
Planning for Retirement? Do Target Date Funds Hit the Mark? 
 

Summary of Article 1 of 4:  Article 1 identified a target date fund as an investment designed by mutual funds to make 
investment management easier for advisors and investors.  The concept is for investors to select an investment with a 
target-date (liquidation date) that is close to when the investor would begin spending their savings.  Target-date funds 
are designed in 5-year increments, i.e. 2020, 2025, 2030, 2035, etc.   

Article 2 of 4 – Looking “Under the Hood” 

There are 2 types of target date fund designs, target date “through” and target date “to”. 

With a target date through investment, the mutual fund company expects the investor will begin liquidating in 
the target-date’s calendar year, and the investor will keep their money invested in that target date fund for the 
remainder of the investor’s lifetime. 

With a target date to investment, the mutual fund company expects the investor will liquidate their entire 
balance in the target-date’s calendar year, and no longer keep their money invested in the target date fund. 

The conceptual difference between target date through and target date to results in a substantial variance in 
assets being allocated into stocks.  Per Morningstar, Inc., as of today (3/2/2020), the stock allocation range 
for 2020 target date funds goes from a high of +50% to a low of ~+15%.  This substantial dispersion in stock 
allocation generates a huge difference in performance during stock market selloffs like we saw at the end of 
February.  Again, per Morningstar, Inc., the YTD performance of target date 2020 funds through February 
27th, 2020, ranges from a loss of more than -4.40%, to a gain of more than +1.0%.  The vast majority of 
investors in target date 2020 funds are not aware of their stock market exposure, or the impact it will have on 
the duration of their savings.  We saw a similar event take place during the market selloff in 2008 when 
investors in 2010 target date funds lost significantly more than they realized their accounts were exposed to. 

It is extremely unlikely, if not impossible, for a single asset allocation to be prudent for multiple investors with 
the same time horizon, or should we say, for one target date fund to “hit the mark” for every investor.  Let’s 
consider a group of people retiring this year, 2020.  Some of them may have saved an ample amount and 
prepared themselves very well for retirement.  As a result, their main objective is protecting what they’ve saved 
and would therefore want, and need, a portion of their money invested very conservatively with little to no 
exposure to the stock market.  Investors in this group would want a Target Date 2020 fund with a lower 
allocation to stocks.  On the other hand, some of those 2020 retirees may not have saved sufficiently for 
retirement and need to have a higher level of exposure to stocks in hopes of making up for their insufficient 
savings.  Investors in this group would need to have a higher allocation to stocks to give themselves a chance 
at “catching up” throughout their retirement years.  In essence, a second major drawback of Target Date 
Funds is that the same target date 2020 fund cannot possibly fulfill the investment needs of these two distinctly 
different groups of investors, yet this is what takes place when there is only one target date 2020 investment 
available in a 401k plan.  

Lastly, a huge concern with the vast majority of target date funds is that they are a mechanism by which mutual 
fund companies gather assets to re-invest back into their own mutual funds.  In other words, Vanguard’s target 
date funds invest in only Vanguard funds; Fidelity target date funds invest in only Fidelity funds; American 
Funds target date funds invest only in American Funds; etc.  This lends to the realization that mutual funds 
created target date funds to gather assets for their other investments regardless of the performance or 
management tenure of those investments.  Target date funds can serve as a great vehicle for mutual fund 



companies to generate seed money for their start-up funds that lack the track record required by most 
investors.  As would be expected, seldom, if ever, do mutual funds fire their own underlying mutual funds for 
lack of performance or lack of management experience.  As a consequence, very few investors realize that 
when they invest in a target date fund, their assets are being allocated to potentially poor underlying funds 
that fail just basic performance and management criteria.  

 

Next week we’ll present how this inherent conflict of interest has resulted in the Securities & Exchange 
Commission (SEC) looking deeper into Target Date Funds. 

 

  

 

 

 

 

 

 

 

 

 

Biography:  Fringe Benefits Design of MN, Inc. is a full-service retirement plan provider headquartered in Bloomington, 
MN.  They provide qualified plan Third Party Administration, Daily Recordkeeping, Investment Selection/Monitoring and 
Employee Education services, and have been doing so for over 30 years.  They are the endorsed provider for several 
state-wide associations, and currently handle the plan offered to the AGC of MN’s staff members. 
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