
Investment Insights

• Target date glide paths have converged in recent years as many 
providers have increased their equity exposure. The difference is in 
the ingredients, and they matter. 

• The investment strategies that make up the series can significantly 
affect results and change participant outcomes.

•  Income-focused funds can be powerful tools to reduce volatility and 
support sustainable withdrawals in retirement.

• Research-based security selection can generate significant excess 
return in strategies, resulting in meaningful additional wealth in 
retirement.

• Bond funds within the same sub-asset class or investment category 
can vary widely in credit quality, duration risk and correlation to 
equities.

• Global and multi-asset funds can give a glide path built-in asset 
allocation and geographic flexibility to adapt to changing market 
conditions.

Investments are not FDIC-insured, nor are they deposits of or guaranteed by a bank or any other entity, so they may lose value. 
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underlying funds in  
target date



2

Strategies focused on income have produced strong results.

Understanding the asset class exposures is an essential part of any target date 
evaluation. But glide paths have grown similar in recent years. As such, building blocks, 
or the investment strategies with which the series is constructed, are equally important. 
These building blocks essentially consist of broad, market cap–oriented strategies 
segmented by region, style and market cap, sometimes coupled with alternatives or 
real-return assets.

In our experience, adding a focus on income in market cap-based strategies has 
produced strong risk-adjusted returns for participants. Historically, strategies pursuing 
income, rather than simply targeting low volatility, have not only helped to dampen 
volatility but also have provided downside resilience in challenging market environments.

In our series, underlying funds seeking a steady or growing stream of income — whether 
achieved entirely from equity dividends, or from a combination of dividends and  
bonds — have resulted in similar or higher portfolio returns with lower volatility than 
unmanaged market indexes, as shown in the chart below. We have found that adding 
specific investment objectives to conventional asset class strategies allows us to be 
more precise in addressing the risk-return trade-offs for participants. 

Utilizing a suite of income-oriented equity and multi-asset strategies, we are able to 
shift the equity exposure in the later phases of the glide path from growth-oriented 
funds to these historically less volatile funds. In this way, the series has been able to 
reduce volatility without sacrificing the higher return potential of equities relative to 
bonds, which is important in addressing longevity risk.

Income and preservation strategies have generated strong results.
Average results over rolling 10-year periods for U.S.-focused American Funds (for 40 years ended September 30, 2018)
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Equity income
• The Income Fund of America®

Growth and income
• American Mutual Fund®

• Fundamental Investors®

• The Investment Company of America®

• Washington Mutual Investors FundSM

MSCI USA Value

S&P 500 
MSCI USA 
Growth

Growth
• AMCAP Fund®

• The Growth Fund of America®

Bond
• The Bond Fund of America®

Bloomberg Barclays 
U.S. Aggregate

Upside
capture

Downside
capture

Source: Capital Group, RIMES. Capture ratios are relative to the Standard & Poor’s 500 Composite Index. American Funds sample includes U.S.-
focused funds with at least four decades of history. For categories with multiple funds, average annualized return is a simple arithmetic average of 
rolling 10-year monthly average annual total return (annualized), while annualized standard deviation of returns measures the standard deviation of 
monthly returns (also annualized). Portfolios were rebalanced monthly.

Figures shown are past results 
for Class R-6 shares and are not 
predictive of results in future 
periods. Current and future results 
may be lower or higher than those 
shown. Share prices and returns 
will vary, so investors may lose 
money. Investing for short periods 
makes losses more likely. Class R 
shares do not pay an upfront or 
deferred sales charge. Fund results 
shown are at net asset value with all 
distributions reinvested. For current 
information and month-end results, 
visit americanfundsretirement.com.

Investors should carefully consider 
investment objectives, risks, 
charges and expenses. This and 
other important information is 
contained in the fund prospectuses 
and summary prospectuses, which 
can be obtained from a financial 
professional and should be read 
carefully before investing.
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Income-oriented and balanced funds have outpaced in withdrawal scenarios ...
Average rolling 10-year ending balance in withdrawal scenario (9/30/1998–9/30/2018)

Scenario assumptions
• $500k initial investment
• 4% initial withdrawal rate
• 3% annual inflation adjustment

... and preserved principal more often than indexes.
Percentage of 10-year rolling periods in which ending balance exceeded initial investment

$500k  initial investment

$500k  initial investment

$636K

Source: Capital Group, based on Class R-6 shares. Blended indexes are: for Capital Income Builder, 70%/30% MSCI All Country World Index/Bloomberg 
Barclays U.S. Aggregate Index; for The Income Fund of America, 65%/35% S&P 500 Index/Bloomberg Barclays U.S. Aggregate Index; for American 
Balanced Fund, 60%/40% S&P 500 Index/Bloomberg Barclays U.S. Aggregate Index. Past results are not predictive of results in future periods. Portfolios 
were rebalanced monthly. The primary prospectus indexes for funds are: S&P 500 and Bloomberg Barclays U.S. Aggregate indexes (for IFA and AMBAL), 
and MSCI All Country World and Bloomberg Barclays U.S. Aggregate indexes (for CIB). Blended indexes are secondary prospectus benchmarks and are 
used here to account for each fund’s bond holdings.
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Income and multi-asset funds can improve retirement outcomes. 

Portfolios should behave differently in the transition and distribution phases, when 
investors need downside resilience and sustainable income. Our experience and 
historical results show that equity-income funds, or multi-asset funds that focus on income 
and capital preservation, can be well-suited to address both needs in retirement. 

Some market practitioners discount the focus on dividends from equities, arguing that 
investors shouldn’t care whether total return comes from capital appreciation or dividends. 
But in our experience, a focus on generating an income stream through dividends — or a 
combination of fixed income and dividends — can provide valuable downside resilience 
and sustainable income. In our view, companies that maintain or grow a dividend 
generally exhibit better discipline in managing their capital structure and generating 
value for shareholders over time.

With this approach, our multi-asset and income-oriented funds have fared better in 
a historical withdrawal scenario than indexes. They also preserved principal in most 
periods, which can go a long way in keeping participants invested. 
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Persistent excess return can make a big difference in retirement.

Although fees and asset allocation are key considerations in evaluating a target date 
series, the results of the underlying funds can significantly affect investor outcomes. 
Even a small amount of excess return — if added relatively consistently over long 
periods — can meaningfully boost ending wealth at retirement. 

This modest excess return, if compounded over many years, can be especially 
important to median-income households, which make up the bulk of the U.S. retirement 
savings pool. Assuming an initial $100,000 investment, raising annual returns from 6.0% 
to 6.5% would result in an extra $87,000 at the end of 30 years (pre-tax). For a median-
income household, that amount can make a difference in achieving retirement goals 
like building an extra bedroom or helping to fund a grandchild’s college education.

There are select funds that have shown the ability to generate excess returns over long 
periods. In our case, we have added value by following these core principles: 

• An unwavering focus on the long term (with managers compensated accordingly)

• Strong, research-driven bottom-up security selection

• A commitment to low fees

Following these principles, all the equity funds used in our target date series have 
achieved meaningful excess return over their respective lifetimes. Of course, there will 
be times when the series and the underlying funds will lag markets. But our focus will 
always be on generating strong returns over periods of a decade or more.

Underlying equity-focused funds with superior lifetime results
Lifetime returns of underlying American Funds equity-focused funds vs. relevant benchmark indexes
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Time-weighted average excess return: 1.85%
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Excess return
Index return

Returns are average annual total returns for benchmark indexes and average annual excess total return for funds from fund inception through 
12/30/17. The 17 American Funds equity-focused funds used in our analysis and the relevant index/index blends with which they were compared are 
as follows: AMCAP, GFA, NEF, AMF, FI, ICA and WMIF (Standard & Poor’s 500 Index); EUPAC (MSCI EAFE Index through 3/31/2007 and the MSCI All 
Country World Index ex USA, the fund’s current primary benchmark, thereafter); IGI (MSCI World Index ex USA through 6/30/2011 and the MSCI All 
Country World Index ex USA, the fund’s current primary benchmark, thereafter); NPF (MSCI World Index through 9/30/2011 and the MSCI All Country 
World Index, the fund’s current primary benchmark, thereafter); WGI (MSCI World Index through 11/30/2011 and the MSCI All Country World Index, 
the fund’s current primary benchmark, thereafter); NWF (MSCI All Country World Index); SCWF (S&P Global <$3 Billion Index through 9/30/2009 
and the MSCI All Country World Small Cap Index, the fund’s current primary benchmark, thereafter); CIB (70% MSCI All Country World and 30% 
Bloomberg Barclays U.S. Aggregate indexes [from 7/30/1987 through 12/31/1987, the MSCI World Index was used]); GBAL (60% MSCI All Country 
World and 40% Bloomberg Barclays Global Aggregate indexes); AMBAL (60% Standard & Poor’s 500 and 40% Bloomberg Barclays U.S. Aggregate 
indexes); and IFA (65% S&P 500 and 35% Bloomberg Barclays U.S. Aggregate indexes [from 12/1/1973 through 12/31/1975, the Bloomberg Barclays 
Government/Credit Bond Index was used]). The time-weighted average weights each fund’s return by its age so that the returns of older funds count 
more. This method accounts for the fact that the funds’ lifetimes vary.



Bond funds within the same category can have varying levels of diversification from equity ...
Three-year correlation of fund returns to S&P 500 Index (class R-6 shares)
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U.S. Government Securities Fund®
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Capital World Bond Fund®

American High-Income Trust®
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Morningstar peer 
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... and varying credit quality. 

The Bond Fund 
of America

Intermediate 
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of America
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 of America

Morningstar 
Short-Term 
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24%

76% 94%

6%
19%

81% 100% 76%

24%

Rated A and above

Rated BBB and below/not rated

Source: Morningstar, as of September 30, 2018. The funds’ Morningstar categories are: Intermediate Government for U.S. Government Securities Fund and 
American Funds Mortgage Fund; Intermediate-Term Bond for The Bond Fund of America; Short-Term Bond for Intermediate Bond Fund of America and 
Short-Term Bond Fund of America; World Bond for Capital World Bond Fund; High-Yield Bond for American High-Income Trust; and Inflation-Protected 
Bond for American Funds Inflation Linked Bond Fund. Bond ratings, which typically range from AAA/Aaa (highest) to D (lowest), are assigned by credit 
rating agencies such as Standard & Poor’s, Moody’s and/or Fitch, as an indication of an issuer’s creditworthiness. If agency ratings differ, the security will be 
considered to have received the highest of those ratings, consistent with the fund’s investment policies. Securities in the Unrated category have not been 
rated by a rating agency; however, the investment adviser performs its own credit analysis and assigns comparable ratings that are used for compliance 
with fund investment policies.

5

The right bond funds can provide protection in retirement.

In our view, bond funds held in retirement vehicles should be managed conservatively. 
In distribution, we believe the bond exposure should seek capital preservation and 
income by emphasizing three traits: lower equity correlation, higher credit quality and 
low duration risk. Importantly, portfolio managers of bond funds have discretion over 
these traits, which can vary meaningfully among funds even within the same asset class 
or Morningstar category.

For example, two of our funds used in distribution — Intermediate Bond Fund of 
America (IBFA) and Short-Term Bond Fund of America (STBF) — have been significantly 
less correlated to equities than the average fund within their Morningstar category 
(Short-Term Bond). Similarly, IBFA and STBF have tended to invest in holdings of higher 
credit quality than their peer average, as both funds put an emphasis on preservation of 
capital. This allows the series to have greater exposure to equity, which has generated 
higher returns relative to bonds over long periods.
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Glide paths should have some flexibility at the strategy level.

Glide paths need some embedded asset allocation flexibility at the strategy level to 
adjust to changing market conditions. Building a series with funds segmented by style, 
geography and market cap can tightly control exposures, but also can make the series 
less adaptable.

A series can add valuable flexibility by using global and multi-asset funds that can shift 
between stocks and bonds, or between U.S. and non-U.S. assets. We do this using a 
fundamental, bottom-up investment process. For example, portfolio managers of a 
global, multi-asset income fund might invest more in international dividend payers 
when valuations of higher yielding U.S. equities become stretched. If bond yields 
decline, they could rely more on equities for income. Flexible funds allow a series to 
adjust to changing market conditions without having to make a top-down change to the 
glide path. The allocation to the underlying strategies remains constant; only the asset 
mix within those funds changes.

At Capital Group, managers in flexible funds make relative-value decisions both at 
the asset level and at the security level, adjusting the funds’ asset mix to a degree in 
response to evolving valuations and opportunities. These changes, in turn, shape the 
series’ asset allocation to an extent. We believe a series can generate better outcomes 
by utilizing a bottom-up, research-driven source of asset allocation, rather than relying 
solely on top-down macro-driven approaches. 

Our valuation-based approach has not resulted in dramatic swings in asset allocation. 
The equity-bond mix in multi-asset funds and U.S./non-U.S. mix in global funds has 
shifted gradually over time, as shown in the charts below. The series’ global and multi-
asset funds have generally provided strong returns, illustrating the value of flexible 
ingredients in a glide path.

Multi-asset and global funds shift focus based on valuations and market conditions.
Glide path allocations based on historical asset mix of underlying funds over series lifetime
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Source: Capital Group. As of December 31, 2017. Average and ranges of exposure were calculated using the historical quarterly asset mix (equity 
and non-U.S. assets) of each underlying fund since series inception, based on the glide path as it existed on December 31, 2017. Although the data 
are based on the glide path as of December 31, 2017, the series glide path changed multiple times prior to that date. Therefore, movements in asset 
exposure shown in the chart reflect only the changes in the asset mix within the underlying funds from series inception to December 31, 2017; the 
movements do not reflect the historical top-down changes to the glide path made over the life of the series. The maximum and minimum values 
reflect the highest and lowest asset exposure (both equity and non-U.S.) based on the underlying funds’ historical asset mixes at each point of the 
glide path as of December 31, 2017; the average reflects the average asset class exposure under the same parameters. Current asset mixes reflect 
underlying fund data and the glide path as of December 31, 2017. The glide path’s underlying funds, as well as the fund allocation percentages, are 
subject to the Portfolio Oversight Committee’s discretion and will evolve over time. Underlying funds may be added or removed during the year.
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Global funds add value to a target date series.

Our global funds contributed to our series’ valuable greater-than-index stance in U.S. 
equities in the last several years — further demonstrating the strength of our flexible 
approach. When the series debuted, it held a larger position in international equities 
relative to its custom index and peers. However, starting around September 2009, the U.S. 
equity exposure gradually rose to the point that the 2050 fund held a greater-than-index 
position around October 2011. During this period of higher relative U.S equity exposure, 
the S&P 500 Index outpaced non-U.S. stocks by an annualized 9.67%. The other funds 
similarly increased their U.S. equity exposure.

The global underlying funds in the series partly drove the higher U.S. equity exposure. 
Collectively, the U.S. share of these funds’ equity rose over the same period — closely 
tracking the 2050 fund’s positioning. Importantly, the global funds’ higher U.S. equity 
was a result of a bottom-up, valuation-driven investment process. As U.S. markets have 
outpaced their non-U.S. counterparts for several years, the weighting of international 
equities has begun to rise in the global funds. 

 
In recent years, the series benefited from higher U.S. equity exposure.
U.S. equity weight relative to custom index — 2050 Fund (September 2008–September 2018)
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Source: Capital Group. Custom indexes are based on a combination of the S&P 500, MSCI ACWI 
ex USA and Bloomberg Barclays U.S. Aggregate indexes. Weights were based on the 10-year 
monthly average asset class exposure of the underlying funds at the time of the custom index’s 
creation. For funds less than 10 years old, lifetime averages were used.

The higher exposure was due partly to global funds increasing their U.S. equity.
U.S. equity exposure of global underlying funds (equally-weighted portfolio), 
September 2008–September 2018 
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Source: Capital Group. Underlying funds were: Capital Income Builder, New Economy Fund, New World 
Fund, SMALLCAP World Fund, New Perspective Fund and Capital World Growth and Income Fund.

Key takeaways

• Ingredients matter. Strategies that 
compose a glide path significantly 
contribute to a series’ success.

• Strategies focused on income 
have produced strong results with 
valuable downside resilience.

• Even small amounts of excess 
return over long periods can 
enhance ending wealth, improving 
retirement outcomes. 

• In retirement, bond funds should 
be conservatively managed, 
focusing on higher credit quality 
and low equity correlation.

• Flexible global and multi-asset 
funds can make a glide path more 
adaptable to changing market 
conditions.
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Rich Lang is Multi-Asset Investment Director at Capital Group. He also is coordinator of the Portfolio Oversight Committee supervising 
the target date series. Jeanell Novak is a multi-asset product manager at Capital Group. Both authors are based in Los Angeles.
Statements attributed to an individual represent the opinions of that individual as of the date published and do not necessarily reflect the opinions 
of Capital Group or its affiliates. This information is intended to highlight issues and should not be considered advice, an endorsement or a 
recommendation. 

Past results are not predictive of results in future periods. Annualized standard deviation (based on monthly returns) is a common measure of 
absolute volatility that tells how returns over time have varied from the mean. A lower number signifies lower volatility. Capture ratio reflects  
the annualized product of fund versus index returns for all months in which the index had a positive return (upside capture) or negative return  
(downside capture).

Investment Results for Class R-6 Shares (%)

Average annual total returns (NAV) Net  
expense ratio

Gross  
expense ratioAs of September 30, 2018 1 year 5 years 10 years Lifetime

AMCAP Fund 21.85 13.95 13.28 12.09 0.36 0.36

EuroPacific Growth Fund 1.47 6.20 6.86 11.00 0.49 0.49

The Growth Fund of America 22.71 14.91 12.75 14.14 0.33 0.33

The New Economy Fund 16.80 13.35 13.91 11.92 0.46 0.46

New Perspective Fund 13.82 11.29 10.90 12.67 0.45 0.45

New World Fund 1.15 4.79 6.26 8.17 0.64 0.64

SMALLCAP World Fund 13.53 10.18 11.43 10.31 0.70 0.70

American Mutual Fund 12.19 11.51 10.91 11.96 0.30 0.30

Capital World Growth and Income Fund 7.07 8.48 8.42 10.90 0.45 0.45

Fundamental Investors 14.11 13.24 11.74 12.91 0.30 0.30

International Growth and Income Fund 0.77 3.54 — 7.18 0.57 0.57

The Investment Company of America 13.78 12.65 11.11 12.48 0.30 0.30

Washington Mutual Investors Fund 14.25 12.53 11.05 12.21 0.29 0.29

Capital Income Builder 1.20 5.84 6.65 9.35 0.29 0.29

The Income Fund of America 5.19 7.85 8.69 11.21 0.28 0.28

American Balanced Fund 9.19 9.54 9.69 11.00 0.28 0.28

American Funds Global Balanced Fund 2.96 5.50 — 6.45 0.52 0.52

American Funds Inflation Linked Bond Fund 0.05 1.71 — 0.30 0.38 0.38

American Funds Mortgage Fund –1.80 1.91 — 2.09 0.31 0.31

American High-Income Trust 3.94 4.51 7.77 8.12 0.35 0.35

The Bond Fund of America –1.43 2.32 4.03 7.74 0.25 0.25

Capital World Bond Fund –1.83 1.27 3.44 6.25 0.53 0.53

Intermediate Bond Fund of America –0.77 1.16 2.40 4.81 0.27 0.27

Short-Term Bond Fund of America 0.17 0.84 1.31 1.68 0.35 0.35

U.S. Government Securities Fund –1.98 1.51 2.98 5.76 0.26 0.26

American Funds 2010 Target Date Retirement Fund® 3.39 5.79 6.73 4.89 0.34 0.34

American Funds 2015 Target Date Retirement Fund® 4.02 6.24 7.10 5.19 0.33 0.33

American Funds 2020 Target Date Retirement Fund® 5.20 6.97 7.70 5.51 0.35 0.35

American Funds 2025 Target Date Retirement Fund® 6.58 7.89 8.65 6.19 0.37 0.37

American Funds 2030 Target Date Retirement Fund® 8.30 8.98 9.44 6.83 0.39 0.39

American Funds 2035 Target Date Retirement Fund® 10.04 9.79 9.82 7.16 0.40 0.40

American Funds 2040 Target Date Retirement Fund® 10.68 10.08 10.02 7.32 0.41 0.41

American Funds 2045 Target Date Retirement Fund® 11.08 10.26 10.10 7.39 0.41 0.41

American Funds 2050 Target Date Retirement Fund® 11.37 10.35 10.14 7.42 0.42 0.42

American Funds 2055 Target Date Retirement Fund® 11.31 10.32 — 11.34 0.42 0.42

American Funds 2060 Target Date Retirement Fund® 11.35 — — 9.68 0.45 0.49
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Investment results assume all distributions are reinvested and reflect applicable fees and expenses. Expense ratios are as of each fund’s prospectus 
available at the time of publication. When applicable, investment results reflect fee waivers and/or expense reimbursements, without which the results 
would have been lower. Please see americanfunds.com for more information. Content contained herein is not intended to serve as impartial investment 
or fiduciary advice. The content has been developed by Capital Group which receives fees for managing, distributing and/or servicing its investments.

Class R-6 shares were first offered on May 1, 2009. Results prior to that date are hypothetical based on Class A share results without a sales charge, 
adjusted for typical estimated expenses. Please see the funds’ most recent prospectus for more information on specific expenses. We offer a range 
of share classes designed to meet the needs of retirement plan sponsors and participants. The different share classes incorporate varying levels of 
advisor compensation and service provider payments. Because Class R-6 shares do not include any recordkeeping payments, expenses are lower 
and results are higher. Other share classes that include recordkeeping costs have higher expenses and lower results than Class R-6.

The investment adviser is currently reimbursing a portion of other expenses for each share class of American Funds 2060 Target Date Retirement 
Fund. The reimbursement will be in effect through at least January 1, 2019. The adviser may elect at its discretion to extend, modify or terminate 
the reimbursement at that time. The target date expense ratios are as of each fund’s prospectus available at the time of publication and include the 
weighted average expenses of the underlying funds. Investment results reflect the reimbursement, without which the results would have been lower 
and the expense ratios would have been higher.

Although the target date funds are managed for investors on a projected retirement date time frame, the funds’ allocation strategy does not guarantee 
that investors’ retirement goals will be met. American Funds investment professionals manage the target date fund’s portfolio, moving it from a more 
growth-oriented approach to a more income-oriented focus as the fund gets closer to its target date. The target date is the year in which an investor is 
assumed to retire and begin taking withdrawals. Investment professionals continue to manage each fund for 30 years after it reaches its target date.

Investing outside the United States involves risks, such as currency fluctuations, periods of illiquidity and price volatility, as more fully described in 
the prospectus. These risks may be heightened in connection with investments in developing countries. Small-company stocks entail additional risks, 
and they can fluctuate in price more than larger company stocks. The return of principal for bond funds and funds with significant underlying bond 
holdings is not guaranteed. Fund shares are subject to the same interest rate, inflation and credit risks associated with the underlying bond holdings. 
Investments in mortgage-related securities involve additional risks, such as prepayment risk, as more fully described in the prospectus. Lower rated 
bonds are subject to greater fluctuations in value and risk of loss of income and principal than higher rated bonds. While not directly correlated to 
changes in interest rates, the values of inflation-linked bonds generally fluctuate in response to changes in real interest rates and may experience 
greater losses than other debt securities with similar durations. Fund shares of U.S. Government Securities Fund are not guaranteed by the U.S. 
government. The market indexes are unmanaged and, therefore, have no expenses. Investors cannot invest directly in an index. There have been 
periods when the funds have lagged the index.

© 2018 Morningstar, Inc. All rights reserved. For institutional use only. The information contained herein: (1) is proprietary to Morningstar and/or 
its content providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its 
content providers are responsible for any damages or losses arising from this information.

The S&P indexes are products of S&P Dow Jones Indices LLC and/or its affiliates and have been licensed for use by Capital Group. Copyright © 2018 
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