
Think about it carefully. If by chance your personal investments 
happen to (get lucky and) earn extraordinarily high returns, then 
you will likely have more than enough money to cover your other 
retirement obligations and costs. Likewise, if your personal longevity 
or lifespan is much shorter than average, then as ghastly as this 
might sound, the good news with hindsight is that you didn’t really 
need that much money to finance your retirement.

Conceptually, the B2R continuum is envisioned here in Figure 1. The 
human longevity and financial market vectors partition a square into 
four distinct quadrants. The east represents above-average longevity 
and the west represents the opposite. Living an exactly average 
lifespan places you directly in the middle. Focusing on the vertical 
portfolio performance, north represents your investment portfolio 
achieving above-average values and south is, as the word suggests, 
under-average performance.
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Figure 1

Most financial plans are geared or calibrated to the intersection of 
these two lines which represent an average life (e.g., 80 years) and 
average returns (e.g., 6.5%). Of course, realized numbers will be all 
over the chart.

A financial mathematician such as myself would describe the two 
B2R dimensions or factors as being orthogonal to each other, which 
is just another fancy word for statistically independent. Basically, 

there are four things that can take place in your retirement, each 
with approximately a ¼ chance of happening—and more relevantly, 
each with a very different economic outcome.

Four Economic Outcomes
Let’s go through each. The northeast quadrant (1) represents a 
long and prosperous retirement in which you live (much) longer 
than average and experience portfolio returns that are well above 
average. Clearly, the risk exposure or economic damage in this state 
of nature is minimal. There certainly is no need to insure or protect 
against this outcome. It’s a blessing in two dimensions.

In quadrant 2, to the northwest, the portfolio has performed well 
above the expected average, but longevity or lifespans were under 
average. And, while we can’t describe this outcome as a blessing 
in any dimension, the fact is, it isn’t a costly outcome. It certainly 
doesn’t require longevity insurance protection. The money will last. 
The limited years of needs will be met.
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Figure 2

Moving to the southwest region of your possible retirement, the 
portfolio and markets haven’t performed as well as expected, which 
can lead to some financial stress, but the reduced longevity of the 
retiree implies that this outcome won’t be as costly. To be clear, 
quadrant 3 contains some risk for the sustainability of retirement, 
but it’s likely manageable.

Not FDIC/NCUA insured  •  May lose value  •  Not bank/CU guaranteed
Not a deposit  •  Not insured by any federal agency

HOW TO MANAGE YOUR TWO BIGGEST RETIREMENT RISKS

The two greatest sources of income risk that retirees face in retirement is related to 1) their longevity or how long they will live, and 2) their 
portfolio’s investment return over their uncertain lifetime. Yes, of course, they face many other economic uncertainties, such as the increasing 
and unpredictable burden of healthcare, future inflation rates, income taxes and even children and grandchildren with unexpected financial 
needs. But, most of these other sources are either smaller in scale, more predictable in magnitude, or can be traced back to the big two 
retirement risks; what I call the B2R factors.
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We now get to the main point. You will recognize that the most 
stressful retirement quadrant is in the southeast (4; Florida?). This 
represents the unpleasant outcome in which lifespans are above 
average—with the associated higher costs—but market returns 
aren’t enough to support these withdrawals. It is represented by 
the red box in Figure 2, and in my opinion is an outcome asking 
(pleading) for an insurance solution.

Main Point: Protect Against the Worst Quadrant
We are looking at these two distinct events, each of which alone 
might not have as damaging an effect on retirement finances. And 
this is precisely where a variable annuity (VA) with a guaranteed1 
living benefit (GLWB) could fit into the retirement risk matrix, by 
providing guaranteed lifetime income through an optional benefit.2

Now sure, in theory you could purchase insurance or protection 
against outcomes on the entire east coast of the matrix, that is to 
insure against the cost of a long life regardless of how well your 
other investments perform. You could also purchase protection 
on your entire portfolio (e.g., put options). But, these sorts of 
strategies—which might include single premium income annuities 
or deferred income annuities—would be over protecting, in my 
opinion, and likely more expensive than necessary. It’s over-insurance 
and over-protection. Remember, if your portfolio performs above 
average—which is a northern outcome in the figures—you likely 
have more than enough to sustain your lifestyle. Be surgical with 
your risk-management products.

In sum, I am often asked by financial advisors what problem a 
modern annuity product is actually solving or what “question” 
and need it is trying to answer and meet. 

In my opinion, a modern annuity product is the most efficient way 
to protect your retirement from the perils that lie in the southeast 
quadrant of Figure 2. Look at it this way. The problems that await 
any retiree whose investment performance lags the average and 
whose life extends past the norm require a unique solution that’s 
suited just for them. A VA with a living benefit provides a guaranteed 
income that cannot be outlived, thereby managing one of two risks 
that, on their own, would likely be more expensive to insure. That’s 
the value proposition here. That’s how the modern annuity offers 
distinct protection that cannot be found in another single offering. 

What are variable annuities? 
Variable annuities are long-term, tax-deferred investments 
designed for retirement, involve investment risks, and may lose 
value. Earnings are taxable as ordinary income when distributed 
and may be subject to a 10% additional tax if withdrawn before 
age 59½.

Optional living benefits are available for an extra charge in 
addition to the ongoing fees and expenses of the variable annuity.
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1  Guarantees are backed by the claims-paying ability of the issuing insurance company.
2 Optional living benefits are available for an extra charge in addition to the ongoing fees and expenses of the variable annuity.
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