
Russell Investments / Core: What is it good for? / 1 

 

In today’s defined contribution (DC) plan marketplace, we are seeing a significant increase in 
target date funds (TDFs) being used as the primary investment vehicle for plan participants. The 
growth has been rapid over the last 15 years; while TDFs were included in only 13% of DC 
plans in 2004, by year-end 2018 they were in 69% of plans1. The average DC plan asset 
allocation to target date funds is 37%; more impressively, 59% of new dollars are flowing into 
these options, up from 22% in 20102. 

 

Introduction 

With target date funds playing an increasingly important role 
in the typical DC plan, many investment committees are 
looking more closely at their core fund menu. This is typically 
comprised of anywhere from six to 20 individual options and 
the bulk of the assets have historically resided in these funds. 
However, if the future lies in the plan’s Qualified Default 
Investment Alternative (QDIA), it’s reasonable to ask whether 
we still need a core menu, and if so, how many menus, and 
how should they be offered to participants? 

This paper will first discuss the role of the core menu in DC 
plans of today and tomorrow. Then it will lay out a three-step 
plan we advise investment committees to consider as they 
migrate their asset-class options. Specifically, we recommend 
that plans: 

1. Streamline the core menu 

2. Utilize white-label funds 

3. Implement multi-manager portfolios 

 
1 Source: Plan Sponsor Council of America's 62nd Annual Survey of Profit Sharing and 401(k) Plans, 2019, reflecting 2018 plan experience. 
2 Source: How America Saves 2020. A report on Vanguard 2019 defined contribution plan data. 
3 Sources: Jeffrey R. Brown and Scott J. Weisbenner (2005), “401(k) Investment Options, Portfolio Choice and Retirement Wealth,” University of 
Illinois at Urbana-Champaign and NBER; and Plan Sponsor Council of America's 55th Annual Survey of Profit Sharing and 401(k) Plans. 

Background: How we got here 

There is a lot of nostalgia for the 1990s, and for good reason. 
The decade saw some great retirement plan industry 
innovations with the introduction of telephone voice response 
units, the exponential growth of the internet and the increases 
in small individual investors’ ability to more easily manage 
their own portfolios, typically on a daily basis. In the matter of 
employer-sponsored DC plans, the decade also saw some 
bad menu designs. 

The DC plan innovations of the 1990s included increasingly 
user-friendly websites, daily valuation and – most germane to 
this paper – a surge in the number of large retail mutual funds 
available in plan menus. Retirement plan participants 
suddenly had investment options they could look up in 
newspapers and discuss at cocktail parties. Every style box 
was filled, narrow sector funds were offered, and in just 10 
years the number of options the typical plan offered more than 
doubled, going from six in 1995 to 14 in 2005 (see Exhibit 1)3. 
Although the rate of increase has since slowed, there are 
some plans that still offer 20, 40, 60 or more options to 
participants. 
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Exhibit 1: Average number of investment options 

 

Source: Jeffrey R. Brown and Scott J. Weisbenner (2005), “401(k) 
Investment Options, Portfolio Choice and Retirement Wealth,” 
University of Illinois at Urbana-Champaign and NBER; and Plan 
Sponsor Council of America's 55th Annual Survey of Profit 
Sharing and 401(k) Plans. 

While these plans had a lot of “bells and whistles,” it’s unlikely 
they improved participant outcomes dramatically. In fact, they 
may have led to poor savings and flat participation rates (see 
Exhibit 2), lack of proper diversification and overall unwise 
investment behavior. 

Exhibit 2: Average participation rate over time 

 

Source: How America Saves 2019: A report on Vanguard 2018 defined 
contribution plan data, Vanguard.  

Today, committees are realizing there must be a better way to 
offer investment options to their participants and they are 
ready to take back control of their plan menu. We call it the 
institutionalization of DC plans.  

So, what does institutionalization mean? To us, it means 
focusing on smarter plan design, such as unbundling the fees 
paid for recordkeeping and investments. It means moving to 
more institutional-quality investment options and institutionally 
priced vehicles. It means less focus on brand name and single 
asset class and manager funds. 

Laying the right foundation: The 
tiered menu design 

Many committees have realized that every plan population 
has different types of investors with different needs, and we 
agree that it makes sense to offer a range of investment 
solutions for what we see as three broad categories of 
investors, whose styles we call “do it for me,” “do it with me” 
and “do it myself.” We advise investment committees to 
implement a plan design as depicted in Exhibit 3 to address 
the needs of these participants. The percentages in the 
exhibits express the approximate number of participants we 
find typically fall into each category. 

On one extreme: You have… 
Tier 1—Do it for me 

As with most things, the two extremes are easier to define and 
populate with the appropriate investment options, so let’s start 
there. 

At one extreme you have Tier 1 the “do it for me” investors. 
These participants want to hand over total control of their 
portfolio’s asset allocation, as well as the portfolio’s ongoing 
management and rebalancing, to an investment professional. 
We believe 60% to 80% of plan participants fall into this tier, 
and thus they should be the committee’s primary focus.  

Today, TDFs are the option of choice for participants in this 
tier, primarily because they are one of the most intuitive 
investment options available to investors. However, off-the-
shelf TDFs are based on an average participant, rather than 
on specific investor characteristics, and they are only 
attempting to simplify investment decisions, rather than 
providing advice on funding and investing strategies. To 
improve outcomes for participants, investment committees 
might also consider offering managed accounts as the default 
option in Tier 1. 

Managed accounts are a service for participants that 
recommend a savings level along with a personalized asset 
allocation using the core fund line-up. According to the Plan 
Sponsor Council of America's 62nd Annual Survey of Profit 
Sharing and 401(k) Plans, 9.2% of plans use managed 
accounts as their QDIA, with cost and platform availability as 
two factors likely creating headwinds for higher utilization. 

On the other extreme: You have… 
Tier 3—Do it myself  

At the other extreme is Tier 3, the “do it myself” investors. 
These participants want to take total control of and 
responsibility for their selections, asset allocation and the 
ongoing monitoring of their investments. We have found that 
satisfying the needs of this group while not overwhelming the 
other participants with too many choices in the plan menu is 
often a difficult balancing act for an investment committee. 
Brokerage windows are found in about 20% of plans and are 
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more common among larger plans with more participants4. If 
you decide to offer a brokerage window, it should give 
participants access to a full range of investment products as 
they build their asset allocations. Sponsors can also set a limit 
on the percentage of contributions participants can allocate to 
the brokerage window, to meet concerns that participants 
could take on too much risk when investing their assets.  

In the middle: You have… 
Tier 2—Do it with me  

So, what happens to the group between the two extremes? 
Every plan includes participants who choose to build their own 
portfolios out of funds selected for them by the investment 
committee. We call this group the “do it with me” investors. 
They are happy to let the investment committee determine the 
broad asset-class categories to offer; pick and oversee the 
managers; and leverage their buying power to allow for 
investment in institutionally priced solutions. The investment 
committee has played a critical role in winnowing down the 
choices amongst the available investment options. These 
participants then will use the investment menu as a foundation 
on which to build and monitor their own asset allocations. 
Combined with enhanced education, guidance and/or 
managed account solutions to provide asset allocation 
support, a well-built core line-up of “building block” funds can 
provide a good solution for Tier 2’s “do it with me” investors. 

 
4 Source: Plan Sponsor Council of America's 62nd Annual Survey of Profit 

Sharing and 401(k) Plans, 2019, reflecting 2018 plan experience 

So now we understand that the core menu plays a critical role 
in supporting the institutional-quality building block funds. But, 
what should it look like? We suggest the following three-step 
process to building a core menu. 

Step 1: Streamline the Tier 2 menu 

Investment committees that still view DC plans as 
supplemental often emphasize choice over the quality or 
clarity of investments. However, as fewer employees are 
covered by a pension benefit, it becomes even more 
important to have a clear and well-designed core menu to 
improve the likelihood of successful retirement outcomes. 
Including both an active and a passive investing tier in a DC 
plan, in an effort to accommodate the needs of a majority of 
employees, is a reasonable approach. However, the 
distinction between the tiers must be communicated so as to 
not overwhelm participants with too many highly correlated 
investment choices. 

Russell Investments has established a baseline investment 
structure for Tier 2 that includes an active and passive mirror 
for the core menu. The objective is to simplify participant 
investment decisions, maintain economies of scale with plan 
assets invested in fewer options and accommodate the 
investment needs of a majority of participants. Our model Tier 
2 asset class line-up looks something like what is shown in 
Exhibit 4: 

Exhibit 3: Your plan design drives participant behavior 

 

Passive 

core funds 

Tier II 

Passive 

Tier I 

Funds 

> Allow committees to 

streamline their core menus 

and provide an outlet for 

participants that want access 

to investments not otherwise 

available. 

Active 

core funds 

Tier II 

Active 

Brokerage account 

+ company stock 

Tier III 

Funds 

> Passive funds in major asset 

classes to allow participants the 

ability to construct a diversified 

portfolio at a low cost. 

> Target date funds either through a 

mutual fund, commingled fund or 

custom funds 

> Managed accounts facilitated 

through a third party provider 

> Portfolio automatically rebalanced to 

maintain target allocations 

> Active funds in major asset 

classes to allow 

participants the ability to 

construct a diversified 

portfolio with funds seeking 

to outperform their index. 

Asset allocation

Participant Engagement

DO IT FOR ME

60%–80% of participants

Tier 1

DO IT WITH ME

20%–30% of participants

Tier 2

DO IT MYSELF

2%–10% of participants

Tier 3
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Exhibit 4: Example of a Tier 2 menu 

TIER 2 – PASSIVE TIER 2 – ACTIVE  

International Equity International Equity 

U.S. Small Cap Equity U.S. Small Cap Equity 

U.S. Large Cap Equity U.S. Large Cap Equity 

Core Fixed Income Core/Plus Fixed Income 

 Capital Preservation 

Think outside the box 

This is only a starting point, and there are variations on the 
theme based on plan history, plan participant characteristics 
and investment committee beliefs and objectives. But we 
employ certain key tenets and themes to determine an 
appropriate line-up.  

For one, options should span the risk/return spectrum and be 
distinct from each other. Far too many of the plans we have 
seen are overweight U.S. equity funds. Although these fund 
options represent different style boxes, they are all U.S. equity 
funds and thus are highly correlated to each other over the 
long term, as can be seen in Exhibit 5. And the result? Some 
participants allocate an equal percentage to each option in the 
menu but still end up with poorly diversified portfolios.5 

 
5 Source: Shlomo Benartzi and Richard H. Thaler (2001). “Naive 
Diversification Strategies in Defined Contribution Savings Plans.” 

We believe investment committees should move away from 
building menus around style boxes and instead collapse 
growth and value funds into broader, multi-style core 
mandates. The recognition of growth and value styles of 
management is important when evaluating manager skill, but 
the typical DC plan participant doesn’t understand the 
differences. In fact, we believe participants are likely to buy 
and sell between growth and value at precisely the wrong 
times. Exhibit 6 illustrates how flows into growth and value 
funds tend to follow performance increases and decreases. 

Exhibit 6: Typical investors have struggled in timing 
investments 

 

Large growth and large value flows are based on Morningstar 
Open End fund category estimated flows. Performance is based 
on the Russell 1000® Growth and the Russell 1000® Value 
indexes. 

American Economic Review, Vol. 91.1, pp. 79–98. Available to AEA 
subscribers at http://www.aeaweb.org/. 

Exhibit 5: 10-year U.S. equity correlations as of June 30, 2020 

 LARGE 
BLEND 

LARGE 
GROWTH 

LARGE 
VALUE 

MID-CAP 
BLEND 

MID-CAP 
GROWTH 

MID-CAP 
VALUE 

SMALL 
BLEND 

SMALL 
GROWTH 

SMALL 
VALUE 

LARGE BLEND 1.00         

LARGE GROWTH 0.97 1.00        

LARGE VALUE 0.99 0.92 1.00       

MID-CAP BLEND 0.98 0.94 0.97 1.00      

MID-CAP GROWTH 0.96 0.97 0.92 1.00 1.00     

MID-CAP VALUE 0.97 0.91 0.98 0.97 0.94 1.00    

SMALL BLEND 0.94 0.89 0.94 0.99 0.95 0.98 1.00   

SMALL GROWTH 0.92 0.93 0.90 0.98 0.98 0.93 0.97 1.00  

SMALL VALUE 0.92 0.86 0.94 0.96 0.91 0.98 0.99 0.94 1.00 
 

Source: Morningstar Direct. The proxy used to calculate are Morningstar Open End Fund Category Averages.  
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In addition to collapsing style and other overlapping options, 
we recommend that investment committees reconsider their 
decision to offer narrow-sector funds or asset classes that are 
highly volatile. For example, Emerging Market Equities is an 
important asset class that is often missing from plan menus. 
However, instead of offering it as a standalone option, we 
believe a better solution would be to offer portfolios with a 
broader opportunity set that includes exposure to both 
developed and emerging market international equities. 

Step 2: Utilize white-label funds 

In the past, the traditional retail mindset drove menus, and 
communication with plan participants used the retail brand 
name given by the fund provider. However, while it’s true that 
many participants will recognize brand names, if a fund is 
called “Constellation” or “Frontier,” or is named for a 16th-
century explorer, will participants understand the role it is 
intended to play in an investment allocation? When you 
streamline your plan menu by using white label funds, you can 
move away from the traditional marketing technique of selling 
on brand name. 

With that in mind, what names should we use? A good start is 
just to describe the asset class. Naming will be cleaner, less 
ambiguous and, hopefully, more consistent from plan to plan. 
While not perfect, we think this convention gives the “do it with 
me” investor a better chance to understand the fund’s 
investment strategy and to allocate appropriately to it in their 
retirement plan portfolio. 

Exhibit 7: Simplifying Participant Investment 
Decisions 

 

For illustrative purposes only. 

White label portfolios are often able to use separate accounts 
and other more institutionally priced vehicles offered by 
managers to reduce investment expense. Combining active 
and passive strategies is another effective way to balance 
cost with excess return potential. The amount of passive 
management is typically driven by two primary factors – fees 
and market efficiency.  

White labeling also provides a benefit to the investment 
committee and plan sponsor. It becomes much easier for a 
committee to make a manager change in this structure. There 
may be less attachment to a fund when a brand name is not 
used for promotion. We’ve seen many committee members 
struggle to remove well-known, brand-named funds that are 
no longer meeting their criteria because they worry about 
participant reactions, which is a worry that typically proves 
unfounded. Using a white label approach removes this 
concern and makes manager changes less disruptive. In fact, 
this approach often reduces the need for participant 

communications and other related administrative burdens 
associated with a manager change. 

To be clear, this does not lead to a lack of transparency for 
participants. You will provide the investment fund(s) that make 
up the white labeled options, and you can give participants as 
much detail as you like about those options. However, this is 
about leading with a name that is more generic than the fund 
provider’s name. We also hear the argument that participants 
want to be able to “look up the fund in the newspaper” or 
through an online source. Regardless, there is little anecdotal 
evidence that the typical participant wants this. And, on most 
plan websites today, participants can get a great deal of 
information on the investment options, just as they would with 
retail funds. For those who want more, retail funds can be 
accessed via the Tier 3 brokerage window. 

  

 

It’s often difficult for participants to 
construct a portfolio when they are 
confronted with too many choices. 
That’s why we believe plans should 
move their streamlined core options 
to a white label, multi-manager 
structure. 

  

Step 3: Implement multi-manager portfolios 

Collapsing and consolidating options doesn’t mean you need 
to remove diversification. As a plan fiduciary, you may like the 
large cap growth, core and value funds in your plan, and 
participants would certainly benefit from both the opportunity 
to diversify and access to quality managers with different 
investment styles. But, as we suggested in Step 1, it’s often 
difficult for participants to construct a portfolio when they are 
confronted with too many choices. That’s why we believe 
plans should move their streamlined core options to a white 
label, multi-manager structure. 

There are many benefits to a multi-manager structure. To 
start, style diversification, as mentioned previously, can 
provide great benefits. In addition to growth and value, other 
factors and styles (e.g., momentum, deep value, quality, 
volatility, active, passive, quantitative and fundamental) go 
through different cycles and are in and out of favor at different 
times. Managers focus on different areas of the market, and 
diversifying among managers within one solution can provide 
a smoother ride for plan participants. 

Further, even though you may have a disciplined process for 
picking strong managers, things don’t always work out as 
planned. Key portfolio managers leave; organizations change; 
strategies run out of capacity; or promising managers 
sometimes just don’t live up to expectations. Exposing your 
participants to the idiosyncratic risk of a single manager is 
best avoided by building a best-of-breed multi-manager 
solution. We believe it is the only way to diversify away single-
manager risk. 
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Exhibit 8: Expected distribution of returns 

 

Image shown for illustrative purposes only and is not meant to 
represent any actual results. 

Finally, a multi-manager structure makes it much easier and 
less disruptive to part ways with a manager you no longer 
want in your white label fund. You don’t need to pull out a 
whole investment option and start over. You can just remove 
and replace managers within the structure.  

Multi-manager, multi-style investing is not a new idea. It’s the 
way institutional investors, such as defined benefit (DB) plans, 
have been investing for decades. DB plans would never invest 
all their assets with one underlying investment manager – 
especially across asset classes, but not even within asset 
classes. Thus, multi-manager/multi-style is another example 
of how to institutionalize a DC plan.  

Moving to this approach may seem daunting, and you may 
well be asking how it is done. Some larger plans with the 
requisite expertise, scale and resources (including those with 
experience in doing this for a DB plan) are building their own 
multi-manager funds. There are unique challenges to building 
a multi-manager structure, particularly in the initial setups, but 
many plans have already been doing this for years, so it is 
operationally feasible6. For investment committees that aren’t 
inclined to do this themselves, off-the-shelf multi-manager 
solutions are available. Manager selection and portfolio 
construction can be effectively outsourced to a third-party 
expert. 

Conclusion 

We believe that menu design plays a very important role in 
the success of a plan. For committees seeking to engage 
participants and help them achieve better retirement 
outcomes, consolidating and simplifying the plan menu is a 
good first step. For most participants, finding the right 
investment strategy is not an easy task. Over the years, 
committees have learned that not all plan design 
enhancements lead to better participant choices. Some may 
even result in a more complex decision-making process. 

The key is to design an understandable menu that guides 
participants toward making appropriate choices. Remember, 
better investment decisions can lead to better retirement 
outcomes. So, think about the framework of your plan menu 
with the following three steps in mind: 

 
6 For more information, please see “Q&A: Redesigning your plan’s 
core menu”. Russell Investments.  

1. Offer a small menu of core multi-strategy mandates 

2. Give the funds descriptive names that help participants 

readily understand their intended uses in a portfolio 

3. Construct those mandates from the strategies offered by 

the best managers available 

We feel strongly, on the basis of our extensive experience in 
working with committees, that this approach can build a solid 
institutional foundation that can benefit participants as they 
strive to meet their retirement goals, and committee objectives 
as well, as they strive to fulfill their fiduciary responsibilities. 

For some additional insights into 
this approach 

Please see our companion piece, “Q&A: Redesigning your 
plan’s core menu”, which is available on 
Russellinvestments.com. The 10 questions addressed are: 

1. Why offer a tier of asset class options at all? Why not 

offer a plan design that consists solely of target date 

funds and a brokerage window? 

2. Why offer as many as six to 10 options on a core menu? 

Aren’t two or three enough? 

3. I have more than 20 options available today. Collapsing 

that menu down to six options seem drastic. What should 

I do? 

4. You suggested using the asset-class names for the 

white-labeling. But do participants really understand what 

these names mean? 

5. Do I need to implement all three steps at the same time? 

6. What about active and passive investing tiers? Should I 

offer both in my plan?  

7. From an operational standpoint, isn’t moving to a white-

labeled and/or multi-manager structure a headache? 

8. With more custom solutions, aren’t participant 

communications more difficult? 

9. Wow, this sounds like a lot more fiduciary risk. Isn’t it less 

of a risk to pick an off-the-shelf mutual fund? 

10. How do I report performance on these types of solutions? 
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For more information 

Call Russell Investments at 800-426-8506 or 

visit russellinvestments.com/institutional 

Important information 

Nothing contained in this material is intended to constitute legal, tax, securities, or investment advice, nor an opinion regarding the 
appropriateness of any investment, nor a solicitation of any type. The general information contained in this publication should not be 
acted upon without obtaining specific legal, tax, and investment advice from a licensed professional. 

These views are subject to change at any time based upon market or other conditions and are current as of the date at the beginning 
of the document. The opinions expressed in this material are not necessarily those held by Russell Investments, its affiliates or 
subsidiaries. While all material is deemed to be reliable, accuracy and completeness cannot be guaranteed. The information, analysis 
and opinions expressed herein are for general information only and are not intended to provide specific advice or recommendations 
for any individual or entity. 

Target date fund investing involves risk, principal loss is possible. The principal value of the fund is not guaranteed at any time, 
including the target date. The target date is the approximate date when investors plan to retire and would likely stop making new 
investments in the fund. 

Investments that are allocated across multiple types of securities may be exposed to a variety of risks based on the asset classes, 
investment styles, market sectors and size of companies preferred by the advisors. Investors should consider how the combined risks 
impact their total investment portfolio and understand that different risks can lead to varying financial consequences, including loss of 
principal. 

Target date funds are not intended to be a complete solution to investors retirement income needs. Investors must weigh many 
factors when considering to invest in these funds, including how much an investor will need, how long will the investor need it for, 
what other sources the investor will have and, if the investor is purchasing shares in an IRA account, whether the fund's target 
distributions will meet IRS minimum distribution requirements once age 72 is reached. 

Russell Investments’ ownership is composed of a majority stake held by funds managed by TA Associates with minority stakes held 
by funds managed by Reverence Capital Partners and Russell Investments’ management. 

Frank Russell Company is the owner of the Russell trademarks contained in this material and all trademark rights related to the 
Russell trademarks, which the members of the Russell Investments group of companies are permitted to use under license from 
Frank Russell Company. The members of the Russell Investments group of companies are not affiliated in any manner with Frank 
Russell Company or any entity operating under the “FTSE RUSSELL” brand. 

Copyright © Russell Investments Group, LLC. 2013-2020. All rights reserved. This material is proprietary and may not be reproduced, 
transferred, or distributed in any form without prior written permission from Russell Investments. It is delivered on an "as is" basis 
without warranty. 
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