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Overview
Over the last decade, there has been a dramatic shift in 
the role played by defined contribution (DC) plans in the 
US retirement landscape. Initially, DC plans were intended 
to be a supplemental savings vehicle complementing 
defined benefit (DB) plans and social security benefits in 
providing income streams to participants in retirement. 

However, as DB plans have gradually diminished, the 
responsibility for generating retirement income has 
shifted from plan sponsors to plan participants. Many 
Americans now face the dual challenge of saving for 
retirement and converting those savings into a sustainable 
income stream for their later years. Simultaneously, 
retirees are confronting myriad potential demands on that 
income stream — from supporting multiple generations to 
inflation to longevity. 

In light of this evolving dynamic, we believe plan sponsors 
should take proactive steps to ensure their retirement 
plans are equipped to address the challenges of providing 
income throughout retirement.

The retirement income landscape can be overwhelming 
given the wide array of investment products and solutions 
available, many of which are complex and unproven at this 
point. Retirement income solutions also encounter several 
challenges in adoption, such as fees (both implicit and 
explicit), integration with recordkeepers, and effectively 
communicating product offerings to participants, among 
others. Compounding these difficulties is the reality that 
no single solution is likely to meet the diverse needs of 
all participants, as individuals have varying goals, risk 
profiles, and longevity expectations. 

Therefore, plan sponsors undertaking this objective 
must be prepared to take a multi-pronged approach. 
This approach can leverage existing investment 
options available to participants, utilize services and 
advice provided by the plan’s recordkeeper, and if 
necessary, consider adding dedicated investment 
options from which participants can choose.
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Multi-Pronged Solution —  
Not One Size Fits All
A one-size-fits-all solution will not satisfy the diverse 
needs of every participant. The term “retirement tier” 
encompasses a range of options, from simple measures 
(such as allowing participants to remain in the plan 
after retirement and take partial withdrawals) to more 
comprehensive offerings that include a mix of tools, 
resources, advice and solutions. Before introducing a 
“retirement tier”, plan sponsors should assess the existing 
resources available to support participants in converting 
their accumulated assets into retirement income.  

The key is to provide offerings that resonate with retirees 
and near-retirees, ensuring that the solutions are clear, 
engaging and relevant. Without this, the proposed 
solutions are unlikely to gain traction among participants. 
Therefore, effective communication strategies are critical 
in driving the use of retirement income solutions. 

An approach to retirement income may include one, or all, 
of the categories below, depending on the objectives and 
investment philosophy of the plan sponsor. 

Broad Category Features/Examples Description

Plan Design •	 Partial Withdrawals
•	 Systematic Withdrawals 

before RMD
•	 Rollovers
•	 Annuity Rollover Services

Recordkeepers can be a critical partner in providing retirement 
income solutions. Many administrators have made strides in 
supporting financial wellness objectives and offering participants 
guidance and tools to help set up paychecks in retirement through 
systematic withdrawals. Communication of these features is critical 
to their success. Some recordkeepers have also enhanced their 
offerings by providing access to institutionally priced annuities.  
This is achieved by partnering with insurance providers or utilizing  
a third-party annuity platform.

Investment 
Strategies

•	 Target Date Series
•	 Stable Value
•	 Core Plus Fixed Income

Many plan sponsors already offer one or more of these investment 
options. Creating a retirement tier out of existing funds can be an 
efficient way for plan sponsors to build an in-plan retirement income 
menu without increasing administrative burden and oversight of 
new solutions. Further communication with participants may be 
required to clarify how these accumulation vehicles can also support 
decumulation strategies.

Guidance & 
Advice

•	 Managed Accounts 
•	 Financial coaching

Similarly, many plan sponsors provide access to professionally 
managed accounts within their DC plans or financial coaching 
services as part of a financial wellbeing program. Some managed 
accounts include the option to offer an embedded annuity within the 
structure. Managed accounts may also include a retirement paycheck 
feature allowing participants to customize the level of income they 
require based on individual needs and financial situation. Financial 
coaching services provide guidance, information on additional 
resources and more personalized education.

Additional 
Retirement 
Solutions

•	 Guaranteed1 and  
Non-Guaranteed 
Retirement Dedicated 
Investment Solutions

In the last several years, a wide array of investment solutions — 
both guaranteed (annuities) and non-guaranteed (managed payout 
funds, income-focused options that exclude annuities) — have been 
launched by investment managers hoping to capitalize on the shift in 
focus in the marketplace. 
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Understand – then  
(Consider) Action
Following a prudent process can help plan sponsors understand the varying retirement income solutions, 
resources and tools available to their plan. 

1. Set objectives on retirement income solutions  
in the DC plan. 

The first step in exploring retirement income solutions is 
to establish a set of guiding objectives. By clearly outlining 
beliefs, the fiduciary committee (committee) develops a 
philosophy regarding retirement income solutions. They 
should consider whether offering retirement income 
solutions aligns with their goals, identify the specific 
participants they aim to reach, and define their objectives 
in supporting retirees. Mercer recommends facilitating 
a discussion with the committee that addresses several 
important topics. 

Key Questions to Consider:

•	 How much does the committee feel the DC plan should 
help participants generate retirement income?

•	 Does the committee wish to retain 
terminated employees in the plan?

•	 Are there any talent acquisition or retention 
goals that could be supported through 
retirement income offerings in the DC plan?

•	 Who should the retirement income offerings be 
developed for? Are there different goals in mind 
for the medium term versus the long term?

•	 How much time and expense does the committee 
want to dedicate to retirement income?

•	 What are the committee’s goals in supporting retirees?

•	 Does the committee’s fiduciary responsibility 
increase with a change in objectives, and in 
what ways? Is the committee comfortable 
with any additional fiduciary exposure? 

As solutions are evaluated, it is important for the 
committee to keep their key objectives in mind 
and consider how each solution aligns with the 
established framework.

2. Analyze the plan’s demographics to understand 
savings and withdrawal behavior, specifically near  
or in retirement years. 

It is critical for plan sponsors to conduct a demographic 
analysis to gain a comprehensive understanding of 
how participants use the plan both leading up to and 
during retirement. Key metrics to evaluate include age 
distribution, asset allocation, the ratio of active to inactive 
participants, average account balances, tenure/turnover, 
and withdrawal behavior after terminating employment 
or retiring. By understanding participant utilization, plan 
sponsors can make more informed decisions about which 
retirement income features or solutions best align with 
the needs of their defined contribution plan. 

3. Review current plan design options and explore 
additional recordkeeper tools and resources. 

A thorough review of existing solutions is crucial. Plan 
sponsors should assess their objectives against the 
current offerings in their defined contribution (DC) plan 
design, evaluating what features are already enabled 
for participants and whether they are being utilized 
effectively. This includes promoting available features 
more effectively and determining if there are additional 
plan design elements that can be activated to enhance 
participant access.

Retirement income options can include various tools and 
resources, such as Social Security optimization, retirement 
planning and projections, targeted communications, and 
plan design features that facilitate systematic or partial 
withdrawals. The design features and services provided 
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by the recordkeeper can play a crucial role, as they 
often come at little or no extra cost and are seamlessly 
integrated into the recordkeeping platform, promoting 
familiarity and ease of access for participants. 

As a starting point, Mercer believes that plan sponsors 
should offer flexible withdrawal options, such 
as partial and systematic withdrawals, to allow 
participants the option of accessing their balance 
without taking a full distribution.

Advice services are also critical, including managed 
accounts, income advice services, education services, 
and financial coaching or Employee Assistance Programs 
(EAPs). These personalized advice tools are often highly 
customizable and provide comprehensive resources 
to help participants set income goals, determine 
suitable asset allocations, and develop withdrawal 
strategies. Integration with recordkeeper services is 
vital, as an option’s availability may be influenced by 
the recordkeeper’s capabilities. Evaluating whether 
messaging is consistent and tools are directionally 
aligned between the recordkeeper and point solutions is 
also critical. Ultimately, it is essential to ensure that the 
solutions offered are relevant to participants, encourage 
engagement, align with the plan sponsor’s objectives for 
achieving their goals, and are evaluated with the proper 
lens to the extent that the solution is of a fiduciary nature 
(e.g. managed accounts).

4. Understand the retirement income product 
landscape and identify the solutions that best align 
with plan objectives, current design and recordkeeper 
integration. 

Once all these steps have been completed, a plan sponsor 
may consider incorporating an investment solution 
into the plan. Mercer believes that most fiduciaries 
currently incorporate the essential investment 
components for the retirement tier in their plans, 
including target date funds, stable value options and 
managed accounts. These solutions are familiar to 
participants and simplify understanding and oversight by 
avoiding additional layers of complexity. A key aspect of 
this strategy is effectively communicating their benefits to 
plan participants as a decumulation vehicle. 

In recent years, investment managers have developed a 
diverse array of guaranteed and non-guaranteed income 
solutions designed to meet the investment and spend-
down needs of retirees. Guaranteed solutions include 
an annuity feature that offers retirees varying levels 
of guaranteed income in retirement. Non-guaranteed 
solutions are investment-only solutions that may provide 
drawdown advice in retirement years. As plan sponsors 
take inventory of the current retirement income options 
they have in place, these guaranteed and non-guaranteed 
investment solutions may be appropriate to address 
specific gaps or needs. Mercer supports both annuity-
backed and investment-only retirement income 
options; however, they may not be suitable for all 
defined contribution plans at this time. It is essential 
to address significant hurdles and considerations on 
a case-by-case basis, keeping committee philosophy, 
participant demographics, solution complexity, and 
recordkeeper integration and portability in mind. 
Additionally, investment option evaluation should consider 
how the solutions will address other key factors, including 
longevity risk, market risk, personalization, and fees.
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Income Focused 
Funds

Target Date 
+ Annuity2 

Target Date + 
Spenddown

Standalone 
Annuities2

Managed Payout 
Funds

Target Date/
Balanced Fund + 

Guarantee
(no explicit annuity2 

purchase by a 
participant)

Non-Guaranteed Solutions

Retirement income investment solutions that are  
not tied to a guaranteed feature provide retirees  
with income generated from an underlying portfolio 
of assets. 

Retirement income investment solutions that  
include an annuity feature to provide guaranteed 
income in retirement.

Guaranteed Solutions

Retirement Income Investment Solutions

Income Focused Funds
•	 Investment only solutions that are designed to 

provide income generation for participant assets.
•	 These funds do not offer any payout guidance.
•	 Plan sponsors can implement a single fund 

or tier of funds for plan participants to 
use to hold assets in retirement years.

Managed Payout Funds
•	 Investment only solutions that are designed 

to provide asset growth before retirement 
and a predictable amount of income over 
certain time periods (monthly, quarterly 
or annually) in retirement years.

•	 Payments are not guaranteed and 
can fluctuate over time.

•	 Most managed payout funds will have 
a payout target or payout range.

Target Date + Spenddown
•	 Target date fund solutions that are designed to 

provide asset accumulation in working years 
and drawdown guidance in retirement years.

•	 Payments in retirement are not guaranteed 
and can fluctuate over time.

Target Date + Annuity2

•	 Solutions that are designed to provide asset 
accumulation in working years and the option 
to purchase an annuity to help meet some 
spending needs during retirement. The 
amount annuitized may not be enough to 
meet all spending needs during retirement.

•	 A number of annuity options can be utilized 
in these strategies, including immediate, 
deferred or variable annuities.

•	 The fiduciary responsibility for an 
annuity provider(s) selection is typically 
borne by the investment manager.  

Target Date/Balanced Fund + Guarantee  
(no explicit annuity2 purchase by a participant)
•	 These solutions can provide asset accumulation 

in working years and can provide the option 
to receive income during retirement.

•	 Participants do not lose control over their savings 
(as they can when they purchase an annuity).

•	 The fiduciary responsibility for an 
annuity provider(s) selection is typically 
borne by the investment manager. 

Standalone Annuities2

•	 Plan sponsors can engage with insurers either 
directly or through third-party platforms 
(such as via the plan recordkeeper) to offer 
participants the option of annualizing 
a portion or all of their savings. 

•	 The fiduciary responsibility for an 
annuity provider(s) selection is typically 
borne by the plan sponsor.
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For these retirement income investment solutions, 
recordkeeper integration and portability is critical. The 
availability of options may be supported or restricted by 
the recordkeeper’s capabilities and portability. Moreover, 
the success of many of these capabilities requires these 
systems and third-party providers to be able to seamlessly 
integrate and interact with the recordkeeping platform. 
Educating participants on the potential role these 
different investment options can play in their portfolio 
creation is also paramount in building a retirement tier 
that effectively serves retirees when combined with 
plan design features, tools and advice solutions. While 
educational documents may provide a simplistic overview, 
interactive tools and interfaces that show retirees’ 
projections of their savings over retirement are necessary 
to understand the impact of spending habits or solutions 
on the dollars saved over a career. 
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Retirement income solutions can play a vital role within defined contribution plans and plan sponsors should consider 
incorporating into their plan design and investment solutions. Plan sponsors who have yet to embark upon retirement 
income education and objective setting may find themselves falling behind in the near future. 

In summary, Mercer believes: 
 
•	 Plan sponsors should define their objectives for 

offering a retirement income solution. Analyzing 
participant demographics and assessing employee 
needs is a critical part of this process. 

•	 Communication is the most critical aspect of 
facilitating and supporting participants’ transition 
into retirement and standard communications 
have notable room for improvement. 

•	 Plan sponsors should provide flexible withdrawal 
options, like partial or systematic withdrawals.

•	 Many fiduciaries already offer the critical 
building blocks of the investment portion of the 
retirement tier in their plans, like target date 
funds, stable value and managed accounts. 

•	 Annuity-backed investment options can play 
a role in decumulation, but they are probably 
not appropriate for all DC plans at this time. 
Significant hurdles and considerations need 
to be addressed on a case-by-case basis.

•	 Plan sponsors must understand the potential risks, 
solution complexity and additional responsibilities 
they may face and the risks for participants if a new 
solution is offered. Education on retirement income 
may lead some plan sponsors to conclude that offering 
a new retirement income solution is not warranted for 
several reasons, such as a sponsor’s unwillingness to 
assume additional responsibility and fiduciary risks, 
disinclination to offer a complex solution, and potentially 
unknown risks for the participants.  

Conclusion 

Participant retirement success is dependent on careful and 
thoughtful collaboration with recordkeepers. Retirement 
income is no different. Any discussion about retirement 
income should start with a thorough understanding of the 
current capabilities and limitations of the recordkeeper. 
Mercer believes a multi-pronged approach may be 
necessary for most DC plans to meet the diverse needs  
of all participants.

Interested in exploring retirement income 
strategies for your DC plan? Contact us to  
learn more.
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Appendix

Endnotes

1  Guaranteed refers to investment solutions that have an embedded annuity component. Any guarantees are subject to 
the claims-paying ability of the annuity provider and should be carefully evaluated.

2  Annuity guarantees are subject to the claims-paying ability of the issuing insurance company.
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Important notices

References to Mercer shall be construed to include Mercer (US) LLC and/or 
its associated companies. 

© 2025 Mercer (US) LLC. All rights reserved. 

This content may not be modified, sold or otherwise provided, in whole 
or in part, to any other person or entity without Mercer’s prior written 
permission. Mercer does not provide tax or legal advice. You should contact 
your tax advisor, accountant and/or attorney before making any decisions 
with tax or legal implications. This does not constitute an offer to purchase 
or sell any securities.

The findings, ratings and/or opinions expressed herein are the intellectual 
property of Mercer and are subject to change without notice. They are not 
intended to convey any guarantees as to the future performance of the 
investment products, asset classes or capital markets discussed.

For Mercer’s conflict of interest disclosures, contact your Mercer 
representative or see http://www.mercer.com/en-us/footer/
conflictsofinterest.

This does not contain investment advice relating to your particular 
circumstances. No investment decision should be made based on this 
information without first obtaining appropriate professional advice and 
considering your circumstances. Mercer provides recommendations based 
on the particular client’s circumstances, investment objectives and needs. As 
such, investment results will vary and actual results may differ materially.

Past performance is no guarantee of future results. The value of investments 
can go down as well as up, and you may not get back the amount you have 
invested. Investments denominated in a foreign currency will fluctuate with 
the value of the currency. Certain investments, such as securities issued by 

small capitalization, foreign and emerging market issuers, real property, 
and illiquid, leveraged or high-yield funds, carry additional risks that should 
be considered before choosing an investment manager or making an 
investment decision.

Information contained herein may have been obtained from a range 
of third party sources. While the information is believed to be reliable, 
Mercer has not sought to verify it independently. As such, Mercer makes 
no representations or warranties as to the accuracy of the information 
presented and takes no responsibility or liability (including for indirect, 
consequential, or incidental damages) for any error, omission or inaccuracy 
in the data supplied by any third party.

Not all services mentioned are available in all jurisdictions. Please contact 
your Mercer representative for more information.

Investment management and advisory services for U.S. clients are provided 
by Mercer Investments LLC (Mercer Investments). Mercer Investments LLC 
is registered to do business as “Mercer Investment Advisers LLC” in the 
following states: Arizona, California, Florida, Illinois, Kentucky, New Jersey, 
North Carolina, Oklahoma, Pennsylvania, Texas, and West Virginia; as 
“Mercer Investments LLC (Delaware)” in Georgia; as “Mercer Investments LLC 
of Delaware” in Louisiana; and “Mercer Investments LLC, a limited liability 
company of Delaware” in Oregon. Mercer Investments LLC is a federally 
registered investment adviser under the Investment Advisers Act of 1940, 
as amended. Registration as an investment adviser does not imply a certain 
level of skill or training. The oral and written communications of an adviser 
provide you with information about which you determine to hire or retain 
an adviser. Mercer Investments’ Form ADV Part 2A & 2B can be obtained by 
written request directed to: Compliance Department, Mercer Investments 99 
High Street, Boston, MA 02110.
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