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There was an historic surge of investment flows into capital preservation funds in participant-directed retirement plans 
in the first quarter of 2020 as investors braced for market volatility related to the COVID-19 pandemic. To prepare for 
how retirement plan participants may be reinvesting their accounts as markets recover, we have been monitoring 
reports of recent investment flows and reviewing historical investment flows to glean insights. 

Despite the initial investor flight to safety earlier this year and the equity market’s subsequent rebound to new highs, 
net new investments in participant-directed retirement plans have not flowed to equity asset classes. And we may 
continue to see headwinds for net new investment flows into equity asset classes by retirement plan participants. 

Additionally, while target-date funds and other asset allocation funds have received significant net new investment 
over the past decade, the target date funds closer to retirement are experiencing outflows for distribution and/or 
rebalancing. 

Near-Term or Longer-Term Trend? 
We evaluated both near-term and longer-term historical investment flows to provide insights into potential future 
cash flows among asset classes. The recent trends of net investment flows have favored fixed income strategies, 
with net outflows coming primarily from equity strategies.  For example, in the first quarter of 2020, we saw a spike 
in net new investment flows allocated to Money Market and Stable Value strategies, with outflows coming from 
equity and other strategies. 

Looking back to 2019 and the end of the historical bull run in equity markets, retirement plan participants were also 
allocating a significant amount of net new investments into fixed income strategies. That trend may have been 
related to investors (i) rebalancing out of equities as their value increased relative to other asset classes, (ii) 
modifying their asset allocation in anticipation of the end of the market cycle, and/or (iii) de-risking their portfolio as 
they approach retirement. 
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As we consider the most recent data from the second quarter of 2020 (Exhibit 1), April and May saw fairly muted 
investment flows as investors dealt with the initial impact of the COVID-19 pandemic. However, in June, July, and 
August according to the Alight Index, there were meaningful net new flows to fixed income and money market 
strategies, with fixed income attracting the largest portion. 

Exhibit 1: Top Asset Classes with Inflows (April – August 2020) 

 
Source: GSAM analysis of Alight Solutions 401(k) IndexTM August 2020 Observations. For informational purposes only. 
 

Is this a near-term preference or the resumption of previous trends? Data from 2015 to 2019 (Exhibit 2) indicates that 
net new investment flows have predominately flowed to fixed income strategies and net investment outflows have 
primarily impacted equity strategies. 

Exhibit 2: Net Retirement Investment Flows (2015 – 2019) 

 

 ■ Domestic Equities saw 
significant net investment 
outflows through the tail end 
of the bull market.  

■ Fixed Income had positive 
net new investment in 4 out 
of 5 years with the most 
significant years being 2017 
and 2019. 

Source: GSAM analysis of Cerulli Retirement Market Mutual Fund Data as of July 31, 2020; Hybrid asset class includes target-date mutual fund data. 
For informational purposes only. 
 

Furthermore, the chart below (Exhibit 3) illustrates the cumulative net investment flows between fixed income and 
domestic equity strategies. While we can see the trend going back ten years, the largest divergence began toward 
the end of 2016 and continued through 2019. Based on the duration of meaningful net new investment into fixed 
income strategies, the recent data from the second quarter of 2020 may indicate the resumption of a longer term 
trend in retirement asset flows. 
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Exhibit 3: Cumulative Net Retirement Investment Flows (Mutual Funds) 
January 2010 – March 2020 

 
Source: GSAM analysis of Cerulli Retirement Mutual Fund Data as of July 31, 2020. For informational purposes only. 

Insights from Investor Behavior Following the 2008 Financial Crisis 
While the COVID-19 pandemic is a unique and unprecedented event, we reviewed investment flows following the 
2008 financial crisis as a proxy for investor behavior following a significant economic recession. 

As seen in the chart (Exhibit 4), while we saw a similar spike in money market assets and a drawdown in equity 
assets in 2008, in the years following we saw net new investment primarily in two primary asset classes: (1) Fixed 
Income and (2) Hybrid strategies (which includes target-date funds). 

While we consider the rationale for the broader trend of fixed income inflows in the following section, it’s possible that 
fixed income flows are being driven by aging investors seeking income and stability, while investors looking for 
growth and accumulation are leveraging professional asset allocation funds such as target-date funds. After the 2008 
financial crisis, we did not see net investment inflows into single strategy US equity funds until 2013. 

Exhibit 4: Net Retirement Investment Flows 
Following 2008 Financial Crisis 

 
Source: GSAM analysis of Cerulli Retirement Market Mutual Fund Data as of July 31, 2020; Hybrid asset class includes target-date mutual fund data. 
For informational purposes only. 
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Potential Drivers of Net Investment Flows into Fixed Income 
As previously noted, possible drivers of this trend may have been related to investors (i) rebalancing out of equities 
as their value increased relative to other asset classes, (ii) modifying their asset allocation in anticipation of the end of 
the market cycle, and/or (iii) de-risking their portfolio as they approached retirement.  

Given the duration of the trend, the third behavior may be the primary driver, grounded as it is in the well-known 
phenomenon of an aging demographic. The DC market is maturing at the same time that more and more baby 
boomers are entering retirement. Individuals retiring today will be funding a greater portion of their retirement savings 
from non-pension retirement plans (i.e., 401(k), 403(b) and 457 plans and IRAs). Furthermore, newer retirees have 
on average more years of savings (e.g., 15 to 25 years) represented by their retirement assets than past retirees did. 
As illustrated below (Exhibit 5), average retirement savings of those aged 56-61 had by 2016 increased ~2.5x from 
1998 (from ~95,000 to ~$243,000).  

Exhibit 5: Ex. Retirement Savings are Most Substantial Around Retirement Age 

 
Source: EPI analysis of Survey of Consumer Finance data, 2016. For informational purposes only. 
 

Key Observation 
The combination of an aging US population and increased savings in retirement accounts (including defined 
contribution plans) may be drivers of net new investment flows into fixed income strategies as portfolios are 
positioned for retirement with a focus on income vs capital appreciation. 
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Implications for Retirement Plan Design 
These trends suggest that fixed income strategies are becoming a more important part of plan investment menus, 
beyond simply acting as a diversifier to equity exposure. The need for income generating options may be growing in 
importance as retirement savings are increasingly fundamental to generating income throughout retirement. Below 
are some questions to consider when evaluating potential implications for retirement plans: 

■ What fixed income investment strategies should be available for plan participants to meet the growing interest in 
and need for these strategies? 

■ Will traditional fixed income strategies provide sufficient income and return for individuals entering retirement? 

■ Are traditional fixed income strategies an effective diversifier given their lower yield profile? 

■ What education or advice services are needed to help guide plan participants against reaching for more yield 
without understanding the investment risk implications? 

■ From an investor behavior perspective, are investors waiting to rebalance or recalibrate their portfolios until a 
market event captures their attention? 

Exhibit 6: Net New Investment Flows from 2007 to 2019 

 
Source: GSAM analysis of Cerulli Retirement Market Mutual Fund Data as of July 31, 2020; Hybrid asset class includes target-date mutual fund data. 
For informational purposes only. 
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Glossary of Key Terms 
Capital Preservation: Investment strategies with the objective of preventing loss of invested capital. 
Equity Risk: The financial risk involved in holding equity in a particular investment and/or portfolio. 
Flight to Safety: Investor behavior to reallocate investments from higher growth investment strategies to low risk, low volatility, capital preservation strategies. 
Asset Allocation Funds: Investment strategies that allocate funds across mix of asset classes to provide a diversified investment portfolio, typically based on risk tolerance or time horizon. 
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