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T
he viability of target-date funds has been

called into question in recent months.

Target funds, including risk-based funds and

especially target-date funds, were the darlings

of the retirement plan market not too long ago.

In five years, assets in target-date mutual funds

exploded–increasing from $69.1 billion in 2002

to $394.5 billion in 2007, and positive flows in

target-date funds have helped maintain asset

levels this year, at $314B as of April 2009.

Anecdotal evidence suggests that target-date

collective trust asset s have also mounted. In

the wake of the market crisis target-date funds,

in particular, have come under fire from the

media, the government, employers, and some

asset managers.

Key Points

• Only one target-date fund reported a positive total return in 2008, with losses in some funds topping 40%,

prompting intense scrutiny and debate about these QDIA-listed funds.

• The viability of target-date funds going forward will depend on the support of the government, investors, and

asset managers.

Only one target date-fund reported a posi-

tive total return in 2008–with losses in some

funds topping 40%. Even more alarming to

observers are the negative returns generated by

the target date 2010 and 2015 funds in which

investors have the least amount of time to

attempt to recover their losses. This dismal per-

formance prompted the U.S. Senate Special

Committee on Aging, led by Herb Kohl (D-

Wisconsin), to examine target-date funds,

which were deemed a QDIA under the Pension

Protection Act of 2006 (PPA) which took effect

on February 1, 2007. 

This intense scrutiny concerns many asset

managers. It is too early to know the full extent

of the government's reaction in the form of reg-

TARGET FUND VIABILITY

EXHIBIT 1

ASSETS OF TARGET-DATE AND RISK-BASED FUNDS, 1999-APRIL 2009 ($ BILLIONS)

There was $173.5 billion in target-date funds as of April, up 24% from the end of 2008. Risk-based fund assets 

have fallen to 2005 levels.

Note: 529 plans and variable insurance subaccounts are not included.

Sources: Strategic Insight/SIMFUND, Cerulli Associates 
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blend target date and risk-based attributes.

Old Mutual, for example, offers blended

funds. Cerulli thinks that the development

of strategies that blend the attributes of tar-

get-date and risk-based funds may ulti-

mately increase, and exceed asset man-

agers’ current expectations, particularly in

customized products. These blended

strategies provide target-date investors

with a product more geared to their risk

tolerance, as well as offer a means by

which asset managers may further differ-

entiate their product lines in this increas-

ingly crowded category. We caution that

this approach requires the ability to sup-

port a potentially larger number of funds.

Examining the mix of target-date

compared to risk-based funds is important

from several perspectives, not only in

understanding where product developers’

efforts are likely to be focused in the next

few years. Each of these two product types

encounters different challenges from a

portfolio construction perspective. Target-

date funds are constrained by their mass-

customized approach to investors’ risk tol-

erance, while risk-based funds are limited

by their inability to factor an investor’s

time horizon in the portfolio construction.

These issues are among the many factors

that have led to heated discussion on the

optimal glidepath for target funds.

The constraints on target funds’ (as

currently configured) ability to operate as

a one-size-fits-most solution for retirement

planning also speak to the issue of the

potential for greater customization of these

products going forward. While a more pre-

cise level of customization engineered

around individual investors’ unique situa-

tions and objectives would be ideal, truly

customized approaches are not yet

scaleable. That said, asset managers and

plan sponsors are evaluating greater cus-

tomization, and larger plans show the

greatest promise in terms of the opportuni-

ty for customized target funds in the DC

marketplace.

EXHIBIT 5: 

ASSET MANAGERS ANTICIPATE CHANGE IN MIX OF TARGET-DATE AND RISK-BASED

PRODUCTS INDUSTRY WIDE IN THE NEXT 2-3 YEARS, 2009

Almost 90% of surveyed managers believe target-date funds will be favored over risk-based funds in the future.

Note: “Stay the same,” was not chosen by any respondent.

Source: Cerulli Associates
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>$100m), 38% versus 17%. More details

on this data and other investor trends are

available in the recent report, Cerulli

Quantitative Update, Retail Investor

Metrics 2009.

Transition to Retirement Income 

Retirement income product devel-

opment has been a topic of discussion in

product development circles for some

time, and chatter about retirement income

solutions has increased as new retirement

income offerings have hit the market.

EXHIBIT 33: 

ASSET MANAGERS’ VIEWS ON STRUCTURE OF RETIREMENT INCOME AS PART OF

TARGET-DATE AND RISK-BASED FUNDS, 2009

Most asset managers believe that retirement income will be offered in target-date funds as a combination of embedded and separate

add-on features.

Source: Cerulli Associates
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EXHIBIT 34: 

DC PROVIDER PERSPECTIVE: EXPECTED ENHANCEMENTS TO TARGET-DATE FUND

STRATEGY OVER NEXT FIVE YEARS, 2007

More than 75% of investment consultants anticipate that DC plan sponsors will introduce retirement income elements at the retirement

date.

Source: Cerulli Quarterly Retirement Markets Surveys
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C
erulli believes that target-date funds

are viable. Despite the challenges

facing target-date fund managers, the

product concept remains valid and many

of its design elements, which are geared at

helping investors prepare for retirement,

are spot on. There have been, however,

flaws in the industry’s execution of this

important category of funds. 

Cerulli divides asset managers and

investment consultants into three distinct

segments as it relates to the target-date

fund opportunity and its risks: the domi-

nant managers that oversee the lion’s share

of assets at this time, the managers that

run the smaller share of assets in target-

date funds, and managers that have not

ventured into the target-date fund catego-

ry. In the end, asset managers must decide

whether they want to operate as packagers

of target-date funds, in a subdavisory

capacity for other assemblers, or turn

instead to focusing on other opportunities

in the financial services landscape.

The opportunity and risks associat-

ed with target-date funds are very different

for the very largest managers that domi-

nate this product category. The current sta-

tus of target-date funds as a QDIA promis-

es that considerable assets continue to

flow into their funds. Even in the event

that the regulators assert more authority

over these funds, for example, by mandat-

ing the asset allocation mix at certain

points along the glidepath, the largest tar-

get-date fund managers will adjust accord-

ingly and fare well. They possess suffi-

cient expertise and the resources needed to

quickly address any defects in their prod-

uct structure and positioning (e.g., any

fund name changes required by regula-

tors). The target-date fund managers that

currently dominate this market confront

two significant threats—if target-date

funds were to lose their status as a QDIA

option, or there is a dramatic shift to open-

architecture target-date funds. That said,

Cerulli does not believe that it is highly

likely that target-date funds will be

removed from the QDIA options, and we

think that open architecture will expand,

but not at a rapid pace.

The challenges for target-date

managers that are not large 401(k) plan

recordkeepers vary, but are generally of

greater magnitude than for the top players

that dominate this market. Cerulli thinks

that managers that run target-date funds—

but have modest assets (i.e., less than $1

billion in all of their target funds com-

bined)—must decide whether remain

committed to their target-date funds or

determine an exit strategy. Each target-

date fund manager’s decision should be

based on an assessment of their relative

investment performance, and any risk of

litigation, whether they have meaningful

traction with plan sponsors, financial advi-

sors and in other distribution channels,

and, of course, the profitability of their

PROGNOSIS:

Viable but not for all Managers
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