
Target-date funds: Seeing the whole picture
When assessing any investment, it’s tempting to zoom in on a small bit of short-term performance data. But that 
reveals almost nothing about whether a fund is likely to deliver the returns required for a successful retirement. 
That is especially true with target-date funds (TDFs).

Considering such a tiny piece of TDF data is a bit like putting an apple leaf under a microscope to determine 
whether the green, veined image there tells you whether the tree produces crunchy, nutritious apples. Just as 
you would take a few steps back and sample some fruit to get a complete picture of the tree, you must take a 
step back and look at long-term investor outcomes to assess a TDF series.

Target-date fund philosophy

Vanguard vs. competitors

At Vanguard, we focus  
on the long-term   

holistic view

S

Some competitors may focus on an  
oversimplified, nearsighted view that  
presents data that is not relevant to the 
whole retirement picture. 

Key takeaway
Just as roots are crucial to the health of a tree, a disciplined 
approach to the glide path, constructed to benefit from 
strategic asset allocation, passive portfolios, low costs,  
and global diversification, is the most important  
determinant of long-term TDF investor outcomes.

For institutional use only.



When you take that step back 
with Vanguard Target Retirement 
Funds, you see that they help give 
investors a clear path to achieving 
retirement success. This is driven 
by our disciplined, consistent 
approach to glide-path construction, 
built on research showing that 
passive portfolio construction, 
strategic asset allocation, global 
diversification, and low costs 
generate superior risk-adjusted 
returns over the long run, as  
figure 1 shows.

Our relentless emphasis on long-
term investor outcomes has made 
us the market leader in the TDF 
category.1 Investors know they can 
rely on our decades of experience 
managing index and TDF products 
through all types of markets. 

You may notice competitors 
attempting to win business by 
shifting focus away from the 
glide path and long-term returns 
toward short-term or oversimplified 
performance measures. These 
attempts are misguided, especially 
in retirement, where the 
investment time frame can last 
more than 70 years. Over such a 
long period, the crucial determinant 
of investor outcomes is the 
glide path, which represents the 
strategic allocation of risk over an 
investor’s life cycle.

Now that we’ve identified the 
glide path and investor outcomes 
as the proper focus for assessing 
TDFs, let’s examine some common 
misperceptions about TDFs. 
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Note:

Figure 1 shows five-year data because 
most index-based competitors have not 
been in the TDF business long enough 
to have data over ten years, the period 
Vanguard considers more relevant  
for retirement products. Vanguard  
Target Retirement Funds were launched 
in 2003, providing robust performance  
data through multiple market cycles. 

The performance data shown represent past performance, which is not a guarantee of future results.
Sources: Vanguard analysis based on Morningstar data for 191 2050 funds and 341 Income funds.

Figure 1: 5-year rolling Sharpe Ratios (risk-adjusted returns) of Vanguard 2050 and  
Income Target Retirement Funds compared with industry average 
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1 Vanguard, Morningstar, as of June 30, 2020.



MISPERCEPTION:  
A TDF is an index fund

Comparing a target-date fund to an index fund is a 
mischaracterization, as the primary objectives are 
fundamentally different: While index funds seek  
to produce the daily returns of a specific basket  
of securities that comprise their benchmark index, 
multiasset portfolios seek to produce the long-term 
returns of their strategic asset allocation (or glide path). 
Index fund investors select a specific exposure 
within their portfolio’s objective and identify 
the index best designed to represent that 
exposure. Vanguard’s role is to ensure 
that our index funds produce as closely 
as possible the returns of that index 
basket of securities. 

By contrast, TDF investors identify their 
investment objective and time horizon, 
and these funds are designed to allocate 
risk over that period. Vanguard’s role is to 
ensure that our Target Retirement Funds maintain 
their strategic asset allocation over a multidecade 
time horizon while controlling for the transaction 
costs, which can significantly impact performance, 
particularly over long periods. 

The mandate of a TDF is not to tightly track an 
uninvestable composite benchmark. Instead,  
when appropriately focused on investor outcomes, 
TDF portfolio management takes into account 
tradeoffs between maintaining targets and the often 
significant transaction costs of rebalancing. These 
tradeoffs are often most explicit during times of 
significant market volatility and are further driven 
by factors outside of portfolio management control, 
including fair-value pricing.

Investors should expect that even prudently managed 
TDFs deviate from their benchmarks over short time 
periods while producing the desired outcome over 
the relevant time horizon (time to retirement).

MISPERCEPTION: 
Methodology = Skill

The glide path is the primary determinant  
of investor outcomes over the long run.  
Over the short run, however, differences 
in implementation processes, namely the 
construction and rebalancing frequency of the 
internal composite benchmark, may result in 
short-term differences in outcomes. 

Different rebalancing frequencies have different 
tradeoffs and may, for example, result 

in short-term variations in tracking or 
drift from target asset allocations, 
depending on which methodology 
is chosen. Some asset managers 
zoom in on these microscopic 
differences and claim that skill 

generates tight tracking when, in 
reality, benchmark relative returns are 

primarily driven by an asset manager’s 
benchmark and rebalancing methodologies. 

Vanguard’s rebalancing methodology has two 
benefits: It ensures that TDF asset allocations closely 
adhere to glide-path targets each day of the month, 
which allows us to put our investors’ money to work 
in a manner that they expect. Our methodology also 
weighs the cost of trading against the benefit to 
investors. If the cost is too high, the fund may trade 
briefly outside the policy asset weights. In contrast, 
competitors that rebalance monthly or quarterly 
may realize portfolio weights that are significantly 
misaligned with target weights between rebalance 
periods, leading to an investment experience 
that may differ from expectations. Our approach 
emphasizes investor outcomes—providing an 
expected strategic asset allocation while minimizing 
transactions costs—over the optics of tightly tracking 
a composite benchmark. This is similar to our 
approach to TDFs broadly, where achieving the best 
outcomes for our investors is paramount. 

TDF misperceptions
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MISPERCEPTION:  
Short-term performance matters

Don’t be fooled by short-term performance claims 
based on total returns. Instead, focus on long-term 
risk-adjusted returns. Vanguard believes ten 
years or longer is a more relevant time frame 
for measuring the performance of retirement 
assets. This is because money in TDFs or other 
retirement accounts may be there for more than 
70 years, from first job until final withdrawal, 
which may not occur until after death. Some 
asset managers are so new to the index-based 
TDF market that their products haven’t  
been around long enough to provide rolling  
ten-year data. 

As a result, some competitors carefully select 
data points that flatter their funds. These 
managers may direct investors to consider  
one- or three-year performance periods. These 
shorter periods often conveniently coincide with 
periods when a particular manager has delivered 
strong returns. Vanguard Target Retirement 
Funds were launched in 2003, providing robust 
performance data through multiple market cycles.

In addition to analyzing TDF returns over periods 
of ten years or more, investors should insist on 
risk-adjusted performance numbers, which we 
believe is the best measure of an investment 
strategy’s efficiency and efficacy. 

Vanguard takes 
a stand for all 
investors
At Vanguard, we’ve built our 
business, and our Target 
Retirement Fund products, with  
this sole focus—helping investors 
achieve long-term retirement goals. 
Just as an orchard owner carefully 
tends to soil and roots, and focuses 
on the long-term health of the tree 
so that it bears the best fruit, we 
carefully construct and manage our 
Target Retirement Fund glide paths 
to increase investors’ chances  
of accumulating enough assets  
to live the life they desire in 
retirement. 
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Investments in Target Retirement Funds are subject to 
the risks of their underlying funds. The year in the fund 
name refers to the approximate year (the target date) 
when an investor in the fund would retire and leave the 
workforce. The fund will gradually shift its emphasis 
from more aggressive investments to more conservative 
ones based on its target date. An investment in a Target 
Retirement Fund is not guaranteed at any time, including 
on or after the target date. Investors should check a 
Target Retirement Fund’s prospectus for any applicable 
expense ratios.

All investing is subject to risk, including the possible loss 
of the money you invest. Diversification does not ensure a 
profit or protect against a loss. Investments in bonds are 
subject to interest rate, credit, and inflation risk.

For more information about Vanguard funds, visit 
vanguard.com or call 800-523-1036 to obtain a 
prospectus or, if available, a summary prospectus. 
Investment objectives, risks, charges, expenses, 
and other important information about a fund are 
contained in the prospectus; read and consider it 
carefully before investing.
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