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By Robert Powell, MarketWatch

BOSTON (MarketWatch) — Fewer stocks, more annuities. That, in essence, is the
advice gleaned from two just-published reports for the benefit of those living in or
approaching retirement.

Retirees should invest just 5% to 25% of their portfolios in stocks, or at least that's the case
for those whose primary goal is to minimize the risk of running out of money and sustaining
their withdrawals, said one report published by Putnam Investments new think tank.

And, Americans can avoid the risk of
outliving their assets by saving more,
working longer, investing wisely, delaying
Social Security and buying a life annuity,
according the Government Accountability
Office (GAO).

For his part, W. Van Harlow, Ph.D., CFA
charterholder and director of research at the
Putnam Institute, is suggesting a
conservative asset mix largely because of
what he views as the greatest risk to a
retiree’s portfolio: the unfavorable “sequence
of returns” in the securities’ markets.

That's a fancy way of saying retirees who
have too much money in equities face the
very risk that the stock market will keep
falling at the very same time they are
withdrawing money for their accounts. And
that doing so increases the odds that they
will outlive their money or, more likely,
reduce their withdrawals and presumably
their standard of living. (By the way, many
retirees experienced this risk firsthand from
2000-2009. So it's not one of those risks that
people talk about, but never have to face in
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reality.)

In an interview, Harlow noted that once a
retiree starts taking money from their
retirement accounts, the withdrawals become
“path dependent.” And if the success of a
retirement income plan rests on whether the
markets go up or down, one has to figure out
how to protect oneself against that volatility,
and especially against the risk of unfavorable
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“sequence of returns.” And the best way to do that is by reducing one’s overall exposure to
equity to no more than 25%, he said.

Harlow also took issue with many life-cycle, or so-called target-date, mutual funds in the
marketplace today, suggesting that many have far too much invested in equities. “The higher
equity allocations used in many popular retirement investment products today significantly
underestimate the risks that these higher-volatility portfolios pose to the sustainability of
retirees’ savings and to the incomes they depend on,” he said in a release. His advice to
retirees who own or plan to buy a target-date fund is to check the asset allocation of those
funds.

By way of background, we should note that very few retirees and would-be retirees own just
one mutual fund which also happens to be a life-cycle or target-date fund. In fact, investors
saving for retirement in a 401(k) often own many funds, one of which might be a life-cycle
fund. The research does suggest, however, that would-be retirees do face the risk of
unfavorable sequence of returns given their mix of assets in their retirement accounts.
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participants in their 60s have about 50% of their money in equities, spread among a mix of Community guidelines »
stock, life-cycle and balanced mutual funds, as well as company stock. What isn’t so well

known, though, is the percent that represents of a retiree’s or would-be retiree’s total
portfolio, or what it might represent if you factored in the net present value of, say, a defined
benefit plan, or Social Security, or the net present value of any earnings a retiree might
generate. In other words, that 50% might be just 5% of a total portfolio or it might be 75%.
So, using Putnam’s research as your guide, any overall portfolio where the percent allocated
to stocks greater than 25% would be subject to the risk of unfavorable sequence of returns.
Read Putnam Institute’s report, “Optimal Asset Allocation in Retirement: A Downside Risk
Perspective,” here.

Meanwhile, the 79-page GAO report, which was undertaken by at the request of Sen. Herb
Kohl, D-Wisc., the chairman of the Special Senate Committee on Aging, details how
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The GAO also found that given the difficult economy and life expectancy increases, experts
recommend that most workers, if possible, continue to work and save well beyond age 62.
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Most reports show the average investor is "out" of the stock market, so it shouldn't be
an issue; the recent rise from 2008-2009 allowed some of them to cash out.

In terms of retirees not waiting but collected Social Security early - well, better for
society and better for them. Many blue-collar and sales types probably have had it
since age 59, leaving room for to the up-and-coming tattooed and nose-ring crowd. The
elderly need to clear out for younger generations, unless qualified and experienced
enough to pass on some wisdom.
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trading commissions to rebate the insurance companies. Just before Putnam screwed
investors with booby trapped funds...the "articles" recommending Putnam festered in
"consumer" magazines....followed by Putnam ad revenue. Has it not occured to you
folks that Marketwatch articles are now just covert advertising advertising?
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Retired three years ago, after having put a large amount of my money in CDs and
corporate notes, which resulted in almost no loss during the recent depression. Now
about 50% in dividend-paying stocks and 50% in corporate notes. Nice income, and |
don't worry about what culd possibly happen.

Annuities are something | MIGHT get when I'm much older and when the interest rates
are higher. If the interest rate doesn't go up, no annuities for me.
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How can one depend on an annuity which claims it is "guaranteed"? If you're in your
20's and 30's it's a great idea to invest. Once you pass the half century it's time to open
the parachute and glide. The "advice" in this column is older than me. | never heard in
my youth of anybody staying in the market once they retired. The only exception is for
the very wealthy whose assets are tied up in the very corporations which made them
rich to begin with. It's not like you're going to land a job when you're 75. Unless you're a
lifetime bureaucrat waiting for a cabinet level job to open!
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balance when one retirees. Larger plans usually can get discounts in the fees on those
type of products than one could get on their own in the retail market.
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Taking social security benefits early is a calculation based on life expectancy and
income need. It generally takes about 14 years to reach break even if one waits until
full retirement age versus starting at age 62.
Annuities generally have a heavy expense load. Guarantees cost.
All of this is to say that each person should become informed themselves or seek help
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in retirement planning. This article seems to be the usual scare tactic used to sell
annuities.
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Nice fantasy..to be out of the stock market. My parents had bank cds in the Jimmy
Carter era.. God bless inflation. But today where does one get a return other than in
risk assets? 75% of a portfolio in bonds doesn't make any sense with low yields and the
potential for long term inflation. So ultimately the advice is to just keep working until you
drop or things get a lot better. Sure. A significant reason most people retire at 62 is
because they are direcly or tacitly forced out . Outside of Congress, who hires and
promotes the aged?
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| would rather hold gold than any annuity. As long as there is inflation, gold will most
likely continue to rise.
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own the mutual funds? LOL
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