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The Old Paradigm

• About 20 years ago, boomers started to 
seriously think about their retirement

• Planning focus was on:
– Asset accumulation

– Asset allocation
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Well Guess What?

For many, retirement is NOW (or soon)
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Accumulation to Distribution
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Assets to Income

Balance Sheet to Income Statement



New Paradigm = New Risks

• Longevity risk
• Market risk

– Rates of return risk
– Sequence of returns risk

• Inflation risk
• Mortality risk
• Morbidity risk

– medical expenses or 
health care risk

– Long-term care risk
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Source Data: Statistics Canada 1990 – 1992 Life Tables



Life Expectancy, Female Age 65
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Source Data: Statistics Canada 1990 – 1992 Life Tables



Life Expectancy, Couple Aged 65
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Source Data: Statistics Canada 1990 – 1992 Life Tables



Market Risk – Rate of Returns

• Tradeoff between volatility or risk, and return

• Asset allocation still has a role to play

• Trend in retirement is to reduce equity 
exposure, move to more conservative 
investments
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Market  Risk – Sequence of Returns
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Not an issue during 
accumulation phase



Market  Risk – Sequence of Returns
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Can be major issue 
in distribution
phase!



Inflation Risk
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Inflation of just 2% over 20 
years will reduce the 
purchasing power of 
$1,000 to $673 in today’s 
dollars. Inflation of 3% will 
cut that to just $554!



Mortality Risk

Accumulation Phase

• death of income earner
• a very significant risk

Retirement

• could be significant for 
couples

• could affect:
• retirement pension 

(reduction)
• CPP pension
• OAS pension

• partially offset by a 
reduction of expenses

13



Morbidity Risk – Health Care

• Common belief = expenses increase with age

• Government spends more on seniors’ health

• The average personal spending on health care 
is relatively constant

• The variability in personal spending is the risk

• Also concerns about losing health benefits 
upon retirement
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Morbidity  Risk – Long-term Care

• More people are experiencing a period where 
they require long-term care

• Life expectancy continues to increase, in part 
because of quality of health care

• Long-term care, in a facility or at home, is 
expensive!

• Also poses a risk to the sandwich generation –
retirees who care for elderly parents

15



Retirement Risk Preferences
• Just as we use KYC or 

risk ranking in 
investment planning, 
we need to ask 
clients about their 
retirement risk 
preferences
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Advisor-Client Disconnect

• Advisors and clients prioritize retirement risks 
differently

• Client (and advisor) education is key

• Need to have discussions around trade-offs
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Behavioural Preferences

• Liquidity

• Estate value

• Income stability

• Taxation

• Probate
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Retirement 
Risks

Behavioural 
Preferences

Trade-offs will be required!



Income Needs

• Rule of thumb – 70% of pre-retirement 
income?

• Research – 50% to 100%, depending on who 
did the study

• Variation over time, with lifestyle changes?

• Needs vs. wants (basic vs. lifestyle, essential 
vs. discretionary)
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Consumption versus age
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Source Data: Statistics Canada: Mean expenditure on components of consumption by age



Regular Income Sources

Lifetime

•CPP/QPP
•OAS
•Defined benefit 

pension
•Other

Temporary

•Part-time 
employment 
income

• Loan repayments
•Other
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Fill in the Income Gap

• Compare income needs with income sources

• Use accumulated wealth to:
– fill the gap

– address the retirement risks, while considering the 
behavioural preferences
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Retirement Toolbox
Investment products

• GICs, term deposits

• mutual funds, SWPs

• payout annuities (life 
and term certain)

• seg funds with GMWBs

Insurance products

• life insurance

• personal health 
insurance

• long-term care 
insurance
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GICs, CSBs, term deposits

Attributes

• Fixed interest rate

• Provide regular interest 
income

• Preserve capital

• Income is fully taxable

Retirement Risk 
Management

• Protects against market 
return risk, sequence of 
returns risk

• Some products (e.g., 
CSBs) provide liquidity, 
others are illiquid

• Capital can be reserved 
for bequest needs
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Mutual Funds, SWPs, T-SWPs

Attributes

• Pooled investments are 
professionally managed

• Potential for capital growth, but 
also risk of poor performance

• SWP can provide regular income 
stream

• T-SWPs can provide tax 
advantages

• Medium ongoing fees and 
expenses

Retirement Risk Management

• No longevity protection

• Some indirect inflation 
protection, but comes with risk

• Exposed to market returns risk 
(but diversification)

• SWPs/T-SWPs exposed to 
sequence of returns risk

• Provides liquidity, be wary of 
deferred sales charges
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Payout Annuities

Attributes

• Provides a guaranteed stream of 
income, either for life or for a specific 
term

• Payments can be indexed

• Can include a guarantee period

• Prescribed annuities provide tax 
advantages

• Mortality credits built into the product 
can result in a higher income stream

• Low ongoing fees and expenses

Retirement Risk Management

• Life annuities provide longevity 
protection

• Indexed annuities provide inflation 
protection

• No market return risk

• No sequence of returns risk

• Does not provide liquidity

• Does not provide bequest (unless 
guarantee period, or insured annuity 
strategy)
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Seg Funds with GMWB rider
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Other Investments
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Life Insurance
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Personal Health Insurance
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Long-term Care Insurance
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Putting it Together

1. Determine client’s goals and income needs
• essential and discretionary (each client will define these 

terms uniquely)

2. Determine client’s income sources
• amount, duration, indexation, impact of death

3. Identify the gap
• essential and discretionary

4. Test for reasonableness
• are goals realistic in light of the client’s resources?

5. Educate, discuss and prioritize retirement risks
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Putting it Together (continued)

6. Choose the “plan to” age
7. Establish emergency fund

• TFSAs come in handy

8. Ensure essential expenses are covered for 
life, including inflation protection

• Usually means a payout annuity, unless bequest 
motive is very strong

9. Review the client’s retirement risk priorities, 
and start addressing them
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Putting it Together (examples)
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Thank You!
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Web Resources

• www.learningpartner.ca (retirement risk articles)
• www.retirementincomejournal.com (“the 

information forum for the decumulation
industry”)

• www.qwema.ca/research.htm (Moshe Milevsky)
• www.limra.com (industry research)
• www.retirementadvisor.ca (life expectancy 

calculator)
• www.retirementsolutionscentre.ca (Manulife’s 

product allocation videos)
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