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‘Layin’ it on the line’

  

What is the “sequence of returns” risk, and how can it negatively impact your retirement
savings?

  

The “sequence of returns risk” or “sequencing risk” refers to the possibility that the timing and
order in which you take investment returns may not be favorable. Bad timing results in your
portfolio having less overall value, meaning you’ll have less money for your retirement. You
should understand that if you aren’t investing regularly or withdrawing regularly, the order in
which your returns occur has little to no effect on your outcome. However, once you start
drawing down that money, you will experience the consequences of the sequence of returns
risk.

  

The “sequencing risk” impact is usually most significant at the time of retirement. This situation
reflects the dual challenges of market risk and the potential of living longer than expected.
Therefore, any well-designed retirement plan typically contains a strategy to defend against
such a threat.

  

Until recently, many financial planners have been comfortable recommending the traditional
“4% withdrawal rule.” However, experts are now concerned that the 4% rule may not be
appropriate in the unprecedented economic times of simultaneously high asset valuations and
low-interest rates. Many advisors and agents now may recommend a withdrawal rate of two
percent to guarantee enough money for the entire retirement period.
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HOW CAN YOU MANAGE THE SEQUENCE OF RETURNS RISK? 

  

Your agent may have anticipated the potential damage sequence of returns risk and a plan to
help you manage that risk. Nevertheless, now might be an ideal time to review your retirement
and income design to ensure you are ready when drawdown time approaches. One common
method of removing the risk of running out of money is to outsource to a risk bearer. A risk
bearer is an insurance company. The product they use to guarantee a lifetime of income is
normally an annuity.

  

Here are other options that might help in dealing with sequence risk.

  

You may be encouraged to lower the percentage of your drawdown.

  

1. Instead of the usual four percent, you might need to reduce your withdrawal to three percent
if possible (or lower).

  

2. Your agent may encourage you to adopt a dynamic strategy of increasing or decreasing
spending at a pace with the stock market’s ups and downs.

  

3. Many financial experts recommend “buffers” that protect clients’ assets by using a reverse
mortgage line of credit or other types of insurance products.

  

4. You can control some market volatility by using a portion of your assets to buy a guaranteed
income annuity. This financial product provides guaranteed income for life and gives you the
confidence to seek out higher returns. Using annuities along with an investment approach may
allow retirees to get either the same or even higher income than with investments alone.
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YOU NEED SAFE MONEY IN YOUR PORTFOLIO

  

Knowing that you have streams of lifetime income makes retirement planning much easier, and
a lot less stressful. Multiple income streams in retirement give you more options, resilience,
flexibility, and a sense of security and peace. Instead of following the troubling 2021 retiree
trend of under-spending, an appropriate allocation of safe money gives you permission to
loosen your belt a little and enjoy more of life when you no longer work.

  

Safe money products such as cash value life insurance and annuities may also increase your
ability to leave a legacy to the people you love or donate to your favorite charity or religious
organization. If your agent is unfamiliar with wealth drawdown options in retirement, look for
guidance from an expert in retirement and income strategies. The sequence of return risk will
always be with you, but it doesn’t need to destroy your wealth.

  

Send your financial questions to Lawrence Castillo at
LandCRetirementPlanners@gmail.com for future columns.

  

Lawrence Castillo is a member of Syndicated Columnists, a national organization
committed to a fully transparent approach to money management. L and C Retirement
Income Planners, 4801 Lang St. NE Suite 100 Albuquerque NM 87109 Telephone (505)
798-2592.  Interested in additional information? Register for my FREE Newsletter at (888)
998-3463.
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Syndicated Columnists is the sole provider of this material, both written and conceptual,
 for this column.  All rights reserved

  

By Lawrence Castillo
Host of Safe Money and Income Radio
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