Cerulli: Collective Investment Fund Sales Set to Surge
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Collective investment funds are gaining steam and
threatening to steal significant market share from mutual
funds, according to a report about to be released by
Cerulli Associates.

These stripped-down, pooled-investment structures
have been available through defined contribution plans
for years. But recent regulatory scrutiny of plan fees and
expenses coupled with investors’ and plan sponsors’
greater awareness of the product are creating an
opportunity for providers of collective investment funds
to scoop up assets.

The size of the market is notoriously hard to measure, but
the latest Cerulli report pegs it at about $1.4 trillion, says
Jake Hartnett, an analyst with Cerulli and an author of the
firm’s new report,”The Cerulli Quantitative Update:
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The State of U.S. Retail and Institutional Asset
Management 2009.” This is the first time the Boston-
based firm has dedicated a chapter to collective
investment funds in its annual report; Cerulli says the
measurements of cost and fees are a first-of-its-kind
endeavor.

Hartnett calls collective investment funds “the biggest
competitive threat” to mutual funds in the DC market,
beating out even exchange-traded funds, which face
certain operational and recordkeeping challenges that
collective funds don’t. One drawback for retirement plan
participants, however, is that, because they are not SEC-
registered products, collective trust shares cannot be
rolled into new plans or individual retirement accounts
(IRAs) when employees change jobs or quit. Instead,
shares must be liquidated.
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