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Are plan participants better served by a target-date fund (TDF) intended to take them up to 
or through retirement? The author explains these different TDF glide paths and how they 
may affect retirement savings outcomes.
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reserved. Statements or opinions expressed in this article are those of the 
author and do not necessarily represent the views or positions of the 
International Foundation, its officers, directors or staff. No further 
transmission or electronic distribution of this material is permitted. 
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target-date funds

There are plenty of options in 
the world of target-date funds 
(TDFs), but one particular 
topic seems to puzzle boards 

of trustees. What are “to” and “through” 
funds, and which is best?

This article serves as an educational 
tool for retirement plan sponsors to aid 
in the selection and continuing evalua-
tion of to vs. through TDFs. Topics rang-
ing from their purpose and construction 
to their goals will be discussed.

Glide Path Definition
TDFs are popular within defined 

contribution (DC) plans and can 
provide investment solutions to the 
average participant, but what exactly 
are they and why have they become 
so widely adopted? The explosive 
growth can largely be attributed to 
the Pension Protection Act, passed 
in 2006, which laid out a blueprint of 
qualified default investment alterna-
tives (QDIAs) to which contributed 

retirement assets could default if a 
participant did not create a personal-
ized portfolio.

Of four QDIAs, TDFs have become 
the most often used option. Ultimate-
ly, TDFs are all-in-one investment 
solutions for savers and are largely 
defined by their glide paths. As the 
participant moves closer to the target 
retirement date, investments in the 
TDF move from more aggressive but 
volatile investments (e.g., equities) to 
less aggressive but more stable invest-
ments (e.g., bonds). A glide path re-
fers to the downward slope of equity 
exposure over the course of a partici-
pant’s life, typically beginning between 
80% and 90%, that is scaled down as 
the participant ages. To funds tend to 
begin at higher equity weights to com-
pensate for the lower risk to which 
participants are exposed further out in 
the glide path.

Construction of the glide path is 
generally based upon the concepts of 

financial and human capital. Financial 
capital is as it sounds—the monetary 
savings of an individual. Human capi-
tal is a bit theoretical and defined as 
the expected earnings of an individual; 
this can be considered bondlike in na-
ture since these earnings are expected 
gradually in paychecks, akin to bond 
coupon payments. 

Total wealth is a combination of fi-
nancial and human capital. Given that 
human capital is considered equiva-
lent to fixed income and is largest 
at the start of one’s career, financial 
capital at this time should be invested 
largely in equities to complement the 
“fixed income allocation” stored in 
human capital. The allocation to equi-
ties should decrease throughout the 
working life of an individual as human 
capital decreases and financial capital 
increases. 

Different fund providers follow dif-
ferent investment philosophies and 
thus focus on different risks. Some of 
the risks that will be discussed in this 
article are defined below:

• Longevity risk: The risk of out-
living retirement assets

• Market-and-event risk: The risk 
posed to a portfolio from in-
creased equity exposure

• Sequencing risk: The risk that a 
negative market event occurs 
near retirement

• Inflation risk: The risk that ris-
ing inflation decreases the real 
value of a portfolio.

Most to fund managers tend to focus 
on sequencing and market and event 
risks while most through fund manag-
ers focus on longevity risk. The glide 
path’s lifetime subasset class allocation 
depends upon the risks the target-date 
series seeks to mitigate. For example, 

takeaways
• Target-date funds (TDFs) are all-in-one investment solutions for retirement savers and are 

largely defined by their glide paths. As the participant moves closer to the target retirement 
date, investments in the TDF move from more aggressive but volatile investments (e.g., 
equities) to less aggressive but more stable investments (e.g., bonds).

• A glide path refers to the downward slope of equity exposure over the course of a 
participant’s life, typically beginning between 80% and 90%, that is scaled down as the 
participant ages. Glide paths can have significant impact on participant outcomes.

• There is debate about whether to or through glide paths better serve plan participants. TDFs 
managed through retirement will continue a dynamic asset allocation beyond the targeted 
retirement date, while funds managed to retirement will hit a static allocation once the 
targeted date is hit.

• A to portfolio proponent would argue that at time of retirement the need for asset allocation 
changes is eliminated, since the individual’s risk-and-return profile should remain constant 
throughout retirement.

• A through advocate may argue that in today’s workforce, many people either work beyond 
age 65 or work part-time and thus have a need for continuing risk shifts beyond the typical 
retirement age.



december 2019 benefits magazine 47

target-date funds

in the second chart of Figure 1, an option meant to address 
market-and-event risk, or the risk of losses due to extreme 
market events, would take a more conservative approach to-
ward equity allocation; this would mean a lower allocation 
relative to peers.

Why do managers choose to focus on one risk instead of 
others? This becomes a function of the participant pool that 
the glide path is designed to serve. A more conservative ap-
proach focused on preserving assets and mitigating negative 
inflation effects may be more appropriate for a participant 
pool with defined benefit pensions that will supplement DC 
savings. A growth-oriented approach, on the other hand, 
may be more appropriate for a pool of participants with low-
er savings rates and a sole dependency on their DC assets for 
retirement income.

FIGURE 1
Different Funds Focus on Different Risks
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To vs. Through
The to and through goal is a sig-

nificant differentiator within the TDF 
universe. Funds managed through re-
tirement will continue a dynamic asset 
allocation beyond the targeted retire-
ment date, while funds managed to 
retirement will hit a static allocation 
once the targeted date is hit. A fund 
provider’s choice between the two—
typically a firm offers only one or the 
other—circles back to the financial and 
theoretical human capital discussion.

Looking at to vs. through adop-
tion at an assets under management 
(AUM) level, the majority of assets are 
in through funds; the top five fund pro-
viders represent more than 83% of TDF 
assets, with only one of the five being a 
to fund holding 5% of assets.1

A to portfolio proponent would ar-
gue that at time of retirement, human 
capital is theoretically at zero, and thus 
the need for allocation changes is elim-
inated since the individual’s risk-and-
return profile should remain constant 
throughout retirement. A through ad-
vocate may argue that in today’s work-
force, many people either work beyond 
age 65 or work part-time and thus have 
a need for continuing risk shifts be-
yond the typical retirement age; this 
means the asset allocation and risk/re-
turn profile would continue to change. 
A to portfolio is more appropriate for 
someone retiring or withdrawing assets 
at age 65. In reality, most participants 
do end up withdrawing all assets at 
retirement; however, this is a problem 
that the industry is currently trying to 
solve through products focused on re-
tirement income.

Most through funds attempt to ad-
dress longevity risk. They make a larger 
allocation to equities through the glide 

path and increase expected return and, 
in turn, the ending expected value of re-
tirement funds. According to Morning-
star, through funds have an average of 

49% in equities at retirement compared 
with the to fund average of 31%. Howev-
er, this is at the expense of increased risk, 
or standard deviation. Increased volatil-

FIGURE 2
To and Through Portfolios During Market Stress

Notes: Assumptions include a to fund average equity exposure of 31% and a through average 
exposure of 49%, representing industry averaging, paring back 2% per year until hitting 31% in 
year ten. The remainder is assumed in cash for simplicity. A market rebound two years after the 
crash is also assumed, mirroring that of the 2008 financial crisis, as is a static $50,000, or 5% 
of the beginning portfolio value, annual withdrawal. An equity portfolio is assumed as 80/10/10 
of the S&P 500, MSCI EAFE and Russell 2000. Fixed income is assumed to return 0%.
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FIGURE 3
To and Through Fund Balances During a Smooth Market

Notes: Industry averages of 31% and 49% at retirement for to and through portfolios are used, 
respectively. Through equity is pared back 2% annually until year ten. Equities are assumed to 
return 7.5% annually, and fixed income is assumed to return 0%. $50,000 is deducted annually 
from each portfolio.
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ity can induce poor participant behavior 
in that a significant loss can trigger a sell 
reaction creating a situation in which 
the participant sells low and buys back 
high, which relinquishes the ability to 
recoup losses. In addition, higher equity 
exposure will be paired with higher se-
quencing risk given the higher risk of 
equities relative to fixed income. 

Figure 2 simulates a market crash 
as the participant hits retirement age. 
Not surprisingly, the through portfolio 
suffers a much more severe loss in year 
zero and participates in more of the 
market rebound. Even so, the through 
portfolio suffers permanent damage 
and is unable to recover enough to 
compensate for that loss. It underper-
forms relative to the downside protec-
tion that the to portfolio provided. This 
also includes a major assumption—that 
the participant remained invested in 
the through portfolio, did not become 
spooked by the magnitude of the loss 
and did not sell at the market’s bottom. 
If that scenario had played out instead, 
the through participant would be even 
worse off compared with a participant 
who invested in a to fund.

Through funds address longevity 
risk by allowing for more asset growth, 
as long as a supportive market environ-
ment exists. If similar portfolio and an-
nual withdrawal assumptions are used 
from the previous chart but instead the 
market hums along smoothly during 
retirement, the through portfolio bet-
ter provides for retirement, as seen in 
Figure 3. 

To funds assume human capital is 
fully depleted at retirement or, in other 
words, that the participant ceases work-
ing completely. On the other hand, 
through funds accommodate changes 
in workforce behavior since retirees 

in certain industries are becoming less 
likely to retire outright and are opting 
to work part-time for a few years. If this 
behavior exists in a participant pool, 
(e.g., a group of doctors or lawyers), 
then through portfolios may be more 
appropriate because more equity risk 

can be tolerated. To funds may be more 
appropriate for groups of participants 
who are less likely to work beyond age 
65 or have accompanying pensions, 
such as laborers. 

To and through funds address differ-
ent “what if?” scenarios of market re-

target-date funds

FIGURE 4
Timing Is Everything

Notes: Assumptions include a beginning equity amount of 90%, reduced by 2.5% annually. An 
equity portfolio is assumed as 80/10/10 of the S&P 500, MSCI EAFE and Russell 2000. This 
equity portfolio is assumed to return 7.5% annually. Fixed income is assumed to return 0%. A 
starting contribution at the beginning of the first year is assumed as $10,000, with 3% growth 
in annual contribution amounts. Both portfolios are comprised of the same asset allocation.
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FIGURE 5
Timing Is Everything

Notes: Portfolio values both begin at $1 million. A market rebound two years after the crash 
also is assumed, mirroring that of the 2008 financial crisis. An equity portfolio is assumed as 
80/10/10 of the S&P 500, MSCI EAFE and Russell 2000. Fixed income is assumed to return 0%. 
Both portfolios are comprised of the same asset allocation.

$0

$200,000

$400,000

$600,000

$800,000

$1,000,000

$1,200,000

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21

Years After Retirement
Negative Returns Early Negative Returns Late



benefits magazine december 201950

turn timing, or sequencing risk. To funds address the question 
“what if the market crashes at retirement?” and through funds 
address “what if the markets post good returns through retire-
ment?” by holding less and more equity exposure, respectively. 

While the thought that a market correction would have 
less of a negative impact at the beginning of a savings cycle 
as opposed to later seems obvious, the sheer visualization of 
that disparity is quite stunning. The result is a 30% difference 
in a retirement-ready portfolio as shown in Figure 4.

Looking at effects in the retirement years in Figure 5, 
the outcomes have reversed and are even more stunning. A 
negative market event in the early retirement years is devas-
tatingly worse than in later years. A portfolio that has expe-
rienced the latter scenario ends up more than double the size 
of one surviving the former, which speaks to the power of 
compounding returns.

Predicting market outcomes is impossible, meaning there is 
no clear winner between through and to funds. Each provides 
unique benefits as well as risk exposures that should be evalu-
ated by plan sponsors in unison with participant pool charac-
teristics. Furthermore, funds vary greatly beyond just a through 
and to classification, so additional analysis will be necessary.

Conclusion
While the differences outlined here may seem overwhelm-

ing, trustees should rest assured that the multitude of offer-
ings allows for a best fit selection for their unique participant 
group. Each TDF family is designed to address a certain set 
of needs, so finding a proper solution is as simple as aligning 
those needs with those of the participants. The glide paths 
are a critical component of the evaluation process, since the 
steepness and length of derisking periods have large effects 
on participant outcomes.  

Varying participant pool characteristics should be 
weighed such as average income, average savings rate and 
career industry. Though outliers should be expected within 
these characteristics, a board can look at participant pool av-

erages to estimate the appropriate exposures and expected 
returns required in order to appropriately build a nest egg.

As discussed earlier, a typical through fund will have 
more equity exposure and, thus, more risk than a to fund; 
however, that is not always the case. The underlying subas-
set class level risks should be thoroughly evaluated. So, while 
“to vs. through” is an important component of the conver-
sation, ultimately those underlying risks should be matched 
with the levels of risk that the participants should be taking 
in order to achieve financial success. 

Endnotes

 1. Morningstar, December 31, 2018.
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