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However, sequencing risk - or the order in 
which returns are achieved from a particular 
portfolio – is a very real issue for retirees and 
one that can have a significant impact on the 
longevity of their funds.

For example, imagine two portfolios with 
the exact same expected return and exact same 
volatility of return and the only difference is that 
the returns in the second portfolio are inverted. 

The order in which you get the returns won’t 
matter if you’re not taking any income out or add-
ing to the investment and you’re simply investing 
an amount for a period of time, he explains.

“But, when you’re dealing with a retiree 
who’s drawing money out of their account every 
year, you do get significant differences between 
the outcomes when the order of those returns 
differs,” Lapedus says.

“To a retiree, having poor returns in the pe-
riod post-retirement will have a significant im-
pact on how long that portfolio can generate an 
income for.”

A commonly used approach is to reduce 
growth assets within a portfolio when people 
approach retirement as a way of minimising the 
sequencing risk.

“While a portfolio with less growth assets will 
have a lower volatility of returns compared to 
one with higher growth assets, the question we 
need to ask is if this is an appropriate measure of 
risk,” Lapedus says.

Retirees’ biggest fear is running out of money 
or not being able to maintain their lifestyle.

So, we should rather measure risk as the like-
lihood that a portfolio is depleted prior to the set 
time period (say, 35 years).

“If you use that as the measure of risk, what 
you see is an efficient frontier that looks very 
different where the lower growth assets you have 
in your portfolio, the higher the risk your port-
folio fails,” Lapedus says.

Given the long time horizon for investment, 
a retiree still needs a portfolio with growth as-
sets in order to enable that portfolio to sustain 
the income requirements of the individual,” he 
explains.

The challenge lies in managing the sequenc-
ing risk within the growth assets rather than 
avoiding them altogether. fs

Fear; it’s a primal human emotion that 
can manifest itself in a whole host of 

forms and stems from a perceived danger  
or threat. 

A study by Allianz in the United States found 
63% of retirees fear running out of money more 
than they fear death itself.

Closer to home, Allianz Retire+ says about 
70% of financial advisers in Australia say their 
clients’ primary goal is to not run out of money 
and, according to National Seniors Australia, 
women are 40% more likely to harbour this fear 
than men.

“We know retirees actually fear loss sig-
nificantly more than they value a gain,” Al-
lianz Retire+ head of technical product Mark  
Lapedus01 says. 

“For retirees, they fear loss five times more 
than they value a gain.”

To combat that fear, the majority of retirees 
are holding on to every dollar; drawing down 
the absolute minimum from their superannua-
tion accounts and living as frugally as they pos-
sibly can.

In fact, Centrepoint Alliance data shows 50% 
of individuals between the age of 65 and 89 are 
doing just that.

But to what end? And how real is this per-
ceived threat?

Research conducted by the Australian Gov-
ernment Actuary Department shows a 65-

year old male who simply draws the minimum 
throughout his lifetime will have only con-
sumed 69% of his super balance by the time 
he passes away.

“So they’re living really frugally only to pass 
away with an excess of 30% of their balance left 
behind,” Lapedus explains.

This is not to say the fear of running out of 
money is unfounded, he says. 

In fact, it’s entirely logical.
According to the Australian Institute of 

Health and Welfare, the average life expectancy 
of a 65-year-old man in 1960 was 78 while for a 
65-year-old woman it was 80. 

By 2016 the average life expectancy for a 
65-year-old had increased to 84 for a man and 
87 for a woman. 

“We’ve seen the life expectancy of a 65-
year old increase significantly over the past 
century and the expectation is that this 
will continue to increase going forward,”  
Lapedus says.

It therefore makes sense that those heading 
into or already in retirement are fearful of out-
living their savings.

“A 65-year old today has a life expectan-
cy of around 20 years which really is a long 
period of time and an appropriate invest-
ment portfolio is really important to ensure 
it can sustain for the lifetime of that retiree,”  
Lapedus says.

Conquering client fears  
Living longer means making retirement savings work harder. Or does it?  
Allianz Retire+ is providing comfort in uncertainty. 

Watch the video  
on www.fsitv.com
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The quote

An efficient portfolio 
for a retiree should look 
different to an efficient 
portfolio for someone
who’s not retiring.
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Figure 1. Sequencing risk is significant 
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