
INDEX-BASED TARGET  
DATE FUNDS DIFFERENTLY
B Y  B R E N D A N  C U R R A N ,  H E A D  O F  U S  I N V E S T M E N T  S T R AT E G Y

When considering an investment—from target date funds to a home 
renovation—there is value in gaining a broader view, in stepping back to 
see the bigger picture. But there is also a danger in going so far as to lose 
the detail that informs comparative decision making.
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F rom an aerial view, a neighborhood of similarly 
fashioned homes can all look the same. Same roof 
pitches and rectangular lawns, same swing sets and 
shrubbery. But as the lens comes closer, zooming  

in on the intricacies of each property, each structure, each 
appliance and electrical system, stark differences emerge.  
It’s within these differences that the home’s value can begin 
to be measured and a true comparison of benefits revealed.

Within the world of index-based target date funds (defined 
here as TDFs), relying on the aerial view to ascertain value can 
be as deceiving as estimating home prices from 50,000 feet in 
the air. A closer inspection is required.

Here, we explore three TDF dimensions and the nuanced 
value they deliver.

01 
STRUCTURE CAN 
IMPACT VALUE 
Is it a tool shed or a work shop? While both structures 
contain the instruments required to get the job done, the 
better-equipped work shop supports a more sophisticated 
result. Similarly, TDFs that are structured as ERISA-qualified 
collective investment trusts (CITs), instead of mutual funds, 
are able to offer distinct advantages to participants; such as 
greater opportunity for low cost trading (vis-à-vis unit and 
security crossing), more pricing flexibility, increased portfolio 
diversification without additional investment management 
fees, and reduced tax exposure on dividends.

Though they serve the same objective of populating TDFs with 
diverse, underlying index funds, CITs and mutual funds are not 
equal or interchangeable entities. Some leading providers may 
appear to offer CITs, but their structures are underpinned by 
mutual funds, creating a circular reference that doesn’t deliver 
CIT-specific advantages.

For sponsors, understanding the fund 
structure is critical to evaluating the 
value that it offers participants.
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Is it an in-ground pool or an in-law suite? Unique property 
features can broaden a home’s appeal and increase its value 
on resale, but they can also become a burden if not properly 
maintained. However, if done well and looked after carefully, 
these property attributes can buffer the home value  
through housing boom and bust cycles. The inclusion of  
diversifying asset classes within a TDF has a similar effect.  
The diversification is meaningful to the overall portfolio  
across market cycles, but must be carefully managed, 
beginning with index methodology.

02
 THOUGHTFUL 
DIVERSIFICATION CAN 
BENEFIT OUTCOMES

Including commodities, high-yield,  
and other diversifying assets in TDFs 
can improve risk-adjusted returns, 
mitigate specific risks (such as 
inflation), and ultimately increase  
net retirement savings.

Some competitors say the contribution of diversifying 
assets comes at too high a price: increasing cost, introducing 
complexity, lowering transparency, and reducing liquidity for 
both plan sponsors and participants. At State Street, we are 
mindful of these potential pitfalls and vigilant in side-stepping 
them, beginning with the thoughtful employment of a CIT 
investment structure as well as specific indexes designed to 
maximize return while monitoring volatility.
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 ANY QUESTIONS
Contact us at theparticipant@ssga.com to submit your questions  
or to learn more.

Is the roof covered in solar panels or simply shingles?  
While solar panels can offer the rewards of lower utility  
bills and environmental stewardship, they also introduce  
risks, such as potentially complex installation and  
unforeseen maintenance costs. For plan sponsors,  
choosing securities lending offers a similar challenge  
in striking the right balance between potential risks  
and rewards.

But choice is not always available. Some leading  
managers only offer TDFs invested in mutual funds  
and automatically engaged in securities lending.

03
 CHOICE IS AN 
ADVANTAGE IN 
SECURITIES LENDING 

In such scenarios, the limit of the 
offering translates into limits on 
sponsors’ decision-making autonomy.

While a well-managed securities lending program can add 
attractive risk-adjusted returns to participants’ portfolios, 
program success depends on plan sponsor buy-in and 
ongoing participant education. Not all organizations embrace 
this complexity; instead, a solid set of shingles adequately 
cover their needs. To accommodate a range of appetites 
and aptitudes, State Street offers lending and non-lending 
solutions, delivering plan sponsors the benefit of choice  
and participants the value of clarity.

Using such a singular criteria as cost to evaluate TDFs assumes 
that all options are created equally—a myopic perspective that 
we hope to have brought into focus. 

Pulling our lens back from the neighborhood we have been so 
closely inspecting, we can now see in greater detail the 
opportunities and limitations contained within each property. 
For State Street, this means a more detailed and sound 
structure (CITs), the availability and careful oversight of 
unique features (diversifying asset classes), and the choice 
of additional complexity (securities lending). When brought 
under one roof, these value dimensions total to more than just 
curb appeal; they deliver a seamlessly sophisticated 
investment structure.

THE BIGGER PICTURE
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The views expressed in this material are the views of SSGA Defined 
Contribution as at April 30, 2018, and are subject to change based on market 
and other conditions. This document contains certain statements that may be 
deemed forward-looking statements. Please note that any such statements are 
not guarantees of any future performance, and actual results or developments 
may differ materially from those projected. The information provided does not 
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Unless otherwise noted, the opinions of the authors provided are not 
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and other conditions. You should consult your tax and financial advisor. All 
material has been obtained from sources believed to be reliable. There is no 
representation or warranty as to the accuracy of the information, and State 
Street shall have no liability for decisions based on such information.
Investing involves risk, including the risk of loss of principal.
The whole or any part of this work may not be reproduced, copied or 
transmitted or any of its contents disclosed to third parties without SSGA’s 
express written consent.
Annuity withdrawals of taxable amounts from an annuity are subject to ordinary 
income tax, and, if taken before age 59½, may be subject to a 10% IRS penalty.
The issuing insurance company reserves the right to limit contributions.
The value of the debt securities may increase or decrease as a result of the 
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Glossary
Automatic Enrollment
The practice of enrolling employees in a retirement savings plan automatically, 
used by some employers to promote participation. Auto-enrolled individuals are 
given a default savings rate and investment fund, which they can then modify 
or opt out of entirely.

Automatic Escalation
The automated increase of a participant’s rate of contribution to their defined 
contribution plan, designed to encourage the participant to save more.

CIT
A Collective Investment Trust (CIT) is also known as a commingled or collective 
fund. CITs are: Increasingly used in defined benefit (pension) plans and defined 
contribution (401k) plans.

Default Investment Vehicles
Investments used by plan sponsors as the default for any participant whom 
they have automatically enrolled in a retirement savings plan.

Defined Benefit Plan
An employer-sponsored retirement plan where employee benefits are derived 
from a specified formula using factors such as, but not limited to, salary history 
and duration of employment. Investment risk and portfolio management are 
entirely under the control of the company.

Defined Contribution Plan
An employer-sponsored retirement plan whereby employees make 
contributions to accumulate wealth during their working years to provide 
income in retirement. Often times, an employer will match an employee’s 
contribution, up to a certain amount.

Mutual Fund
A mutual fund is an investment vehicle made up of a pool of moneys collected 
from many investors for the purpose of investing in securities such as stocks, 
bonds, money market instruments and other assets.

Securities Lending
Securities lending is the act of loaning a stock, derivative or other security to an 
investor or firm. Securities lending requires the borrower to put up collateral, 
whether cash, security or a letter of credit. When a security is loaned, the title 
and the ownership are also transferred to the borrower.
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