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What We Will Cover

 DC challenges/changes and the evolution of DC products

 Target Date Indexes: an outcome oriented benchmark

 Think differently: Do best practices flow both ways?

 A DC solution for a DB problem

 Solutions that Work

 Q & A



Evolution of Target Date Funds 

and Target Date Indexes
 Shortcomings of participant education and better 

understanding of behavioral norms lead to the first 

“Target Date” funds being launched in 1994, by Wells 

Fargo and BGI. 

 Balanced Funds and “Relative Risk” (Lifestyle Funds) 

dominated flows for Asset Allocation products. Very 

few TDF providers.

 Dow Jones Target Date Indexes launched in 2005 

followed by product offerings from SSgA and Wells 

Fargo in 2005 and 2006. 
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 Pension Protection Act of 2006 passed in response to growing significance of 

defined contribution plans and need to balance fiduciary protection/increased 

participation and savings rates. 

 DOL guidance on Qualified Default Investment Alternatives.

 Proliferation of TDFs and misguided attempts to differentiate. 

 Market (and TDFs) tested by global recession October 2007 – March 2009.
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The Demand for “New” Solutions
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TDF market has grown 3.7X in four years

TD assets (mutual funds) now represent 10% of 

total DC assets but capture 19% of DC flows  

 At a 10% growth rate, the 401k market could 

reach $4.8T in five years

 If TDFs conservatively pick up another 2% 

share of the market per year, they will have 

over $1T in assets by the end of 2015

DC and Target Date Asset Five Year 
Projections

Source: Morningstar and The Investment Company Institute. Projections 

by Global Index Advisors 
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Two Significant Types of Retirement 

Savings Risk
Market/Volatility Risk –

 The risk of significant market losses decreasing retirement assets. This 
risk increases significantly in the years immediately prior to retirement 
(Pre-Retirement Savers) and once the investor begins withdrawing assets 
from the portfolio.

 Market risk and participant loss aversion are also the primary drivers of 
irrational participant behavior.

 Unpredictable.

 Impact on individual investors is path dependent.

 Market/Volatility risk can be mitigated through product design.

 Can not be eliminated through changing investor behavior.

Longevity/Shortfall Risk –
 The risk of not having a large enough nest egg upon reaching retirement 

to satisfy long term needs.

 This is a predictable risk and is most influenced by participant saving 
behavior.

 Impossible to eliminate this risk through product design.

 Can be reduced significantly through automatic enrollment and automatic 
contribution increases. 5
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First Line of Defense: Glide Path
P

e
rc

e
n
ta

g
e
 o

f 
E

q
u
it
y
 R

is
k
 (

%
)

Years Remaining on Risk Glide

Cash

100% EQUITY PORTFOLIO 100% BOND PORTFOLIO 100% CASH PORTFOLIO

Average Return 12.07% 8.62% 4.81%

Highest 12-Month Return 66.78% 32.76% 10.50%

Lowest 12-Month Return -46.67% -3.31% 0.11%

U
.S

. L
a

rg
e

-

C
a
p

 G
ro

w
th

Foreign

U.S. 

Government

U.S. 

Corporate

U.S. 

Mortgage

100

90

80

70

60

50

40

30

20

10

0

100% EQUITY PORTFOLIO 100% BOND PORTFOLIO 100% CASH PORTFOLIO

90%

80%

70%

60%

50%

40%

28% Target Date

20% TODAY



7

Each Index consists of a 

diversified mix of equities, 

bonds, and cash.

This diversified structure remains 

intact at all levels of risk.

 Risk is managed by adjusting allocations 

among the three major asset classes, not by 

including or excluding asset classes or sub-

asset classes.

Equities

Bonds

Cash

Index Notes

 All international holdings are unhedged to currency exposures; foreign bond holdings are composed solely of sovereign debt securities.

 Bond components are linked to corresponding Barclays Capital indices.

 Underlying index components (large-cap growth, large-cap value, etc.) are cap-weighted, float-adjusted indices.

Equities

Large-Cap Growth Large-Cap Value

Mid-Cap Growth Mid-Cap Value

Small-Cap Growth Small-Cap Value

Asia/Pacific Europe/Canada

Foreign/Emerging

Bonds

U.S. Government    

U.S. Corporate     

U.S. Mortgage 
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Benefits of Disciplined Diversification

Source: Dow Jones Indexes white paper
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Cumulative Total Return Performance
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Combined with Risk Management  

Source: Dow Jones Indexes white paper
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2010 Products - Cumulative Total Return Performance
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2040 Products - Cumulative Total Return Performance
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Index/Product Summary

 Index focuses on desired participant outcome not product 

category behavior. This ensures alignment of interests 

between participants and managers.

 Controls/Manages downside volatility within acceptable 

ranges.

 Provides Breadth and Depth of diversification to 

participants at all times.

 Delivers on a fiducially sound philosophy with unequalled 

objectivity, transparency, and repeatability. 



Time to Think Differently?



Where’s the Retirement Income?

Retirement Benefits is about providing 
retirement income:

 34% of retirees received pension income 
from private sector retirement plans up 
from 21% in 1975 (SEI)

 Majority of employees who had a DB plan 
prefer them over DC plans or hybrid 
plans

 Fact that young employees who do not 
plan to stay with employer better to have 
DC plans but those that plan to remain 
with employer better served by DB (EBRI)

 58% total retirement income comprised of 
Social Security in 2009

pension income

no pension

pension income

no pension

Retirees

Today
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pension income

no pension

Today 20% of retiree income

is from pension plan (EBRI)



DB Emotional Challenge

1990 Surplus 2000 increased 

equities

2003 increased 

risk

2009 moved 

to passive

Became

conservative



DB Risk 

 Pension costs uncertainty driven by combination of 

assets & liabilities 

 Investment risk – professional investment 

management

 Interest rate risk – can match liabilities with rates

 Longevity & mortality risk – DB offers Mortality 

pooling, less income to those who live a short time 

in retirement – keeps money in the plan

 Divergence of asset growth relative to plan 

liabilities- volatility can be smoothed 



DB Risk Management

 Risk Management Concepts

 Transfer – sell to 3rd party, annuitize

 Sharing – plan design driven

 Mitigation – LDI (no free lunch) or other 
alternative investment strategies or buy-in 
annuities

 JP Morgan De-risking Paper July 2010

 Using high allocation to intermediate fixed will 
raise contribution & pension expenses

 Using long duration allocation may be 
positive at first but then raises pension 
expenses by decreasing exposure to equities

 Using synthetic overlay can cause liquidity 
issues & may be impractical for small plans

 Using dynamic allocation, increasing fixed as 
funding ratios improve leads to increased 
contributions



Thinking  Differently



New Solution

 Mapping Liability

 With glide path

 Forward looking risk management segmented 

by liability

 Use most efficient frontier

 Use lowest investment expenses

 Reduce consulting costs

 Reduce burden on committee

 Use a proven performance success



Dow Jones Liability Sample Model
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Talk to Us About A New Solution

 Solution that works

 Maps liability more 

accurately

 A DC-izing your DB 

plan

liability

glidepath

Index 
diversification
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