
Historically, many participants in defined contribution plans have sought investing success through a balanced asset 
allocation comprised of roughly 60% developed market equity and 40% US fixed income. This traditional approach was 
suited to the relatively lower volatility of markets in the last half of the 20th century. 

The World Has Changed 
Some investors try to time markets like these, potentially getting out at the wrong time out of concern for preserving the 
value of their savings. In these cases, investors might already have suffered losses and, out of fear, may miss out on 
market recoveries that follow. Other participants remain inert, not taking advantage of opportunities to construct less 
volatile portfolios that could offer them long term benefits. 

A Thoughtful Approach to Alternatives  
for Defined Contribution Plans
We believe the world has changed over the past decade, challenging participants’ 
ability to stay on track and achieve their retirement goals

Defined Benefit Plans Have Taken a Different Path 
Even through these periods of volatility, defined contribution plans remained largely composed of developed market equity 
and US fixed income, while the composition of global markets has shifted significantly. So called “niche” asset classes like 
REITs and commodities have gained considerable market depth supported by increased liquidity and standardization. 
Defined benefit plans, unlike many defined contribution plans, have used these asset classes as alternatives to diversify 
their levels of US equity exposure (Exhibit 2).

In fact, defined benefit pension plan managers have long recognized that certain non-traditional or “alternative” investments 
can provide important benefits for managing volatility and the impacts of inflation and even provide additional sources of 
growth potential. While a wide range of factors can impact how retirement plan assets perform, defined benefit plans have 
historically outperformed defined contribution plans through some significantly volatile markets. 

2008 2009

$51,549

$85,292

2010 2011

Subprime Crisis and 
Broad Deleveraging

Japan Earthquake Aftermath

Global
Markets
Crisis US Long-Term Credit 

Downgrade/ Global 
Credit Crisis Contagion

May 
2010
Flash
Crash

$93,617

$40,000

$60,000

$80,000

$100,000

$120,000

Exhibit 1: Market Volatility Challenges Investors’ Progress Toward Financial Goals
Hypothetical Investment of $100,000 in the S&P 500 Index (January 1, 2008 – December 31, 2011)

The S&P 500 Index is the Standard & Poor’s 500 Composite Index of 500 stocks, an unmanaged index of common stock prices. 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.
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Of course, the term “alternatives” is broad and can mean different things to different people. In defined benefit plans, it 
can refer to everything from emerging market equity and debt to commodities. It’s a diverse set of asset classes that in 
many cases do not correlate with those traditionally found in many plans’ investment menus. These types of exposures 
could be useful to plan sponsors seeking ways to help their employees build portfolios that can potentially have lower 
relative volatility in volatile markets. 

Plan Participants Need a Thoughtful Approach 

At Goldman Sachs Asset Management, we partner with institutions and their 
advisors every day to deliver thoughtful, dependable solutions to help individuals 
achieve more financially secure retirements. Talk to your GSAM representative 
about how we can help you. 

1 Source: Greenwich Associates. 2 Source: Goldman Sachs Asset Management. 3 TIPS: Barclays Capital Inflation-Protected Notes Index (20%); Commodities: Dow Jones UBS 
Commodity Index 3 Month Forward (5%); Global Real Estate; Dow Jones Global Select Real Estate Securities Index (5%); Emerging Markets Equity; MSCI Emerging Markets 
Index (5%); Emerging Markets Debt; JPM EMBI Global Composite Index (15%); High Yield: Barclays Capital Very Liquid High Yield Bond Index (15%); Bank Loans: Credit 
Suisse Leveraged Loan Index (15%); Hedge Fund Replication; Goldman Sachs Absolute Return Tracker Index (20%). Source: GSAM/Bloomberg. Past performance does not 
guarantee future results. Returns are gross returns and do not reflect the deduction of investment fees or transaction costs, which would reduce returns shown. 

This material contains hypothetical information, and includes certain estimates, projections and statements which are based on assumptions regarding market conditions 
and other matters. We make no representations regarding the reasonableness of such assumptions or the likelihood that any of such assumptions will coincide with actual 
market conditions or events, and this material should not be relied upon for such purposes. Actual market conditions and scenarios could be better or worse.
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Exhibit 3: Hypothetical Growth of $10,0002 
October 2001 – September 2011
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Exhibit 2: US Defined Benefit Plan Asset Allocation1
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We believe thoughtful inclusion of these non-correlative asset classes in a defined contribution plan menu could potentially 
help participants better manage volatility, counter the impacts of inflation and provide new sources of return potential when 
traditional stock and bond markets underperform. The key for plan sponsors is making the right asset classes available 
without making an already crowded plan investment menu even more crowded. The illustration below (Exhibit 3) looks at 
how bundling some of these non-traditional assets could provide broader diversification in a way that plan sponsors are 
comfortable making available in a plan lineup. 

This example compares the performance of a hypothetical initial $10,000 investment over 10 years in a hypothetical bundle 
of alternative asset classes, called the “Representative Diversified Alternatives” strategy, with the performance of the 
same investment in a proxy for a traditional participant 401(k) portfolio (i.e. a 60% S&P 500/ 40% Barclays Aggregate). 

This measurement of compounded return, gross of fees, is meant to illustrate how a more diversified approach might 
benefit a participants’ retirement savings over the 10-year time period. Diversification, of course, doesn’t eliminate risk 
entirely or guarantee a profit and there are always risks when it comes to investing. The example isn’t a representation of 
any actual participant asset allocation and does not imply that an investor would be likely to achieve performance similar to 
what’s shown. However, it may be a starting point for understanding the role alternatives can play in a retirement portfolio.
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Disclosures: 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 material contains hypothetical information, and includes certain estimates, projections and statements which are based on assumptions regarding market conditions and 
other matters. We make no representations regarding the reasonableness of such assumptions or the likelihood that any of such assumptions will coincide with actual market 
conditions or events, and this material should not be relied upon for such purposes. Actual market conditions and scenarios could be better or worse.

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. Please see additional disclosures. This material is for informational purposes only and is provided solely on the basis that it 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 and will not become 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. 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. 

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.

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. The exclusion of “failed” or closed hedge funds may mean that each index overstates the performance of 
hedge funds generally. Past performance is not indicative of future results, which may vary. The value of investments and the income derived from investments can go down 
as well as up. Future returns are not guaranteed, and a loss of principal may occur. This material has been prepared by GSAM and is not a product of the Goldman Sachs 
Global Investment Research. The views and opinions expressed may differ from those of the 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. Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, 
sell, or hold any security. Views and opinions are current as of the date of this presentation and may be subject to change, they should not be construed as investment advice.
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