About the research

In June 2012, a large U.S.
nonprofit institution eliminated
nearly half of its defined
contribution (DC) retirement
plan’s investment options and
created a more coherent
categorization, or “tiering,” of the
retained funds.

To gauge the impact of these
changes, Donald B. Keim and
Olivia S. Mitchell of The Wharton
School of the University of
Pennsylvania analyzed
administrative data describing
plan participants’ investment
choices before and after the
streamlining, and they examined
how participants altered their
equity share, risk exposure, fees
paid and turnover patterns given
the new investment menu.

This overview summarizes the
study’s results. To read the full
report, go to Simplifying Choices
in Defined Contribution
Retirement Plan Design or paste
into your web browser: www.tiaa-
crefinstitute.org/public/pdf/simplify
ing_choices_in_defined_contributi
on_retirement_plan.pdf
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The length and complexity of the investment menu can affect
participant outcomes.

Research in social psychology suggests that too many choices can create confusion
and distraction, resulting in poorly informed decisions (lyengar and Lepper 2000). In
the context of retirement plan fund menus, having an abundance of choices has
been shown to reduce plan participation. For instance, lyengar, Jiang, and
Huberman (2004) found that for every 10 additional funds on a plan menu,
participation dropped by 2%.

In another study, Morrin et al. (2012) examined how participants in the Oregon
University System DC plan altered their behavior when their plan menu was
expanded from 10 to 19 fund choices. Both before and after the expansion, the
default investment was a money market fund. When the smaller menu was offered,
21% defaulted to the money fund, while with the larger menu 34% did. The authors
concluded that offering more funds “may be overwhelming for many investors.”

While these and other studies have measured how the number and mix of DC fund
options influences investment patterns in retirement accounts, few if any published
studies have examined how plan participants react to a large reduction in investment
choices. To address this knowledge gap, Professors Keim and Mitchell of the
Wharton School of the University of Pennsylvania obtained access to a large dataset
that allowed them to track investor behavior before and after a substantial
streamlining in the fund menu.

Fewer Investment Choices

Number of Funds Kept (and Eliminated) after Streamlining

Bond Funds Short Intermediate Long
Treasury 0(2) 2() 1(2)
Corporate 1(1) 1(1) 2 (0)
Other Bonds (High Yield 1(0

Stock Funds Large Mid-Cap Small
Diversified 1(3) 3(0) 1(0)
Value 3(9) 1() 1(3)
Growth 4 (2) 1(1) 2 (1)
Balanced Funds 2(2)

International Stock Funds 1(3) 2 (2) 1(2)
Other (Alt. Assets, Sector Funds) 1(4)

Comprehensive information on investor behavior

To analyze the change in participants’ behavior post- versus pre-streamlining, the
researchers examined information on the retirement plan account balances and
periodic contributions of all (identity-censored) participants. Their dataset listed
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contributions, balances, and asset allocation before the streamlining, defined as June
30, 2012, and after the change, defined as December 31, 2012. They then added to
this file information from public sources (via ticker and CUSIP numbers) that described
each fund’s equity fraction and style (e.g., bond, balanced, stock, etc.), as well as
monthly return histories. The fund administrator also provided individual demographic
information on participants’ age, sex, education, and, from external sources, imputed
household income.

$20 million in potential savings

After analyzing the data, the researchers concluded that streamlining the investment
menu can positively affect participants’ retirement security. Six months after the
change, the new allocations of streamlined participants (i.e., holders of funds that were
eliminated) exhibited significantly lower turnover rates and expense ratios. The
declines were even greater for streamlined participants who were previously classified
by the researchers as active traders.

Based on reasonable assumptions, these reductions could lead to aggregate savings
of $20.2 million for streamlined participants over a 20-year period, or in excess of
$9,400 per participant. In addition, after the reform, streamlined participants’ portfolios
held significantly less equity and exhibited significantly lower risks due to reduced
exposures to most systematic risk factors.

These changes in portfolio risk characteristics largely remained intact 18 months after
the investment menu was streamlined. In other words, the positive effects produced by
the reform after the first six months were not undone by participant transactions over
the subsequent 12 months.

For more information

To learn more about how retirement plan design can influence the saving and
retirement decisions of workers, go to tiaa-crefinstitute.org > Research > Retirement
Plan Design

References

lyengar, S., W. Jiang, and G. Huberman. 2004. “How Much Choice is Too Much? Contributions to
401(k) Retirement Plans.” In Pension Design and Structure: New Lessons from Behavioral Finance.
Eds. O. S. Mitchell and S. P. Utkus. Oxford University Press: 83-95.

lyengar, S. and M. Lepper. 2000. “When Choice is Demotivating: Can One Desire Too Much of a Good
Thing?” Journal of Personality and Social Psychology 76: 995-1006.

Morrin, M., J. Inman, S. Broniarczyk, G. Nenkov, and J. Reuter. 2012. “Investing for Retirement: The
Moderating Effect of Fund Assortment Size on the 1/N Heuristic.” Journal of Marketing Research
49(4): 537-550.

This material is for informational purposes only and should not be regarded as a recommendation or an offer to buy or sell any product or
service to which this information may relate. Certain products and services may not be available to all entities or persons.

Investment, insurance and annuity products are not FDIC insured, are not bank guaranteed, are not deposits, are not insured by
any federal government agency, are not a condition to any banking service or activity, and may lose value.

TIAA-CREF Institute is a division of Teachers Insurance and Annuity Association of America (TIAA), New York, NY. TIAA-CREF
Individual & Institutional Services, LLC, Teachers Personal Investors Services, Inc., and Nuveen Securities, LLC, Members FINRA and
SIPC, distribute securities products.

©2016 Teachers Insurance and Annuity Association of America - College Retirement Equities Fund (TIAA-CREF), 730 Third Avenue,
New York, NY 10017.

C29161


https://www.tiaa-crefinstitute.org/public/institute/research/retirement-plan-design
https://www.tiaa-crefinstitute.org/public/institute/research/retirement-plan-design

