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Introduction

According to the Alliance for Lifetime Income’s Retirement
Income Institute', the population of those aged 65 and
above will hit a historical high in the US this year and for
the next few years. Not surprisingly, recent landmark
legislation continues to push plan sponsors to expand
coverage, provide greater financial flexibility and assist in
the management of retirement income, even with signs of
a “Secure 3.0" legislative effort taking shape.

We recognize that many DC plan sponsors are
overwhelmed by these legislative changes and the
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responsibility to set and implement an optimal path
forward. At the same time, there are new, creative
solutions from plan sponsors attempting to thread the
needle of providing holistic financial support inclusive
of retirement savings. One such example is a new plan
design offering more flexible employer contributions
enabled by a private letter ruling.

With these considerations in mind, we asked
ourselves, if you could accomplish three things in
2025, what would they be?


https://www.mercer.com/insights/law-and-policy/sponsor-may-let-employees-flex-their-benefits-under-new-irs-ruling/
https://www.mercer.com/insights/law-and-policy/sponsor-may-let-employees-flex-their-benefits-under-new-irs-ruling/
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Retirement income: Don’t forget about the golden years

DC plan sponsors and their providers spend a significant
amount of time focused on building sizeable account
balances in anticipation of retirement through plan
design features, investment options, and participant
engagement. However, some retirees struggle to manage
their income streams in retirement. For example, almost
70% of those who retired before they were 65 did so
because of circumstances beyond their control and half
of retirees indicate that their expenses in retirement

are higher than anticipated.? On the flip side, for others,
fear of outliving their assets significantly limits the
retirement experience. Both scenarios indicate that
retirees are under pressure to make savings last through
retirement and suggest a need for help navigating both
unexpected financial hurdles and sustainable spending
in retirement. Understanding how to effectively draw
down assets coupled with longevity risk continues to be a
concern for many.

Top considerations for defined contribution (DC) plan sponsors in 2025

2024 brought a noteworthy step in the evolution of the
retirement income landscape, with the launch of an off-
the-shelf target date fund that provides participants with
the option to annuitize a portion of their balance. While
retirement income discussions should not be limited to
investment products with annuities, we believe we are at
the precipice of plan sponsors offering more robust tools,
resources and investment options to support participants’
decumulation.

In 2025, DC plan sponsors should evaluate the need for
retirement income and begin to establish a philosophy
and roadmap for how to address decumulation informed
by participant demographics. An effective retirement
income offering should include varying levels of support
to provide a meaningful benefit to participants.
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Simplification v. customization: Is the
cost to fit inside your recordkeeper’s
box worth it?

As recordkeepers pursue efficiency in response to
continued price pressures, there is an ever-increasing
desire to streamline systems and processes. A consequence
is the reduced willingness and ability to provide
customized plan administration.

Sponsors seeking to differentiate through customized
plan designs or needing greater support to compensate
for challenging payroll or HRIS systems are now grappling
with more rigid systems and processes that can lead to
frustrations or unmet expectations for participant service.
Whether limiting sponsors’ choices in implementing
Secure 2.0 optional provisions — like hardship self-
certifications or small-balance distribution thresholds —
or imposing additional fees for employer contribution
calculations, recordkeepers are forcing sponsors to make
decisions that are not necessarily aligned with their
strategic objectives in order to manage costs or avoid
increasing their own administrative burden.

In some situations, the drive towards simplification is
impacting the participant more than the sponsor when
limitations are imposed on how and when plan resources
and investments can be accessed. At the end of the day,
are simplification and standardization benefiting or
disadvantaging the sponsor or the participant?
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Less attractive economics for recordkeepers has

also led to attempts to bridge revenue gaps through
expanded retirement and financial wellbeing services.
Proprietary managed accounts, one-on-one counseling,
and rollover services can all be streams of additional
revenue generation. While participants can certainly
benefit from these offerings, we caution sponsors to be
mindful of whether these solutions are appropriate for
the participants utilizing them and to ensure there is
transparency in the underlying economics.

As you plan for 2025, consider reviewing your plan from
the perspective of both the participant and plan sponsor.

+ Participant lens: Identify the information and
functionality that participants undergoing various life
events are seeking and determine whether your plan is
structured to maximize the participant experience.

« Plan sponsor lens: Identify the elements of ongoing
processing that have required corrections in the past
or involve manual processes, then determine whether
these risks can be mitigated or supported by additional
value-added services.
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Outsourcing: Shifting the tides of plan management

We have seen Pooled Employer Plans (PEPs) gain traction
as sponsors continue to consider outsourcing the
investment management and administration of DC plans.
PEP adoption has been somewhat concentrated among
plans under $500 million in assets to date or for larger
plan sponsors who are experiencing corporate actions,
such as spin-outs and divestitures. Looking at global DC

Figure 1. Litigation trends Q12021 through Q3 2024
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pooled plan trends, we anticipate that larger plans may
also find PEPs of interest in the future. One commonly
cited driver of PEP adoption, and outsourcing in general,
is the continued barrage of litigation that DC plans face.
While largely concentrated around fees and investment
performance, 2024 saw litigation expanding into areas of
administration as well.
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Source: Information sourced through Ignites, NAPA, Pensions & Investments, and PLANSPONSOR as of October 23, 2024.
Cases listed represent some recent litigation and are not intended to be a complete representation.

Some plan sponsors are choosing to share the risk

with a qualified PEP sponsor or OCIO (outsourced chief
investment officer) who is willing to act in an ERISA 3(38)
capacity and/or an ERISA 3(16) capacity. Other sponsors
wish to take advantage of the scale of these outsourced
providers to reduce investment and administrative costs in
the hopes of skirting the radar of plaintiff firms searching
for fee-related lawsuits.

For companies seeking to mitigate operational risk
without delegating investment decision-making, the
ability to offload daily oversight and management of plan
investments and administration is an attractive pressure
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release. As companies continue to work through the

big administrative hurdles of complying with Secure 2.0
mandatory provisions, we anticipate that outsourcing may
be an attractive option to help offset the additional burden
that implementing changes can pose for already resource-
constrained staff.

As you approach planning for 2025, consider whether
some degree of outsourcing — temporary or ongoing —
could bring more consistency to oversight and plan
operations, perhaps while providing cost or performance
improvement to participants.
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Conclusion

We believe that successful retirements require
building adequate financial resources and
decumulation strategies. The Mercer CFA Institute
2024 Global Pension Index report continues to rank
the US below other developed nations in terms of
retirement adequacy, highlighting the opportunity
for DC plan sponsors to continue to enhance broad
retirement offerings. The sharp increase in the
number of individuals reaching retirement age in
2025 necessitates a proactive approach from plan
sponsors to ensure that their offerings effectively
support participants in achieving financial security
throughout their retirement years.

Outsourcing presents a viable strategy for those plan
sponsors seeking to professionalize investment decision-
making, alleviate administrative burdens and enhance
operational efficiency, allowing them to focus on

strategic decision-making. There is a significant strategic
opportunity for sponsors to address the decumulation
phase, equipping participants with the tools and resources
necessary to manage their income streams effectively and
navigate the complexities of retirement spending.

Furthermore, the tension between simplification

and customization underscores the importance of
aligning plan design with the unique needs of both
participants and sponsors. As recordkeepers streamline
their processes, it is essential that sponsors advocate
for flexibility that accommodates diverse participant
circumstances while ensuring transparency in the
services offered.

Plan sponsors have taken many positive steps over
the last several years to improve retirement outcomes
for participants. We see more positive changes

ahead as the industry continues to develop new and
enhanced solutions.
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Contact us

If you'd like to discuss the findings contained in this report
in more detail, or if you'd like to explore the ways in which
we may be able to support your organization’s DC plan,
please visit our website or contact your Mercer consultant.

Katie Hockenmaier, CFA, CIPM
US Defined Contribution Research Director
katie.hockenmaier@mercer.com

Amy B. Reynolds
Senior Defined Contribution Consultant
amy.reynolds@mercer.com

Holly Verdeyen
US Defined Contribution Leader
hollyverdeyen@mercer.com


https://www.mercer.com/assets/migrated-assets/global-attachments/pdf-2024-mercer-cfa-institute-global-pension-index.pdf
https://www.mercer.com/assets/migrated-assets/global-attachments/pdf-2024-mercer-cfa-institute-global-pension-index.pdf
https://www.mercer.com/en-us/about/contact/contact-a-consultant/
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Endnotes

1 Fitchner, J. (2024). The peak 65 zone is here — creating
a new framework for America’s retirement security.

2 Employee Benefit Research Institute 2024 Retirement
Confidence Survey
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https://www.mercer.com/european-union-equal-pay-and-pay-transparency.html
https://www.protectedincome.org/wp-content/uploads/2024/01/Whitepaper_Fichtner.pdf

Important notices

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

© 2024 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.

A business of Marsh McLennan

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.

© 2024 Mercer LLC. All rights reserved.
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