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Falling markets hit
those in early

retirement hardest
GILLIAN BULLOCK

VOLATILE markets following the
wave of natural disasters worldwide
have many retirees worried about
whether their money is invested
properly.

The fallout from the tragic eventsin
Japan has shaken world investment
markets, at one stage wiping out in
March the gainsthat were madeinJan-
uary and February.

According to Jeff Bresnahan, of
SuperRatings, returns in March at one
poinl dropped 2 per cent, all bul erasing
the approximate risc of 1 per cent in
each of the first two months of the year.
However, [urther rellecting the vola-
tility of markets, much of this slide was
recouped by the end of the month.

‘The first few
years of
retirement are
when you see
the biggest
growth’
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While many retirees have become
even more cautious in the wake of the
global financial crisis, one needs to
question how justitied this fear is.

While three conseculive years ol
falling markets can knock a retirement
portfolio about, it is only potentially a
bigger disaster if the crash hits at the
start of the retirement journey. Later
on it is less of an issue. “The first few
years of retirement are when you see
the biggest growth; those years are the
absolute key to your money seeing you
through,” says Tim Furlan, superannu-
ation director at Russell [nvestments.

By way ol example Russell looks al
two 20-year scenarios: in one the first
three years of an account-based pen-

sion deliver negative returns and in the
other the market performance is flip-
ped, with the last three years showing
negative returns. The case study as-
sumes you start out with $1 million at
age 65 and have abpercentinitial with-
drawal rale, increasing by 3 per cenl
every year to allow for inflation.

If your first three years are negative
then you will run out of money alter 18
years. In contrast, if the last three years
were negative, then your balance
would be a comfortable $1,708,748 at
the end of the 20-year period.

Continued on Page 6
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Beware of the false start in retirement

Continued from Page |

The solution to this dilemma is that if
you are [aced wilh early negative relurns,
try to draw down as little moncy as poss-
ible from your account-based pension
during those years.

In responsc to the GIC, the federal
government came to the party in
2009-10, halving the minimum dr-
awdown of a pension to help retirees’
money last longer. Rather than having to
draw down 4 per cent as a minimum for
those aged 55 to 64, this was cut to 2 per
cent, and for those aged 65 to 74 from
5 per cent to 2.5 per cent. This relief was
extended for 2010-11 al the 11th hour, but
the general view is that the concession
will end this financial year.

“There is not an overwhelming case to
doit again,” says Ross Clare, a director of
research at ASFA. “But we suggest the
government announces ils inlenlions in
the budgetrather than wait for the end of
the financial year.”

Of course, the [lexibility offered by the
halving of the drawdown is of use only to
those who have sutficient retirement
funds Lo nol need the full amount.

How much you need in retirement will
always depend on your lifestyle. The
more money you have and the lower your
financial requirements, the less you have
to worry about market downturns as you
can use olher money to weather the
storm.

Martin Murden, of Partners Superan-
nuation Services, says lhal il you are hop-
ing to have $60,000 a year in retirement
and you have only $500,000 in savings
then “youmust be dreaming”. “Youwould
needal2 percentreturnto pay that sort of
money [out of a $500,000 account-based
pension] and then you would need 3 per
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cent on top to keep up with inflation,”
Murden says. “That’s 15 per cent and
that’s just nol going to happen.”

In contrast, if you have $1m and hope
to live off $60,000 a year, then this is far
more realistic as you would need only a 9
per cent return to keep up with inflation
and service your drawdown and that is
Lthe roughly the average return during the
past 30 ycars anyway.

The general mantra is that you should
still have a growth portfolio as you enler
rctirement as there is a reasonable
chance you will live for another 30 years.

But not everybody agrees. Slephen
Nash, director of strategy and market
development at Fixed Interest Invest-
menl Group, says you should targel hav-
ing a percentage in fixed income that is
roughly equal to your age.

His argument is that at 65, you should
have 65 per cent in bonds, such as tra-
ditional fixed debt, floating rate notes and
inflation linked, and the balance in equi-
ties. He says you cansstill have exposure to
growth, just less as you gel older as it is
harder to bear the volatility of equities.

He also favours long-term bonds as
they will work even more in your favourif
thereis an equity downturn.

Nash says that it you add about 50 per
cent ol corporale bonds to a portlolio of
cquities then you can cut your risk in half

If you are hoping to have

$60,000 a year in

retirement and you have
only $500,000 in savings
then you must be

dreaming

MARTIN MURDEN, PARTNERS

SUPERANNUATION SERVICES, LEFT'

while not substantially dragging down
your return from equities. He sees bonds
as lhe third way Lo invesl: equilies, cash
and bonds.

But Kevin Smith, of the Professional
Super Advisers, disagrees. “Although
there is a tendency to take some risk off
the table at retirement, you need to take
intoaccount yourown individual circum-
stances and attitude towards volatility.”

Many advisers suggest that you keep
lwo years’ cash in hand so that you can
access this money in the carly years
should markets turn sour, helping you
ride the market volatility.

If youwanted $60,000 a ycar and only
had $500,000 then the two-year cashrule
would see you with $120,000 on the
short-term money market carning 6 per
cent and only $380,000 in growth assets
that would need to be earning 13.9 per
cent a year to deliver $60,000 annually.

“In such cases you may want to have a
lesser amount of cash,” Murden says.

But Macquarie’s David Shirlow isnot a
great fan of the cash option for the dur-
ation of'a pension it you are merely hold-
ing extra cash Lo avoid selling growlh as-
sets down when market prices are low.

“What this permanent cash holding
amounts to is selling up growth assets
carlicr than they would otherwise have
been sold and typically missing higher
returns in the process,” he says. “If pen-
sion payments are made regularly then
selling up growth assets at regular times
Lo pay them means some assels are sold
when the market is high and others when
it is low; overall you get a dollar-cost
averaging effect.”
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EARLY NEGATIVE RETURNS HURT THE MOST

SCENARIO SCENARIO 2
Year Withdrawal ($)  Return  Balance ($) Return  Balance ($)
] - L0000 - OO OO
1 SOLO00 15%: LIO0, 000 -17% TE0, 000
2 S1500 5% L0350 -15% BLLSO0
3 53,045 15% 1260120 -5% 513,420
4 54,636 15%: 1,394 5412 6% 620,331
5 56,275 17% 1,575,291 ()% 525988
b 5964 3% 1655 104 12% 53li43
i 59,703 B0 1,732,130 0% 508,621
5 61494 - 10 L653 315 -5% 421696
] h3334 18% 1,887,573 7% ITBTG
n (5,239 G 1,592 216 1996 306,334
] 67,196 19%: 2,303,541 9% 4 805
12 69212 % 2395577 18%: 361,262
13 71288 -5 2204 510 -1% 286362
1 73427 7% 285,399 8% 235,844
15 75,629 120 2484018 9% 151440
It 17 848 1015 2654521 17% 134 387
17 #0235 16% 2.999 009 15% 74,3059
18 82,642 -9% 2,646,450 19% 5,780
9 55122 -15% 2]164.366 5% .
20 87675 =17 % L7068 748 155% =
Arithmetic mean 70 T
standard devialion 1% 1%

# 8lm beginning portfelio balance  » 5% initial withdeawal rate; increased by 3% every year for
inflation  » Withdrawal begins at age &5
Souree: Yoan-An Fan. PR Hichard K2 Fudlnmem
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