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SUBJECT: LIFECYCLE FUNDS 2020 ANNUAL ASSET ALLOCATION REVIEW 

SUMMARY 
The Office of Investments (OI), with assistance from Mercer Investment Consulting, recently concluded its 
annual review of the asset allocations of the Lifecycle Funds (L Funds). This memorandum documents 
Ol's approach, findings, and recommendations. In summary, 01 recommends the following: 

• Maintain 92.50% as the ultimate weight of the G Fund in each L Fund's fixed income allocation,
but smooth the increases in the G Fund's weight to make them linear.

• Move the S Fund's share of each L Fund's U.S. equity allocation from its current 22-25% to 16%
over five years.

• Maintain 35% as the I Fund's share of each L Fund's overall equity allocation.
• Create the L 2055, L 2060, and L 2065 Funds with the same parameters produced during the

2018 review.
• Continue the transition plan established in 2018, which called for temporary freezes in the overall

equity allocations of the L 2030, L 2040, and L 2050 Funds until they intercept the same glide
path as L 2055, L 2060, and L 2065.

• Create the glide paths for the other new L Funds (L 2025, L 2035, and L 2045) as interpolations
between the existing L Funds.

BACKGROUND 
01 Lifecycle Fund Policy and Lifecycle Fund Asset Allocation Procedures direct that "the Agency will 
conduct a comprehensive review of the Lifecycle Fund asset allocations at least annually, unless 
exception is given, or as economic conditions require." Further, "the TSP Lifecycle Funds are designed to 
be a long-term, risk-efficient strategy, and the risk and return objectives of the funds are intended to be 
consistent with an overall replacement rate (including defined benefit and Social Security) of a substantial 
portion of pre-retirement income," according to procedures. 

Ol's 2018 asset allocation review resulted in the following changes to the L Funds, which were approved 
by the Executive Director (ED) in September 2018: 

1. Age of First Withdrawal: Based on analysis of participant behavior, the assumed age of first

withdrawal increased from 62 to 63. For the purpose of analyzing glide path alternatives, this

change was adopted during the 2018 review. For the purpose of assigning new participants to

an age-appropriate L Fund, this assumption took effect in January 2019.

2. Higher Allocation to International Equity: Analysis showed that allocating a higher allocation

to international equity would increase median replacement ratios without increasing the

likelihood of significant losses. Therefore, the allocation to international equity as a percentage



of the overall allocation to equity - in other words, the I/ (C + S + I) ratio - was increased from 
30% to 35%. The new allocation was fmplemented via a one-time trade on January 4, 2019. 

3. Higher Allocation to Equity In L Income: Analysis showed that a higher allocation to equity In

the L Income Fund would result in better outcomes (i.e., higher replacement ratios and longer
expected time until account depletion with an acceptable increase in risk). Therefore, L

Income's allocation to equity was increased from 20% to 30%. This change will be phased in

over 10 years. The transition began in January 2019 and is currently scheduled to be complete

in July 2028. As of January 2020, the L Income Fund has a target equity allocation of 21.50%.
4. Transition to a More Aggressive Glide Path: The advent of the Blended Retirement System

(BRS) in January 2018 has brought - and w[ll continue to bring - large numbers of young

members of the Uniformed Services tnto the L Funds. Motivated by the betief that participants
with long time horizons, whether they are civilian employees or members of the Uniformed

Services, benefit from a more aggressive asset allocation, the Agency established a notional L

2055 / L 2060 IL 2065 glide path with the following characteristics: (1) an initial equity allocation

of 99% until age 35, (2) a linear descent to 60% equity at age 58, and (3) a linear descent to a
terminal allocation of 30% equity at age 63, coincident with being rolled into the L Income Fund.

Furthermore, since analysis suggested that participants across the age spectrum would benefit
from higher equity allocations, the Agency adopted a transition from the existing L Funds to the
notional L 2055 / L 2060 I L 2065 glide path by freezing their respective equity allocations until

they intercept the new glide path. Those transitions are still underway. L 2030, L 2040, and L
2050 are currently scheduled to complete their transitions in 2025. 2028, and 2032, respectively.

In light of these significant changes, the looming retirement of the L 2020 Fund, and the introduction of 
new L Funds in five-year increments in 2020, 01 requested a one-year exception to the annual 
requirement to conduct a study. The ED approved this request in September 2018. 

DATA, ASSUMPTIONS, AND APPROACH 
Consistent with previous reviews, 01 developed profiles of participants for each of the L Funds 1. These
profiles included average values for salary, deferral rate, and account balance. The data set used to 
generate these profiles included all FERS2 participants with at least $1 in the L Fonds. These proffles 
reAected the new lineup of L Funds that will be in place on July 1, 2020: 

Fund Birth Years 
L2025 1958-1964 
L2030 1965-1969 
L2035 1970-1974 
L2040 1975-1979 
L2045 1980-1984 

1 In previous reviews, 01 has used demographic snapshots as of December 31. However, to 
accommodate the timeline for this review, 01 used TSP demographic data as of October 29, 2019. A 
subsequent review of data as of December 31, 2019 revealed no material differences between the two 
data sets. 
2 Although the Uniformed Services participants represent a fast-growing group of L Funds investors, therr 
relatively brief careers and their unique defined benefit plan make it challenging to incorporate their 
expected outcomes in the analysis. Furthermore. BRS is still relatively new; tts short history prevents us 
from drawing conclusions about participant behavior. Future studies may have the benefit of extensive 
data sets that would support separate analysis for FERS and BRS participants. In the meantime, 
however, 01 is confident that BRS participants, most of whom are young and will not spend their full 
careers in the Uniformed Services, are well-served by the L Funds even though their asset allocations are 
generated from FERS demographic data. 
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