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Friends, 

  

 I’m sure many of you have seen the credit card commercial where you are asked, “What’s in your wallet?”  

A recent article by Stan Choe for Associated Press asks, “What’s in your 401k?”  The answer for many, it turns out, 

is just one fund.  That fund is a target-date fund.   

On Target.  Mr. Choe writes that last year, for the first time, more than half of Vanguard’s 4.6 million retirement 

account participants were invested in a single target-date fund.  The funds are highly diversified and are designed to 

be matched to a participant’s anticipated retirement year.  The difference from one target year to another is the relative 

exposure to equities and fixed income (bonds).  The funds have a glidepath for the equity exposure.  Essentially, as 

the fund approaches the targeted year, the exposure to equities is reduced.  The idea is that as a participant approaches 

retirement, the risk in their retirement portfolio is reduced by the reduction in equity exposure. 

 

Off Target.  As you might imagine, there are many flavors of target-date funds.  First, there is the “to retirement” and 

“through retirement” fund.  In a “to retirement” strategy, the fund is designed to reach the minimum targeted equity 

exposure by the retirement target.  The actual percentage varies per fund sponsor.  JPMorgan SmartRetirement series, 

for instance, has 38% of assets in equities at target.  In a “through retirement” strategy, the fund is designed to reach 

its minimum equity exposure sometime after the target retirement date.  Why the difference?  Generally, those 

designing strategies utilizing “to retirement” believe that once retirement is reached, equities are still required to help 

keep up with inflation, however, risk should be reduced as much as possible at the start of retirement.  Those designing 

strategies utilizing “through retirement” believe that because participants are facing 25, 30 or more years of retirement, 

inflation poses large risks to allowing their retirement assets last long enough.  Because equities tend to do better in 

the long run against inflation, equities should be a larger percentage of retirement assets going into retirement to give 

participants the best chance at having assets last longer, in their analyses.    

 

Why or why not?  While the thought of having retirement assets on “auto-pilot” might be attractive, there are other 

considerations.  First, most target date funds are funds of funds.  Generally, a sponsor mutual fund company utilizes 

only their own funds within the target date.  Overall, funds of funds tend to be more expensive.  Second, every fund 

in the company’s line up may not be the best in the asset category that the target fund is trying to fill.  I recently 

performed an analysis for a client who was invested in his company’s 2030 target date fund option.  Through May 

31st, the 2030 fund option performance was 0.48%, 9.61%, 6.00%, and 7.61% for YTD, 1 Year, 3 Year, and 5 Year 

timeframes, respectively.  This is decent performance for an overall moderate growth portfolio.  However, by matching 

the asset allocation within the target fund as closely as possible by utilizing the other fund choices within his 401k, he 

would have experienced weighted average returns of 2.66%, 12.81%, 9.21% and 10.30% over the same time frames.  

What’s in your 401k is one question.  What’s the best in your 401k is another. 
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