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Income for Outcomes 
 

In this issue of GSAM Defined Contribution Viewpoints we discuss rising episodic risks against 

the backdrop of a moderating market expansion. From a retirement public policy perspective, 

progress towards retirement reform which previously garnered overwhelming bipartisan support in 

the House earlier in the year is currently stalled in the Senate, while the regulatory agenda has 

been active on several fronts. For our DC in Focus topic, we discuss the challenges of participants 

investing for income in a low-rate environment and opportunities for considering retirement income 

options in DC plans. 

■ Market Highlights – Easy Does It 

The global expansion continues, but at a moderating pace. We believe markets remain supportive for risk assets 

despite emergent, late-cycle vulnerabilities. We would emphasize the potential importance of maintaining strategic 

asset allocation weights, alpha-oriented, bottom-up strategies over pure equity beta, and income-oriented investing 

and alternatives as a response to moderating returns. 

■ Heard on the Hill – Retirement Public Policy 

While the SECURE Act is currently stalled in the Senate, regulators have been busy. The Department of Labor (DOL) 

finalized rules on “association” multiple employer plans and the Securities and Exchange Commission (SEC) finalized 

its Regulation Best Interest for broker-dealers when providing recommendations to retail customers. 

■ DC in Focus – Investing for Income 

More than half of all 401(k) assets are controlled by investors at or near retirement.
1
 As plan design trends have 

moved towards menu simplification, we assess potential income needs relative to typical investment options available 

in DC plans and implications for income planning in retirement. 

 

  

 
1 The ICI/Brightscope DC Plan Profile; report as of June 2019 based on 5500 reports filed in 2016. 
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Market Highlights: Easy Does It 
 

The continued economic expansion, the fluidity of global politics and the shifting monetary policy are all reasons we think 

staying invested, but staying focused on alpha and risk, may potentially be an appropriate path forward. Markets seem to 

lack extremes on either end of the valuation continuum, though they are subject to rising risks, including the potential for 

recession, volatility shocks and political surprises. We see current conditions as largely benign provided that investors 

understand risk may no longer be linear. Easy does it in our view is the appropriate mindset in a climate that calls for a 

risk-aware adherence to strategic investment allocations. 

Highlights of Key Market Themes 

 
GROWTH 

The global expansion continues but at a moderating pace. 

Manufacturing activity has begun to decline, particularly in 

developed markets, whereas service sector activity has 

continued to expand at a reasonable pace. We still do not 

expect a US or global recession anytime soon. 

 
INFLATION 

Inflation globally has been moderating since the start of 

the year, as have medium-term inflation expectations in 

most major economies other than the Brexit-affected UK 

markets. We believe this benign outlook provides central 

banks with near-term breathing space if the growth 

trajectory lowers further. 

 
POLITICS & POPULISM 

While the campaign for the US Presidential election of 

2020 has yet to fully kick off, early maneuvering has 

already displayed disruptive potential. In Europe, the 

immediate political uncertainty surrounds the latest  

Brexit deadline of October 31
st
. 

 
RATES 

We believe that global sovereign rates have approached 

the lower end of their range, but are unlikely to move 

meaningfully higher without a more globalized  

inflationary push. 

 
VOLATILITY 

We expect overall volatility to be contained but see 

ongoing risks related to episodic events where strategic 

preparedness is warranted. 

 
MONETARY POLICY 

Subdued growth and weaker inflation has caused the 

Federal Reserve to reverse its forward guidance and 

demonstrate a bias toward policy easing. The European 

Central Bank has also reverted to easing considerations 

while the Bank of England’s strategy remains heavily 

conditioned by Brexit developments. 

 
RISK 

Developments around global trade tensions should remain 

pivotal for macro and market dynamics, having a material 

impact on the outlook for monetary policy, inflation, 

investment, business sentiment, and earnings. 

 
CREDIT 

Increasing corporate leverage, rising debt levels, and 

tighter spreads reflect late-cycle conditions. Corporates 

are still in good health given their age, but in this 

environment beta-caution is warranted. 

 
CURRENCY 

We expect the euro to appreciate versus the US dollar, as 

the Federal Reserve enjoys more room for accommodative 

policy. The sterling remains prone to Brexit-related volatility. 

 
EQUITIES 

1H 2019 included outperformance by high-quality and 

defensive sectors. Moderate return expectations today 

underline a focus on alpha and bottom-up security 

selection, particularly in European equities. While the 

expansion decelerates, we expect earnings growth to 

remain modestly positive. 

Source: GSAM Strategic Advisory Solutions Market Know How, September 2019. The economic and market forecasts presented herein have been generated by GSAM for informational 
purposes as of the date of this presentation. They are based on proprietary models and there can be no assurance that the forecasts will be achieved. Please see additional disclosures 
at the end of this presentation.  
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Bridging the Income Gap 

 

Source: Bloomberg Barclays, Morningstar, and GSAM. 

We believe income generation will be 

an increasingly important consideration 

in portfolio construction. Achieving the 

commonly referenced annual income 

target of 4% by investing in asset 

classes such as US Large Cap Equities 

or Investment Grade Bonds may be 

challenging at best. Incorporating cash 

flow enhancers may help investors 

capture the majority of equity returns 

through income rather than relying 

upon capital appreciation, which is 

more risky in nature. 

As of July 31, 2019. 'Global Infra. And MLPs' refers to Global Infrastructue and MLPs. With the exception of the US 10-Year Treasury, distribution yield assumptions represent asset-
weighted median 12-month distribution of Institutional or No-Load Shares of mutual funds in the representative Morningstar category, excluding those funds with 12-b(1) fees greater than 
0.25%. In an effort to distinguish funds by what they own, as well as by their prospectus objectives and styles, Morningstar developed the Morningstar Categories. While the prospectus 
objective identifies a fund’s investment goals based on the wording in the fund prospectus, the Morningstar Category identifies funds based on their actual investment styles as measured 
by their underlying portfolio holdings (portfolio and other statistics over the past three years). Please see additional disclosures at the end of the document. 
 

CAPE Fear 

Cyclically Adjusted P/E Ratios Indicate Valuations are at Peak Levels 

 

Source: Bloomberg Barclays, Robert Shiller, and GSAM. 

By 2020, we expect the number of 

people aged 65 and older to exceed 

those aged five and younger. In an 

environment of normalizing equity 

returns and lower interest rates, 

investors may need to look beyond 

traditional asset classes for  

sustainable cash flow. 

As of July 31, 2019. 'CAPE ratio' refers to the cyclically adjusted price-to-earnings ratio, which is a valuation measure using real earnings per share (EPS). '10-year Avg. Sub. Return' 
references monthly returns of the S&P 500 Total Return Index. Table shows the CAPE ratio in deciles, from lowest to highest, and its respective average returns over the next 10 years. 
Past performance does not guarantee future results, which may vary. The economic and market forecasts presented herein are for informational purposes as of the date of this 
document. There can be no assurance that the forecasts will be achieved. Please see additional disclosures at the end of this document. 
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Heard on the Hill: Retirement Public Policy 
 

Legislative Update 

The start of 2019 saw the promise of retirement reform on a scale not achieved since the 2006 Pension Protection Act, 

with three significant retirement bills introduced in the House or Senate,
2
 the most notable of which at this point is the 

SECURE Act. The SECURE Act would expand coverage of and access to workplace retirement plans for approximately 

38 million private-sector workers who either work for small businesses or are long-term part-time workers currently not 

eligible to participate in their employer’s retirement plans.
3
 Among the most noteworthy provisions in the SECURE Act are 

open multiple employer plans (“Open MEPs”) and mandating DC plan eligibility for certain long-term part-time workers. 

Other provisions include a fiduciary safe harbor for plan sponsors in selecting annuity providers in their DC plans and 

increasing the age for required minimum distributions from 70½ to age 72. These provisions, among others, aim to close 

coverage gaps, address longevity and other needs of an aging population and bring greater retirement security to millions 

of American workers. 

After overwhelming bipartisan support in a House vote in May 2019 (417-3), the SECURE Act currently sits in the Senate, 

with it being reported that a few senators have placed a hold on the bill.
4
 It is not clear whether the SECURE Act will 

move out of the Senate this year. Some media outlets have reported that the likelihood of the bill getting passed in 2019  

is slim and that supporters might need to see it attached to a “must-pass” appropriations bill for success.
5,6

 

Regulatory Update 

SEC: Regulation Best Interest (Reg BI) 

After nearly a decade of controversy, the DOL Fiduciary Rule went into effect in June 2017, only to be successfully 

challenged in the federal appellate court and vacated a year later in June 2018 by the US Fifth Circuit Court of Appeals. In 

the meantime, the SEC continued work on its standard of conduct rulemaking relating to retail customers and finalized its 

rule package in June 2019.  Included in the rule package was Regulation Best Interest, which requires broker-dealers to 

act in the best interest of a retail customer when making covered recommendations. 

Although the regulation became effective 60 days after publication in the Federal Register with a full compliance date set 

for June 30, 2020, legal challenges loom. On September 9, eight states led by the New York Attorney General, formed a 

consolidated challenge asking for the regulation to be invalidated because the rule gives broker-dealers unfair competitive 

advantage. The petition was filed in both the US District Court for the Southern District of New York and the US Court of 

Appeals for the Second District.
7 

Summary Overview of Regulation Best Interest 

Recommendations Covered Include General Obligations 

■ Implicit hold recommendations 

■ Opening an IRA or other brokerage account 

■ Rollover transfers of 401(k)s to IRAs 

■ Taking distributions from proceeds of specific 

securities or taking in-service loans from an 

employer-sponsored plan 

■ Disclosure: broker-dealers must disclose material facts about the 

relationship and recommendations including capacity in which it is acting, 

fees, type/scope of services, etc. 

■ Care: a broker-dealer must exercise reasonable diligence, care and skill 

when making a recommendation to a retail customer 

■ Conflict of interest: the broker-dealer must have policies and procedures 

reasonably designed to identify and disclose or eliminate conflicts 

■ Compliance obligation: broker-dealers must have policies and 

procedures reasonably designed to comply with the rule 
 

 
2 Retirement Enhancement and Savings Act of 2019 (H.R.1007) introduced 2/6/2019, Setting Every Community Up for Retirement Enhancement Act of 2019 (H.R.1994) introduced 

3/29/2019 and the Retirement Security and Savings Act of 2019 (S.1431) introduced 5/13/2019. 
3 Estimated by the US DOL EBSA using statistics from the BLS, National Compensation Survey, March 2018. 
4 Senators Ted Cruz (R-TX), Pat Toomey (R-PA) and Mike Lee (R-UT) have been reported at various times by media outlets as having holds on the bill in the context of an effort to have 

the bill passed by unanimous consent. 
5 Benefits Pro article: These 3 retirement bills will be waiting for Congress when it returns in September, August 29, 2019. 
6 Per a SIFMA update to members on September 6, 2019: Last night Senate Majority Leader McConnell began the process for unanimous consent (“UC”) on the House-passed SECURE 

Act, along with votes on a Toomey amendment and a Lee Amendment. You might recall these were two of the Senators who had holds on the bill which had prevented the bill from 
moving forward purely on UC. There is still a third hold by Senator Cruz relating to a 529 provision, which is not addressed by these two amendments. 

7 NAPA NET article: District Court Dismisses Suit Challenging SEC’s Reg BI, October 1, 2019. 
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DOL Finalizes Regulation for “Association” Multiple Employer Plans  

While there has been significant interest in legislative proposals to create Open MEPs, the DOL released its final rule  

for “association” multiple employer plans in July 2019 that expands the circumstances in which unaffiliated employers  

may join a MEP. The regulation comes in response to an August 2018 executive order from the Trump administration 

directing the DOL to examine policies that would expand the availability of MEPs to small and mid-size employers as well 

as part-time workers and other uncovered groups.
8 
The regulation became effective on September 30, 2019. 

The final rule relies on the DOL’s authority to apply the current statutory language under ERISA including the definition  

of an employer. The SECURE Act involves amending the statutory language of ERISA to permit Open MEPs among 

employers with no common nexus, and would not prohibit firms such as recordkeepers, asset managers and other  

non-PEOs from sponsoring MEPs. 

Summary of Key Takeaways: DOL Final Regulation for DC Multiple Employer Plans
9
 

Who is Eligible to Join a MEP? Who Can Sponsor a MEP? 

■ Employers who operate in a common city, county or state – 

or in a multistate metropolitan area – regardless of their 

trade, industry or profession 

■ Employers who operate in the same trade, industry or 

profession, regardless of where they are located 

■ Sole proprietors and self-employed individuals who own 

their businesses can qualify as employers to participate 

in a MEP sponsored by a bona fide group or association  

of employers 

■ Employer clients of PEOs (see right column) 

■ Bona Fide Group or Association of Employers such as local 

chambers of commerce 

■ Professional Employer Organizations (PEOs) if they perform 

substantial employment functions for participating employers 

and meet the conditions of the rule 

 

DOL Grants an Individual Exemption Intended to Help Job Changers 

The average 401(k) participant will have 9.9 jobs over their working career, which translates into approximately 14.8 

million workers with retirement accounts changing jobs each year. Of those job changers, 36% or 5.3 million have less 

than $5,000 in their account and may be subject to mandatory force-out requirements (“small balance force-outs”).
10

 In 

July 2019, the DOL granted a prohibited transaction exemption to Retirement Clearinghouse (RCH) in connection with its 

“locate and match” program, which is designed to transfer sub-$5,000 plan accounts to an RCH IRA and then to an 

individual’s new employer retirement account when matched. The exemption permits the receipt of certain fees related to 

the process by RCH.
11

 

The RCH program seeks to address the issue of retirement plan leakage and the consequences to millions of workers 

who change employers each year and leave small balances in their prior 401(k) plans. Small balance accounts are 

potentially at risk of being subject to higher than average administrative and investment fees if moved from qualified 

ERISA plans to IRAs in force-outs. RCH reports that the service can provide up to approximately $2 trillion in potential 

savings for workers impacted by these rules. 

 

  

 
8 Per the executive order, the policies to be examined would increase retirement security for part-time workers, sole proprietors, working owners, and other entrepreneurial workers with 

non-traditional employer-employee relationships by expanding their access to workplace retirement plans, including MEPs. 
9 SHRM article, DOL Final Rule Opens Up Association-Run Multiple-Employer 401(k)s, July 30, 2019. 
10 Retirement Clearinghouse website; https://www.rch1.com. 

11 The RCH exemption (PTE 2019-02) applies for a 5 years only given the novelty of the program. Implementation of the program would require review and approval by plan 
sponsors/fiduciaries.  
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DC Trends in Focus: Investing for Income 
 

The inability of many Americans to save enough for retirement has been well documented. Less widely noted is the fact that 

even those who have saved effectively bear the risk of exhausting their savings in retirement in the event of disappointing 

market performance. Years of strong market performance should not obscure the possibility of weaker future returns which 

can raise significant issues for retirees. Consequently, we believe investors should account for the likelihood of less robust 

returns, which underscores the need to examine and prepare for a wide range of possible scenarios. 

When we consider 401(k) plan design trends over the last decade, streamlining investment options to improve outcomes 

may have created an unintended gap for participants investing for income in some cases. Informed by academic studies and 

consultant surveys that highlighted poor investment decision-making when too many funds are made available, some plan 

sponsors migrated towards menu simplification based on the rationale that too much choice can potentially lead to poorer 

long-term outcomes. 

Recent data shows that, on average, 401(k) plans offer 20 investment funds when adjusted for target date funds.
12

 Of 

those 20 funds, there are typically 13 equity funds and 3 bond funds. How might that selection impact income-focused 

investors? We consider “income satellites” as funds that offer better-diversified income sources less tied to any one 

market risk. Income satellites are typically composed of up to 5 diversifying asset classes (see exhibit below).  Data has 

shown two income satellites to be somewhat common in average 401(k) plans; 20% offer high yield bond funds and 16% 

offer US REIT funds.
13

 Other income enhancers like bank loan funds, emerging market debt funds, and MLP/infrastructure 

funds are not prevalent in 401(k) plans due to a number of factors including their specialty categorization and potential 

liquidity considerations. 

Historically, Low Core Fixed Income Yields Have Led to a Widening Gap For 4% Income Objectives 

Historical Yield of Hyopothetical Portfolio Composed of 50% S&P 500 and 50% Bloomberg Barclays Agg  

 

Source: Bloomberg. Bloomberg Barclays US Aggregate Bond Index Yield to Worst, S&P 500 12 Month Dividend Yield as of 12/31/18. Yield to worst is an estimate of the lowest yield an 
investor would be expected to receive when investing in a callable bond, absent default. No assurance can be given that the client’s investment objective may be achieved. For illustrative 
purposes only. These illustrative results do not reflect any GSAM product and are being shown for informational purposes only. No representation is made that an investor will achieve 
results similar to those shown. Indices are unmanaged. Past performance does not guarantee future results, which may vary. 
 

  

 
12 Brightscope/ICI DC Plan Profile, June 2019. 

13 NEPC 2017 DC Survey. 
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When reviewing asset allocation by age cohort, 63% of plan assets are controlled by participants in their 50s and 60s who 

may be looking to plan for income.
14

 The question for many sponsors may be; how can they balance the trend of menu 

simplification while providing enough choice for participants to invest for income? Re-examining the investment menu 

through an income-planning lens can help. In particular, to the extent that plan sponsors are focused on offering an 

attractive plan menu that retains participants post retirement, including options to help manage through decumulation can 

be critical. Plan sponsors may want to consider working with their advisors and consultants to determine how to fill income 

gaps and provide access to retirement income planning options central to a long-term, income generating strategy. 

63% of Plan Assets Are Controlled by Participants Who May Be Seeking to Plan for Income 

401(k) Plan Average Asset Allocation (%) 

 

Source: The ICI/Brightscope DC Plan Profile; report as of June 2019 based on 5500 reports filed in 2016. 
 

Key Takeaways 

■ Investors who believe in risk assets but think they may offer limited upside from this point forward may wish to revisit 

strategies with the potential to offer equity-like returns, but with less equity-like beta. 

■ The future retirement legislative agenda appears to remain robust but expectations may have tempered for the 

passage of key legislation before year-end. Recently finalized MEP regulations may have some positive impact on 

expanding access to retirement plans for small businesses and job changers. 

■ Re-examining DC investment options through an income-focused lens may be appropriate as plan sponsors strive to 

meet the needs of an aging work force planning for retirement. 

  

 
14 The ICI/Brightscope DC Plan Profile; report as of June 2019 based on 5500 reports filed in 2016. 
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THESE MATERIALS ARE PROVIDED SOLELY ON THE BASIS THAT THEY WILL NOT CONSTITUTE INVESTMENT ADVICE AND WILL NOT 
FORM A PRIMARY BASIS FOR ANY PERSON'S OR PLAN'S INVESTMENT DECISIONS, AND GOLDMAN SACHS IS NOT A FIDUCIARY WITH 
RESPECT TO ANY PERSON OR PLAN BY REASON OF PROVIDING THE MATERIAL OR CONTENT HEREIN. PLAN FIDUCIARIES SHOULD 
CONSIDER THEIR OWN CIRCUMSTANCES IN ASSESSING ANY POTENTIAL INVESTMENT COURSE OF ACTION. 

General Disclosures 

Goldman Sachs does not provide legal, tax or accounting advice, unless explicitly agreed between you and Goldman Sachs (generally through certain services offered only to clients of 
Private Wealth Management). Any statement contained in this presentation concerning U.S. tax matters is not intended or written to be used and cannot be used for the purpose of 
avoiding penalties imposed on the relevant taxpayer. Notwithstanding anything in this document to the contrary, and except as required to enable compliance with applicable securities 
law, you may disclose to any person the US federal and state income tax treatment and tax structure of the transaction and all materials of any kind (including tax opinions and other tax 
analyses) that are provided to you relating to such tax treatment and tax structure, without Goldman Sachs imposing any limitation of any kind. Investors should be aware that a 
determination of the tax consequences to them should take into account their specific circumstances and that the tax law is subject to change in the future or retroactively and investors 
are strongly urged to consult with their own tax advisor regarding any potential strategy, investment or transaction. 

The views expressed herein are as of September 2019 and subject to change in the future. Individual portfolio management teams for GSAM may have views and opinions and/or make 
investment decisions that, in certain instances, may not always be consistent with the views and opinions expressed herein. 

Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or hold any security, they should not be construed as 
investment advice. 

©2019 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) 
is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of this information. Past 
performance is not guarantee of future results. 

The website links provided are for your convenience only and are not an endorsement or recommendation by GSAM of any of these websites or the products or services offered. GSAM 
is not responsible for the accuracy and validity of the content of these websites. 

Index Benchmarks 

Indices are unmanaged. The figures for the index reflect the reinvestment of all income or dividends, as applicable, but do not reflect the deduction of any fees or expenses which would 
reduce returns. Investors cannot invest directly in indices. 

The indices referenced herein have been selected because they are well known, easily recognized by investors, and reflect those indices that the Investment Manager believes, in part 
based on industry practice, provide a suitable benchmark against which to evaluate the investment or broader market described herein.  

References to indices, benchmarks or other measures of relative market performance over a specified period of time are provided for your information only and do not imply that the 
portfolio will achieve similar results. The index composition may not reflect the manner in which a portfolio is constructed. While an adviser seeks to design a portfolio which reflects 
appropriate risk and return features, portfolio characteristics may deviate from those of the benchmark. 

Economic and market forecasts presented herein reflect a series of assumptions and judgments as of the date of this presentation and are subject to change without notice. These 
forecasts do not take into account the specific investment objectives, restrictions, tax and financial situation or other needs of any specific client. Actual data will vary and may not be 
reflected here. These forecasts are subject to high levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed as merely representative of a 
broad range of possible outcomes. These forecasts are estimated, based on assumptions, and are subject to significant revision and may change materially as economic and market 
conditions change. Goldman Sachs has no obligation to provide updates or changes to these forecasts. Case studies and examples are for illustrative purposes only. 

This material is for informational purposes only. It is not an offer or solicitation to buy or sell any securities. 

Past performance does not guarantee future results, which may vary. The value of investments and the income derived from investments will fluctuate and can go down as 
well as up. A loss of principal may occur. 

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR 
UNLAWFUL TO DO SO.  

The portfolio risk management process includes an effort to monitor and manage risk, but does not imply low risk. 

Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control regulations in the countries of their citizenship, residence or 
domicile which might be relevant. 

Although certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness or fairness. We have relied upon and assumed 
without independent verification, the accuracy and completeness of all information available from public sources. 

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as research or 
investment advice. This material has been prepared by GSAM and is not financial research or a product of Goldman Sachs Global Investment Research (GIR). It was not prepared in 
compliance with applicable provisions of law designed to promote the independence of financial analysis and is not subject to a prohibition on trading following the distribution of financial 
research. The views and opinions expressed may differ from those of Goldman Sachs Global Investment Research or other departments or divisions of Goldman Sachs and its affiliates. 
Investors are urged to consult with their financial advisors before buying or selling any securities. This information may not be current and GSAM has no obligation to provide any updates 
or changes. 

Confidentiality 

No part of this material may, without GSAM’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed to any person that is not an 
employee, officer, director, or authorized agent of the recipient. 
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