
Planning For Retirement?  Do Target Date Funds Hit The Mark? 

 

People are always on the lookout for life's various "easy" buttons, and 401(k) investors are no exception.  

In response, the mutual fund industry has created specific investments tailored to these individuals 

known as Target Date Funds.  Despite their popularity within 401(k) plans, very few investors truly 

understand what they are getting when they choose to utilize one... 

The mutual fund industry has recognized that investors often have a specific time horizon for their major 

financial goals, such as retirement or saving for a child’s college education.  Furthermore, a large 

percentage of individual investors lack the time or resources necessary to establish and monitor an 

investment allocation that appropriately meets their changing objectives over time.  Target Date Funds 

were designed to make it easy for an investor to invest in a diversified portfolio that automatically 

adjusts its degree of risk as the investor draws closer to their financial goal. 

Created in increments of 5 years (2020, 2025, 2030, etc.), Target Date Funds are structured to meet an 

investor’s capital needs at some future date.  An investor who is 35 years old and planning to work until 

age 67 (2052), would likely invest in a 2050 Target Date Fund.  The portfolio manager of the fund will 

then use this predetermined time horizon to fashion their investment strategy and determine the 

degree of risk the fund is willing to undertake.  The investor in their 30’s with a retirement date of 2052 

is able to take on significantly more risk than an investor in their 60’s with a retirement date of 2025.  

Consequently, those target date funds with longer time horizons (2045, 2050, 2055, etc.) typically have a 

higher exposure to equity investments than target date funds with shorter time horizons (2020, 2025) 

which have a higher exposure towards lower risk fixed income investments.   

The appeal of target date funds is that as the investor draws closer to their stated retirement date, this 

reallocation to lower risk asset classes takes place automatically over time.  As a result, target date 

funds are often marketed as a “one stop shop” long-term investment vehicle, and that convenience has 

resulted in an estimated $1.8 trillion currently invested in them. 

Although target date funds seek to provide the convenience that many 401(k) investors are seeking, 

they unfortunately miss the mark more than they hit it.  Next week we’ll walk through the primary 

weaknesses and shortcomings of target date funds, and why they have been the subject of much 

controversy over recent years… 

 

 

 


