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Target Date Funds: should we be satisfied with what we have? 

Ronald Surz, President of Target Date Solutions 
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Today’s TDF Marketplace in the U.S. 

Does this introduce complacency, the “wisdom of the herd” and potentially stifle default fund innovations? 

Source: Sway Research                                                    Source: Target Date Solutions and PIMCO     
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PSCA Mission: 

Solve real problems, create positive change,  

and expand on the success of the employer-

sponsored retirement system system 

(1) One size fits all 

(2) Misguided fiduciaries 

Personalized  

Accounts 

  Protection 



A Solution to One-Size-Fits-All 
THE NEED FOR PERSONALIZATION  

PERSONALIZATION VERSUS CUSTOMIZATION  

FORM: THE ROLE OF MODEL PORTFOLIOS  



One-size-fits-all 
 Beneficiaries have unique needs and wants. 

  This is the one problem that is acknowledged by 
everyone. Providers have tried to solve the 
problem with Custom TDFs and “Hybrid TDFs” that 
roll old people out of TDFs and into Managed 
Accounts. 

  

 Custom is still one-size-fits-all 

 Hybrids will only work with live advice rather than 
robo/virtual. A defaulted participant is not likely to 
engage in an automated decision process.  
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   Complementing Target Date Funds 
                      with Advice 

Default 

Advice 

Conservative 

Moderate 

Aggressive 
Conservative 

TDF 

TDFs 



Solution 

 Personalized Target Date Model Accounts 

  Beneficiaries have choices of TDF risk-based 
glide paths: low, middle or high risk. The default 
QDIA is low risk. Non-defaulted participants can 
change their risk selection at will. 

 The recordkeeper is the key, transacting to move 
each participant along their selected path. 

 Can be very low cost. Less than 10 bps 
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Please Read 
Fall, 2018 issue 



 Manage to 
Objectives 



These Bogus Objectives are Mere Hopes 
  

 Replace Pay 

  

 Manage Longevity Risk 

  

  

 Saving enough is the key to achievement, not investment performance. 



 The Real Objective: 
Everyone wants  to 

be protected 
 
 

Fiduciaries  
 (Advisors  and Sponsors) 
view the Big 3 as a Safe 

Harbor 
 

Beneficiaries 
Want preservation, 

especially near retirement 
 

I want 
protection from 

lawsuits 

I want 
protection from 

investment 
losses 



O 

Surveys Report Preference 
for Safety 

 

 Beneficiaries & Consultants Want Asset Protection  

 MassMutual Retirement Savings Risk Study 
examines beneficiary risk preferences in 401(k) 
plans.  

 Pacific Investment Management Company (PIMCO) 
conducted another survey entitled the “2018 12th 
Annual DC Consulting Support & Trends Survey”. 

 U-shaped SMART TDF Index is real & is best fit for 
the 20 years spanning the decade before & after 
retirement  
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Advisor Disconnect 

Preference               Action 

https://www.massmutual.com/-/media/Files/MM Risk Study Report.pdf
https://www.massmutual.com/-/media/Files/MM Risk Study Report.pdf
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=2ahUKEwjU3oTc3uDeAhVi4oMKHQKaD3IQFjAAegQIARAC&url=https://documents.pimco.com/Viewer/GetFile.aspx?Id=TVflVywwqZVe32IHT/4gGnUrFDW+5C265xyRCKbPSfgHXh8gfI
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=2ahUKEwjU3oTc3uDeAhVi4oMKHQKaD3IQFjAAegQIARAC&url=https://documents.pimco.com/Viewer/GetFile.aspx?Id=TVflVywwqZVe32IHT/4gGnUrFDW+5C265xyRCKbPSfgHXh8gfI
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=2ahUKEwjU3oTc3uDeAhVi4oMKHQKaD3IQFjAAegQIARAC&url=https://documents.pimco.com/Viewer/GetFile.aspx?Id=TVflVywwqZVe32IHT/4gGnUrFDW+5C265xyRCKbPSfgHXh8gfI
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=2ahUKEwjU3oTc3uDeAhVi4oMKHQKaD3IQFjAAegQIARAC&url=https://documents.pimco.com/Viewer/GetFile.aspx?Id=TVflVywwqZVe32IHT/4gGnUrFDW+5C265xyRCKbPSfgHXh8gfI


Whose Objectives Should be Served? 
                Who is the “Client”?  

  Sponsors  

 & Advisors Beneficiaries 

Big 3 Not the Big 3 



O 

Common Practice  

 The “Clients” are Plan Sponsors  
 Advisors choose TDFs. The advisor’s clients are plan 
sponsors. That’s who writes the checks. 

 The plan sponsor’s responsibility is to the beneficiaries. The 
duty of care requires protection from avoidable harms. 

 Sponsors (the Clients) want to avoid lawsuits & attorneys tell 
them that procedural prudence is the answer.  

 Sponsors want to protect themselves, even if it means 
unintentionally endangering their beneficiaries. Advisors 
also want to protect themselves. Everyone wants to be 
protected. 

   

  

  

14 

Unprotected 

Beneficiaries are 

not getting what 

they want & need 

Misguided Advisors think the 

Big 3 oligopoly is 

a safe haven 



The Duty of Care 

Fiduciaries are responsible 
for harm to their 
beneficiaries that should 
have been avoided 

“Pure  heart and empty head” is no excuse.  

Fiduciaries Are Not Getting the Protection They Think 
Sticks work. 

Carrots don’t 



We have a winner… 

The Law is in this corner: 
“ERISA protects the assets of employees” 



2 More Reasons to Protect at the Target Date  

       Meet beneficiary & advisor objective of not losing money 

  

Optimize post-retirement glidepath 

  

Current threat of market correction (Reinforces Risk Management)  



 Decumulation: 

 

Post Retirement 

Science dovetails with safety objectives: 

Begin retirement at 10-20% Equities 



Post Retirement 
Academic Research Supports 
Increasing Risk in Retirement  

 Reducing Retirement Risk With a Rising Equity Glidepath. 

 Same probability of success with better protection  

 Dr Wade Pfau Ph.D and CFA, is Professor of Retirement Income 
at the American College of Financial Services 

 Michael Kitces MSFS, MTAX,CFP, CLU, ChFC, RHU, REBC, CASL, 
is a highly regarded financial planner who holds Masters 
Degrees in Financial Services and Taxation, plus extensive 
professional designations 

 Also Richard Fullmer’s Framework for Portfolio Decumulation 
Uses math to prove increasing risk. 

  

 U-shape  

 Beginning retirement at 10% equity means ending working life 
at 10%. Then increase risk to increase life of investments. 
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_ 

10 to 40 71 

Vanguard 74 

60/40 73 

68 

71 

74 

Probability of Success  

_ 

10 to 40 28 

Vanguard 37 

60/40 41 

20 
30 
40 
50 

Major Shortfall Risk(Very Broke) 

https://www.cfainstitute.org/en/research/cfa-digest/2014/01/reducing-retirement-risk-with-a-rising-equity-glide-path-digest-summary
https://www.cfainstitute.org/en/research/cfa-digest/2014/01/reducing-retirement-risk-with-a-rising-equity-glide-path-digest-summary
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&cad=rja&uact=8&ved=2ahUKEwjuj82kiuTeAhUs7IMKHeWLD-MQFjABegQIBxAB&url=https://www.theamericancollege.edu/our-people/faculty/wade-pfau&usg=AOvVaw0rsecS6a1DV6O8ldlp2TdJ
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&cad=rja&uact=8&ved=2ahUKEwjuj82kiuTeAhUs7IMKHeWLD-MQFjABegQIBxAB&url=https://www.theamericancollege.edu/our-people/faculty/wade-pfau&usg=AOvVaw0rsecS6a1DV6O8ldlp2TdJ
https://www.theamericancollege.edu/our-people/faculty/wade-pfau
https://www.kitces.com/about-michael/
https://www.kitces.com/about-michael/
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=2ahUKEwjd0NSFiuTeAhVT_oMKHZn3CfwQFjAAegQIARAB&url=https://www.linkedin.com/in/richard-fullmer-b4b00a2&usg=AOvVaw39HrvMqd2PJDfRYjTZIKa1
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1690284


1 More Reason to Protect at the Target Date  

       Meet beneficiary & advisor objective of not losing money 

  

        Optimize post-retirement glidepath 

  

Current threat of market correction   



Protect Against “Crash” Landing 
RISK MANAGEMENT RATHER THAN MARKET T IMING  

“ IF  SOMETHING CANNOT LAST FOREVER,  IT  WILL  END”  

75  MILL ION BABY BOOMERS  

 



TDFs are destined 
to collapse and to 
devastate those 
near retirement 

•Too risky at the target date 

•No financial engineering 

•Built for profit rather than 
protection 

Working Life Retirement 

Target-Date Fund “Crash” Landing Points 

55% in Equity is Too Risky: 

Sequence of Return Risk 

Rickety Bridge (Transition) 



3 Reasons to Protect at the Target Date  

       Meet beneficiary & advisor objective of not losing money 

  

        Optimize post-retirement glidepath 

  

        Current threat of market correction  



Searching for a 
Standard    

 

Defend in the Risk Zone 

Broadly Diversify 

Low Cost 

TDF Indexes 
• 2007 SMART 

• 2008 S&P 

• 2009 Morningstar 



should we be satisfied with what we have? 

We’d do better for beneficiaries  with: 
Very Safe at the Target Date &  Broad Diversification  

Personalized to Solve One-size-fits-all 
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  SMART                Industry 

Should we be satisfied with what we have? 



Recommended Reading Available on Request 
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    2 Books                                                             2 Articles 

https://www.amazon.com/Fiduciary-Handbook-Understanding-Selecting-Target/dp/1633180115/ref=sr_1_1?s=books&ie=UTF8&qid=1522885802&sr=1-1&keywords=Surz


Takeaways 
Personalized Solves 

  One Size Fits All 

U-Shape Provides 

Protection at Target 

PSCA Mission: 

Solve real problems, create 

positive change, and expand 

on the success of the 

employer-sponsored 

retirement system 

Recordkeeper is key 

Fiduciary practices 

need to improve. 


