
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.  Find full 
article here: https://s3.amazonaws.com/static.contentres.com/media/documents/ea517dfb-879a-4281-a8a3-
647f44f3ddd1.pdf       

Summary of Article 2 of 4:  Article 2 of this series “looked under the hood” of target date funds to see what is 
really taking place inside these investment vehicles.  The findings were: 

 There are 2 types of target date fund design, i.e. target date to and target date through. 
 A single target date fund cannot meet the allocation demands of multiple investors. 
 The underlying investments inside a target date fund are typically comprised of mutual funds from 

the company that created the target date fund, i.e., Vanguard’s target date funds invest in only 
Vanguard funds, or Fidelity target date funds only invest in Fidelity funds, American Funds target 
date funds only invest in American Funds, etc.  In reality, are target date funds built to benefit the 
mutual fund company that creates them, or the investor? 

Find full article here: https://s3.amazonaws.com/static.contentres.com/media/documents/b4ea0b8b-7086-
4772-82f1-a8503a76dfc6.pdf 

Summary of Article 3 of 4:  Article 3 of this series reflected on how the regulatory body governing these 
types of investment (Securities Exchange Commission, SEC) are looking into their structure, disclosures, 
and conflicts of interest.  Find full article here: 
https://s3.amazonaws.com/static.contentres.com/media/documents/2824c755-6d21-4ce3-968c-
c332875212c3.pdf 

Article 4 of 4 – Time and Risk 

In this, the final article, we confront what can be done to make investing easier for inexperienced investors 
on a customized level without any investment selection restrictions. 

The initial perspective of the target-date concept is that it makes investing easy for inexperienced investors, 
which it does.  However, just because something is easy doesn’t mean that it is effective and functions 
properly.   

When it comes to investing and establishing the proper asset allocation for an investor, there are 2 elements 
that must be incorporated based on each investor’s needs.  Those 2 elements are: 

 Time – the number of months, or years, until the money will begin being spent 
Risk Tolerance – the amount of volatility an investor can personally tolerate  
 

Target-date funds do make an attempt to address a specific time by structuring their product in 5-year 
increments.  This effort to provide a predetermined period when liquidation would begin might be somewhat 
limited, but at least they do declare a specified point in the future when distributions are expected to begin. 



Unfortunately, target-date funds do nothing about matching the investor’s risk tolerance with the asset 
allocation across the underlying investments.  As a result, it is quite common for individuals investing in 
target-date funds to be substantially over exposed to the stock market without realizing that exposure. 

Likewise, there is no way for a single target-date fund to meet the investment demands of multiple investors.  
As discussed in article #2 of this series, the same 2020 target date fund cannot meet both the needs of a 
retiree looking for a secure investment and another retiree looking for a higher exposure to stocks in an 
effort to make up insufficient savings. 

It is hard to ignore the irony of the timing of this article series on target date funds.  At almost the exact time 
this series was first published, the stock market began its massive sell off, validating the overall message 
being communicated.  We find ourselves less than 3 months into the year 2020, and some 2020 target date 
funds have already delivered more than a 20% decline year-to-date (as of 3/19/2020).  Undoubtedly there 
were investors completely unaware of their risk exposure coming into the year who are now realizing that 
exposure in a very painful manner. 

Again, making something easy to use doesn’t necessarily make it functional. 

The investment industry needs to provide a system for investors that will customize an asset allocation for 
each investor based on the month and year their money is to begin liquidation.  Then, in addition to 
adjusting the allocation based on time, the underlying asset allocation must be structured in a manner that is 
suitable to each investor’s maximum risk tolerance.  And lastly, in adherence with the concerns brought forth 
by the SEC, the system should not be restricted to an investment platform from only one investment 
company.  Rather, the platform should facilitate the ability to select from a comprehensive universe of 
investments from every investment company based on performance and management criteria.    

Once a system of this nature has been developed, investors from every level of expertise will be able to 
enjoy the ease of investing in a customized manner specific to their current, and long-term, investment 
needs.  Until then, target-date funds will continue to “miss the mark” for their clients. 
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