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Target Date Funds are available for US professional investors only.

Twenty-five years ago, more was most definitely more in the defined contribution (DC) space. Conflating the quality of  a 
DC plan with the number of  investment options, plan sponsors devised plans with dozens of  investment solutions ranging 
from straightforward money market funds to equity and bond funds to hedge fund-like strategies. Left to do their own 
dentistry, many plan participants allocated their accounts inappropriately; failed to rebalance their accounts over time; or, 
overwhelmed by their choices, avoided investing altogether.

Today, the mindset of  DC plan sponsors has changed dramatically. Rather than paralyzing participants with too many 
choices, plan sponsors are lightening the load by paring back the menu of  investments and including investment solutions 
that shift the heavy lifting of  asset allocation, portfolio rebalancing and other tasks to investment managers. Chief  among 
these investments are target date funds (TDFs), whose explosive growth has radically altered the DC landscape.

Launched in 1994, TDFs have become the workhorses of  DC plans. Total assets in TDF mutual funds alone have grown 
from about $278 million at the end of  1994 to more than $1.2 trillion in the second quarter of  2019. Factor in TDF assets 
in separate accounts, collective investment trusts and customized vehicles, and the estimate of  total TDF assets climbs to 
more than $2 trillion or about 25% of  total DC assets today.

The phenomenal growth of  TDF assets stems largely from TDFs’ innate appeal to participants and sponsors alike. For 
plan participants, TDFs relieve them of  the burden of  creating an asset allocation strategy and choosing the investments 
through which they would execute it. Put simply, having TDFs in their qualified retirement plans means participants need 
not act as their own investment advisors. For sponsors, adding TDFs enables them to streamline their investment offering 
(reducing complexity and administrative costs), while meeting their fiduciary responsibility to participants.

While the singular benefits TDFs offer investors and sponsors have driven much of  the growth of  TDF assets, TDFs would 
not be as prevalent as they are today were it not for the passage of  the Pension Protection Act (PPA). Enacted in 2006, 
the PPA eliminated obstacles to employers adopting automatic enrollment of  participants in their DC plans, in part by 
addressing employer fears of  legal liability for investment losses suffered by participants. The PPA relieved plan sponsors 
from fiduciary responsibility for investment outcomes if  they provided a suitable Qualified Default Investment Alternative 
(QDIA), such as TDFs, to anyone auto-enrolled in their plans. The combination of  auto enrollment and safe harbor relief  
for plan sponsors paved the way for the wide adoption of  TDFs.

This article originally appeared on WealthManagement.com.

http://WealthManagement.com.
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On the 25th anniversary of  the emergence of  TDFs, it is interesting to contemplate what the next 25 years could mean 
for target date funds. One possibility is the evolution of  the TDF from a vehicle that grows savings to one that also helps 
participants spend what they’ve accumulated. TDFs might someday provide participants with answers to the questions on 
the minds of  everyone contemplating retirement: How many years will my money last and how much can I withdraw each 
year given my retirement savings, anticipated market returns and my expected lifespan?

Another enhancement that makes TDFs more valuable to participants concerned about outlasting their money is the 
addition of  guaranteed income options. Here, a TDF effectively converts a DC plan into a personalized defined benefit 
plan for participants seeking the security guaranteed income for life provides. With “the DB-ization of  the DC plan,” as 
this concept is often described, participants would auto-save, and the TDF would auto-pay them a steady income during 
their retirement years.

TDFs offering guaranteed income are available now, but they have not been widely embraced by either participants 
or plan sponsors. One reason is the perceived high fees associated with any product that guarantees lifetime income. 
Guaranteed-income TDFs typically come with higher fees than other TDFs because they include a fee of  1% or more to 
guarantee lifetime payments. Of  course, guaranteed income TDFs should cost more because they remove longevity risk 
from the retirement planning equation. Even so, many sponsors worry they will be perceived as saddling participants with 
high fees if  they offer guaranteed-income TDFs. Sponsors have reason to think twice about adding higher-fee solutions to 
their plans given the increased fee litigation directed at a plan sponsors recently.

Fees notwithstanding, TDFs offering guaranteed income are likely to gain traction in the DC space. Participants 
contemplating decades in retirement naturally have concerns about outliving their savings, and guaranteed-income TDFs 
address that anxiety. Guaranteed-income TDFs can also help sponsors retain participants’ assets post retirement, a goal 
of  many plan sponsors today. Finally, legislation winding its way through Congress potentially would provide safe harbor 
relief  to plan sponsors who might want to add TDFs providing lifetime income but who have not done so due to the fear 
of  litigation.

Naturally it is difficult to foresee how target date funds will evolve over coming decades, as the list of  potential innovations 
is endless, but one thing is certain: the benefits target-date funds present both to plan participants and sponsors ensures 
they will play a dominant role in building comfortable retirements for years to come.
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NOTES TO DISCLOSURE
Sources: QMA, FactSet, Consensus Economics, Organisation for Economic Co-operation and Development (OECD), Bloomberg, International Monetary Fund, J.P. Morgan, 
MSCI, National Bureau of Statistics of China, U.S. Federal Reserve System, Federal Reserve Bank of New York.
This is intended for Professional Investors only. All investments involve risk, including the possible loss of capital. Past performance is not a guarantee or a reliable 
indicator of future results.
These materials represent the views, opinions and recommendations of the author(s) regarding economic conditions, asset classes, and strategies. Distribution of this 
information to any person other than the person to whom it was originally delivered is unauthorized, and any reproduction of these materials, in whole or in part, or the 
divulgence of any of the contents hereof, without prior consent of QMA LLC (“QMA”) is prohibited. Certain information contained herein has been obtained from sources 
that QMA believes to be reliable as of the date presented; however, QMA cannot guarantee the accuracy of such information, assure its completeness, or warrant that 
such information will not be changed. These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial 
instrument or any investment management services and should not be used as the basis for any investment decision. No liability whatsoever is accepted for any loss 
(whether direct, indirect, or consequential) that may arise from any use of the information contained in or derived from this report. QMA and its affiliates may make 
investment decisions that are inconsistent with the views expressed herein, including for proprietary accounts of QMA or its affiliates.
These materials are for informational or educational purposes. In providing these materials, QMA is not acting as your fiduciary.
In Europe, certain regulated activities are carried out by representatives of PGIM Limited, which is authorized and regulated by the Financial Conduct Authority 
(Registration Number 193418), and duly passported in various jurisdictions in the European Economic Area. Quantitative Management Associates LLC, which is an 
affiliate to PGIM Limited, is an SEC-registered investment adviser, and a limited liability company. PGIM Limited’s Registered Office, Grand Buildings, 1-3 Strand, Trafalgar 
Square, London WC2N 5HR. These materials are issued by PGIM Limited to persons who are professional clients or eligible counterparties as defined in Directive 2014/65/
EU (MiFID II), investing for their own account, for fund of funds, or discretionary clients. In Japan, investment management services are made available by PGIM Japan, 
Co. Ltd., (“PGIM Japan”), a registered Financial Instruments Business Operator with the Financial Services Agency of Japan. In Hong Kong, information is presented by 
representatives of PGIM (Hong Kong) Limited, a regulated entity with the Securities and Futures Commission in Hong Kong to professional investors as defined in Part 
1 of Schedule 1 of the Securities and Futures Ordinance. In Singapore, information is issued by PGIM (Singapore) Pte. Ltd. (“PGIM Singapore”), a Singapore investment 
manager that is licensed as a capital markets service license holder by the Monetary Authority of Singapore and an exempt financial adviser. These materials are issued 
by PGIM Singapore for the general information of “institutional investors” pursuant to Section 304 of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”) 
and “accredited investors” and other relevant persons in accordance with the conditions specified in Sections 305 of the SFA. In South Korea, information is issued by QMA, 
which is licensed to provide discretionary investment management services directly to South Korean qualified institutional investors.
The opinions expressed herein do not take into account individual client circumstances, objectives, or needs and are therefore are not intended to serve as investment 
recommendations. No determination has been made regarding the suitability of particular strategies to particular clients or prospects. The financial indices referenced 
herein is provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding such indices has been obtained from sources 
believed to be reliable but has not been independently verified.
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory trends as of the 
original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or contemplated in such forward-
looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No representation or warranty is made as to future 
performance or such forward-looking statements.

SPECIAL RISKS
Foreign investments may be volatile and involve additional expenses and special risks, including currency fluctuations, foreign taxes and political and economic 
uncertainties. Emerging and developing market investments may be especially volatile. Investments in securities of growth companies may be especially volatile. Due 
to the recent global economic crisis that caused financial difficulties for many European Union countries, Eurozone investments may be subject to volatility and liquidity 
issues. Value investing involves the risk that undervalued securities may not appreciate as anticipated. Small and mid-sized company stock is typically more volatile than 
that of larger, more established businesses, as these stocks tend to be more sensitive to changes in earnings expectations and tend to have lower trading volumes than 
large-cap securities, creating potential for more erratic price movements. It may take a substantial period of time to realize a gain on an investment in a small or mid-
sized company, if any gain is realized at all. Diversification does not guarantee profit or protect against loss.
Emerging markets are countries that are beginning to emerge with increased consumer potential driven by rapid industrial expansion and economic growth. Investing 
in emerging markets is very risky due to the additional political, economic and currency risks associated with these underdeveloped geographic areas. Fixed-income 
investments are subject to interest rate risk, and their value will decline as interest rates rise. Unlike other investment vehicles, U.S. government securities and U.S. 
Treasury bills are backed by the full faith and credit of the U.S. government, are less volatile than equity investments, and provide a guaranteed return of principal 
at maturity. Treasury Inflation-Protected Securities (TIPS) are inflation-index bonds that may experience greater losses than other fixed income securities with similar 
durations and are more likely to cause fluctuations in a Portfolio’s income distribution. Investing in real estate poses risks related to an individual property, credit risk 
and interest rate fluctuations. High yield bonds, commonly known as junk bonds, are subject to a high level of credit and market risks. Investing involves risks. Some 
investments are riskier than others. The investment return and principal value will fluctuate and when sold may be worth more or less than the original cost.
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