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How do Target Date Funds and Asset Allocation Models Work?

A target date fund is a type of mutual fund or exchange-traded fund (ETF) designed to simplify retirement investing
by automatically adjusting its asset allocation over time based on a specific target date, such as the year an investor
plans to retire.

How It Works

1. Target Date Selection: The fund is labeled with a target year, like 2040 or 2065, which corresponds to the investor's
anticipated retirement date. Investors select a fund with a date closest to their retirement goal.

2. Glide Path Strategy: The fund follows a “glide path,” which is a predetermined plan for adjusting the fund's
allocation over time. Early in its lifecycle, the fund is more aggressive, heavily invested in growth-oriented assets
like stocks. As the target date approaches, the fund gradually shifts toward more conservative investments like
bonds and cash equivalents to reduce risk.

3. Automatic Rebalancing: The fund's portfolio is automatically rebalanced to align with the glide path, requiring no
intervention from the investor. This feature makes target date funds a "set-it-and-forget-it" option for retirement
saving.

4. Post-Target Date Strategy: Some funds continue to adjust their allocations even after the target date, becoming
more conservative to support income needs during retirement. Others "lock in" at a fixed allocation upon reaching
the target date.

Advantages

Simplicity: They require minimal effort, as professional managers handle the asset allocation and rebalancing.

Diversification: Target date funds typically include a mix of domestic and international stocks and bonds, offering
broad market exposure.

Alignment with Goals: The fund's portfolio is automatically rebalanced to align with the glide path, requiring no
intervention from the investor. This feature makes target date funds a “set-it-and-forget-it" option for retirement saving.

Post-Target Date Strategy: The automatic shift to conservative investments helps reduce the risk of major losses as
retirement nears.

Considerations

Fees: These funds often charge higher fees than individual index funds due to active management of the glide path.
One-Size-Fits-All: The allocation strategy may not perfectly match every investor's specific needs or risk tolerance.
Market Risks: Like all investments, target date funds are subject to market fluctuations and are not guaranteed.

An asset allocation model that is periodically rebalanced is aninvestment strategy designed to maintain a predetermined
mix of asset classes, such as stocks, bonds, and cash, over time. The model aligns with an investor's goals, time horizon,
and risk tolerance, ensuring that the portfolio remains consistent with these factors despite market fluctuations.



How It Works

1. Initial Allocation: The investor starts by selecting an asset mix, such as 60% stocks and 40% bonds, based on their
objectives and risk tolerance. This mix reflects the desired balance between growth potential (stocks) and stability
(bonds).

2. Market Fluctuations: Over time, the values of different assets within the portfolio will change due to market
performance. For instance, if stocks perform well, their proportion may rise above 60%, while bonds may fall below
40%.

3. Periodic Rebalancing: At predetermined intervals—such as quarterly, semi-annually, or annually—or when asset
weightings deviate beyond a set threshold, the portfolio is rebalanced. This process involves:

* Selling overperforming assets: To reduce their weight back to the target allocation.

* Buying underperforming assets: To increase their weight back to the target allocation. Rebalancing ensures
the portfolio returns to its intended risk-reward profile.

Advantages

Risk Control: Prevents the portfolio from becoming too heavily weighted in riskier assets during bull markets or too
conservative during downturns.

Discipline: Encourages a systematic approach to investing, avoiding emotional decisions.

Buy Low, Sell High: Rebalancing naturally leads to selling high-performing assets and buying undervalued ones.and
risk tolerance, ensuring that the portfolio remains consistent with these factors despite market fluctuations.



