
Invesco Vision Case Study 13: Model portfolio analytics 
Evaluating target-date funds

The use of model portfolios within retail and defined contribution plans is becoming prevalent. 
The approach offers pre-packaged, single-fund solutions that are constructed to help investors 
achieve their investing objectives. These solutions are frequently structured in the form of target 
date portfolios, where allocations become increasingly aggressive as target dates extend further 
into the future. In this case, we examine a set of target date fund series from 2020 to 2060. We 
discuss some key pitfalls to be cognizant of as well as some relevant practical capabilities provided 
by Invesco Vision that allow for easy comparisons of the different solutions.

In Figure C13a we present the five hypothetical target date portfolios. The blue dots indicate how 
these portfolios look when measured using expected arithmetic returns while the purple dots show 
the results in terms of geometric (compound) returns. First, we examine the portfolios in arithmetic 
return terms and notice how the shorter-term portfolios have lower total risk and lower expected 
return than their longer-term portfolio counterparts. We also see how the expected returns of the 
portfolios are rising at a rather linear pace as we move from shorter to longer dated solutions. 
We then examine the portfolios in geometric terms. Here, we notice that while the longer-dated 
portfolios show increasing levels of risk, they offer only marginal benefits in terms of expected 
return. This is driven by the volatility drag that is expected from these more aggressive solutions. 
In this context, it is unclear whether the 2060 portfolio should ever be preferred over the 2050 
portfolio. The expected return pickup in geometric terms is a mere 19 bps while risk increased by 
over 120 bps.

In Figure C13b we present the underlying isolated factor risks, contributions to risk, along with fund 
asset class weights. As can be seen, the shorter dated portfolios have a heavy weight to credit and 
rates while the longer dated portfolios are increasingly reliant on equities. This can be seen in terms 
of both weights as well as in isolated risk. The contribution to risk makes this apparent shift even 
more transparent where equity drives more than 95% of the total portfolio risk for the 2060 
portfolio. While this is not necessarily a bad thing, especially for the very long dated solutions, this 
level of transparency can help provide valuable insights regarding how the portfolio is expected to 
behave.

Practical application: Case studies of Invesco Visions's capabilities



Figure C13a: Model Portfolios
Expected arithmetic and geometric returns
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Figure C13b: Portfolio characteristics
Portfolio weights, isolated risk, and contribution to risk
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Practical application: Case studies of Invesco Visions's capabilities



Important information

This document has been prepared only for those persons to whom Invesco has provided it for informational purposes only. 
This document is not an offering of a financial product and is not intended for and should not be distributed to retail clients 
who are resident in jurisdiction where its distribution is not authorized or is unlawful. Circulation, disclosure, or 
dissemination of all or any part of this document to any person without the consent of Invesco is prohibited. 

This document may contain statements that are not purely historical in nature but are "forward-looking statements," which 
are based on certain assumptions of future events. Forward-looking statements are based on information available on the 
date hereof, and Invesco does not assume any duty to update any forward-looking statement. Actual events may differ 
from those assumed. There can be no assurance that forward-looking statements, including any projected returns, will 
materialize or that actual market conditions and/or performance results will not be materially different or worse than those 
presented. 

The information in this document has been prepared without taking into account any investor’s investment objectives, 
financial situation or particular needs. Before acting on the information the investor should consider its appropriateness 
having regard to their investment objectives, financial situation and needs.

You should note that this information:

• may contain references to amounts which are not in local currencies;
• may contain financial information which is not prepared in accordance with the laws or practices of your country of

residence;
• may not address risks associated with investment in foreign currency denominated investments; and
• does not address local tax issues.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed.  
Investment involves risk. Please review all financial material carefully before investing. The opinions expressed are based 
on current market conditions and are subject to change without notice. These opinions may differ from those of other 
Invesco investment professionals. 

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose 
possession this marketing material may come are required to inform themselves about and to comply with any relevant 
restrictions. This does not constitute an offer or solicitation by anyone in any jurisdiction in which such an offer is not 
authorised or to any person to whom it is unlawful to make such an offer or solicitation. 




