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Executive Summary
All-time high flows, paired with positive returns, lifted assets in target-date mutual funds above
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$1 trillion in 2017, a sizable increase from just $158 billion at year-end 2008. The unimpeded growth
means target-date funds play an increasingly important role in retirement success for more and more
investors. Meanwhile, many target-date providers have adapted to meet the burgeoning demand for
low-cost options. This year's report covers recent developments in the competitive landscape, and then it
highlights noteworthy considerations for target-date investors in five areas: Price, Performance, Parent,
People, and Process.
Key Takeaways
× Assets in target-date mutual funds eclipsed $1 trillion in 2017 after seeing an all-time high of $70 billion

in estimated net flows during the year. The funds have experienced more than $40 billion in net flows
each year since 2008.
× In 2017, passive target-date series—ones that invest predominantly in index funds—attracted nearly

95% of the $70 billion in estimated net flows to target-date funds. This preference appears to be driven
by retirement plan sponsors' demand for low costs.
× Fees for target-date funds continued their multiyear downward trend in 2017. The average asset-

weighted expense ratio fell to 0.66% at the end of 2017, a notable decrease from 0.91% just five years
earlier. The injection of more passive exposure within historically active target-date series and the
launch of series that blend active and passive funds has contributed to that trend.
× When target-date providers have launched additional lower-cost series to meet demand, those series

generally have been the most popular, but not all have produced better performance results than older,
more-costly ones.
× Target-date managers who run multiple series personally invest more frequently, and in higher amounts,

in their older, pricier series.
× Portfolios for different passive target-date series may diverge significantly, even more so than active

series from a sub-asset-class glide path viewpoint. While active and passive series generally have similar
average equity glide paths, the average sub-asset-class exposures reveal more diversified bond
exposures in active series than passive ones.
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Assets, Flows, and the Competitive Landscape

Target-date funds continue to play an increasing role in retirement success for many Americans by
serving as a common default investment in defined-contribution retirement plans. This section covers
how assets and flows to target-date funds have changed over time, as well as how target-date firms
attempt to participate in the funds' generally strong growth trend.
$1 Trillion and Growing
Target-date funds hit a momentous mark in 2017 by eclipsing $1 trillion in assets. Assets in target-date
mutual funds totaled roughly $1.11 trillion at the end of 2017, up from $880 billion at year-end 2016. The
asset growth is remarkable: Industry assets amounted to only $158 billion at the end of 2008. (Exhibit 1
shows the year-over-year asset growth of target-date mutual funds.) The asset growth in 2017 came
from the combination of positive returns—the average return for target-date fund Morningstar
Categories ranged from 8.8% to 21.3%—and positive flows from investors.
Target-date funds also saw an all-time high in estimated net flows in 2017. The estimated $70 billion of
net flows that went to target-date mutual funds in 2017 edged the previous high of $69 billion set in
2015 and represented a notable increase from $59 billion in 2016. The net flows have been consistently
strong, exceeding more than $40 billion each year since 2008.
Exhibit 1 Net Assets, Estimated Net Flow, and Organic Growth Rates of U.S. Target-Date Mutual Funds, 2008-17

Source: Morningstar, Inc. Data as of 12/31/17.
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The strong flows to target-date funds have come from investors across all stages of their careers. Exhibit
2 shows that net flows for the target-date 2025 through 2050 Morningstar Categories topped more than
$8 billion in 2017. Based on the assumed retirement age of 65, these categories cover investors from age
33 to 57. The 2025 category's $13 billion in net flows in 2017 was the largest. Investors in that category
are often at or near their peak earnings level and may be more conscientious of their upcoming
retirement. Conversely, the relatively modest $2 billion net flows in 2017 for the target-date 2060+
category comes from investors in early in their careers who typically earn and contribute less.
Meanwhile, the categories that have passed their target retirement date can expect net outflows. It's
unclear whether these target-date fund investors gradually withdraw assets for retirement income or
move assets in a lump sum to another strategy once they reach retirement.
Exhibit 2 2017 Estimated Flows and Organic Growth Rate by Morningstar Target-Date Category

Source: Morningstar, Inc. Data as of 12/31/17.

The Flight to Passive
Quite possibly the most remarkable trend for target-date funds in 2017 was investors' dramatically
increasing preference for series that own passively managed funds. Nearly 95% of the $70 billion
estimated net flows to target-date funds in 2017 went to target-date series that invest predominantly—
at least 80% of assets—in index funds. (While these are commonly referred to as passive target-date
series, no series is truly passively managed, as every target-date manager makes active decisions in
building a glide path and selecting asset classes.) As seen in Exhibit 3, this trend started in 2015 when
passive target-date series' net flows exceeded those for active ones.
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Exhibit 3 Estimated Net Yearly Flows by Active versus Passive Target-Date Series, 2008-17

Source: Morningstar, Inc. Data as of 12/31/17.

Investors' increased preference for passive target-date series over active ones in recent years—as
reflected in the flows—has narrowed the gap in assets between the two types of series. While active
series still have more assets, passive series accounted for 42% of target-date mutual fund assets at the
end of 2017, up from 35% in 2014 and 24% in 2008.
Exhibit 4 Percentage of Target-Date Mutual Funds Assets by Active versus Passive, 2008-17

Source: Morningstar, Inc. Data as of 12/31/17.
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A Healthy Appetite for Cheap Funds
Investors' flight to passive target-date series appears to be driven by a demand for low costs. Exhibit 5
illustrates the preference for low-cost target-date funds, illustrating estimated flows according to
Morningstar Fee Level—Distribution ranks, which accounts for the distribution channel of each share
class. Share classes of target-date funds that earn a Low or Below Average rank were the only ones with
positive net flows in 2017, and those in Low received nearly $80 billion in estimated net flows.

Exhibit 5 2017 Estimated Net Flows to Target-Date Funds by Morningstar Fee Level—Distribution

Source: Morningstar, Inc. Data as of 12/31/17.

True, the cheapest target-date series invest only in index funds, but not all passive target-date series
come at an appealing price, and some active target-date series have competitive fees. For example, the
1290 Retirement, ClearTrack, and Great-West SecureFoundation Lifetime series hold index funds but are
relatively more expensive, and none of those series saw significant estimated positive net flows in 2017.
Meanwhile, the American Funds Target Date Retirement and JPMorgan SmartRetirement Blend series
come with competitive fees despite holding more than 25% of their assets in actively managed funds at
the end of 2017; those series experienced positive net flows of approximately $24 billion and $2 billion,
respectively, in 2017.
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Winners and Losers in the Cost War
As target-date funds continue to see strong growth each year, only a handful of firms have benefited.
Vanguard has been the big winner of new investments in recent years. As shown in Exhibit 6, it saw a
whopping $50.6 billion in estimated net inflows in 2017, bringing its total target-date mutual fund assets
to an industry-leading $381 billion. To put Vanguard's success into context, its 2017 net flows exceeded
the sixth-largest provider's total assets in target-date mutual funds. American Funds' $24.1 billion in
2017 estimated net flows came in a distant second, but still represented a strong year. While American
Funds' $88 billion in target-date mutual fund assets makes it the fourth-largest provider, it still has
significant ground to make up to catch the next-largest provider, as its 2007 arrival to the space was
relatively late compared with the other major players.
Only three other firms saw more than $1 billion in estimated net flows to their target-date mutual funds
in 2017: TIAA Investments ($6.1 billion), BlackRock ($4.6 billion), and State Street Global Advisors
($2.7 billion). Target-date funds have become increasingly important to TIAA Investments, as they
account for approximately one third of the firm's mutual fund assets. They also represent more than 40%
of State Street Global Advisors' mutual fund assets.
Despite the strong growth in target-date funds in general, not all target-date providers saw positive net
flows in 2017. Seventeen of 41 firms experienced negative net flows from their target-date mutual funds
in 2017, with T. Rowe Price's roughly $9.5 billion representing the largest outflow. (T. Rowe Price has
stated that clients' transition from its mutual fund version to the collective investment trust version has
contributed to the outflow.) Wells Fargo's roughly negative $4.7 billion in estimated flows in 2017
marked its third consecutive year of outflows. Amid that trend, Wells Fargo jettisoned longtime
subadvisor Global Index Advisors from its legacy target-date offering in July 2017, handing over the
management of that series to an in-house team. Principal (negative $3.5 billion) and John Hancock
(negative $1.5 billion) were the other firms that also saw more than $1 billion in estimated outflows from
their target-date mutual funds in 2017.
Fidelity serves as an example of a firm that has been able to quell outflows from its target-date funds.
Fidelity remains the second-largest target-date provider with nearly $228 billion in target-date mutual
fund assets, and it has been able to bring the net outflows from its target-date funds down to a trickle.
Fidelity made a series of changes to its flagship Freedom series, inserting strategies of its most proven
equity managers into the underlying mix in 2012, revamping the series' glide path in 2013, and then
adding the ability to tactically position the funds in 2014. The firm's net outflows started in 2014 and
peaked at $7.9 billion that year, but the net outflows have come down each year since and Fidelity saw
less than $0.5 billion in net outflows in 2017. The Freedom series' improved results since implementing
changes have likely helped assuage concerns.
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Exhibit 6 2017 Target-Date and Firm Assets and Net Flows

Source: Morningstar, Inc. Data as of 12/31/17. Morningstar flows data strips out firms’ funds-of-funds assets to avoid double-counting. This also
results in firm total asset levels and net flow figures that omit assets invested in nonproprietary funds. Exhibit 6 adds back the estimated effect from
those nonproprietary funds to firms’ total assets and total new flows to show a more complete and intuitive picture. Otherwise, KP Funds, for
example, which only offers target-date mutual funds and has significant investments in nonproprietary funds, would show that its target-date assets
make up more than 100% of the firm’s total assets under management. Assets include mutual fund and exchange-traded fund assets, where
applicable. Series marked (G) under “Firm Flows from TD Flows %” saw positive growth in flows on top of negative overall firm-level flows—the sign
change makes percentage representations less meaningful. Series marked (L) had target-date outflows on top of inflows for the overall firm.
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The Fight for Market Share
The "Big Three"—Vanguard, Fidelity, and T. Rowe Price—have long been the dominant players in the
target-date fund space, but their collective market share has edged down to 70% from 75% five years
ago, and the relative position of the three firms has changed. Since taking the top spot from Fidelity in
2014, Vanguard has lengthened its lead. Vanguard's 34% market share at year-end 2017 nearly matched
Fidelity and T. Rowe Price's combined market share of 35%. Fidelity has lost market share since the end
of 2012 when it had nearly 33% of assets. Meanwhile, T. Rowe Price's market share stayed between
15% and 17% over the past five years. Notably, American Funds has gained significant market share
since 2012, up from 3% in 2012 to 8% at the end of 2017. J.P. Morgan's market share also increased
over that time but has hovered around 5% over the past three years. The five largest providers held
nearly 83% of the market share at year-end 2017. Exhibit 7 shows the market shares in 2017 and
compares them with 2012.
Exhibit 7 Firm Market Share of Target-Date Mutual Funds: 2017 versus 2012

Source: Morningstar, Inc. Data as of 12/31/17.

Exhibit 8 expands beyond the largest providers, showing the year-over-year change in market share and
organic growth rate from 2016 to 2017 for all providers of target-date mutual funds. Of the 10 largest
providers, five had negative organic growth rates in 2017, meaning that any asset growth came from
market appreciation rather than contributions from investors. Only four of the 10 largest providers—
Vanguard, American Funds, TIAA Investments, and BlackRock—grew market share in 2017.
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Exhibit 8 2017 Target-Date Net Assets, Market Share, and Organic Growth, by Firm

Source: Morningstar, Inc. Data as of 12/31/17.
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"You want it, we got it."
Firms that manage target-date funds increasingly have launched additional target-date series in attempt
to meet investors' preferences. Initially, firms came to market with just a single approach to target-date
investing, but since 2008, when Voya—then under the ING name—launched a version of its original
strategy that invested only in index funds, several firms have also launched a second or even third
target-date series. Exhibit 9 shows the 12 firms with multiple target-date series, when each series
became available, each series' assets as of year-end 2017, and estimated net flows in 2017. (Invesco
launched a second target-date series—Peak Retirement—in 2017, but it was excluded from Exhibit 9
since the launch occurred at the end of the year.)
A firm's least-expensive series generally has been the most popular with investors. Firms with multiple
target-date series often offer a version that invests predominantly in index funds as an alternative to one
that holds actively managed underlying funds. These versions typically follow the same general assetallocation approach as the legacy series, but for a lower fee and subsequently attract more flows than
the older sibling series. BlackRock, Fidelity, John Hancock, Schwab, TIAA-CREF, and Voya each saw the
highest estimated net flows in their passive series in 2017. In the cases of BlackRock, John Hancock,
and Voya, which each offer three series, one of their passive series was the only one with positive
estimated net flows in 2017.
Other firms have created series with more exposure to index funds while keeping some actively
managed funds in the mix. These "blend" or "hybrid" strategies also have found favor with investors: The
blend series from J.P. Morgan, PIMCO, and Principal each saw positive estimated net flows in 2017
while their active versions experienced negative estimated net flows.
A few providers offered multiple glide paths to address different levels of risk-tolerance, but investors
haven't displayed a strong preference for the new glide paths. While John Hancock's Multi-Index
Preservation series has slightly more assets than its older Multimanager Lifetime series, T. Rowe Price's
Target Retirement series, which launched in in 2013, represented less than 1% of the firm's target-date
mutual fund assets at year-end 2017. Great-West and Wells Fargo also offer multiple glide paths, but
both saw negative estimated net flows from all their series in 2017.
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Exhibit 9 Fund Firms With Multiple Target-Date Fund Series

Source: Morningstar, Inc. Data as of 12/31/17.
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A Fairly Steady Universe of Competitors
Leading up to and shortly after the Pension Protection Act of 2006, the number of target-date series
available to investors grew significantly, but growth has been moderate since. Exhibit 10 shows that 60
series of target-date mutual funds existed at year-end 2017, an all-time high, but the number hasn't
increased by more than three per year since 2008. Exhibit 10 also shows that no more than five series
have come to market in a calendar year since 2009. Meanwhile, two to four series have liquidated in
most years since 2009.
In 2017, five target-date series launched, the most in a year since 2014. The launches included first-time
entrants (1290 Retirement and Natixis Sustainable Future); another attempt from former and existing
providers (Columbia Adaptive Retirement and Invesco Peak Retirement, respectively); and a version of
an existing series (Fidelity Flex Freedom). New entrants often feature uncommon attributes to draw
attention. For instance, unlike most target-date peers, the Natixis Sustainable Future series focuses on
environmental, social, and governance investments.
The year also saw the liquidations of three series: Fidelity Multi-Manager, PNC Target, and Russell
LifePoints. Each of these series struggled to gain traction, as none of them reached more than $1 billion
in assets despite having at least a four-year track record. The Russell LifePoints series dated back to the
end of 2004.
Exhibit 10 Number of Target-Date Series, Launches and Terminations 2002-17

Source: Morningstar, Inc. Data as of 12/31/17.
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Available as a Collective Investment Trust
Not only do target-date providers offer variations of their strategies, they also commonly make their
strategies available in a different vehicle, via a collective investment trust, or CIT. Collective investment
trusts, which are designed for qualified institutional investors, typically cost less than mutual funds.
Because CITs aren't subject to the same regulations or public disclosure requirements as mutual funds,
investment firms voluntarily report CIT information to firms such as Morningstar. As a result,
Morningstar's CIT database does not capture all target-date CIT offerings. Nonetheless, Morningstar's
CIT data provides investors with a broader view of the target-date fund landscape. Exhibit 11 shows the
total assets in target-date CITs for the 10 largest providers of target-date mutual funds as reported to
Morningstar, as well as CIT series with more than $1 billion in assets.
Exhibit 11 Target-Date Mutual Fund Assets and CIT Assets

Source: Morningstar, Inc. Data as of 12/31/17.

By summing up firms' mutual fund and CIT assets, the competitive landscape of target-date providers
shifts. Vanguard's sizable assets in CITs add significantly to its lead over peers, while BlackRock's more
than $100 billion in target-date CITs raises it to one of the largest industry players. State Street Global
Advisors, which launched its target-date mutual funds in 2014, also has much more in target-date CITs
than mutual funds. Meanwhile, American Funds, TIAA Investments, and John Hancock lack a CIT
offering, thereby reducing their overall market share.
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Certain firms offer target-date CITs but no mutual funds. VantagePoint transitioned its target-date
mutual funds to CITs in 2016 and held roughly $5 billion in the CITs at year-end 2017. Northern Trust
($7.6 billion) is the other CIT-only provider with more than $5 billion in target-date assets.
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Price

Asset-flow trends indicate that costs drive buying decisions for target-date funds. As a result, targetdate fund providers remain under constant pressure to keep their fees competitive. This section
discusses the current state of pricing for target-date funds.
Target-Date Fund Fees Continue to Decline
The multiyear downward trend in fees continued for target-date funds in 2017. Exhibit 12 shows that the
average asset-weighted expense ratio for target-date funds fell to 0.66% at the end of 2017, a 5-basispoint decline from 0.71% the previous year. The average asset-weighted expense ratio has come down
by more than 35% since hitting 1.03% at the end of 2009.
Exhibit 12 Target-Date Funds' Average Asset-Weighted Expense Ratio, 2009-17

Source: Morningstar, Inc. Data as of 12/31/17.

The declining asset-weighted expense ratio comes from a variety of sources: existing target-date
providers lowering their fees, investors selecting lower-cost share classes, the liquidation of pricey
target-date series, and the arrival of competitively priced series. A review of how each series' assetweighted expense ratio changed over the past year helps identify the source of the decline. Exhibit 13
shows each series' year-over-year change, listing them from the biggest declines to the largest
increases.
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Exhibit 13 Target-Date Series' Expense and Market Share

Source: Morningstar, Inc. Data as of 12/31/17.
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Exhibit 13 Target-Date Series' Expense and Market Share (Continued)

Source: Morningstar, Inc. Data as of 12/31/17.

Most target-date series' asset-weighted expense ratios declined in 2017. The Voya Index Solution saw
the biggest drop of 28 basis points. Voya reduced the underlying fund fee and increased net flows to its
lowest cost share class, the Z shares. The Prudential Day One series, which launched in December 2016,
saw its asset-weighted expense ratio come down significantly in 2017, as the majority of flows went to
its lowest-cost R6 share class. Meanwhile, the notable declines for the Wells Fargo Target and Schwab
Target series both came from cutting costs in 2017. Wells Fargo's fees declined after it revamped the
series in mid-2017, while Schwab injected more passively managed strategies into the underlying mix,
which lowered fees. Conversely, PIMCO RealPath Blend, with its 10-basis-point increase, was the only
series to see fees go up by more than 5 basis points over the year. That came from increased flows to
the higher-cost Administrative share class in 2017 and does not reflect an increase in fees for the series.
Most Target-Date Investors Pay Less Than Average
While target-date funds' average asset-weighted expense ratio has declined to a historical low, most
investors in the funds actually pay less than the average. Exhibit 14 shows how the market-shareweighted expense ratio has changed over time. Unlike the average asset-weighted expense ratio, which
weighs each series equally in calculating the average, the market-share-weighted expense ratio
considers each series' market share. The 0.47% market-share-weighted expense ratio at the end of 2017
came in well below the 0.66% asset-weighted average expense ratio, reflecting that lower-cost offerings
are winning investor assets.
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Exhibit 14 Target-Date Funds' Market-Share-Weighted Expense Ratio, 2009-17

Source: Morningstar, Inc. Data as of 12/31/17.

Buyer Beware
Low costs allow investors to reap more of their investment gains, but investors in target-date funds need
to look beyond price tags to investment strategy to determine the appropriateness of the fees. A targetdate provider's decision to use actively or passively managed strategies to gain exposure to desired
asset classes directly affects a target-date series' cost. Investors in series that hold passive strategies
should generally expect to pay less, whereas active management often comes with a higher cost.
The distinction between "active" and "passive" target-date series has become more muddled in recent
years. Several target-date series that have historically held actively managed strategies have inserted or
relied more heavily on passive funds. Meanwhile, other series explicitly aim to blend active and passive
funds. Exhibit 15 plots the average expense ratio of each series' lowest-cost share class while
considering the percentage of series assets held in actively managed funds as of year-end 2017 to
illustrate the murkiness of the active/passive distinction.
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Exhibit 15 Target-Date Series' Average Expense Ratio of the Cheapest Share Class versus Percentage in Actively
Managed Underlying Funds

Source: Morningstar, Inc. Data as of 12/31/17.

Some target-date series may appear competitively priced on the surface, but less so when considering
their passive exposure. Exhibit 16 lists the coordinates for each series included in Exhibit 15, providing
clarity on the competitiveness of a series' fees versus similarly constructed peers. The Great-West
Lifetime and Lifetime Conservative series both have expense ratios that would be close to the norm for a
100% active strategy, but those series hold less than 60% in active strategies. Similarly, the Schwab
Target series' 0.58% expense ratio looks less appealing given it held only 68% in active strategies at the
end of 2017. Meanwhile, the Principal LifeTime Hybrid series launched in 2014 as a low-cost alternative
to the firm's legacy series, but its 0.43% expense ratio looks ordinary rather than a bargain considering
roughly two thirds of the assets were in passive strategies at year-end 2017.
Not all passive series come with low costs. The cluster of passive series with low expense ratios includes
the Schwab Target Index (0.08%), Vanguard Target Retirement (0.09%), Fidelity Freedom Index (0.10%),
TIAA Lifecycle Index (0.10%), BlackRock LifePath Index (0.12%), and State Street Target Retirement
(0.13%). Still, four passive series have expense ratios above 0.50%: ClearTrack (0.55%), 1290 Retirement
(0.65%), Great-West Secure Foundation Lifetime (0.68%), and State Farm Lifepath (0.72%).
Exhibit 16 also identifies target-date series that may not be among the cheapest available, but are
attractively priced considering their investment in actively managed funds. While the Wells Fargo Target
series stands out with its 0.20% expense ratio while being 100% active, its exposure includes passive:
The series holds individual securities that together replicate indexes in certain asset classes. Elsewhere,
the Dimensional Target Date Retirement Income series is classified as holding more than 80% of assets
in active strategies with an expense ratio of just 0.24%, but the firm keeps costs low through an
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overarching systematic, rules-based approach that's distinct from traditional active management.
American Funds Target Date Retirement (0.39%) and TIAA-CREF Lifecycle (0.42%) come in next, and then
a few prominent series land in the 0.45% to 0.50% range: Fidelity Freedom (0.45%), JPMorgan
SmartRetirement (0.48%), MFS Lifetime (0.49%), and American Century One Choice (0.50%). These all
come in notably lower than the 0.55% average for a series with 100% in active strategies.
Exhibit 16 Target-Date Series' Average Expense Ratio of the Cheapest Share Class versus Percentage in Actively
Managed Underlying Funds

Source: Morningstar, Inc. Data as of 12/31/17.

Page 21 of 61
Page 21 of 61
Page 21 of 61
Page 21 of 61

2018 Target-Date Fund Landscape | 7 May 2018
Healthcare Observer | 4 May 2018
Paper Title | 4 May 2018
Healthcare Observer | 4 May 2018

Performance

Serving as all-in-one option for an investor's retirement savings, target-date funds rightfully face scrutiny
when it comes to performance results. This section looks at how target-date funds have performed
versus the broad U.S. equity market, and then compares how different series of target-date funds have
fared versus each other.
The Potential for Disappointing by Diversifying
Target-date funds don't guarantee a return that ensures investors have sufficient savings at retirement;
instead they provide a diversified portfolio that considers an investor's age in setting asset allocation and
balancing risks. This simple, yet crucial, perspective helps keep target-date fund performance in proper
context. As U.S. large-cap stocks have generally been the top-performing investment over the past
several years, target-date investors' portfolios are typically more diverse, which may lead investors to
question the merit of diversifying beyond U.S. stocks.
U.S. large-cap stocks outpaced target-date funds handily over the past five years through December
2017. Using the S&P 500 as a proxy for U.S. large-cap stocks, Exhibit 17 shows that an investor with
$10,000 (assuming no additional contributions) would have ended up with nearly $21,000 by investing
only in U.S. large-cap stocks, compared with just under $16,000 with the average return for a 2040 fund
and less than $14,000 for a 2020 fund.
Exhibit 17 Five-Year Growth of $10,000: S&P 500 versus Average Target-Date Fund Returns

Source: Morningstar, Inc. Data as of 12/31/17.
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As seen in Exhibit 18, the return advantage of investing in U.S. large-cap stocks holds true over the past
15 years through December 2017 as well, but the advantage came later in the period. The S&P 500 did
not surge ahead of the average return of a 2020 or 2040 target-date fund until late 2011.
Exhibit 18 Fifteen-Year Growth of $10,000: S&P 500 versus Average Target-Date Fund Returns

Source: Morningstar, Inc. Data as of 12/31/17.

The inability of target-date funds to keep pace with the S&P 500 doesn't come as a surprise considering
their asset-class exposure. Exhibit 19 plots the return and standard deviations of the S&P 500 (the
crosshairs) as well as other indexes that serve as proxies of asset classes commonly seen in target-date
funds. Notably, none of the asset classes had both a higher return and less volatility than the S&P 500
over the period, and non-U.S. developed stocks (as represented by the MSCI EAFE Index) had a lower
return and more volatility.
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Exhibit 19 Fifteen-Year Risk/Reward: S&P 500 versus Common Asset Classes in Target-Date Funds

Source: Morningstar, Inc. Data as of 12/31/17.

May Lose Money, but Usually Less
Being that many investors arrive in a target-date fund as a default investment in a retirement plan rather
than by proactively selecting one, the funds often come under increased scrutiny when market
turbulence hits and questions about investors' tolerance to losses arise. Memories of the target-date
funds' participation in the market losses experienced during the financial crisis also resurface. (The
average returns of the 2020 and 2040 target-date funds were negative 29.5% and negative 37.9% in
2008, respectively.)
Importantly, target-date funds' primary objective is not to preserve capital, though the funds have held
up relatively well when the market declines. Exhibit 20 shows the quarterly success rate and average
excess return of the average 2020 and 2040 funds versus the S&P 500 over the past 15 years, and then
divides the results into particular market environments. While they generally lagged, both target-date
funds' average returns held up better in down markets, with the 2020 fund faring better than the S&P
500 in 87% of down quarters and outperforming by more than 2.0%, on average, those quarters. Exhibit
20 also shows that the average target-date fund returns struggle to keep pace when the S&P 500 is
rising and when U.S. stocks are generally in favor compared with foreign stocks.
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Exhibit 20 Quarterly Return Success Ratios versus S&P 500 for 15 Years

Source: Morningstar, Inc. Data as of 12/31/17.

Looking Back to Set Expectations
Past returns certainly don't predict future returns, but a glance back may give investors at least a
general sense of what they could experience when investing in a target-date fund. Exhibit 21 shows the
frequency of rolling three-year returns landing within certain absolute-return ranges over the past 15
years for the average 2020 and 2040 target-date funds as well as the S&P 500. Roughly 60% of the time,
the average 2020 return landed between 0% and 10%, the average 2040 return between 5% and 15%,
and the S&P 500 exceeded 10%, in a roughly linear fashion. All three experienced the same number of
losses over the period (slightly less than 20% of observations), though the S&P 500's were usually more
severe.
While absolute returns may vary depending on the market environment, target-date investors may
reasonably assume the relative outcomes of the past will hold true going forward. Target-date funds
may not be the best performers when equity markets rise, but they should generate positive absolute
returns. Meanwhile, they can be expected to lose value when equity markets decline, and they should
hold up better than 100%-equity portfolios, particularly funds that are closer to their target date and hold
significant positions in bonds.
Exhibit 21 Distribution of Rolling Three-Year Returns Over 15 Years

Source: Morningstar, Inc. Data as of 12/31/17.
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The Leaders and Laggards
Different investment philosophies, approaches, and exposures cause performance for target-date funds
to vary. One way to gauge the success of target-date funds is by evaluating how returns rank within
peer groups, as the peer groups represent the available opportunity set. Exhibit 22 displays each targetdate series' average Morningstar Category rank—considering all funds and share classes within a
series—for the trailing periods through year-end 2017.
Only four series stood out with average ranks that topped at least 60% of peers over all trailing periods
shown: American Funds Target Date Retirement, T. Rowe Price Retirement, TIAA-CREF Lifecycle, and
Vanguard Target Retirement. (Each of the series had at least $30 billion in assets as of December 2017.)
All of them benefited from above-average equity exposure across most of the glide path as well as
generally strong showings from underlying holdings.
Some target-date series posted lackluster average ranks over all trailing periods. The Franklin LifeSmart,
Invesco Balanced-Risk Retirement, State Farm LifePath, and Wells Fargo Target series each lagged at
least 60% of peers across all trailing periods shown. These series' generally below-average equity
exposures across the glide path proved to be a headwind over the 10-year period. A number of other
series also struggled but haven't reached 10 years of performance history yet. Series with lagging peer
ranks generally have been challenged in attracting and retaining assets.
Some series appear to be reversing their long-term standing. Following a string of changes beginning in
2012, the Fidelity Freedom series' recent performance has improved to top-quartile ranks for trailing
periods five years and shorter, pulling its 10-year average rank to the middle of the pack. Meanwhile,
the American Century One Choice's recent woes have dented its long-term record. The series still boasts
a 10-year average rank that beats 64% of peers, but it has lagged at least two thirds of peers over the
one-, three-, and five-year periods, as some of its largest underlying equity funds have posted lackluster
results.
Exhibit 22 Trailing Average Category Ranks by Target-Date Series (All Share Classes)

Source: Morningstar, Inc. Data as of 12/31/17.
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Exhibit 22 Trailing Average Category Ranks by Target-Date Series (All Share Classes) (Continued)

Source: Morningstar, Inc. Data as of 12/31/17.
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Exhibit 22 Trailing Average Category Ranks by Target-Date Series (All Share Classes) (Continued)

Source: Morningstar, Inc. Data as of 12/31/17.

A look at the calendar-year returns provides clarity on how target-date series arrived at their trailing
results. Notably, nearly all series' annual results are uneven. As seen in Exhibit 23, top long-term
performers such as American Funds Target Date Retirement lagged 85% of peers, on average, in 2010,
but then followed with five consecutive years of strong rankings. The T. Rowe Price Retirement and
Vanguard Target Retirement series have ranked in the top half each year since 2008 and 2009,
respectively.
Even target-date series with subpar long-term results have their day in the sun. Invesco Balanced-Risk
Retirement had returns that beat 95% of peers in 2016 between two calendar years of bottom-decile
ranks. Similarly, PIMCO's two series bounced back from a rough 2015 with strong relative returns in
2016.

Page 28 of 61
Page 28 of 61
Page 28 of 61
Page 28 of 61

2018 Target-Date Fund Landscape | 7 May 2018
Healthcare Observer | 4 May 2018
Paper Title | 4 May 2018
Healthcare Observer | 4 May 2018

Exhibit 23 Calendar Year Average Category Ranks by Target-Date Series (All Share Classes)

Source: Morningstar, Inc. Data as of 12/31/17.
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Exhibit 23 Calendar Year Average Category Ranks by Target-Date Series (All Share Classes) (Continued)

Source: Morningstar, Inc. Data as of 12/31/17.
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A Relatively Tight Pack of Returns
Before drawing conclusions about the performance ranks of various target-date funds, investors should
be mindful of the relatively tight dispersion of returns within target-date fund categories. Exhibit 24
shows the one-year return dispersion of target-date series' oldest share class within selected target-date
fund Morningstar Categories versus other selected categories.
Despite target-date funds' significant exposure to equities, their return dispersion is more like the
intermediate-term bond category than the U.S. large-blend category. Excluding major outliers, the 2050
target-date fund category saw returns range from 17.4% to 24.0% in 2017, and that 6.6 percentage point
dispersion in returns was much tighter than the U.S. large-blend's 20.5 percentage points and even
tighter than the intermediate-term bond's 8.8 percentage points.
Exhibit 24 Dispersion of Returns Within Target-Date Categories (Oldest Share Class), 1 Year

Source: Morningstar, Inc. Data as of 12/31/17.

The same finding holds true over the three-year period through 2017: Target-date funds' returns tend to
have tighter dispersion than other major categories. Exhibit 25 follows the same approach as Exhibit 24
but looks at three-year returns rather than one-year returns. Both exhibits show that the dispersion
doesn't shrink within target-date fund categories that hold more in bonds, even though bond categories
have tighter return dispersions than equity categories. The increasing variance in asset allocation among
target-date series as they approach the target date, which is covered in this report's Process section, can
be expected to contribute to higher return dispersion, potentially offsetting the increased bond exposure.
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Exhibit 25 Dispersion of Returns Within Target-Date Categories (Oldest Share Class), 3 Years

Source: Morningstar, Inc. Data as of 12/31/17.

Given their tight dispersion of returns, target-date funds' performance ranks may shift meaningfully in
short order. Exhibit 26 shows the instability of target-date series' average performance ranks over the
one-year and three-year periods. A clustering of points along a line from the bottom left-hand corner to
the upper right-hand corner would suggest stability in performance ranks, but Exhibit 26 doesn't
illustrate that pattern.
True, the three-year return ranks show more consistency than the one-year ranks, but there are still
sizable shifts. For instance, the Manning & Napier Target series saw its average three-year performance
rank go from beating 65% of peers through 2014 to trailing more than 95% of peers through 2017.
Conversely, the Fidelity Freedom series went from ranking in the middle of pack, on average, over the
three-year period through 2014 to topping nearly 90% of peers through 2017.
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Exhibit 26 Change in Target-Date Series' Average One-Year and Three-Year Peer Ranks

Source: Morningstar, Inc. Data as of 12/31/17.

The Benchmarking Conundrum
In addition to studying peer ranks, investors can judge success by comparing a fund's results versus a
benchmark. It can be difficult, however, to identify a suitable benchmark for target-date funds because
their asset allocations vary. Exhibit 27 displays the indexes that firms have designated as their primary
benchmark in the prospectuses of target-date funds.
While still not a majority, the S&P Target-Date Indexes have emerged as the most-popular benchmark
among target-date providers, with 24 of 60 series listing them as the primary benchmark. Single assetclass benchmarks, such as the S&P 500, tied for second. Custom indexes shared second place, and while
they may be effective in some instances, they are difficult for the end investor to use as a yardstick. Plus,
custom indexes vary by target-date series depending on the asset-allocation approach and they rely on
the target-date provider to build the benchmark judiciously.
Exhibit 27 Count of Target-Date Series' Primary Prospectus Benchmarks

Source: Morningstar, Inc. Data as of 12/31/17.
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Newer, Cheaper Not Always Better
As described in this report's Assets, Flows, and Competitive Landscape section, target-date providers
have been increasingly willing to offer multiple series to meet investor demand, and while target-date
investors may flock to those newer, typically lower-cost offerings, they haven't always come out ahead
from a performance standpoint. Exhibit 28 compares the performance of a common share class of a
firm's newest series with its older offerings since the inception of the newest series. This comparison
provides a sense of whether an investor was better off moving to the newest series. It shows that 80%
of the time the newest series comes with a lower expense ratio—30 basis points cheaper, on average,
in those cases—but performance was mixed.
Some of the newer, lower-cost target-date series have delivered better results, on average. Focusing on
newest series with at least three years of history, PIMCO RealPath Blend, Principal LifeTime Hybrid, and
BlackRock LifePath Index came out notably ahead of their firms' older series on both an absolute and
risk-adjusted basis over their respective histories. The older series' underlying active strategies struggled
to keep pace with the passive strategies, causing the older series to lag.
In other cases, target-date investors would have received higher returns by staying with a firm's legacy
series. Despite higher fees, the Fidelity Freedom series outperformed the Fidelity Freedom Index series
by roughly 63 basis points, on average, since the latter's inception while posting a similar Sharpe ratio.
Freedom beat Freedom Index with help from solid results from underlying active strategies and the
inclusion of distinct asset classes, such as high-yield bond. The legacy JPMorgan SmartRetirement also
outpaced the firm's newer blend version on both an absolute and risk-adjusted basis thanks to strong
showings from its underlying active strategies, whereas TIAA-CREF Lifecycle bested TIAA-CREF Lifecycle
Index by 30 basis points, on average, but came in with slightly lower Sharpe ratios.
Exhibit 28 Performance Comparison of a Firm's Newest Target-Date Series versus Older Series

Source: Morningstar, Inc. Data as of 12/31/17.
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Parent

By design, target-date funds have the potential to be a multidecade holding for investors. As such,
investors stand to benefit from partnering with firms that have a long-term commitment to their targetdate funds. This section provides an overview of the firms that offer target-date funds, highlighting
instances where target-date funds could reasonably be expected to be a high priority. It also examines
firms' broad areas of emphasis, including active versus passive management, and how that could affect
the design of their target-date funds.
The Significance of Target-Date Funds
The importance of target-date funds to a firm depends on the firm's background, capabilities, and
outlook. Target-date funds can be expected to have a firm's attention when they represent a sizable
amount of assets or recent fund flows. Of the 41 firms that offer a series of target-date mutual funds,
Exhibit 29 identifies the 15 firms that had at least 5% of their mutual fund assets in target-date funds at
year-end 2017. The list includes firms with hundreds of billions of dollars in assets, such as T. Rowe
Price, J.P. Morgan, and Fidelity, as well as smaller firms like GuideStone.
In some instances, target-date funds serve as a firm's primary source of new fund flows. Exhibit 29
shows that American Funds would have experienced net negative flows in 2017 if not for the roughly
$24 billion in positive net flows to its target-date funds. In the cases of J.P. Morgan and Voya, their
target-date funds' positive flows served as a bright spot in 2017 when their firms saw net negative
flows.
Exhibit 29 Firms With More Than 5% of Assets in Target-Date Funds

Source: Morningstar, Inc. Data as of 12/31/17.
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Looking at a Firm's Broad Capabilities
While some tap external strategies, most target-date funds invest in an array of the provider's
proprietary funds, so it's critical to consider a firm's available investments. Exhibit 30 displays the
breakdown of target-date firms' assets into broad categories, highlighting instances where a category
exceeds 30% of the firm's assets. (Most target-date fund assets are excluded from Exhibit 30, as it
excludes funds of funds.) The asset breakdown may suggest areas where a firm has developed
capabilities and where it may be focused for the long run.
Not surprisingly, U.S. equity is the area with most assets for many firms, but Exhibit 30 reveals the
balance of assets within a firm. Only three firms—J.P. Morgan, Mainstay, and Transamerica—have
more than 30% of assets in both an equity and bond category. Meanwhile, five firms have less than 10%
of their assets in bond categories, including Allianz, American Funds, Harbor, Schwab, and State Street.
1290, Franklin Templeton, and Manning & Napier stand out with more than 30% of firm assets in
allocation funds.
Exhibit 30 Percentage Breakdown of Firm Assets by U.S. Morningstar Category

Source: Morningstar, Inc. Data as of 12/31/17.
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Exhibit 30 Percentage Breakdown of Firm Assets by U.S. Morningstar Category (Continued)

Source: Morningstar, Inc. Data as of 12/31/17.

A firm's asset breakdown may help explain the design of its target-date funds, as firms may logically
lean to their strengths and forgo areas with limited capabilities. Exhibit 31 shows the aggregate asset
breakdown by broad categories for the 51 target-date series that invested more than 90% of their assets
in mutual funds or ETFs as of year-end 2017. It reveals that the PIMCO RealPath series had the highest
percentage of assets in taxable bonds and second-highest in commodities as of year-end 2017. These
allocations align with PIMCO's capabilities—roughly 87% of the firm's assets were in taxable-bond
funds and it had the highest percentage of firm assets in commodities of target-date providers.
Considering the breakdowns in Exhibits 30 and 31, American Century One Choice's home-country equity
bias, more pronounced than most, agrees with the firm's asset breakdown—nearly 63% of firm assets
were in U.S. equity funds versus less than 7% in international equity ones. Conversely, Dimensional
Target Date Retirement Income was closer to an even U.S./international equity split, and the firm has
more than 35% of fund assets in both of those areas.
Using this framework, investors may also identify areas emphasized in target-date funds that do not fall
within a firm's more established capabilities. The inclusion of alternatives within the John Hancock
Multimanager Lifetime series doesn't come as a surprise, as the firm had the second-highest percentage
of assets in alternatives. However, seven other target-date series also include alternatives, but not all
have a meaningful percentage of firm assets in those funds. The MFS Lifetime series lost its alternatives
exposure in 2017 when the firm announced plans to liquidate MFS Absolute Return because of lack of
demand.
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Exhibit 31 Target-Date Series' Asset Breakdown by U.S. Morningstar Category

Source: Morningstar, Inc. Data as of 12/31/17.
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Going the Active or Passive Route
As investors have increasingly migrated to target-date funds that invest predominantly in passively
managed index funds, a firm's capabilities may dictate its target-date approach, possibly even more so
than a philosophical preference. Exhibit 32 shows the 22 providers of target-date funds that offer
passive index funds, along with the percentage of firm assets in passive index funds. Eleven of those 22
firms—bolded in Exhibit 32—offer a passive target-date series, and all six firms with more than one
third of their assets in passive index funds offered a passive target-date series.
Despite having proprietary index funds available, some target-date providers have still opted to go the
active route. Schwab's passive funds represent 88% of firm assets, topping the list, but it didn't launch
Schwab Target Index until 2016, more than a decade after creating Schwab Target. Similarly, TIAA-CREF
Lifecycle Index's 2009 launch came five years after TIAA-CREF Lifecycle's inception. Meanwhile, of the
target-date providers with the highest percentages in passive funds, Vanguard, State Street, and
Nationwide offer only passive target-date series.
Exhibit 32 Target-Date Providers With Passive Assets, Percentage in Passive Funds

Source: Morningstar, Inc. Data as of 12/31/17. Bolded firms offer a target-date series that invests predominantly in passive funds.
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People

While target-date fund investors may seek to partner with a reputable firm, key decision-makers lie
beneath every series of target-date funds, and those decision-makers also often rely upon other
individuals to run underlying strategies. This section sets out to compare the portfolio manager rosters of
the various target-date series, including a summary of target-date managers' willingness and preference
to invest in the funds alongside investors. In addition, the section provides both a backward- and
forward-looking view of series' lineups of underlying funds.
Strength in Numbers
A series of target-date funds rarely relies heavily upon a single individual. As displayed in Exhibit 33, of
the 59 target-date series shown, only three had one portfolio manager listed—one from MFS and two
from Schwab. On average, a target-date series had three portfolio managers at the end of 2017. Notably,
target-date managers on the same roster may play very different roles, varying from designing the glide
path to researching underlying strategies to simply implementing the approach. While a reasonable
starting point, a simple count of managers fails to provide the full picture of a series' dedicated
resources; a series-specific evaluation of the managers remains necessary.
A comparison of target-date series' manager tenure may provide investors with insight on the continuity
of a prevailing approach, as manager turnover can be expected to result in different philosophies and
ideas coming to a series. As seen in Exhibit 33, on average, the longest manager tenure for a target-date
series was just over six years. Fifteen series had longest-manager tenures greater than 10 years, but 17
had fewer than three years.
To further the tenure analysis, Exhibit 33 lists target-date series by the figure of a series' longest
manager tenure divided by the series' history. This calculation provides investors with a metric of
manager continuity over a series' history. (True, a 100% figure is less meaningful for series with short
histories.) Of series that have been around for at least five years, 21 series have had the same manager
for at least five years. Jerome Clark from T. Rowe Price is the longest-tenured target-date manager,
followed by Robert Kea and Robert Schoen from Putnam, and then Joseph Flaherty from MFS. Notably,
the two oldest series that date back to 1994—BlackRock LifePath Dynamic and Wells Fargo Target—
had new managers take the helm within the past year or so.
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Exhibit 33 Number of Portfolio Managers and Longest Manager Tenure by Target-Date Series

Source: Morningstar, Inc. Data as of 12/31/17.
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Exhibit 33 Number of Portfolio Managers and Longest Manager Tenure by Target-Date Series (Continued)

Source: Morningstar, Inc. Data as of 12/31/17.

Managers With Active Conviction
Target-date funds' role as an all-in-one, diversified solution for saving for retirement make them suitable
for most, if not all, investors, even target-date managers themselves. However, most target-date
managers have not opted to invest significantly alongside investors. Of the roughly 140 distinct targetdate managers, only 13 personally invested more than $1 million in one of the series they manage.
Exhibit 34 lists those 13 managers and the series in which they invest more than $1 million—the highest
threshold included in mutual fund filings. Remarkably, all the series invest predominantly in actively
managed strategies rather than passive ones.
Exhibit 34 Portfolio Managers With Over $1 Million Personally Invested in Their Target-Date Series

Source: Morningstar, Inc. Data as of 12/31/17.

Target-date managers who run multiple series appear more willing to invest in their older, pricier series
than the newer, cheaper one despite the increased demand for the latter. Exhibit 35 shows the manager
ownership level for all managers that invest in at least one of their multiple target-date series. Of the 17
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target-date managers, only one doesn't own more in the legacy series. (James Fennessey from Principal
invests in the same threshold for his two series.) In most instances, the managers have chosen an active
target-date series over a passive one. This counters investors' massive flight to passive series in recent
years, suggesting that target-date investors may be moving to target-date managers' lower-conviction
offering, though managers may feel compelled to invest in their active series.
Exhibit 35 Portfolio Manager Ownership Levels of Firms With Multiple Target-Date Series

Source: Morningstar, Inc. Data as of 12/31/17. Only includes portfolio managers that personally invest in at least one of their target-date funds.
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Exhibit 35 Portfolio Manager Ownership Levels of Firms With Multiple Target-Date Series (Continued)

Source: Morningstar, Inc. Data as of 12/31/17. Only includes portfolio managers that personally invest in at least one of their target-date funds.

Underlying Funds: Looking Back and Forward
In addition to target-date managers' decisions, the results of target-date funds often depend upon the
effectiveness of underlying portfolio managers because many target-date series employ a fund-of-funds
structure. This warrants an examination of underlying funds. The Morningstar Rating provides a
backward-looking view of a fund's risk-adjusted results relative to category peers. Ratings range from a
5-star rating, which indicates superior risk-adjusted results, to the subpar results of a 1-star rating. On
the other hand, the Morningstar Analyst Rating gives investors a fund's forward-looking opinion of a
fund's prospects based on the assessment of Morningstar manager research analysts. This takes into
consideration several aspects that a backward-looking metric fails to capture, such as manager turnover,
changes to an approach, and performance expectations, among others.
Looking back, most target-date series generally have lineups of underlying funds with respectable,
though not stellar, performance records. Exhibit 36 lists the weighted-average Morningstar Rating for
target-date series with at least 50% of their assets with a Morningstar Rating as of year-end 2017. The
average Morningstar Rating of 3.54 suggests that the funds generally had better-than-average
performance records.
Plus, 47 of the 52 target-date series shown landed between 3- and 4-star ratings, on average. Only the
Putnam RetirementReady and the PIMCO RealPath series posted an average Morningstar Rating greater
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than 4 stars. Meanwhile, only three series—BlackRock LifePath Index, AXA Target Allocation, and
Invesco Balanced-Risk Retirement—had a weighted-average Morningstar Rating of less than 3 stars.
Exhibit 36 Underlying Funds: Weighted-Average Morningstar Rating

Source: Morningstar, Inc. Data as of 12/31/17. Excludes target-date series with less than 50% coverage.
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Exhibit 36 Underlying Funds: Weighted-Average Morningstar Rating (Continued)

Source: Morningstar, Inc. Data as of 12/31/17. Excludes target-date series with less than 50% coverage.

Looking forward, Morningstar manager analysts generally have favorable views of rated funds within
target-date series, but many series mostly hold funds not covered by Morningstar analysts. Exhibit 37
shows the 23 target-date series where at least 50% of assets received a Morningstar Analyst Rating at
year-end 2017. On average, those series posted a Morningstar Analyst Rating of 3.82, which lands closer
to a Silver rating than a Bronze. Only one series—Invesco Balanced-Risk Retirement—had a weightedaverage Morningstar Analyst Rating lower than Bronze, but Morningstar analysts upgraded the main
driver of that outcome to Bronze from Neutral in January 2018. Still, most target-date series did not meet
the 50% coverage threshold, leaving the prospects of those target-date series' underlying funds
relatively unknown.
Of the three target-date series that landed in the Gold-rating territory, only the BMO Target Date
Retirement series invests mostly in active funds, and that series barely reached the 50% coverage
threshold to be considered. That series holds topnotch, externally managed strategies like Dodge & Cox
International Stock and Metropolitan West Total Return Bond, but also includes several BMO funds that
did not have Morningstar Analyst Ratings. While being classified as active, the BMO series also holds
some highly rated index funds.
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Exhibit 37 Underlying Funds: Weighted-Average Morningstar Analyst Rating

Source: Morningstar, Inc. Data as of 12/31/17. Excludes target-date series with less than 50% coverage.
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Process

Portfolio managers of any target-date series—active or passive—make several asset-allocation
decisions as they build portfolios across the different stages of an investor's career. This section
examines the output of those decisions by looking at both target-date series' strategic equity glide path
and sub-asset-class glide path to identify general shifts, the range of approaches, and the difference
between active and passive series.
Two Glide Paths to Consider
Target-date funds' distinguishing feature is their shifting asset allocation as an investor approaches
retirement. Looking at a target-date series strategic equity glide path, which indicates the anticipated
equity stake at different points before and after the target retirement date, is the simplest way to follow
the shifts. While serving as a practicable starting point, the strategic equity glide path does not provide
insight into the equity or bond portfolios.
In addition to the stock/bond split, target-date managers must decide on the mix of subasset classes.
Morningstar introduced the industry average sub-asset-class glide path for target-date funds in its 2015
Target-Date Fund Landscape report. The industry average sub-asset-class glide path incorporates 11
observations for each series, ranging from the 2060 to the 2010 vintages. If a series did not offer a 2060
vintage, the 2055 allocation extended to the 2060 vintage. If a series did not have a 2015 or 2010 fund,
the series’ retirement fund stretched to those vintages. For series that only offer vintages in 10-year
increments, midpoints between the existing funds were used as extrapolated observations. The result is
a collection of more than 5,000 data points to calculate the industry average sub-asset-class glide path.
This year's average glide path, shown in Exhibit 38, was constructed using the observations of 49 targetdate series. Series that tend to make heavy use of derivatives were excluded, as their sub-asset-class
allocations don't accurately reflect their exposures. Other series were omitted because of incomplete or
inaccurate holdings. (Exhibit 39 shows the target-date series that were included and excluded from the
industry average sub-asset-class glide path.)
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Exhibit 38 Industry Average Sub-Asset-Class Glide Path

Source: Morningstar, Inc. Data as of 12/31/17.
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Exhibit 39 Sub-Asset-Class Glide-Path Constituents and Exclusions

Source: Morningstar, Inc. Data as of 12/31/17.
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Change in Average
On average, target-date series' strategic equity glide paths haven't changed significantly in recent years,
but when they did, it was usually an increase in equity exposure. Exhibit 40 illustrates how the average
strategic equity glide path—based on strategic targets, not actual holdings—changed from 2012 to
2017. It includes new entrants to the space and excludes those that have been shuttered. The biggest
change—3.1 percentage points—occurred 20 years before an investor reached the target date. The
average equity glide path remained relatively unchanged—less than 1 percentage point—for those in
the retirement phase.
Exhibit 40 Average Strategic Equity Glide Path, 2017 versus 2012

Source: Morningstar, Inc. Data as of 12/31/17.

While the average strategic equity glide path hasn't changed much over the past five years, a look
further back reveals that more meaningful changes have been made. Exhibit 41 displays the 2017
strategic equity glide path of the three largest target-date providers' flagship series—Vanguard Target
Retirement, Fidelity Freedom, and T. Rowe Price Retirement—as well those series' strategic equity glide
path as of 2004/2005. It shows that Vanguard and Fidelity both significantly increased their equity
exposure, by more than 20 percentage points at some point along the glide path. Meanwhile, T. Rowe
Price trimmed equity exposure by as much as 8 percentage points for the T. Rowe Price Retirement
series, which initially stood out for its equity-heavy approach compared with peers. As a result, the three
strategic equity glide paths now vary less, staying within 11 percentage points of each other across the
glide path.
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Exhibit 41 Change in Strategic Equity Glide Path for the "Big Three", 2017 versus 2004/2005

Source: Morningstar, Inc. Data as of 12/31/17.

A comparison of the 2017 and 2012 industry average sub-asset-class glide paths also shows only modest
changes over the past five years. (The 2012 and 2017 industry average asset allocation was compared by
shifting the portfolios five years to align investment horizons.) Exhibit 42 shows the 2017 average glide
path compared with the 2012 one. Lines above zero indicate increased exposure in 2017 from 2012,
whereas lines below zero indicate a decline over that time.
The biggest change over the past five years was an increased allocation to Treasury Inflation-Protected
Securities, which appears to come at the expense of cash and core/other bond. The launch of the TIPSheavy Dimensional Target Date Retirement Income series contributed to the increase. The next-biggest
change was higher exposure to non-U.S. developed equity, particularly for investors early in their
careers. Consistent with the comparison of strategic equity glide paths, the average sub-asset-class
glide paths showed higher equity exposure in 2017 than in 2012.
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Exhibit 42 Changes in Industry Average Sub-Asset-Class Glide Path, 2017 versus 2012

Source: Morningstar, Inc. Data as of 12/31/17.

Still a Variety of Glide Paths
Target-date investors should be aware that a wide range of approaches still exists when it comes to
constructing portfolios for target-date funds. Exhibits 43 shows that strategic equity glide paths still vary
significantly even when excluding the significant outliers. (Thirteen series with an average strategic
equity allocation more than 1 standard deviation from the industry average were excluded.) Across the
70-year horizon, the average difference between the maximum and minimum equity stakes was nearly
24 percentage points. The target date, when investors' retirement savings can be expected to be at or
near their peak, had the widest range of 30 percentage points.
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Exhibit 43 Range of Strategic Equity Glide Paths Excluding Outliers

Source: Morningstar, Inc. Data as of 12/31/17.

Similarly, a look at sub-asset-class paths shows that target-date series tended to deviate further from
the norm near the target date. Exhibit 44 illustrates the sums of the absolute value of differences relative
to the industry average for each vintage to capture this trend. (For example, if a series' 2050 fund's
exposure to Foreign Bond was 2 percentage points higher than the norm and its exposure to Emerging
Markets Equity was 4 percentage points below the norm, those deviations would combine to contribute
6 points to the difference score.) The difference scores increase as funds near retirement, indicating that
target-date funds aimed at the youngest investors were the most similar with one another, but the
differences became more pronounced in the portfolios of investors near retirement.
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Exhibit 44 Average Aggregate Differences From Industry Average Sub-Asset-Class Glide Path, by Target Year

Source: Morningstar, Inc. Data as of 12/31/17.

The Active/Passive Difference
At a high level, the asset allocation of passive target-date series generally doesn't appear much different
than active ones. Exhibit 45 compares the average strategic equity glide path for active and passive
target-date series as of year-end 2017. On average, the two average glide paths stayed within 1.5
percentage points of each other, with the biggest difference being that passives series generally held
more in equities for investors early in their career.
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Exhibit 45 Average Strategic Equity Glide Path, Active versus Passive

Source: Morningstar, Inc. Data as of 12/31/17.

The comparison of sub-asset-class exposures of active and passive target-date series reveals bigger
differences between the two. Exhibit 46 shows that passive target-date series, on average, placed more
assets in core/other bond than their active peers, particularly near or into the retirement phase. This
relative overweighting came at the expense of high-yield bonds, foreign bonds, and TIPS. The limited
availability of index funds in those asset classes may deter passive target-date series from gaining
exposure.
Active target-date series had a higher cash stake than passive ones across the glide path. While
underlying index funds can be expected to stay fully invested, active funds commonly maintain a small
cash position for transactions.
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Exhibit 46 Differences in Average Sub-Asset-Class Glide Path, Active versus Passive

Source: Morningstar, Inc. Data as of 12/31/17.

The portfolios of passive target-date series are far from identical to each other. Exhibit 47 displays the
ranges of strategic equity glide paths, excluding outliers, for both active and passive series. Passive
series typically stayed within 14 percentage points of each other and never got closer than 7 percentage
points, reflecting the significant portfolio differences that exist even between passive series. Active
series displayed an even wider range of strategic equity glide paths, averaging a range of 24 percentage
points and differing by as much as 30 percentage points at the target year.
Exhibit 47 Range of Strategic Equity Glide Paths Excluding Outliers, Active versus Passive

Source: Morningstar, Inc. Data as of 12/31/17.
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Conversely, from a sub-asset-class viewpoint, passive target-date series tended to be more different
from one another than active ones. Exhibit 48 shows the average aggregate difference of active
and passive target-date series compared with their respective industry average sub-asset-class glide
paths. K
Exhibit 48 Average Aggregate Difference From Industry Average Sub-Asset-Class Glide Path, Active versus Passive

Source: Morningstar, Inc. Data as of 12/31/17.
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Appendix

Appendix 1 Morningstar Analyst Ratings for Target-Date Fund Series

Source: Morningstar, Inc. Data as of 5/7/18.
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Appendix 2 Strategic Equity Glide Path by Target-Date Fund Series

Source: Morningstar, Inc. Data as of 12/31/17.
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Appendix 2 Strategic Equity Glide Path by Target-Date Fund Series (Continued)

Source: Morningstar, Inc. Data as of 12/31/17.
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