies to align with participants' evolving 

financial needs. 
 

Keywords: Default Investment, Retirement Planning, Asset Allocation, 401(k), Target-Date 
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INTRODUCTION 

Retirement planning is a fundamental pillar of 

financial security, with participant default investment 

allocations playing a crucial role in shaping long-term 

financial outcomes. As pension-style Defined Benefit 

(DB) plans have given way to Defined Contribution 
(DC) programs, individuals are now responsible for 

making their own investment choices. However, many 

employees, due to lack of financial literacy, 

engagement, or the complexity of available options, 

rely on default investment selections made by plan 

sponsors. These default allocations are designed to 

provide structured, risk-adjusted investment strategies 

that align with retirement timelines and market 

conditions. 

This research delves into the importance of default 

investment allocations, examining their role in 

promoting retirement security, minimizing investment 

risks, and simplifying decision-making for participants 

with a range of default investment options to 

understand their suitability for different participant 
demographics. 

 

Beyond regulatory and investment strategy 

discussions, this paper investigates the performance 

and risk management of default allocations over time 

and the significance of Omni as a record-keeping 

system in streamlining participant default investment 

allocations. The research also evaluates the impact of 

quality assurance testing on the reliability of Omni’s 

record-keeping processes, ensuring that participant 
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investments are allocated accurately and in alignment 

with plan policies. 

 

Additionally, the paper also provides ways to 

encourage participants to choose default allocation to 

enhance their retirement outcomes.  

 

By examining these critical aspects, this research aims 

to provide a comprehensive analysis of participant 

default investment allocations, helping financial 

professionals, policymakers, and plan sponsors make 
informed decisions that ultimately enhance retirement 

security. The discussion emphasizes the need for 

continuous improvement in default investment 

strategies to adapt to evolving economic trends, 

participant needs, and regulatory shifts. 

 

METHODOLOGY 

This study employs a mixed-methods approach to 

analyze the effectiveness of default investment 

allocations. Primary sources include industry reports, 

academic literature, and regulatory guidelines. 

Additionally, a comparative analysis of different 

default investment strategies—such as target-date 

funds, balanced funds, and managed accounts—is 

conducted using historical performance data and risk 

assessment models. 

 

A survey-based methodology is also integrated, 
gathering data from retirement plan participants and 

financial advisors regarding their perceptions and 

experiences with default investment allocations. 

Statistical tools are used to evaluate the performance 

of these allocations over time, considering factors like 

returns, volatility, and participant engagement. 

 

RESULTS AND DISCUSSIONS 

Importance of Default Investment Options 

Employer-selected default saving rates and investment funds significantly impact employee savings behaviors. While 

employees have the option to override these defaults, only a small percentage actually take action. This trend is largely 
driven by inertia—often, the simplest choice is to do nothing at all, a behavioral pattern referred to as passive decision-

making. Madrian and Shea (2001) highlight this phenomenon, noting that even after one year, over half of employees 

automatically enrolled in a 401(k) plan remain invested in the default option, with 40% still adhering to the default 

allocation after two years. Similarly, Choi et al. (2002) found that nearly half of participants continue with the default 

allocation even after three years, reinforcing the strong "stickiness" of default investment selections. 

 

Default investment allocations serve as a safety net for employees who do not actively choose their investment strategies. 

These options must balance risk and return, ensuring sufficient growth over time while mitigating volatility. 

 

Research has shown that many employees opt for default investments due to inertia or lack of investment knowledge. A 

study by the Employee Benefit Research Institute (EBRI) highlights that more than 60% of participants in defined 
contribution plans remain in default investment funds over the long term (EBRI, 2023). 

 

Types of Default Investment Allocations 

Target-Date Funds (TDFs): These funds automatically adjust asset allocation based on the participant’s retirement 

timeline. Initially, they allocate a higher percentage to equities for growth potential and gradually shift toward fixed-

income securities as retirement approaches. TDFs offer simplicity and automatic rebalancing, making them an attractive 

option for participants with limited investment knowledge. However, they may not adequately consider individual risk 

tolerance or financial circumstances (Vanguard, 2022). 

 

Balanced Funds: These funds maintain a fixed proportion of equities and bonds, typically offering moderate risk 

exposure. They are suitable for investors seeking a balance between growth and stability. Balanced funds provide 

diversification benefits but lack the dynamic reallocation feature of TDFs, which can be a disadvantage in changing 
market conditions (Fidelity, 2021). 

 

Managed Accounts: These are personalized investment solutions tailored to individual participant profiles. Managed 

accounts consider factors such as age, risk tolerance, salary, and retirement goals to create a customized asset allocation 

strategy. While managed accounts provide enhanced flexibility and professional oversight, they often come with higher 

fees compared to other default options (Morningstar, 2022). 
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Figure 1. A growing body of research suggests that professionally managed investment options like TDFs and managed 

accounts lead to better retirement outcomes compared to self-directed accounts. For example, a study by JP Morgan 

found that participants enrolled in TDFs or managed accounts experienced significantly higher median retirement 

balances over a 20-year period (JP Morgan, 2023). 

 

Regulatory Considerations 

The Pension Protection Act of 2006 established guidelines for Qualified Default Investment Alternatives (QDIAs), 

ensuring that default options align with participants' best interests. Compliance with fiduciary responsibilities is crucial 

for plan sponsors. The U.S. Department of Labor mandates that plan administrators prudently select and monitor default 

investment options to safeguard participant assets (U.S. Department of Labor, 2023). Expanding on regulatory updates 

and their implications for plan sponsors would add greater depth to this section. 

 

Performance Analysis and Risk Management 

Historical performance data suggests that TDFs offer a hands-off, diversified approach but may not suit all investors due 

to varying risk tolerances. Balanced funds provide stable returns but lack customization, whereas managed accounts 

offer flexibility at a higher cost. 
 

A long-term performance analysis conducted by Morningstar reveals that professionally managed portfolios, particularly 

those following a diversified asset allocation approach, tend to outperform self-directed accounts (Morningstar, 2022). 

Moreover, funds with automatic rebalancing features significantly reduce investment decision-making biases, leading 

to better long-term returns. 

 

Why Participants Should Choose Default Allocation 

Default investment allocations provide structured, professionally managed portfolios that optimize asset growth while 

reducing risk exposure. These funds are tailored to align with participants' retirement timelines and risk tolerances, 

ensuring steady growth over time. Additionally, default allocations simplify investment decision-making for participants 

who may lack financial expertise, reducing the likelihood of poor investment choices. Empirical research indicates that 

individuals who remain in professionally managed default funds typically experience better long-term returns compared 
to those who make self-directed investment decisions (Morningstar, 2022). Default investments also benefit from 

automatic rebalancing, ensuring that portfolios remain aligned with intended risk profiles without requiring participant 

intervention. Moreover, fiduciary oversight by plan sponsors and fund managers helps optimize asset allocation 

strategies in response to economic conditions, making default funds a prudent choice for retirement planning.  

 

Omni as a Record-Keeping System for Default Investments 

Omni facilitates seamless tracking of participant contributions, investment selections, and default allocations, ensuring 

compliance with QDIA regulations. It retain participant data, making it easier for plan sponsors to manage investments 

effectively. Omni automates the allocation of funds based on pre-set default investment strategies like Target-Date Funds 

(TDFs) and Balanced Funds. This minimizes manual intervention while ensuring timely adjustments to participant 

portfolios. Omni generates audit trails and compliance reports that help plan sponsors adhere to fiduciary responsibilities 
in managing default investments. This ensures adherence to the Pension Protection Act of 2006 and Department of Labor 

guidelines. Omni integrates with self-service portals, allowing participants to view, modify, or stay with their default 

investments. This promotes greater transparency and informed decision-making to the participants as well. Using Omni's 

data analytics, plan sponsors can assess the effectiveness of default investment strategies, compare fund performance, 

and optimize allocations to maximize participant returns. 

 

At the same time, the aspect of quality assurance testing ensures that all recordkeeping features work as intended, 

including default investment allocation, contribution processing, fund transfers, and participant updates. Verifies that 

https://www.jpmorgan.com/
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participant data (e.g., age, salary, default fund selection) is correctly recorded and mapped to appropriate investment 

options ensuring data integrity. Testing of automated features, such as auto-enrollment, default investment rebalancing, 

and contribution adjustments ensures the automated work flow. The Compliance testing guarantee Omni adheres to 

QDIA (Qualified Default Investment Alternative) regulations under the Pension Protection Act of 2006. It evaluates 

Omni’s ability to handle high transaction volumes efficiently, particularly during payroll processing and open enrollment 

periods. Security and access control testing is performed to verify data encryption and user authentication to prevent 

unauthorized access to participant records. Integration testing ensures the seamless integration between Omni and 

external financial platforms (e.g., investment providers, custodians, and payroll systems) and finally the user acceptance 

testing where the plan sponsors and financial administrators in testing Omni’s default allocation features before 

deployment. So implementing these QA testing procedures in indispensable for Omni to ensures reliability, compliance, 

and accuracy in managing default investment allocations for retirement plan participants. 
 

How retirement companies can encourage participants to choose the Default Fund Allocations process that is lacking in 

Conventional Default process 

 

Companies should mainly focuses on protecting more of participants savings and increasing the amount you can turn 

into retirement paychecks for life when they are ready. 

 

Customization and Personalization: They should allow plan sponsors to tailor asset allocations based on participant 

demographics, age, risk tolerance, and financial goals where as Conventional Default funds follow a one-size-fits-all 

approach usually using target-date funds with a preset glide path. 

 

Dynamic Asset Allocation: They should adjust investments dynamically in response to market conditions and risk 
profiles where as conventional default funds uses static allocations that change based on a predetermined glide path 

without considering individual circumstances. 

 

Enhanced Fiduciary Oversight: Companies should reduce fiduciary risk with structured compliance measures for plan 

sponsors where as conventional default funds follow general fiduciary guidelines but may not provide tailored oversight. 

Lower Fees: They should reduce participants expenses by providing access to lower-cost institutional investments on 

the other hand conventional default funds may include higher fees, especially in retail mutual fund-based default 

investments. 

 

Lifetime Income Solutions: They should offer annuity options that ensure stable retirement income for lifetime where 

as conventional Default options typically do not offer guaranteed income solutions. 
 

 
 

Figure 2. Here is a bar graph comparing TIAA RetirePlus with conventional default fund allocations across key features 

such as customization, dynamic allocation, fiduciary oversight, fees, and lifetime income options. It visually 

demonstrates how TIAA provides enhanced benefits in these areas compared to traditional default investment options. 

 

Facts and Case Studies 

A Fortune 500 company implemented auto-enrollment and default target-date funds for its employees. Before the 

change, only 50% of eligible employees participated in the company’s 401(k) plan. After auto-enrollment, participation 

increased to 92%, with the majority remaining in the default investment. Over time, employees in the default TDF saw 

an average annual return of 6.5%, compared to 4.1% for those who self-selected investments. 
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A mid-sized manufacturing company switched its default investment from a stable-value fund to a balanced fund after 

a financial advisor’s recommendation. Over a 10-year period, participants in the default balanced fund experienced an 

average return of 7.2% per year, compared to 3.8% in the previous stable-value default on the other hand a financial 

services firm introduced managed accounts as a default investment for its high-income employees. While personalized 

strategies led to an 8.1% return over five years, fees associated with managed accounts were 35% higher than those of 

comparable target-date funds, leading to scrutiny over cost-effectiveness. 

 

 
 
Figure 3. Sample Target-Date Fund Glide Path, which illustrates how equity exposure decreases while bond allocation 

increases as a participant approaches retirement age. 

 

Comparison_of_Common_Default_Investment_Options 

Investment 

Option 

Risk Level Typical Fees Performance 

Trend 

Suitability 

Target-Date 

Funds 

Moderate to 

High 

0.15% - 

0.75% 

Adjusts risk over 

time 

Long-term retirement savers 

Balanced Funds Moderate 0.30% - 

0.60% 

Fixed allocation Moderate risk investors 

Managed 

Accounts 

Varies 

(Customized) 

0.50% - 

1.50% 

Personalized 

strategy 

High-income, hands-off 

investors 

 

Table 1. The table below compares three common default investment options in retirement plans: Target-Date Funds, 

Balanced Funds, and Managed Accounts. It highlights key differences in risk level, fees, performance trends, and 

suitability for investors. Target-Date Funds automatically adjust risk over time and are ideal for long-term savers. 

Balanced Funds maintain a fixed allocation, offering stability for moderate-risk investors. Managed Accounts provide 

personalized investment strategies but come with higher fees, making them suitable for high-income individuals or those 

seeking customized portfolio management. 
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Figure 4. A multinational corporation implemented auto-enrollment with target-date funds as the default investment. 

Over a five-year period, participation rates increased by 40%, and average account balances grew by 30% due to 

consistent contributions and optimized asset allocation. Studies show that over 85% of auto-enrolled participants remain 

in default investment options, demonstrating their significant impact. 

 

A Morningstar report found that the average return differential between self-directed investors and professionally 

managed default investments was 1.9% annually, favoring default investments. And the Employee Benefits Research 

Institute (EBRI) found that participants in target-date funds had 11% higher median balances compared to those selecting 

their own allocations. 

 

 
 

Figure 5. Illustrates the steady rise in the percentage of participants utilizing default investment allocations over the 

years, highlighting a significant shift in retirement savings behavior. Starting at 40% in 2000, the proportion of 

participants relying on default investment funds has grown consistently, reaching approximately 85% by 2025. This 

increase is largely attributed to the Pension Protection Act (PPA) of 2006, which encouraged the adoption of Qualified 

Default Investment Alternatives (QDIAs) and auto-enrollment features in retirement plans. The preference for default 

fund allocations, such as target-date funds (TDFs) and balanced funds, indicates a growing reliance on professionally 

managed investment strategies, particularly among employees with limited financial expertise. 
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Figure 6. Other studies have proved that acceptance of default investments declines with age and income, according to 

the report. Younger, lower-income participants exhibit the highest acceptance rates, with 97% of new enrollees in these 
demographics sticking with default options. In contrast, older, higher-income participants have the lowest acceptance 

rate: 69%.  

 

Also, it has been found that female participants are more inclined to remain in default investment options compared to 

their male counterparts, with the most pronounced disparities observed among higher-income groups. Additionally, 

research indicates that economic downturns significantly impact default investment decisions, particularly affecting 

older participants. 

 

The study performed from approximately 340,000 newly enrolled participants in public sector defined contribution (DC) 

plans between 2020 and 2023, with a primary focusing on individuals whose target-date funds as default investments. 

Additionally, certain plans integrated stable value funds within their default allocation strategies. 
 

CONCLUSION 

Default investment allocations are essential for helping 

retirement plan participants toward financial security 

while minimizing decision-making burdens. With 

evolving regulatory frameworks and financial 

innovations, employers and policymakers must 

continue to refine these investment strategies to 

optimize retirement outcomes. While target-date funds 

remain the most popular choice, balanced funds and 

managed accounts also offer viable alternatives. The 

integration of Omni as a record-keeping system 
enhances efficiency, compliance, and participant 

engagement. Regulatory compliance and fiduciary 

diligence are paramount in selecting and maintaining 

appropriate default options. Encouraging participant 

engagement, diversifying allocation models, and 

maintaining cost efficiency are crucial steps in 

enhancing retirement security. 
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