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I. Executive summary 

The emerging post-retirement market presents a significant opportunity 
for providers of financial services. It is an especially good opportunity 
for the insurance industry that has several inherent advantages for 
serving this market. Doing well in this market could also help the 
insurance industry to better penetrate other markets. However, product, 
marketing, and distribution retooling for this market could be key to 
success.  
 
These are the broad implications and possibilities drawn from examining 
trends, research, and other written perceptions of the post-retirement 
market highlighted, hyperlinked, and discussed in this paper. 
 
The market 
A major facet of the market opportunity stems from the baby-boomer 
wave reaching retirement age over the next 20 years and currently 
owning almost one-half of all American wealth (present retirees are also 
a part of the marketing opportunity, though to lesser degree as a smaller 
and earlier birth cohort). For the financial services industry, and insurers 
in particular, riskier and more complicated post-retirement financial 
management, and the un-readiness of many for it, may be even more 
crucial aspects of the opportunity. 
 
Central to these other aspects of the market opportunity is the risk of 
outliving one’s assets - which people fear but are inadequately 
addressing. Increased longevity in retirement and the migration from 
relatively rich and secure Defined Benefit (DB) to under-funded and 
risk-laden Defined Contribution (DC) plans are important factors in 
individuals’ lack of financial readiness for retirement, as is 
consumerism-driven low savings and high borrowing rates. Financial 
illiteracy also plays a part in the weak management of retirement 
financial matters, including perhaps exaggerated fear of catastrophic 
health care costs and on the other hand denial of potential long-term care 
costs. Accessing housing equity, the major component of net worth for 
most boomers and retirees, is a relatively untapped resource in this 
whole post-retirement financial management picture. Also relatively 
unexplored is the effect of increased longevity on the duration of old age 
chronic illness and on leaving an inheritance to increasingly older 
children. 
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The 2007-2009 financial turmoil and recession hurt many, especially the 
more affluent, significantly, and will likely have some affect on under-
lying trends. Pre-retirees are now increasingly realizing that they need to 
postpone retirement, are saving more/spending less, and are more 
cautious about the stock market and interested in financial guarantees. 
The degree of the economic downturn’s ongoing affects is not clear; 
Americans tend to move on, but housing equity, deficits, and labor 
disruptions could impart deeper long-term changes. 
 
The upshot at this point isn’t of a mass of people running out of assets, 
per se, especially with Social Security and other safety nets in place. 
Rather, lack of readiness raises the specter of 40 to 50% reductions in 
standards of living. And if such under-funded people don’t adjust their 
lifestyles and finances, then they, and government support, may in fact 
be even more seriously impacted.  
 
In sum, people are in need of help in understanding and managing their 
retirement plans in general and their complex and at-risk retirement 
finances in particular. Surveys suggest that baby-boomers and retirees 
aren’t sufficiently seeking or getting help. When they do they are better 
off emotionally as well as financially. Helping them is thus both the 
opportunity and the challenge. 
 
Potential for capturing the market  
Key to financial service providers capturing this post-retirement market 
is likely to be a blend of capitalizing on existing strengths while 
retooling marketing, distribution, and products to better meet the 
planning, consumer education, and risk characteristics of this market. 
The insurance industry is advantageously positioned in these regards, 
but retooling appears to be key for those companies that want to fully 
succeed in this market.  
 
1. Positioning - Consistent with this market’s needs, financial advisors 

working in the post-retirement market report that a holistic 
handholding and time-intensive fee-based approach is predominating. 
A still unfolding variety of decumulation planning approaches are 
being used and tried, including stochastic modeling, buckets, various 
income-first floors, and asset allocation investment advice, utilizing 
mostly conservative investment vehicles, including Certificates of 
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Deposit and lifetime annuities. The financial downturn further 
supports the need for this type of approach. 

 
This scenario is both a plus and a minus for the insurance industry. 
Retail insurance products and their salespeople have migrated over the 
last 30 years from a lifecycle planning and protection business to an 
investment focus, but the industry still retains a strong base in the 
former. As such, the industry is still advantageously positioned to be 
able to adapt to serve the needs of the post-retirement market. But to 
truly succeed, the industry will need to retool many of its products, 
planning tools, marketing, training, coaching, and compensation for 
this market.  
 

2. Distribution - The Internet has the potential to facilitate financial 
planning education for consumers, enabling them to more fully grasp, 
second-guess, and/or implement advisor recommendations. It would 
also help many who can’t afford or whose financial situation doesn’t 
justify personalized advisors.  
 
The Internet will also play a part for demand-type products such as is 
already happening for Medicare Supplemental insurance, Part D drug 
coverage, and simplified and/or low-end product sales. “Word-of-
mouth” advertising, e.g. Internet based social networking, also has 
potential for this market as seniors tend to network. Success with 
social networking in this market could set the stage for using it more 
effectively in other markets. 
 
But product and planning complexity, consumer reluctance, financial 
illiteracy and the very nature of the post-retirement stage of life 
suggest that advisor-based distribution will be at least a dominant 
force in this market. Retooling sales practices may be inevitable in 
any case given the general trend toward fee-based financial planning 
and fiduciary standards for investment advice. Development and 
training in improved financial planning methodologies, including 
holistic help such as thoughtful access to home equity and true 
consumer education, will also be needed. 
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To the degree certain insurance products can be made essential in this 
market, a major ancillary benefit might derive from advisors who 
have not heretofore used insurance in their business becoming 
comfortable enough with insurance to use it in other markets. 
 
Retooling, though, won’t be appealing to all. The approach to and 
degree of operating in this market will depend on company and 
advisor configurations and targets. 
 

3. Products - The insurance industry has led in developing products and 
tools to serve the “natural for insurers” risk-oriented post-retirement 
market, albeit primarily timing and related design shortcomings seem 
to have led to less than optimal results to date. Non-insurers have only 
more recently fashioned a few modest attempts at post-retirement-
oriented income products. There thus appears to still be an insurance 
product retooling opportunity in this market for insurers. 

 
The sales success of Guaranteed Minimum Income Benefits (GMIB) 
and Guaranteed for Life Withdrawal Benefits (GLWB) show people’s 
concern about running out of money as well as the draw of being in 
the stock market. Research, though, shows that these products are not 
as effective for most retirees as using life contingent annuities in 
various ways, and with the downturn, their access and death benefit 
limitations became more apparent. Recent enablement of GLWB’s for 
mutual funds in the form of Stand Alone Living Benefits (SALB’s) 
would seem to further compromise the proprietary competitive value 
of these benefits for annuities. 
 
On the other hand, the general lack of success of life annuities and 
long-term care insurance (LTCI) to sell up to their seemingly natural 
potential for this market, additionally suggests how vital perception 
and positioning can be. Behavioral studies about people’s feelings 
about gains and losses, and about how benefits are framed, make 
similar assertions and suggest the desirability of improved education 
and positioning. 
 
Moreover, especially as a result of the downturn, the concept of 
annuitization has gained support in a number of venues: academia; 
governmental tax, educational, and lifetime payout initiatives; 
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proponents of DC plans; industry marketing organizations; the media; 
and (even) investment advisors. Annuitization has also had a number 
of notable sales successes –using an asset allocation approach; a 
payout product that offers a GLWB that anticipates annuitization; an 
income floor marketing focus, and a DC with a pension focus. This 
suggests that continued retooling of lifetime annuities holds promise 
and could be a strategic as well as tactical key for success in the post-
retirement market. 
 
Likewise, reframing LTCI could be a boon to success with this 
product that has suffered pricing and perhaps sequence of design 
shortcomings. Reframing LTCI is supported by both the state and 
federal government initiatives including extension of Partnership 
policies to more states, the favorable tax treatment of combination 
annuity/LTCI products under the Pension Protection Act of 2006 
(PPA), and even the Community Living Assistance Services and 
Supports program (CLASS) portion of the Patient Protection and 
Affordable Care Act (PPACA). 
 
Product-retooling suggestions include: 
 
 Repositioning life contingent payout annuities –Life contingent 

payout annuities have been poorly positioned. They have 
essentially been framed as a gamble; a bet against the insurance 
company about how long the annuitant must live to “break even”, 
bringing in the powerful behavioral aversion to loss. Its 
survivorship insurance leverage feature, which enables all buyers 
to safely draw more income from their assets for life than any other 
product or approach otherwise available, is generally not even 
mentioned, let alone explained and understood. This and other 
mal-positioning can be overcome by making how they work more 
transparent. 
 
With transparency, more meaningful and successful provisions for 
access, death benefits, impaired lives, varying payouts (including 
Cost of Living Adjustments (COLA)), and compensation, will 
follow.  
 

 Reconstituting long-term care insurance  –LTCI design has also 
been marred by historical development. Most prominently the 
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mere mention of, let alone the measuring rod in most products on 
nursing home coverage (e.g. $X a day in a nursing home), seems to 
be a turnoff.  
 
Home Health Care Only (HHCO) policies were marketed in the 
‘90’s but left the possibility of nursing home care costs 
uncomfortably uninsured. Moreover, insureds anti-selected by 
bringing caregivers into their homes With the subsequent 
development of at-need annuities to address the nursing home 
possibility, and with the focus of people’s desires to stay at home 
or at worst go to an assisted living facility, a return to HHCO 
policies, even with rates approaching comprehensive policy rates, 
and/or ones combined with options for at-need annuitizations, 
seem worth pursuing.  
 
Combination products under PPA are also promising, further 
promoting multi-level funding of long term care – partly insured, 
partly funded from tax favored accumulations, partly leveraged by 
at-need annuities, and perhaps integrated with an improved 
CLASS. 
 
The Partnership concept and Medicaid also appear in need of 
retooling into a co-sharing rather than poverty driven model. 
 

 Renewed utilization of life insurance – Life insurance has 
continually been a “reinvented” multi-purpose financial instrument 
serving many markets. It has features that can work well in the 
retirement market, including wealth transfer, income replacement, 
estate liquidity, and access and income alternatives, and a few 
companies have been working on new income provisions. Life 
insurance can also be brought to the forefront of planning in the 
post-retirement market utilizing its unique alternate asset class 
properties. 
 

 Investment products – Beyond life-related risk needs, investing 
in the post-retirement market has many similar characteristics to 
accumulation stage investing for those with “excess” funds. 
However, the shortened life span in-retirement and end-of-life 
goals suggest different foci for investment product offerings.  
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The tax advantage possibilities for deferred annuities under PPA 
(combined with LTCI) may distinguish them even though the 
deferral advantage is weakened by shorter remaining life years of 
retirees. To the extent deferred annuities don’t thus become a go-to 
product for this market, and life insurance doesn’t assume the role 
either, rather than try to somehow streamline them, i.e., make them 
more acceptable as mainstream investment instruments, the 
industry may need to further embrace and innovate (at least lower 
load) mutual funds for the investment portion of the post-
retirement market. 
 
Products and tools integrating other unique aspects of retirement 
can also be anticipated. Some may facilitate more effective and 
efficient retirement housing and continuing care as well. 
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II. Introduction 

What are the implications of the perceptions of the post-retirement market 
for the life insurance industry?  
 
This broad question was posed by the Committee on Life Insurance 
Research of the Society of Actuaries in its Request for Proposals–
Implications of the Perceptions of Post Retirement Risk for the Life 
Insurance Industry in view of the: 
 

 Large baby-boomer generation beginning to swell the post-
retirement market;  

 The increasingly pervasive post-retirement risks highlighted 
by the Society of Actuaries (SOA) Committee on Post-
Retirement Needs & Risks (CPRNR) in its Managing Post-
Retirement Risks brochure and other studies; and  

 The financial downturn beginning in 2007.  
 
This paper addresses this question by identifying, highlighting, and 
discussing: 
 

1. Observations from literature on the basic long-term societal, 
consumer, industry, and governmental trends, actions, and 
perceptions relative to the post-retirement financial management 
market.  
 
Such literature was drawn from the researcher’s own files 
accumulated over the last 30 years of focus on this market, and 
pertinent research and observations culled from the online 
archives of leading institutional researchers, periodicals, and 
marketing organizations with an interest and/or focus on this 
market.  
 

2. Further Observations derived from similar materials on the 
possible impacts of the 2007-2009 financial turmoil and recession; 
and  
 

3. Implications and possibilities drawn from these Observations  
 

http://www.soa.org/research/research-opps/proposal-request/research-imp-post-retire.aspx�
http://www.soa.org/research/research-opps/proposal-request/research-imp-post-retire.aspx�
http://www.soa.org/research/research-projects/pension/research-post-retirement-needs-and-risks.aspx�
http://www.soa.org/research/research-projects/pension/research-post-retirement-needs-and-risks.aspx�
http://www.soa.org/files/pdf/post-retirement-charts.pdf�
http://www.soa.org/files/pdf/post-retirement-charts.pdf�
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In doing so, in addition to summarizing each piece of research with brief 
highlight comments and with tables and charts drawn from the material 
when they are central to the highlight (the charts and tables are in all cases 
presented with permission of the organization that had prepared the chart 
or table.), the research reported is hyperlinked so that readers can 
conveniently study the data further and consider the research and its 
implications from their particular perspectives. Such hyperlinks are 
integrated into the text where they are the basis of the highlight; in other 
cases where they are the source of a statistic rather than the basis of the 
highlight, they follow a highlight or table in a smaller font. Moreover, to 
the extent hyperlinks may become outdated, their sources are catalogued 
at the end of the paper.  
 
The author would also like to note with thanks the helpful and supportive 
guidance and constructive comments of the Project Oversight Committee: 
 

 Thomas P Edwalds, FSA, MAAA, ACAS, Chair 
 Mark Bale, FSA 
 Harry I. Klaristenfeld, FSA, MAAA 
 Paul D. Laporte, ASA, MAAA 

 
and Society of Actuaries staff members Ronora Stryker, ASA, MAAA, 
and Jan Schuh. 
 

III. Observations 
Retirement is important to Americans - The American Dream. In many 
ways it came about in response to the Industrial Revolution and the Great 
Depression. It relies on a 3-legged stool – a governmental supported leg 
through Social Security; an employment supported leg through pensions 
and more recently defined contribution plans; and an individual leg 
dependent on personal savings. 
 
All of these legs are becoming a little wobbly as the large baby boomer 
generation ages into retirement. A big factor is that people are living 
longer. Another appears to be the spending effects of prosperity and a 
material society, with health care costs, savings, and family 
interdependence suffering. The allure of the stock market and of home 
values only increasing have likewise kicked the stool out from under 
many in the financial downturn. 
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Moreover, planning and management of finances in retirement is more 
complicated than “merely” handling finances while working, and riskier 
because of the longer potential periods of both healthy and unhealthy 
living after retirement. Further, many if not most financial advisors are not 
well versed in handling the contingencies of post-retirement financial 
management and see it as a less lucrative business focus than serving 
other markets. 
 
The insurance and financial services industries have tried to respond, but 
the vagaries of the market and their sales forces have made it difficult. 
The 2007-2009 financial turmoil has made the situation worse, without 
any short-term solutions. It has also brought some immediacy and reality 
into play, though, with potential for longer-term changes. 
 
More specifically, the following major trends are of import to the post-
retirement financial market. [Note: The 2007-2009 financial turmoil is 
reflected and discussed separately at the end of this section, as its possible 
impacts, though dramatic, are still transitory.] 
 
A. The large wave of baby-boomers are beginning to retire 

The early baby-boomers (born 1946-1955) will be reaching 65 in 
2011-2020, and the later baby-boomers (born 1956-1964) will be 
reaching 65 in 2021- 2029. They will be significantly inflating the 
post-retirement market over the next 40 years, making post-
retirement financial management a more dominant part of the entire 
financial services market. In the following Changing Age 
Distribution of the U.S. Population 1950-2050 chart, the 4 groups at 
the top show that the 65+ age group (maroon & above) will grow 
from about 13% to 19% of the total population by 2030, leveling off 
to 20% by 2050, and from about 17% to 25% of the 18+ market by 
2030, again leveling off to 26% by 2050.  

 

http://economistsview.typepad.com/economistsview/2005/09/the_changing_ag.html�
http://economistsview.typepad.com/economistsview/2005/09/the_changing_ag.html�
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Another view of how much bigger the senior market will be by 2030 is 
shown in the following graph: 
 

 
 U.S. Population Projections by age, 2008 and 2030, Baby Boomers and Millennials  

 
In terms of assets, the following chart from Mining Retirement Income 
shows that in 2007 baby boomers had $14.0 trillion in investable 
assets, of which they estimate that 62% ($8.7 trillion) were “payout 
assets”. Of that, the mass affluent had 52%. 
 

 

http://www.newgeography.com/content/00194-us-population-projections-age-2008-and-2030-baby-boomers-and-millennials�
http://www.deloitte.com/view/en_US/us/Industries/Insurance-Financial-Services/article/acb9a2ffce812210VgnVCM100000ba42f00aRCRD.htm�
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B. Most, but not everyone, would like to retire 

It is not surprising to say that most people would like to retire. 
However, to an extent, retiring is a relatively recent reality. Only 50 
years ago, almost 50% of males over 65 worked. An amusing article on 
The History of Retirement, From Early Man to A.A.R.P., and Why do 
people want to retire and Writers don't retire, why should anyone? 
blogs, at least raise the question of “retirement” not being an absolute. 
 
One might thus say that though “retirement” has become a commonly 
accepted concept, it might more aptly be defined as being able to 
financially opt to stop working pretty much full time. This is embodied 
in a simple online discussion, Why do people want to retire? 
 
In fact, the following graph from The Recent Trend Towards Later 
Retirement shows that people had been retiring earlier and earlier until 
recently. 
 

 
 
In the last 20 years there has been an up-tick in people working beyond 
65, but as shown in the following graph from Older workers: Are there 
more older people in the workplace?, nowhere near the almost 50% 
participation rate of males prior to 1950. 

http://www.nytimes.com/1999/03/21/jobs/the-history-of-retirement-from-early-man-to-aarp.html?pagewanted=1�
http://gailvazoxlade.com/blog/archives/264�
http://gailvazoxlade.com/blog/archives/264�
http://blogcritics.org/books/article/bookplanet-writers-dont-retire-why-should/�
http://www.city-data.com/forum/retirement/569046-why-do-people-want-retire.html�
http://crr.bc.edu/images/stories/Briefs/wob_9.pdf?phpMyAdmin=43ac483c4de9t51d9eb41�
http://crr.bc.edu/images/stories/Briefs/wob_9.pdf?phpMyAdmin=43ac483c4de9t51d9eb41�
http://www.bls.gov/spotlight/2008/older_workers/�
http://www.bls.gov/spotlight/2008/older_workers/�
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Interestingly, the following additional chart from that report shows that 
the recent up-tick was more by women and at advanced ages, perhaps 
financially motivated. 
 

 
 
Why Do Boomers Plan To Work So Long? examines the 
demographics of early baby-boomers to the similar age group a decade 
earlier and the characteristics that are associated with the changes in 
retirement expectations. Interestingly, in addition to the effect of 
employer cutbacks in defined benefit and retiree health plans, higher 
education and earnings are associated with expectations of retiring 
later. 
 
"The New Retirement Survey" From Merrill Lynch Reveals How Baby 
Boomers Will Transform Retirement similarly finds boomers more 

http://crr.bc.edu/images/stories/Working_Papers/wp_2006-19.pdf?phpMyAdmin=43ac483c4de9t51d9eb41�
http://www.sctr.org/public/209.cfm?sd=75�
http://www.sctr.org/public/209.cfm?sd=75�
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open to working after formal retirement from their career job. In 
juxtaposition, Cross-Cohort Differences in Health on the Verge of 
Retirement suggests that boomer cohorts may be less healthy than their 
predecessors. 
 
Further evidence that retirement is desirable if one is ready for it is 
discussed in The Well-Being of Retirees: Evidence Using Subjective 
Data and Is Retirement Depressing?: Labor Force Inactivity and 
Psychological Well-Being in Later Life. 
 

However, Employers’ (Lack Of) Response To The Retirement Income 
Challenge suggests that employers are not particularly empathetic to 
employee desires to work beyond normal retirement. Majority of U.S. 
Companies Slow to Realize Central Role in Helping Employees 
Achieve a Secure Retirement finds similar attitudes in connection with 
recent focus on generating retirement income from defined 
contribution plans. 
 

C. Societal changes affecting retirement financial readiness 
Several societal forces are making it harder for people to be financially 
prepared for retirement: 

 
1. Migration from Defined Benefit (DB) to Defined Contribution (DC) 

In terms of retirement plans, Defined Benefit plans were 
predominant through the ‘70’s, but have decreased in favor of 
Defined Contributions plans -  
 

 
Retirement Trends in the United States Over the Past Quarter-Century 

http://www.pop.upenn.edu/rc/parc/aging_center/2006/PARCwps06-13.pdf�
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This move away from DB plans impacts people’s preparedness for 
retirement: 

 
a. Employers generally contribute less to DC than DB plans. 

As a result, responsibility is shifted to employees to make 
sufficient early and ongoing contributions. This shift is especially 
hard on lower paid employees. As reported in Average Worker 
Contribution Rates to 401(k)-Type Plans, the average 
contribution to 401(k) type plans, for those making a 
contribution, was 7.5% in 2006. 

 
The Disappearing Defined Benefit Pension and its Potential 
Impact on the Retirement Incomes of Boomers interestingly 
found that even a theoretical sudden freeze in DB plans would 
not have catastrophic effect on most baby-boomers, though more 
on younger boomers and those with higher incomes. 
 

b. In DC plans, investment responsibility is shifted to employees 
And many, if not most employees are ill equipped for such 
responsibility. 

 
Moreover, How much risk is acceptable? shows that even 
optimizing employee investment choices, including target date 
funds and annuitizations, there would be significant variations in 
results depending on the sequence of market results.  

 
Employees also lack advantages employers can glean on a group 
basis. 
 

c. The longevity risk is also shifted to employees 
Employees for the most part do not annuitize their DC 
accumulations (most plans don’t even provide the option). 
 
The experience of the leading and earliest issuer of variable 
annuitizations of qualified plans, and one with a trusting and 
educated participant population, is instructive. As summarized in 
The Retirement Patterns and Annuitization Decisions of a Cohort 
of TIAA-CREF Participants, in the early ‘90’s the company began 
to offer alternatives to annuitization from its DC plans. Life 

http://www.ebri.org/pdf/FFE117.19March09.Final.pdf�
http://www.ebri.org/pdf/FFE117.19March09.Final.pdf�
http://crr.bc.edu/images/stories/Working_Papers/wp_2009_2.pdf�
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annuitization dropped, though their election rates remained over 
50%.  
 
By 2001, only 45% of those taking income (78% of men and 72% 
of women took any form of income) chose a life annuity.  

 
Trends In The Selection Of Retirement Income Streams Among TIAA-CREF Participants 

 
Converting assets to income in retirement: What near-retirees are 
thinking shows that now only 25% of near-retirees under these 
plans are intending to annuitize.  
 

d. Lump sums tend to increase spending early in retirement 
A study, Annuitized Wealth and Consumption at Older Ages, 
amazingly found that the expenditures of older adults were 
inverse to their percentage of wealth annuitized. 
 

2. Increasing older-age longevity, especially for males 80+ 
These trends can be seen in the charts Life Expectancy at age 65 by 
Sex and Calendar Year (Based on SSA Period Tables). 
 
A decrease in mortality rates beyond age 90 in the last decade for 
both males and females are also noteworthy as shown in the 
following 3 charts from Session 90 Aging Population: Opportunities 
& Risks, SOA Annual Meeting, October 21, 2008 

http://www.tiaa-crefinstitute.org/pdf/research/research_dialogue/74.pdf�
http://www.tiaa-crefinstitute.org/pdf/research/trends_issues/ti_convertingassets1009.pdf�
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(Note: The Y-axis runs from 0% to 120% of base year Qx in 20% intervals; X-axis runs 

from 1935 to 2005 in 2 year intervals) 
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This increasing older-age longevity translates to the need for even 
more assets to sustain boomers standard of living in retirement.  
 

3. Continuing high inflation in health and long-term care costs  
Increases in health care expenditures have outpaced inflation for 
decades, and though a bit more modest in the 21st century, have now 
increased to over 16% of GNP and are expected to reach 20% of 
GNP in the next decade. Centers for Medicare and Medicaid Services - National 
Health Expenditures data – Table 1 
 
This has contributed to the erosion of employers offering retiree 
health benefits from 66% in 1988 to 35% in 2006 of private sector 
employers with 200+ employees. The Retiree Health Care Challenge 
 
Moreover, Medicare, as currently funded, is projected to become 
insolvent in the next decade.  
 
Under current programs, the following are the projected dollars 
needed at 65 for average future health expenditures for Medicare B 
& D, and Medigap premiums, and for deductibles and co-payments, 
but not vision and dental costs. 
 

 
Savings Needed for Health Expenses in Retirement 

 

http://www.cms.hhs.gov/NationalHealthExpendData/downloads/tables.pdf�
http://www.cms.hhs.gov/NationalHealthExpendData/downloads/tables.pdf�
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The $210,000 median needed for future health expenditures for a 
couple is far more than most people have in spendable assets at 
65. It could alternatively be looked at as roughly a $12,000 a year 
increasing for inflation bite out of a retirement budget.  
 
And this doesn’t include the cost of long term care which has 
increased by roughly 5% annually over the last 5-years to an 
average of $34,000 a year in an assisted living facility, $66,000 a 
year in a semi-private nursing home room, and can cost even more 
for extensive care at home. Genworth 2009 Cost of Care Survey On 
average the total cost of long-term care might thus be $200,000 
per person (this might be covered by a $3,000-$4,000 a year 
premium for long-term care insurance for a 60-65 year old couple, 
but less than 10% are buying such insurance as discussed later in 
this paper). 
 

4. Decrease in personal savings 
While pre-retirement saving doesn’t fall within the list of post-
retirement risks, per se, it is certainly a major component of 
retirement financial readiness. 
 

 
 Consumption Down, Saving Rate Increases in April  

 
While there is some disagreement as to the measure of savings, 
personal savings has sharply declined since the early ‘80’s, and 

http://www.genworth.com/content/etc/medialib/genworth_v2/pdf/ltc_cost_of_care.Par.8024.File.dat/cost_of_care.pdf�
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the shortfall is generally accepted to be of concern The Decline in the 
U.S. Personal Saving Rate: Is It Real and Is It a Puzzle? 
 
This is attributable to an increasing consumption mentality, led by 
baby-boomers, funded by easily built credit card debt and 
resulting in decreased other-than-DC plan savings (perhaps 
partially diluted by the size of monies in DC plans and prior run-
ups in the stock market). Savings Rates Rising Toward Mediocrity  
 
The amounts that need to be saved for retirement depends on 
many factors, including one’s needed and desired expenditures in 
retirement on the liability side, and the value of other assets that 
might be used in retirement, most particularly Social Security and 
pensions.  To the degree people have been seeing significant 
amounts accumulate in defined contribution plans, an illusion of 
not needing more vs. desires and needs hitting budgets for current 
expenditures, may be a factor in people’s under-funding their 
saving for retirement. Disentangling the wealth effect: a cohort analysis of 
household saving in the 1990s 
 
In particular, the following table shows that more than 50% of 
workers, even 49% of those over 55, have saved less than $50,000 
(this is early 2009 data, but the 2008 data for ages 55+ was not 
that different).  
 

 
How Much Have American Workers Saved for Retirement? 

 
Household financial debt shows in some respects an even bleaker 
picture, rising to 133% of disposable income at the end of 2007. 
Consumers Face a Long, Hard Workout  
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The short-changing of saving for retirement is discussed at greater 
length in Will Baby-Boomers' Retirement Years Go Bust from a 
Lack of Savings? and Many Baby Boomers Concerned About 
Retirement Savings, Taking Less Action, 
Scottrade/BetterInvesting  
 
Moreover, while inheritances will help some, an In their dreams: 
what will boomers be left? study found that higher amounts of 
inheritances generally inure to those who begin with higher net 
worth to begin and that inheritances in general won’t bail out 
hurting boomers. 
 
In summary, the following is deemed inherent to the problem. 

 
 
In these respects, an analysis Savings Rate and “Economic 
Security" in Retirement of how much people should save each 
year to generally maintain their standard of living in retirement – 
15%, puts the problem into perspective. 
 
Interestingly, planning, or not, seems to be a major factor in 
wealth and satisfaction in retirement. Explaining Why So Many People 
Do Not Save 

http://knowledge.wharton.upenn.edu/article.cfm?articleid=782�
http://knowledge.wharton.upenn.edu/article.cfm?articleid=782�
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http://www.reuters.com/article/pressRelease/idUS145618+12-Feb-2008+BW20080212�
http://assets.aarp.org/rgcenter/econ/dd139_inherit.pdf�
http://assets.aarp.org/rgcenter/econ/dd139_inherit.pdf�
http://homepage.mac.com/j.norstad/finance/srate.pdf�
http://homepage.mac.com/j.norstad/finance/srate.pdf�
http://crr.bc.edu/working_papers/explaining_why_so_many_people_do_not_save_4.html�
http://crr.bc.edu/working_papers/explaining_why_so_many_people_do_not_save_4.html�


© 2011 Society of Actuaries, All Rights Reserved  
 

26 

 
5. Home equity has become the major component of net worth 

While liquid savings have decreased, home values have increased.  
 

 
Tapping Home Equity in Retirement 

 
Moreover, an amazing 80% of seniors own homes, even those 
75+. 

Age of householder Third Quarter 2007 Third Quarter 2008  

 
United States 68.2 67.9  
.Under 25 years 25.3 23.4  
.25 to 29 years 40.5 41.1  
.30 to 34 years 55.3 52.6  
.35 to 39 years 65.1                             64.4  
.40 to 44 years 70.8 69.8  
.45 to 49 years 73.5 73.8  
.50 to 54 years 77.1 76.6  
.55 to 59 years 80.3 79.3  
.60 to 64 years 82.0 80.9  
.65 to 69 years 80.8 81.4  
.70 to 74 years 82.2 81.2  
.75 years and over 78.2 78.8  

U.S. Census Bureau - Homeownership Rates by Age of Householder  
 
Thus the largest component of pre- and post-retirement 
accumulated net worth is home equity. Unfortunately, home 
equity is at least semi-illiquid and problematic in terms of access 
for retirement purposes. And housing debt for people age 65-74 is 
up from 18% in 1992 to 43% in 2007. Retiring? Pay Off Your Mortgage  
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Two-thirds of people over 55 plan to age in their homes (only 9% 
live in an active adult-age restricted community). 55+ Housing: 
Builders, Buyers, and Beyond 
 
Moreover, people do not plan how they might access their home 
equity; rather they hold on to it and it serves as a reserve for 
unplanned living or health expenses or is left as a bequest.  
 

 
Do people plan to tap their home equity in retirement? 

Optimal Retirement Asset Decumulation Strategies: The Impact 
of Housing Wealth shows that utilizing home equity by using a 
reverse mortgage would greatly improve average household 
retirement lifetime income compared to current postponement 
tactics. However, Reverse Mortgages: A Closer Look at HECM 
Loans cautions they could be risky and Home Equity Conversion 
(Reverse) Mortgages Exploited to Defraud Senior Citizens 
suggests they can be abused. 
 
Demographic Trends, Housing Equity, and the Financial Security 
of Future Retirees further examines the degree that home equity 
might help people in retirement in the future, but concludes that 
there are too many variables to make firm projections. Home 
Equity and At-Need Annuities–A Dynamic Long-Term Care 
Funding Duo on the other hand shows how home equity can be 
combined with an at-need annuity as a component to funding 
long-term care. 
 

6. The Internet  
The Internet and technology has revolutionized a great deal of day-
to-day business and social life, particularly as to information and 
data. While young people are more tuned into technology, 80% of 
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late- and 70% of early-boomers, and even 45% of people 65-80 now 
use the Internet. Generations Online in 2009 For retirees, it is a form of 
staying in community and in action, even if one has physically 
slowed down a bit. Its potential going forward seems basic. 

 
D. Boomer and retiree handling of retirement finances 

1. Financial readiness  
The societal trends discussed above have had their impacts.  
 
As of the end of 2007 only 72% of workers say they have saved 
anything for retirement, and of those that have, many seemingly 
haven’t saved enough. 

 
2008 Retirement Confidence Survey - How Much Have Workers Saved for Retirement? 

 
Segmenting the Middle Market: Retirement Risks and Solutions 
reported the following median income and net worth mid-decade 
data for pre- and recent-retired middle market segments: 

Middle Market Segmentation  

  Married 
Single 
Female Single Male Total 

  Middle Mass - 55-64 
Number 5.2 million  2.5 million 1.4 million 9.1 million 
Income $75,000  $28,000  $41,000    
Net Worth $348,000  $111,000  $125,000    
Non-Financial Assets $240,000  $75,000  $89,000    
Financial Assets $108,000  $36,000  $36,000    
  Middle Mass - 65-74 
Number 3.0 million  1.9 million 0.9 million 5.8 million 
Income $45,000  $18,000  $25,000    
Net Worth $285,000  $130,000  $130,000    
Non-Financial Assets $185,000  $85,000  $88,000    
Financial Assets $100,000  $45,000  $42,000    
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  Middle Affluent - 55-64 
Number 1.0 million 0.5 million 0.3 million 1.8 million 
Income $132,000  $58,000  $79,000    
Net Worth $1,300,000  $415,000  $465,000    
Non-Financial Assets $884,000  $299,000  $349,000    
Financial Assets $416,000  $116,000  $116,000    
  Middle Affluent - 65-74 
Number 0.6 million  0.4 million 0.2 million 1.2 million 
Income $93,000  $43,000  $54,000    
Net Worth $1,100,000  $480,000  $490,000    
Non-Financial Assets $690,000  $320,000  $340,000    
Financial Assets $410,000  $160,000  $150,000    
Total       17.9 million 
 
The Middle-Mass market pre-retirees and single households appear 
to have especially weak financial assets to income ratios. Being able 
to access their higher, but still deficient in total non-financial asset 
component of net worth (most of it probably home equity) will 
likely be key to retiring and the standard of living that they will be 
able to maintain in retirement.  
 
In a similar vein,  Retirement vulnerability of new retirees: The 
likelihood of outliving their assets  reports on a study of the financial 
assets to standard of living relationship of pre and at-retirement 
workers. The study found that pre-retirees without pensions would 
require reductions in standard of living in the order of 25-35% to 
avoid running out of money at the fairly strict 5% failure tolerance 
rate.  

 
Comparison of replacement rates of current retirees (2 decades older 
than early baby boomers), pre-retirees (one decade older than early 
baby boomers), and early and late baby boomers is developed in It's 
All Relative: Understanding the Retirement Prospects of Baby-
Boomers as summarized in the following Table 12 from that study. 
The key finding is that overall replacement rates were projected in 
2003 to decrease from the 93% experienced by people who retired a 
decade or more ago to the low 80%’s, mostly owing to a decrease in 
DB pension benefits (increasingly offset by income from retirement 
accounts).  
 

http://www.paycheckforlife.org/uploads/2008_E_Y_RRA.pdf�
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Median measures of course don’t focus on the distribution of 
individual experience (the report does provide indications of 
distribution), but median projections suffice to give a feel of what 
might broadly be in prospect.  
 
Health Care Costs Drive Up the National Retirement Risk Index also 
estimates that almost 61% of baby boomer households will not be 
able to maintain their standard of living in retirement. 
 
The idea that boomers, even ones with seemingly good financials, 
will be taxed to maintain their standard living in retirement can be 

http://crr.bc.edu/briefs/health_care_costs_drive_up_the_national_retirement_risk_index.html�
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illustrated in perhaps a too “consumer friendly” way (i.e., easy to 
follow and how people often think, albeit simplistic and potentially 
misleading) as in the following slides presented in Session 35 of the 
2008 Society of Actuaries Annual Meeting - 
 

 
 
And perhaps even more intriguing –  
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2. Concerns and attitudes about retirement  
Given these prospects - that many will not be financially ready to 
maintain their standard of living in retirement, it is instructive to 
look at pre-retiree and recently retired outlooks and concerns about 
finances in retirement. 
 
The following chart summarizes the major findings and primary 
concerns from the Society of Actuaries Risks and Process of 
Retirement Survey that has been conducted biennially since 2001. It 
shows that:  
 

•  People have consistent concerns with primary retirement 
financial risks – health costs; inflation; long-term care costs; 
& maintaining ones standard of living,  

•  But those concerns seem to decrease when one is actually 
experiencing retirement (cohort differences are likely also a 
factor). 

 

 
Understanding Changes During Retirement: Results of Two Studies Webcast 

 

http://www.soa.org/files/pdf/research-2007-final-retire-risk.pdf�
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The MetLife Survey of American Attitudes Toward Retirement - 
What’s Changed? found that boomers in 2005 were increasingly 
(33% vs. 19% in 2001) worried about retirement, and increasingly 
concerned about outliving their income - 

 
 
Moreover, “concerns” seem to be all that couples agree upon about 
retirement. Couples don't see eye-to-eye on retirement 
 
Workers are further not confident about entitlement programs and 
having enough money for long-term care. The 2008 Retirement Confidence 
Survey - Americans Much More Worried About Retirement And most still 
underestimate their likely cost of long-term care and erroneously 
think Medicare or their health insurance will cover it Long-Term Care 
IQ 
 
The New Retirement Mindscape. A groundbreaking, comprehensive 
study of the retirement journey provides interesting insight not only 
to pre- and post-retirement stages, but also attitudes relative to 
financial advisors. 
 

3. Understandings and actions  
People by and large perceive most of the financial risks they might 
face in retirement, but are at best imprecise in their evaluation of 
them and are reluctant to spend significantly on preventatives.  
 
Public Misperceptions About Retirement Security lists and discusses 
10 major misconceptions people have which compromise their 
retirement financial security - 
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1. Saving too little.  
2. Not knowing when (forced) retirement will occur 
3. Living longer than planned.  
4. Not facing facts about long-term care 
5. Trying to self-insure against long life.  
6. Not understanding investments.  
7. Relying on poor advice.  
8. Not knowing sources of retirement income.  
9. Failing to deal with inflation.  
10. Not providing for a surviving spouse. 

 
Moreover, the Society of Actuaries Risks and Process of 
Retirement Survey showed people were reluctant to insure against 
retirement risks. The following are summary charts. 

 
 

 
 

http://www.soa.org/files/pdf/research-2007-final-retire-risk.pdf�
http://www.soa.org/files/pdf/research-2007-final-retire-risk.pdf�
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Understanding Changes During Retirement: Results of Two Studies Webcast 

 

http://www.soa.org/files/pdf/2008-webcast-butrica-helman.pdf�
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Who Prefers Annuities? Observations About Retirement Decisions 
shows only 12% of retirees from large companies who only had DC 
plans received annuity payments, and survey-based aversion to 
annuities versus lump sums.  
 
The Retirement Confidence Survey - 2007 Results - Saving for 
Retirement in America further reports that the survey results “over 
the past 14 years continue to show that overall retirement confidence 
among workers does not seem to be affected by either stock market 
performance or varying economic conditions” – about 70% are very 
or somewhat confident. Yet, “49% of workers who have not saved 
for retirement nonetheless feel confident that they will have a 
comfortable retirement”, even though their savings are quite low 
even at ages 55+ as noted earlier. 
 
Do Households Have a Good Sense of Their Retirement 
Preparedness? further shows that individuals’ assessment of 
preparedness for retirement was different (the shaded quadrants) 
from the National Retirement Risk Index (NRRI) evaluation. 

 

 
 
The MetLife Survey of American Attitudes Toward Retirement - 
What’s Changed? also shows that boomers concerns about retiring 
translate to thinking they will need to retire later and/or have a lower 
standard of living, yet they have not moved to save more. Most 
significantly, they say they are unlikely to spend less in retirement to 
leave money to heirs as shown in the following chart. 
 

http://www.watsonwyatt.com/us/pubs/insider/showarticle.asp?ArticleID=19021�
http://www.ebri.org/surveys/rcs/2007/�
http://www.ebri.org/surveys/rcs/2007/�
http://crr.bc.edu/briefs/do_households_have_a_good_sense_of_their_retirement_preparedness__2.html�
http://crr.bc.edu/briefs/do_households_have_a_good_sense_of_their_retirement_preparedness__2.html�
http://www.metlife.com/assets/cao/mmi/publications/studies/mmi-studies-american-attitudes-to-ret.pdf�
http://www.metlife.com/assets/cao/mmi/publications/studies/mmi-studies-american-attitudes-to-ret.pdf�
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They are similarly concerned about long-term care costs, but only 
12% expect their savings will cover these costs. Surprising, 40% say 
they are likely to buy long-term care insurance – hopeful, but not 
demonstrated by purchasing trends. 
 

 
 
On the other hand, while surveys uniformly identify concerns about 
health care expenditures to be the major concern of both pre-retirees 
and those already retired, and while the cost of health care in 
retirement is certainly significant, if budgeted for, the underlying 
concern about catastrophic health costs, even at end of life, does not 
seem as scary as the seeming fear, as shown by the following data 
(albeit the higher percentage categories are projected to increase). 
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 Are You Sure You're Saving Enough for Retirement? 

 
Will Assets Last a Lifetime  suggests that retirees with $100,000 of 
investable assets think they are managing their finances fairly well, 
but many have pensions and many do not seem to have a feel for 
how long their assets need to last. 

?

 
Financial Literacy and Retirement Planning: New Evidence from the 
Rand American Life Panel finds that financial literacy is key to 
retirement planning. It is noteworthy that stock market participation 
seems connected to financial literacy too. Financial Literacy and Stock 
Market Participation  It is disconcerting to see how few people ask an 
advisor for help in evaluating their retirement needs –  
 

 
The 2008 retirement confidence survey: Americans much more worried about 

retirement 
 

http://www.dartmouth.edu/~jskinner/documents/SkinnerAreyouSure.pdf�
http://www.dartmouth.edu/~jskinner/documents/SkinnerAreyouSure.pdf�
http://www.soa.org/files/pdf/research-pen-assets-lifetime.pdf�
http://www.mrrc.isr.umich.edu/publications/Papers/pdf/wp157.pdf�
http://www.mrrc.isr.umich.edu/publications/Papers/pdf/wp157.pdf�
http://www.nber.org/papers/w13565�
http://www.nber.org/papers/w13565�
http://www.ebri.org/pdf/briefspdf/EBRI_IB_04-2008.pdf�
http://www.ebri.org/pdf/briefspdf/EBRI_IB_04-2008.pdf�
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A recent study about changes in information provided by the social 
Security Administration found that education helped, but hasn’t 
seemingly changed behavior. The Role Of Information For Retirement 
Behavior: Evidence Based On The Stepwise Introduction Of The Social Security 
Statement A similar finding was found in a study of people in higher 
education. Ignorance is not bliss: the importance of Financial education And 
several other studies show that more (options) is actually less. Plan 
Investment Options and Participant Behavior However, many studies have 
also shown that education and planning can affect results. Baby 
Boomer Retirement Security: the Roles of Planning, Financial Literacy, and Housing 
Wealth In fact, Study: Advice Improves 401(k) Performance shows 
that not only did those 401(k) participants who get professional 
advice have a significantly higher annual return, those 55 and over 
who did have professional advice tended to increase their level of 
risk as they neared retirement age. 
 
Yet, Barriers to Financial Advice enumerates the many impediments 
to especially non-affluent people for getting good advice, including 
both their own and advisors’ hesitancies. 
 

E. Industry products & services for post-retirement financial 
management 
1. From insurance to investment orientation 

Savings have always been a significant component of life insurance 
and it's sale. However, the prosperity of the 60’s and inflation of the 
70’s, together with various disfavors with DB plans, spawned 
expansion of mutual fund investments, and money market and 
Certificate of Deposit saving, respectively. The insurance business 
responded with corresponding variable and fixed deferred annuities 
featuring tax-deferred accumulation and death benefits. 
Unfortunately, these insurance product responses incorporated life 
insurance-like elements resulting in product complexity, consumer 
confusion and distrust, the need to be sold (rather than bought), and 
higher distribution costs, seemingly compromising the success of the 
responses. 
 
Insurers have continued to innovate with many other accumulation 
oriented products over the years with the result that there has been a 
transformation from a life insurance dominated business through the 

http://crr.bc.edu/images/stories/Working_Papers/wp_2009-23.pdf�
http://crr.bc.edu/images/stories/Working_Papers/wp_2009-23.pdf�
http://crr.bc.edu/images/stories/Working_Papers/wp_2009-23.pdf�
http://www.tiaa-crefinstitute.org/pdf/research/research_dialogue/78.pdf�
http://www.tiaa-crefinstitute.org/pdf/research/speeches_papers/rs060106.pdf�
http://www.tiaa-crefinstitute.org/pdf/research/speeches_papers/rs060106.pdf�
http://www.nber.org/papers/w12585�
http://www.nber.org/papers/w12585�
http://www.nber.org/papers/w12585�
http://www.lifeandhealthinsurancenews.com/News/2010/1/Pages/Study-Advice-Improves-401k-Performance.aspx�
http://www.soa.org/research/research-projects/life-insurance/research-barriers-consumers.aspx�


© 2011 Society of Actuaries, All Rights Reserved  
 

40 

70’s, to one in which individual annuities is now the biggest line (as 
measured by reserves).ACLI Life Insurers Fact Book 2009 – Table 3.6 
 
In term of sales, the following chart on the trend in individual retail 
product mix shows the huge shift to annuities, particularly variable 
annuities (even with single premiums included at 10%). 
 

 
Trends in Distribution 

 
2. The Graying of America - opportunity and challenge 

This insurance to investment background is offered as a setting for 
discussing the industry’s prospective for the post-retirement market.  
 
The following 4 charts, as well as others in The U.S. Retirement 
Market, 2009, put the retirement market opportunity and competitive 
forces in perspective: 
 
 The components of “retirement assets” market share and trends 

therein;  
 Retirement assets’ 34% size relative to all household assets; 

and  
 Industry share of the IRA and DC plan submarkets.  

 
They indicate a not insignificant insurance industry share of the 
market, but also that there is much market beyond that share, 
particularly in IRA’s and DC plans. 

http://www.acli.com/NR/rdonlyres/0BFEABCA-1E2A-4F4C-A879-95CF104238AB/22604/FB0309Liabilities1.pdf�
http://www.soa.org/files/pdf/058all_rev-life06.pdf�
http://www.ici.org/pdf/fm-v19n3.pdf�
http://www.ici.org/pdf/fm-v19n3.pdf�
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The insurance industry has been in the forefront of recognizing the 
Graying of America, developing products and services in 
anticipation of the risk needs and opportunities of post-retirement, 
outpacing the spotty attempts of other financial institutions. The 
problems consumers face are well summarized by insurers, such as 
in this “Investor Guide”, Retirement Income Solutions for a 
Changing Market. 
 
However, succeeding with these post-retirement offerings, 
particularly in contrast to the relatively entrenched 
investment/accumulation and wealth transfer foci of many of its 
distributors has not been easy and many would say still wanting.  
 
A major part of the reason for the shortfalls may be the nature of the 
risks themselves. Of all of the post-retirement risks enumerated, 
most fall within the scope of providing monies to pay for retirement 
in lieu of earned income from working. The 3-legged stool provides 
that some replacement will come from Social Security, some from 
employer retirement plans, and the rest from personal savings (The 
Fourth Pillar: Retirement Choices adds lifestyle and financial 
choice). The question is – How to provide for “the rest”, for an 
unknown life span and experience, that may last one day to over 40 

http://sqla.primarycolor.com/assets/Sunamerica/webimages/M4781CBR_2_0409.pdf�
http://sqla.primarycolor.com/assets/Sunamerica/webimages/M4781CBR_2_0409.pdf�
http://www.prudential.com/media/managed/FourthPillarRetirementChoices5-10-07FINAL.pdf�
http://www.prudential.com/media/managed/FourthPillarRetirementChoices5-10-07FINAL.pdf�
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years, with unknown but likely increasing health difficulties, and 
with an ever-changing economy and its varied repercussions, etc. 
 
This is a much more complicated task than the relatively entrenched 
foci of providing investment alternatives or insurances against 
singular catastrophes such as auto, home, health, and death. 
 
The “solution”, if there is one, needs to evolve. The following 
somewhat undocumented and anecdotal histories of the attempts, 
successes, and failures of the evolving “solution”, are of note. 
 

3. Products 
A 2006 overview is offered to begin -  

 
Innovative Retirement Income and Old-Age Insurance Products: The 

Perspective of the Retirement Income Industry Association 
 
The following products are primary: 
 
a. Annuities 

Individual annuity sales now total $250 billion a year, with 
variable and fixed proportions significantly affected by market 
conditions.  

http://www.riia-usa.org/pdfs/RIIA_whitepaper_Fed_10-30-06.pdf�
http://www.riia-usa.org/pdfs/RIIA_whitepaper_Fed_10-30-06.pdf�
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FA Sales Skyrocketed In ’08 While VA Sales Plunged: LIMRA 

 
The 2009 Survey of Owners of Non-Qualified Annuity Contracts 
shows a reasonably satisfied middle class buyer, age 52, 80% of 
whom earn less than $100,000 of income. 93% now, at average 
age 70, still retain their original annuity. 
 
A discussion of the product features focused on post-retirement 
follows. 
 
1) Immediate Annuities 

Immediate annuities are the most obvious “solution” to 
replacing earned income for an unknown lifespan. Their 
average issue age is around 70, with 31% issued over 80, and 
their average size is over $100,000, with nonqualified’s 
somewhat larger than qualified and more sales to females than 
males. Focus on Immediate Annuities 
 
The trouble has been that immediate annuities have not lived 
up to their fit. Sales of immediate annuities have been 
increasing, but to still only $8 billion a year for fixed Single 
Premium Immediate Annuities (SPIA’s).  
 

http://www.lifeandhealthinsurancenews.com/Issues/2009/March_16_2009/Pages/FA-Sales-Skyrocketed-In-08-.aspx�
http://annuity-insurers.org/pdfs/09.17.09.atta.Final2009GallupSurvey.pdf�
http://www.soa.org/library/newsletters/product-development-news/2004/november/pdn-2004-iss60-sell.pdf�
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Annuitizations from deferred annuities and life insurance are 
also around $8 billion a year, and their rate has dropped to 
½%.  

 
 
By some estimates, though, the potential of income annuities 
with the coming of the baby boomers could be $100’s of 
billions. 
 
Annuitization: Keeping Your Options Open suggests that their 
optimal nature may have been somewhat stifled by Social 
Security and DB plan annuitizations. 
 
Early efforts anticipating the baby boomers, increased 
longevity, and monies due to flow out of DC plans, has been 
to improve SPIA’s. Various weaknesses of the product 
had/have been identified, but patches have come up short as 
summarized in the following table. 
 

http://crr.bc.edu/working_papers/annuitization_keeping_your_options_open_2.html�
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Shortcoming Patch Weakness of the patch 

Loss of principal 
on death 

Providing minimum 
payments or amount 
guarantees 

Water down the leverage 
of the life-contingent 
element, and doesn’t fully 
alleviate the loss of 
principal anxiety 

Lack of access to a 
values 

Allowing access to funds 
available as death benefits 
or even beyond in some 
cases 

Not full access to 
remainder of purchase 
payments 

Erosions of 
inflation 

Increasing income options, 
including ones that are 
Consumer Price Index (CPI) 
indexed.  

The hit to income of 
perhaps 25% and TIPS 
don’t provide investment 
leverage  

Saying the returns on 
Immediate Variable 
Annuities (IVA’s) would 
take care of inflation over 
time 

They don’t correlate and 
aren’t guaranteed 

People feeling they 
have shorter life 
expectancies than 
others 

Offering substandard 
annuities 

Such people don’t 
perceive a risk of running 
out of money as much as 
people who might live 
“who knows how long”. 

Low investment 
rate environment 
and the cost of 
annuities 

Laddering, deferring, or 
providing longevity 
insurance 

Unless well designed, 
these can be confusing to 
distributors as well as 
retirees 

Covering a couple Providing joint and last 
survivor coverage 

This too waters down the 
leverage of the product 

The complications 
of long-term care 
“income” needs 

Combining with Long-term 
Care Insurance (LTCI) 
coverages, especially under 
the Pension Protection Act 
of 2006 (PPA) tax 
advantages in 2010 

Such packaging 
complicates the offering – 
for the salesperson as well 
as the consumer – if not 
well structured 

Disenchantment by 
distributors 

Use for only part of client’s 
funds; trail commissions; 
not an easy sale 

A work in progress 



© 2011 Society of Actuaries, All Rights Reserved  
 

47 

 
Some of the weaknesses of the results may have been in the 
execution of the patches – which patches were put together; 
how they were marketed, smaller company innovations that 
didn’t drive copycats, and the timing of introducing 
reformations.  
 
Making Your Nest Egg Last a Lifetime makes the case for at 
least partial annuitization. 
 
In Unsolved Mystery it is postured that compensation may be 
a factor in it not being offered by financial advisors. 
 
For instance, early-on immediate annuities (“immediates”) 
were presented as if it was a total solution, which not only 
scared prospects but also distributors in terms of a sort of last 
sale to a client. When one company started suggesting 
immediates for only 15-25% of a client’s holdings in the mid-
90’s, there was some success. There was also a large push for 
Immediate Variable Annuities (IVAs) around the turn of the 
century, which seemingly failed because the innovations were 
too complex, the push was too early (before the baby 
boomers), and running into the 2000-2002 equity market 
downturn. 
 
Confusion, negativity, and lore about “annuities” also haven’t 
helped. Nor does the lack of understanding and promotion of 
the insurance leveraging of the life contingent element. In 
fact, a behavioral finance study, Behavioral Obstacles to the 
Annuity Market, suggests that it may be that the feeling that 
annuitization is a gamble, evaluates its impact separately from 
all other considerations, and gives more weight to short-term 
loss aversion than possible long term gain. Framing and 
Annuities seems to confirm that if immediate annuities are 
perceived as investment alternatives, they are seen as having 
increased risk without commensurate reward. New Retirees 
Often Make Poor Decisions further pursues this course of 
thought. This suggests framing immediate annuities as a 
means of covering spending needs. 
 

http://assets.aarp.org/rgcenter/ppi/econ-sec/i32.pdf�
http://community.newretirement.com/blogs/newretirement_news/archive/2009/10/30/11294.aspx�
http://www.pensionresearchcouncil.org/publications/document.php?file=306�
http://www.pensionresearchcouncil.org/publications/document.php?file=306�
http://www.tiaa-crefinstitute.org/articles/ti_framingannuities_0109.html�
http://www.tiaa-crefinstitute.org/articles/ti_framingannuities_0109.html�
http://www.fa-mag.com/fa-news/5575-new-retirees-often-make-poor-decisions.html�
http://www.fa-mag.com/fa-news/5575-new-retirees-often-make-poor-decisions.html�
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To an extent framing is a factor in the recent success of an 
insurer where a SPIA (with several novel patches) has been 
incorporated as an asset class within an asset allocation model 
focused on income as well as growth. Part of the success, 
though, likely also stems from heavy promotion to their 
distributors.  
 

2) Guaranteed Minimum Income Benefit (GMIB) 
Given successes of VA’s and their Guaranteed Minimum 
Death Benefits and enhancements thereto, GMIB’s were 
introduced successfully in the later ‘90’s, speaking to people’s 
concerns about running out of money, but sold within the 
accumulation mold as another distinguishing feature from 
other investments. Guaranteed Minimum Accumulation 
Benefits (GMAB) haven’t sold as well. 
 
These features are particularly significant in trying to compete 
in qualified plans where annuity tax deferral is not a 
distinguishable benefit. The question of suitability in general 
has been raised about VA’s, and living benefits in particular. 
Variable Annuities With Living Benefits: Worth The Fees? 
 
Of note are the low exercise rates, about 5%, for in-the-money 
GMIB options. Perhaps holders of these options see that there 
is little downside to deferring exercise of the option, or 
perhaps they are experiencing similar drawbacks that others 
have to annuitization. Page 11 of Guaranteed Living Benefits: Before the 
Meltdown. 
 
 

3) Immediate Variable Annuities (IVA)  
Spurred in part by the success of GMIB’s, a great deal of 
effort (including special income marketing and sales 
organizations) was put into IVA’s with Guaranteed Payout 
Annuity Floors (GPAF) and other patches towards the end of 

http://www.investopedia.com/articles/retirement/08/variable-annuity.asp?viewed=1�
http://www.soa.org/library/newsletters/product-development-news/2009/june/pro-2009-iss-74.pdf�
http://www.soa.org/library/newsletters/product-development-news/2009/june/pro-2009-iss-74.pdf�
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the 20th century. Nevertheless, IVA’s have not fared well. 

 
 
It is interesting to note that the 1% or so cost of GPAF’s was 
seemingly a major deterrent at that time. Complicated 
structures were another. 
 

4) Guaranteed for Life Withdrawal Benefit (GLWB) 
This benefit, which was introduced a few years into the 21st 
century, has become very popular (91% of VA’s had such a 
benefit, and 44% had elected it by 2007 Valuation, hedging and 
demand for ruin-contingent life annuities (RCLA)). It guarantees a stated 
minimum income for life of generally 4-7%, while allowing 
equity investment, access to investment funds, and passing on 
investment balances on death. It is thus appealing to 
distributors as well as consumers within an investment-
oriented framework but fearful of the downside risk of 
running out of income. Insurers have introduced many 
variations in benefits and even added them to Indexed and 
fixed deferred annuities in attempts to capture market share. 
 

5) Indexed annuities  
Though not a post-retirement product, per se, these products 
were first developed in the ‘90’s and have captured a 
significant share of sales to retirees. They are attractive 
because they hold out the prospect of the rewards of the stock 
market while protecting against market declines. However 
they have had a number of stigmas associated with them, 
including high commissions and surrender charges, low 
guarantees, confusing benefit structures, and governmental 

http://www.actuaries.org/Munich2009/presentations/AFIR/2_Thu_11.00_AFIR_Salisbury_Pensions_Presentation.pdf�
http://www.actuaries.org/Munich2009/presentations/AFIR/2_Thu_11.00_AFIR_Salisbury_Pensions_Presentation.pdf�
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concerns. Some of these “stigmas” have been cut back, but 
the SEC recently again moved to regulate them as securities 
and potentially hurt their viability. That recent move, though, 
has again been averted. 

 
6) Longevity insurance 

A more recent development has been a payout annuity, 
similar to an immediate life annuity, under which payments 
don’t begin for a number years, increasing the payout to 
purchase ratio leverage. This concept has been brought into 
play as a sort of DB payoff at retirement under a DC funding 
plan, but more dramatically as standalone pure protection for 
income after say age 85, allowing financial management of 
the rest of one’s funds to focus on just the period up to the 
commencement age.  
 
As such, this type of product is beginning to be incorporated 
into a number of approaches to post-retirement financial 
planning. For example, The Thrive® Income Distribution 
System presents a life annuity with a certain period as a 
combination of an immediate annuity certain followed by 
longevity insurance commencing at the end of the term 
certain. Financial Engines, Inc., the largest Registered 
Investment Advisor (RIA) in the U.S., focused to date on the 
accumulation stage, appears to be thinking of incorporating 
longevity insurance into a lifetime income package. Response 
682 to Request for Information Regarding Lifetime Income Options for 
Participants and Beneficiaries in Retirement plans There is no indication 
to-date, though, of significant sales for this still relatively 
new product. 
 

b. Decumulation financial planning programs  
Post-retirement finances are about decumulation – using 
accumulated funds, beyond those covered by annuity type 
payments such as from Social Security, DB payouts, and 
immediate annuities, to finance outlays for living. Planning and 
managing decumulation involves many factors beyond just 
investment product positioning within the investment risk/reward 
sphere of the accumulation phase. It has thus given rise to the 
development of a still evolving variety of approaches and rules of 

http://www.thriveincome.com/�
http://www.thriveincome.com/�
http://www.dol.gov/ebsa/pdf/1210-AB33-682.pdf�
http://www.dol.gov/ebsa/pdf/1210-AB33-682.pdf�
http://www.dol.gov/ebsa/pdf/1210-AB33-682.pdf�
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thumb for post-retirement financial planning and management. 
These are not products, per se, but are key to the product story.  
 
One of the foremost rules of thumb is that the maximum safe 
income withdrawal rate be no more than an initial 4-4.5% of 
assets (the withdrawal amount adjusted yearly for inflation). 
Making Retirement Income Last a Lifetime shows the analyses, as 
well as how it can be improved by SPIA’s. Guidelines for 
Withdrawal Rates and Portfolio Safety During Retirement and A 
Smarter Form of SWiP introduce refinements into this rule for 
variations according to circumstances. The 4% Rule—At What 
Price? questions the efficiency of the 4% rule. 
 
A study in support of an income management program an 
insurance company  featured showed that Including Fixed Income 
Annuity in a Retirement Income Portfolio May Increase Long-
Term Wealth as Well as Retirement Income Security, and 
Immediate Annuities and Retirement Income Portfolios shows the 
advantages of incorporating SPIA’s into various income/net worth 
segments of the market. Optimizing the Retirement Portfolio: 
Asset Allocation, Annuitization, and Risk Aversion also finds that 
life annuities are favorable for risk averse individuals.  How to 
make your money last summarizes the pros and cons of lifetime 
annuities or not. Analyzing the Pros and Cons of Retirement 
Income Strategies examines VA’s with GLWB’s against lifetime 
annuities and income generating mutual funds with the following 
– it depends – results: 
 

 
 

http://spwfe.fpanet.org:10005/public/Unclassified%20Records/FPA%20Journal%20December%202001%20-%20Making%20Retirement%20Income%20Last%20a%20Lifetime.pdf�
http://spwfe.fpanet.org:10005/public/Unclassified%20Records/FPA%20Journal%20October%202007%20-%20Guidelines%20for%20Withdrawal%20Rates%20and%20Portfolio%20Safety%20During%20Re.pdf�
http://spwfe.fpanet.org:10005/public/Unclassified%20Records/FPA%20Journal%20October%202007%20-%20Guidelines%20for%20Withdrawal%20Rates%20and%20Portfolio%20Safety%20During%20Re.pdf�
http://retirementincomejournal.com/issue/july-8-2009/article/a-smarter-form-of-swip�
http://retirementincomejournal.com/issue/july-8-2009/article/a-smarter-form-of-swip�
http://www.stanford.edu/~wfsharpe/retecon/4percent.pdf�
http://www.stanford.edu/~wfsharpe/retecon/4percent.pdf�
http://annuityshopper.com/1-annuity-portfolio/�
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http://annuityshopper.com/1-annuity-portfolio/�
http://www.milliman.com/expertise/life-financial/publications/rr/pdfs/Immediate-Annuities-Retirement-Income-RR05-19-08.pdf�
http://www.nber.org/papers/w12392�
http://www.nber.org/papers/w12392�
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Another approach that is popular is dividing investment strategies 
into buckets of time. The Income for Life Model is a front-runner 
in this approach. A recently introduced modification is presented 
in Introducing the Sequent Income Model™. 
 
The Retirement Income Industry Association (RIIA) has 
developed an advisory process that expands on the traditional 
framework to focus on an income floor and include advice on the 
human capital, social capital, and financial capital of the client. 
Retirement: A Field in Flux. 
 
Moving from financial planning to financial life planning goes 
even further in suggesting the exploration and integration of life 
questions into planning, most especially in the highly emotion 
charged retirement and beyond part of life. 
 
Retirement Income Software Needs Sprucing Up: Experts point 
out limitations in financial planning software as follows: 

 

 

http://wealth2k.com/IFLM.html�
http://seniormarketsales.s3.amazonaws.com/docs/Better_Buckets_White_Paper.pdf�
http://seniormarketsales.s3.amazonaws.com/docs/Better_Buckets_White_Paper.pdf�
http://www.researchmag.com/Issues/2009/August%201%202009/Pages/Retirement-A-Field-in-Flux.aspx�
http://www.tiaa-crefinstitute.org/pdf/research/trends_issues/ti_financialplanning0809a.pdf�
http://www.lifeandhealthinsurancenews.com/Issues/2009/August_3_2009/Pages/Retirement-Income-Software-Needs-Sprucing-Up-Experts.aspx�
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c. Life insurance 

Annualized new life insurance premiums for all ages grew on 
average 4.6% from 1976 to 2007 That was Then … This is Now, but 
have been level to slightly down on an inflation adjusted basis in 
recent years.  
 

 
Life & Annuity Industry Trends, 7th Annual Product Development Actuary 

Symposium, June 2007 
 
The trend in product distribution has seen an increase in Term & 
UL, with Variable Life and Whole Life down. 

 
U.S. Individual Life Insurance Sales Trends, First Quarter 2009 

 

http://www.soa.org/library/newsletters/product-development-news/2009/october/pro-2009-iss75.pdf�
http://soa.org/files/pdf/h-pd-07-1c-2e-all.pdf�
http://soa.org/files/pdf/h-pd-07-1c-2e-all.pdf�
http://www.nfcanet.org/Press_Room/1q09u943pm.s943pm.individuallifeinsurancesalesreview943pm.pdf�
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Sales to seniors have been up, derived from several market foci. 
The senior market has especially recorded gains in UL sales (by 
amount of insurance), where seniors buy higher face amounts, 
with secondary guarantees and second-to-die popular.  Expert 
Explains Life Sales Slump  28% of U.L. premium sales were at ages 65-
74 and 32% were at 75+ in 2007. Universal Life Issues 
 

 
 
The percentage of large policies to males 65+ and single premium 
to people 55+ is also of interest 

 
 
 

http://www.lifeandhealthinsurancenews.com/News/2009/9/Pages/Expert-Explains-Life-Sales-Slump.aspx�
http://www.lifeandhealthinsurancenews.com/News/2009/9/Pages/Expert-Explains-Life-Sales-Slump.aspx�
http://www.milliman.com/expertise/life-financial/publications/rr/pdfs/universal-life-indexed-issues-RR12-08.pdf�
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Life & Annuity Industry Trends, Product Development Actuary Symposium, June 2007 
 
Just as in the broad market, life insurance policies are used in a 
variety of ways in the post-retirement market. The four pillars of every 
successful personal economy: 
 

 
 
1) Income replacement 

To provide income to a spouse or offspring where income is 
lost on the death of a primary income generating elder. One 
form of this is “pension maximization”, where life insurance 
is purchased instead of a joint life option in a pension or in the 
purchase of an immediate annuity. An insurance policy on a 
single life is generally used, though a Reversionary Annuity, 

http://soa.org/files/pdf/h-pd-07-1c-2e-all.pdf�
http://www.producersweb.com/r/YBTB/d/contentFocus/?adcID=7152940756c3388643556017b304464a�
http://www.producersweb.com/r/YBTB/d/contentFocus/?adcID=7152940756c3388643556017b304464a�
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providing a lifetime income to a surviving spouse on the first 
death of their partner, can be an even better fit.  

 
2) Final expenses 

Smaller amounts provide for expenses such as for a funeral to 
ensure it and/or not put pressure on survivors. Simple life or 
term policies, often specially designed and marketed such as 
simplified or guaranteed issue graded benefit policies are 
often involved. Tired of pounding the pavement? Specialized pre-
funding of funeral burial insurance policies have also been 
marketed in conjunction with funeral home associations. 

 
3) Legacy 

Similar to income replacement, but providing a broad rather 
than specific purpose death benefit, ensuring an inheritance to 
loved ones or a charity. This can “free up” assets so they can 
be used for the living needs of the retiree. Lower premium UL 
and even term policies are used. LTCI combination benefits 
(featuring “don’t lose it, if you don’t use it”) are integrated 
into this type of sale by some products. 

 
4) Wealth transfer 

To efficiently pass on wealth to heirs, especially for HNW 
people, higher premium Survivorship Variable Universal Life 
(SVUL), Survivorship (SUL), often on a single premium 
Modified Endowment Contract (MEC) basis, have been used, 
though some are also sold with the idea that they might 
provide an alternative reservoir of funds if needed for income 
or other purposes. “Despite the uncertainty about the ultimate 
fate of the estate tax, survivorship sales ended the year 15% 
higher than in 2006” LIMRA: Individual Life Premium Up 8% 

 
5) Asset protection 

To cover at-death taxes or otherwise provide liquid funds 
needed at death (usually for substantial illiquid asset 
situations). Lower premium permanent life policies are 
usually used. Universal Life with no-lapse guarantees as well 
as SUL have been the most popular forms of policy for these 
purposes. Such policies have also been used in connection 

http://www.insurance-mail.net/SLAICO_FinalExpense.asp�
http://www.lifeandhealthinsurancenews.com/News/2008/3/Pages/LIMRA--Individual-Life-Premium-Up-8-.aspx?k=individual+life+sales+2007�
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with charitable contributions with planning instruments such 
as Charitable Remainder Trusts. 

 
Other post-retirement life insurance related subjects of note are: 
 
 Life settlements 

Life settlements involve the purchase by a third party of life 
insurance policies for more than their cash surrender value 
from policyholders who have shortened life expectancies 
and value the cash settlement more than continuing with the 
policies to receive the death benefits. “Estimates of life-
settlement purchases have ramped up from $2.5 billion of 
face amounts in 2003 to $10 billion to $15 billion last year 
[2004]. Private studies estimate 19,000 policies will have 
been bought in 2005, and 26,000 will be purchased in 
2006.” A big step up There was a dip in 2008 to $11.8 billion, 
bringing the total inforce to about $31 billion of face. It is 
further estimated that there may be another $160 billion of 
face suitable for purchase for perhaps $30-$35 billion. 
Conning: Life Settlements Slow 
 
These purchases are of a relatively small segment of inforce 
policies (Stranger Owned Life Insurance (STOLI) sales 
may have been the latest scheme, but they could affect 
mortality experience (offset by a bit better persistency). 
Stranger-Owned Life Insurance: Killing the Goose That Lays Golden Eggs! 
and Stranger originated life insurance: malignancy or not?), Their 
biggest affect, though, may still be the degree they put more 
dollars in the hands of seniors for other purchases. Moody’s: 
Secondary Market Woes Bad For Life Sales 
 

 Premium financing 
Besides STOLI, premium financing is used to finance life 
insurance where income is limited and assets are deemed 
illiquid. It is often used in business situations, and can also 
come into play in individual senior sales. 
 

In sum, though, life insurance hasn’t been integrated into most of 
the approaches to post-retirement income planning. 

 

http://www.thefreelibrary.com/A+big+step+up:+if+the+life+settlement+industry+can+make+its+business...-a0142299822�
http://www.lifeandhealthinsurancenews.com/News/2009/10/Pages/Conning-Life-Settlements-Slow.aspx�
http://taxprof.typepad.com/taxprof_blog/files/2005-6866-1.pdf�
http://www.lifeandhealthinsurancenews.com/Exclusives/2009/08/Pages/Stranger-originated-life-insurance-malignancy-or-not.aspx?k=life+insurance+sales�
http://www.lifeandhealthinsurancenews.com/News/2009/11/Pages/secondary-market-fliegelman.aspx�
http://www.lifeandhealthinsurancenews.com/News/2009/11/Pages/secondary-market-fliegelman.aspx�


© 2011 Society of Actuaries, All Rights Reserved  
 

58 

d. Long-term care insurance (LTCI)  
Long-term care cost is a major post-retirement risk faced by all 
people as they age. Yet, despite extensive marketing and sales 
efforts over more than 30 years and the aging baby boomers, only 
a little more than $10 billion ($8.6 individual and $1.7 employer 
sponsored) LTCI premium was inforce as of the end of 2008 – 
less than 10% of the eligible market. 2008 sales were $600 and 
$63 million respectively for individual and employer sponsored 
policies, with individual sales down since the turn of the century 
and employer sponsored sporadically up 
 
An overview of the evolution of LTCI product offerings is worth 
noting.  
 
The earliest LTCI products were developed in the ‘70’s to cover 
the potential cost of chronic stays in nursing homes, which 
coverage had been excluded under Medicare. In the ‘80’s the 
product offerings were broadened in various proportions into 
comprehensive coverage to also cover home health care (HHC) 
costs and then assisted living as it developed for chronic 
intermediate care needs. One form, HHC only insurance, fell 
pretty much by the wayside at the turn of the century as insureds 
needing care disproportionately utilized home care. HHC 
coverage, though, is now included “comprehensively” in 99% of 
employer sponsored LTCI of the leading manufacturer and most 
other LTCI purchases as well. Most LTC Buyers Pick Home Care: Unum 
 
For the most part coverage has been offered in standalone 
policies. A Long Term Care Insurance Buyers Researched In 
Study shows an average age of about 65, with 2/3 of sales to 
women. 
 
Benefit payment bases have variously been on a reimbursement, 
indemnity, and even cash basis, with other “basic” options as to 
benefit amounts, elimination and benefit periods, and inflation. 
Ancillary benefits have been included such as for equipment, day 
care, care management, provider discounts, hospice, and on and 
on, and there are many fine point policy definitions such as for 
benefit triggers.  
 

http://www.lifeandhealthinsurancenews.com/News/2009/11/Pages/Most-LTC-Buyers-Pick-Home-Care-Unum.aspx�
http://www.emaxhealth.com/1/105/31869/long-term-care-insurance-buyers-researched-study.html�
http://www.emaxhealth.com/1/105/31869/long-term-care-insurance-buyers-researched-study.html�
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The cost of coverage is not insignificant broadly running over 
$500 a year for purchaser at the lower ages (40’s) and coverage 
ranges (including inflation adjustments are especially expensive at 
young ages), to thousands for purchasers 60+. Moreover, the risk 
is remote; one that people can be/are in denial as to: whether or 
how much they will incur and whether their health insurance or 
Medicare benefits will cover such costs. This reluctance to insure 
is further fed by the possibility of being covered by Medicaid at 
lower net worth levels and the thought of self-insuring at the 
(High Net Worth (HNW) levels. Partnership policies are the latest 
possibility for lowering premiums by making shorter (generally 3 
year) benefit periods more viable by anticipating qualifying for 
Medicaid with less impoverishment (lifetime coverage is 
decreasingly purchased even in non-Partnership policies). 
 
Premiums on a guaranteed renewable basis, allowing insurers to 
raise premiums on a class basis (subject to restrictive state 
insurance department approval) are yet another negative to 
potential BUYERS. In recent years, mainly due to high 
persistency and low interest earnings, and even more recently 
higher claim rates compared to assumptions, insurers have in fact 
had to raise premiums, off-putting not only to policyholders but 
also potential buyers. 
 
Tax and other legislative efforts to encourage the purchase of 
LTCI in large part to curb Medicaid costs seem to have had only 
marginal effects on sales. 
 
A major alternative to standalone coverage has been a 
combination product wherein long-term care benefits are provided 
by drawing down death benefits of a life insurance policy, 
generally monthly over a 3-year period. An optional rider offers to 
continue the monthly amount after the death benefit is exhausted. 
Similar combinations with deferred annuities as the initial funding 
base, as well as some combined with immediate annuities and one 
flowing as a sort of guarantee issue conversion from a disability 
income policy, have also been offered. LTCI-life insurance 
combination premiums sales are estimated to have been $632 
million in 2008, with 81% of it single premiums, with average 
single premium face amount of $163,000 and recurrent premium 
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face amounts of $457,000. Data was not available for the 
relatively small to date annuity-LTCI combination market, though 
that market is hoped (LTCI Finally Making Its Mark: The 2010 Long Term 
Care Insurance Market Study) to greatly increase with the tax 
preferences for combination products of PPA which became 
effective January 1, 2010. Annuity/Long-Term Care Insurance combination 
Products 
 
Long-term care also hasn’t been integrated into most of the 
approaches to post-retirement income planning. 
 

e. Health insurance 
Employer paid retiree healthcare has declined as employers have 
cut back on increasing employee benefit costs.  
 
To that extent Medicare coverage, the predominant health 
coverage of people over 65 not covered by employer provided 
retiree health care, has grown. And with Medicare’s growth, the 
health coverages offered by insurance companies under Medicare 
and supplementary to it have grown. This includes Medicare 
Advantage “Choice” alternative plans, Medicare Supplemental 
policies that cover the premiums, deductibles, and coinsurance 
under Medicare, and the more recent Medicare D covering the 
cost of medicines. Sales levels and trends are shown in the 
following tables. 
 

 
Kaiser slides - Medicare Advantage Enrollment, 1999-2009 

http://www.asjonline.com/Issues/2010/9/Pages/Finally-Making-Its-Mark.aspx?page=1�
http://www.asjonline.com/Issues/2010/9/Pages/Finally-Making-Its-Mark.aspx?page=1�
http://www.milliman.com/expertise/life-financial/publications/rr/pdfs/annuity-long-term-care-RR.pdf�
http://www.milliman.com/expertise/life-financial/publications/rr/pdfs/annuity-long-term-care-RR.pdf�
http://facts.kff.org/chart.aspx?ch=386�
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Kaiser slides - Prescription Drug Coverage Among Medicare Beneficiaries, 2009 

 

 
Trends in Medigap Policies, December 2004 to December 2006 

 
The passage of The Patient Protection and Affordable Care Act 
(PPACA) will undoubtedly have some effect, most directly to an 
extent on Medicare Advantage Plans, but the effect looks limited.  
 
Interestingly, only 5% of a small survey of people have switched 
Medicare carriers or plans. 80% say they are satisfied with their 
coverage, but 60% of those who have stayed with plans they 
dislike say it too confusing to try to change. Most Seniors To Stick With 
Medicare Plans 
 
Vision and dental coverages not covered by Medicare or the 
supplements are also offered by insurance companies, as are 
cancer, critical illness, mental, and other ancillary coverages. 

http://facts.kff.org/chart.aspx?ch=267�
http://www.ahipresearch.org/pdfs/MedigapTrendReport.pdf�
http://www.lifeandhealthinsurancenews.com/News/2009/11/Pages/Allsup-Most-Seniors-To-Stick-With-Medicare-Plans.aspx�
http://www.lifeandhealthinsurancenews.com/News/2009/11/Pages/Allsup-Most-Seniors-To-Stick-With-Medicare-Plans.aspx�
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These coverages are mostly sold through worksite or direct 
marketing, but are not major premium generators in total. 
 

e. Property and Casualty coverages 
P& C are major lines of business, and some of those coverages 
continue to be needed by seniors in retirement. Cross-Selling Can Add 
Life To Any P-C Agency’s Growth 
 

f. Non-insurance products & services 
Non-insurance financial products and services at play in the post 
retirement market include: 
 
 Stocks 
 Bonds 
 Treasuries 
 Mutual Funds & Exchange-Traded Funds (ETF’s) 
 Options 
 Bank savings and checking accounts 
 Money-market funds 
 Real estate 
 Trusts 
 Business and real estate loans 
 Reverse mortgages 
 Legal & tax services 
 Credit cards 

 
Many of these instruments are integrated into some of the 
approaches to post-retirement financial planning. 
 
Though seemingly late to the post-retirement table, several non-
insurance company products have been increasingly rolled out 
focused on the post-retirement market. 
 
a) Target date funds 

These funds are geared to grow more and more conservative as 
the target retirement date approaches.  
 

b) Income funds  
Fidelity and Vanguard have introduced non-guaranteed mutual 
funds geared to pay an income till the fund is exhausted, but 

http://www.property-casualty.com/Issues/2008/4/Pages/Cross-Selling-Can-Add-Life-To-Any-P-C-Agency-s-Growth.aspx?k=home+owner+sales�
http://www.property-casualty.com/Issues/2008/4/Pages/Cross-Selling-Can-Add-Life-To-Any-P-C-Agency-s-Growth.aspx?k=home+owner+sales�
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without guarantees. Do annuity alternatives for income planning make 
sense? 
 

c) Inflation-adjusted bond income fund 
A bond fund geared to pay out inflation-adjusted income for a 
term certain, though it provides no guarantees. PIMCO Real 
Income 2019 Fund A (PCIAX) 
 

d) Stand-Alone Life Benefit riders (SALB) 
With GLWB’s popular, insurers, seeing the potential in the 
mutual fund sphere, and the mutual funds seeing the same, 
have resulted in the introduction of GLWB-like riders on 
mutual funds. Time Is Right for Standalone Lifetime Benefit (SALB). 
 

e) Reverse mortgages 
These mortgages, which require no mortgage payments until 
the owner dies or moves from their home and are available to 
people 62 and over, are beginning to gain more traction, with 
31% of the 350,000 issued in their 21 year history issued in 
2007. Reverse Mortgage Problems Linked To Annuities At Hearing 

 
g. Additional product considerations 

Other broad product-related issues are worth noting: 
 
1) Patents 

There are increasing number of patents being applied for and 
issued related to insurance and finance An Update on Current Patent 
Activity and a recent law suit awarded a $13 million 
infringement of a patent related to GLWB’s Lincoln Financial wins 
latest round in variable annuities methodology patent case  
 

2) Taxes 
An Internet based company is offering a service to maximize 
after-tax drawdown of assets in retirement. SunTrust is First to Launch 
LifeYield ROI™ 
 
Tax deferral is somewhat less potent if it is in effect for fewer 
years. However, increasing longevity and possibilities for 
passing on the advantages of tax deferral come into the post-
retirement product picture.  
 

http://www.producersweb.com/r/AMS/d/contentFocus/?adcID=43d3d60edecad285607520917c069232�
http://www.producersweb.com/r/AMS/d/contentFocus/?adcID=43d3d60edecad285607520917c069232�
http://www.allianzinvestors.com/mutualFunds/profile/PRIF/about_A.jsp�
http://www.allianzinvestors.com/mutualFunds/profile/PRIF/about_A.jsp�
http://www.investmentadvisor.com/News/2009/3/Pages/Time-is-Right-.aspx�
http://www.lifeandhealthinsurancenews.com/Issues/2007/47/Pages/Reverse-Mortgage-Problems-Linked-To-Annuities-At-Hearing.aspx?k=individual+life+sales+2007�
http://www.bakosenterprises.com/IP/IPB.html�
http://www.bakosenterprises.com/IP/IPB.html�
http://ifawebnews.com/2009/06/29/lincoln-financial-wins-latest-round-in-variable-annuities-methodology-patent-case/�
http://ifawebnews.com/2009/06/29/lincoln-financial-wins-latest-round-in-variable-annuities-methodology-patent-case/�
http://www.lifeyield.com/news-and-events/2009-10-20-suntrust-is-first-to-launch-lifeyield-roi/�
http://www.lifeyield.com/news-and-events/2009-10-20-suntrust-is-first-to-launch-lifeyield-roi/�
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3) Competitiveness 
The Mortality and Expense charges (M&E) in variable annuities 
are viewed as problematic by regulators, distributors, and to 
astute consumers (most consumers are overwhelmed by 
financial product complexity). A few companies have begun 
scaling these fees back and focusing on asset management for 
profitability, but M&E charges remain a thorn and influence the 
broader picture of the costliness of insurance. 
 

4) Public perceptions 
The public has many negative pre-conceptions of the insurance 
business and its offerings. This is a major roadblock to sales and 
services. Money for life: The hidden costs  Household demand for variable 
annuities   Beating the bear with annuities: Are you leaving money on the table?     
Only One-Quarter of Americans Say Banks are Honest and Trustworthy  Public 
Attitudes Toward Different Industries 
 

5) Risk 
Risk avoidance is of course what insurance offers consumers 
through pooling and is quite desirable in the post-retirement 
financial management. Such offers of risk coverage must 
necessarily be manageable, with evolving longevity, health, and 
investment risk of particular need for scrutiny for this market. 
 

6) Research institutes 
Industry Institutes are doing some fine research, but it is hard to 
measure their use by the industry or beyond. 
 

4. Distribution 
Distribution – marketing and sales - is as, or even more, significant 
as product in regard to the industry’s positioning relative to the post-
retirement market.  

 
The roll of distribution, especially in terms of financial management, 
might be depicted as being in the center as follows: 
 

http://money.cnn.com/magazines/moneymag/moneymag_archive/2007/10/01/100400151/index.htm?postversion=2007092417�
http://crr.bc.edu/images/stories/Working_Papers/wp_2004-08.pdf?phpMyAdmin=43ac483c4de9t51d9eb41�
http://crr.bc.edu/images/stories/Working_Papers/wp_2004-08.pdf?phpMyAdmin=43ac483c4de9t51d9eb41�
http://www.producersweb.com/r/WIRE/d/blogIndex?mI=3826063#bbec37bad6ab2920641360bb6a06bb95�
http://www.harrisinteractive.com/harris_poll/pubs/Harris_Poll_2009_06_30.pdf�
http://www.harrisinteractive.com/harris_poll/index.asp?PID=940�
http://www.harrisinteractive.com/harris_poll/index.asp?PID=940�
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2008 Society of Actuaries Annual Meeting, Retirement-New Products & Approaches 
 

a. Sold vs. buy vs. get help 
The old adage is that insurance is sold, not bought, and thus 
salespeople have been key to the insurance business. That adage 
may also apply to providing other financial instruments in varying 
degrees depending on their complexity, consumer grasp and needs, 
and economies of delivering the products as depicted in the 
following graph: 
 

 

http://www.soa.org/files/pdf/2008-orlando-annual-35.pdf�
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Source – NewsDirect Newsletter of NM Section of the Society of Actuaries - 1999 
 
As stated above, the industry and its distribution system have 
migrated towards an investment orientation. However, the upper 
circle still predominates. 
 

b. Channels 
Trends in Distribution presents a good basic overview of the trends 
in distribution in terms of affiliate agent and third-party distribution 
manpower, product, and profitability shifts for insurance and 
annuities. In particular, it cites the shrinking of affiliated agents from 
250,000 to 150,000, and the rise of third party distribution. 
 

 
 
It is reported in Fee-Based Advisors Say Current Economy Makes 
Savings Accumulation Through Tax Deferral More Important than 
Ever that “retail assets in the Registered Investment Advisors 
(RIA’s) space have reached more than $1.4 trillion and are growing 
at an annual rate of 15%, one of the fastest-growing segments in the 
industry. 
 

http://www.soa.org/library/newsletters/newsdirect/1999/summer/ndn-1999-iss32-trencher.pdf�
http://www.soa.org/files/pdf/058all_rev-life06.pdf�
http://www.jeffnat.com/media/pr.cfm?docid=218�
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A Strategic Analysis of the U.S. Life Insurance Industry similarly 
points to the expansion of mostly annuity sales through third-party 
distributors. 
 
The following charts of sales by channel show expansion of 
distribution: variable annuities through non-insurance channels, 
including direct, though not RIA’s – RIA’s Remain Skeptical About 
Annuities; fixed annuities through banks; but not much for life 
insurance.  
 

 
FA Sales Skyrocketed In ’08 While VA Sales Plunged: LIMRA 

 
The channel mix for immediate annuities as of 2004 was 
 

 
Focus on Immediate Annuities 

 

http://www.soa.org/library/newsletters/the-actuary-magazine/2005/august/ast2005august.aspx�
http://www.financial-planning.com/news/rias-skeptical-annuities-cerulli-2661825-1.html�
http://www.financial-planning.com/news/rias-skeptical-annuities-cerulli-2661825-1.html�
http://www.lifeandhealthinsurancenews.com/Issues/2009/March%2016%202009/Pages/FA-Sales-Skyrocketed-In-08-.aspx?k=annuity+sales+by+channel�
http://www.soa.org/library/newsletters/product-development-news/2004/november/pdn-2004-iss60-sell.pdf�
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The dominance of career and independent agents is also seen in life 
insurance market share by channel: 

 
 
It is also noteworthy that over 70% of career agents, and 60% of 
independent agents are over 50 Issues Facing Distribution Leaders  
 
The question is – How successful is expansion to other channels, 
given the amounts these channels funnel into other financial 
instruments (Surveys, Target Dates, and More - see the graphic link in the 
article in particular and the lower profitability of selling through 
these channels)? 
 

c. Practices of retirement income advisors 
Will even High Net Worth (HNW) targeting insurance people deal 
with the planning involved in the post-retirement market as reported 
in the following chart from Best Practices for Retirement Planning. 
 

http://www.limra.com/MarketFacts/Commentaries/Distribution616.pdf�
http://advisor.morningstar.com/articles/article.asp?s=0&docId=17346&pgNo=1�
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Moreover, even beyond the complications noted above, the study 
research showed that advisors in this market go well beyond just 
financial advice by the very multi-dimensional nature of retirement 
(a similar orientation is seen at a retirement income site of an insurer 
myretirementshop, a marketer Mature Market Experts, and AARP.  
 
5 additional charts of practices from the study are also fascinating -  
 

 

http://www.myretirementshop.com/Index.do?process=homePage�
http://trmann.com/wordpress/�
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Additional highlights of the research include:  
 
 Financial Analyst (FA) resonation with a bucket approach as 

an adaptation of accumulation planning (though total return 
and income floor are also used by many Income-Oriented Advisors 
Seek Validation: Survey);  

 Love/hate feelings about immediate annuities; 
 A rethinking of assumptions because of the financial turmoil;  
 A more relational advisory and comprehensive service roll;  
 Fees often still on an Assets Under Management (AUM) basis. 

The New Retirement Advisor  
 
Another study, Wanted: Better Income Plan Tools, confirms much 
of these findings, including the shift from asset accumulation to 
asset distribution and to immediate annuities, but still with a 
preference for systematic withdrawals and asset allocation.  
 
A David Macchia Blog discussion between 2 distributors who are 
marketing bucket approaches puts some of this into a conversational 
format.  
 
But interestingly, two major consulting firms that developed 
excellent financial planning software packages using scenario 
projections that included health and death needs, were unsuccessful 
in trying to sell the packages, the suspicion being that the software 
concepts were judged by marketers to be too sophisticated for their 
accumulation oriented distributors. 
 

d. Other major distribution issues of note: 

http://retirementincomejournal.com/issue/november-18-2009/article/income-oriented-advisors-seek-validation-survey�
http://retirementincomejournal.com/issue/november-18-2009/article/income-oriented-advisors-seek-validation-survey�
http://www.researchmag.com/Issues/2009/1/Pages/The-New-Retirement-Advisor.aspx�
http://www.lifeandhealthinsurancenews.com/news/2009/4/Pages/Wanted-Better-Income-Plan-Tools.aspx�
http://davidmacchiablog.com/?p=184�
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 Professionals who clearly try to sell something, such as 

stockbrokers, real estate and insurance agents, are less trusted than 
those who do not. Most Trusted Professionals to Give Advice  

 
 Compensation bases – commissions, or fees as a percentage of 

assets or per hour; suitability vs. fiduciary standards; and 
designations are major regulatory as well as market issues. Wary 
Investors Are Seeking Out Objective Voices Independent Advisers Are In Demand, 
but Picking One Means Homework and The Fight Over Who Will Guard Your Nest 
Egg 

 
 The potential conflicts involved in who may be an advisor to 

employees in 401(k) plans, including employer/sponsor fiduciary 
risk, is still up in the air, and is a difficulty in educating employees 
Labor Department nixes Bush OK to let brokers advise 401(k) plans  

 
 The Value of Financial Planning study: Consumer Attitudes and 

Behaviors in a Changing Economy shows the value of 
comprehensive financial planning and of an advisor, both in terms 
of feeling and being financially secure. 

 
 Selling to seniors is tainted – STOLI, What happens after the free 

lunch, and Reverse mortgages and CV life insurance -- A lawsuit 
in waiting 

 
 The following list of 2005 distribution and regulatory issues and 

predictions by insurance company CFO’s is of interest -  
 

http://www.harrisinteractive.com/harris_poll/index.asp?PID=661�
http://online.wsj.com/article/SB10001424052970204423804574288130378749314.html�
http://online.wsj.com/article/SB10001424052970204423804574288130378749314.html�
http://online.wsj.com/article/SB10001424052970204423804574288130378749314.html�
http://online.wsj.com/article/SB123819596242261401.html?mod=rss_IntelligentInvestor�
http://online.wsj.com/article/SB123819596242261401.html?mod=rss_IntelligentInvestor�
http://www.investmentnews.com/apps/pbcs.dll/article?AID=/20090914/REG/909149976&uid=14273�
http://www.fpaforfinancialplanning.org/docs/assets/Report_Final.pdf�
http://www.fpaforfinancialplanning.org/docs/assets/Report_Final.pdf�
http://www.boomermarketadvisor.com/Issues/2009/8/Pages/What-happens-after-the-free-lunch.aspx�
http://www.boomermarketadvisor.com/Issues/2009/8/Pages/What-happens-after-the-free-lunch.aspx�
http://www.producersweb.com/r/WPI/d/contentFocus/?adcID=b27f0c410f671dfc2e32f468ee9d0327�
http://www.producersweb.com/r/WPI/d/contentFocus/?adcID=b27f0c410f671dfc2e32f468ee9d0327�


© 2011 Society of Actuaries, All Rights Reserved  
 

73 

 
Life insurance cfo survey #10: distribution issues 

 
 LIMRA reports that while financial advisors see retirement 

income planning taking a more prominent roll in their businesses, 
Financial Advisors Say Guaranteed Income Products Too 
Complicated—Want More ‘Explainable’ Products for Their 
Clients  

  
5. The Internet 

The Internet is already a very major force in business and society, 
and pretty universally utilized, though differently across the 
generations, with even those 65-69 reaching almost 60% usage by 
early 2008. Generations Online in 2009  It has revolutionized many 
aspects of life, e.g. online banking; access to information, 
participatory entertainment, etc., and has been hugely successful for 
many businesses, with Google, Amazon, Facebook, Twitter, etc., 
leading the way. 
  
The question is – Where is the Internet finding traction in the 
insurance and financial services business? How to attract online 
consumers to your website you’re your products gives some feel on 
the “marketing” side to date – providing information.  
 
One could say that the Internet has, as in other complex matters such 
as medical diagnoses, given consumers the opportunity for self-
education as to insurance and financial matters, and for many – 

http://www.towersperrin.com/tillinghast/publications/publications/till_update_us/CFO_Surveys/10/CFO-Update10.pdf�
http://insurancenewsnet.com/article.aspx?id=189267&type=financial�
http://insurancenewsnet.com/article.aspx?id=189267&type=financial�
http://insurancenewsnet.com/article.aspx?id=189267&type=financial�
http://www.pewinternet.org/~/media/Files/Reports/2009/PIP_Generations_2009.pdf�
http://www.bluetoad.com/publication/?i=19871&pre=1&1&p=52�
http://www.bluetoad.com/publication/?i=19871&pre=1&1&p=52�
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particularly the self-directed - it has likely helped. Attempts at 
simplification help too. But financial product complexity by its very 
nature, with its many wrinkles, distrust, commercialization, and 
decentralization, and people’s just plain mental blockage when it 
comes to financial matters and avoidance when it comes to spending 
for long-term protection, compromises the Internet as a direct path 
for extensive insurance selling to date. Indeed, financial Internet 
successes seem to be service oriented and/or simple, such as 
Mint.com. 
 
As indicated in the article noted above, there have been some sales 
of insurance through the Internet, though they have predominantly 
been sales by brokers using the Internet for quoting and selling 
commodity type products (products that consumers buy without 
having to be sold such as term life, auto, home, and health). Often 
such sales integrate call center and even face-to-face agents in some 
cases. When looking for insurance which would you do online? 
shows people buying more than a third of the time; their reasons, 
especially the simplicity of the process, are worth noting. Will 
Online Financial Planning Catch On? describes recent rollouts of 
technology streamlined less expensive financial planning for the 
middle market. 
 
Channel conflict has been a major factor in the relative dearth of 
attempts at direct selling by most insurers. The growth of fee-based 
planners, though, has spurned some potential breakthroughs for 
direct sales by insurers from their websites, recently even for a high-
end simplified low fee tax-deferred variable annuity. Assistance with 
post-retirement financial planning is also being offered, but 
calculators such as Evaluate your retirement goals and develop a 
clear plan are answer-oriented and 401(k) experience has shown that 
most employees don’t use even good employer-purchased (free to 
employee) calculators. 
 
The current social networking craze is also raising questions of how 
insurers might use this “word-of-mouth” (sounds like “referrals”) 
medium to advantage. This is especially enticing in the to date 
salesperson-based consumer-contact nature of insurance. 
Salespeople-based distribution is ablaze trying and promoting it, 
though it is still too early to tell how it will play out, including 

http://www.webcredible.co.uk/user-friendly-resources/polls/insurance.shtml�
http://online.wsj.com/article/SB10001424052748703988304575413422740203834.html�
http://online.wsj.com/article/SB10001424052748703988304575413422740203834.html�
http://www.principal.com/retirement/ind/retirementplanning.htm�
http://www.principal.com/retirement/ind/retirementplanning.htm�
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regulations for registered representatives in regard to advertising 
requirements. The Challenges of Using Social Media in Business 
(click to page 46) discusses the hesitations of insurers, including the 
lack of business success to date. Anecdotally, though, Vanguard 
seems to be generating some good interactions on Facebook Vanguard 
Blazes a Social Media Trail for Mutual Fund Firms and TIAA is reportedly 
getting participation in its myretirement.org community discussion 
forum Should Annuity Firms Care About Social Media? and its Twittering 
TIAA-CREF’s TC_Talks Debuts on Twitter, but both of these companies 
have niche consumers.  
 
Some insurers are also pushing technology – one insurer offered an 
online series included educational articles and webinars designed to 
help financial professionals build their business through the use of 
instant online communications such as “email marketing, blogs, 
social networks, and much more”. 
 
By and large, Social Technology Strategies for Insurance and Other 
"Boring" Brands sums the problem up for insurance – it’s boring and 
New Technologies Simplify Life Insurance Sales and Creates 
Opportunities For Work At Home Virtual Ag says it needs 
simplification. Providing services such as depositing a check from 
an iPhone Bank Will Allow Customers to Deposit Checks by iPhone is clearly 
not where insurance presently is in the technology revolution. 
 
The Internet is, though being efficiently and effectively used by 
marketing organizations, including insurers, to reach their primary 
consumers– their salespeople, in a b2b modality. Leads, webinars, 
website creation, sales tools, dynamic spreadsheets, paper work 
simplification, and contacts are just a few of the ways in which 
salespeople are being reached and helped using the Internet, e.g. 
Brokers International. 
 

F. Government 
Governmental initiatives of note for the post-retirement market 
include:  

 
1. Funding programs 

a. Entitlements 

http://www.insurancenewsnetmagazine.com/November09/�
http://www.cinsightblog.com/2009/05/29/vanguard-blazes-a-social-media-trail-for-mutual-fund-firms/�
http://www.cinsightblog.com/2009/05/29/vanguard-blazes-a-social-media-trail-for-mutual-fund-firms/�
http://retirementincomejournal.com/issue/october-28-2009/article/should-annuity-firms-care-about-social-media�
http://www.tiaa-cref.org/about/press/about_us/releases/pressrelease294.html�
http://www.financial-planning.com/news/-2661851-1.html?portal=insurance&id=2661851&sponsor_info=367�
http://www.financial-planning.com/news/-2661851-1.html?portal=insurance&id=2661851&sponsor_info=367�
http://www.a1articles.com/article_1047334_80.html�
http://www.a1articles.com/article_1047334_80.html�
http://www.nytimes.com/2009/08/10/technology/10check.html?_r=5&hpw�
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Medicare, Medicaid, and Social Security face serious funding 
problems, and Part D of Medicare, Medicaid, Medicare 
Advantage, and claim control also have particular problems. 
Pre-retirees are fairly skeptical about these programs, perhaps 
overly so about Social Security.  
 
It seems pretty clear that the government will continue to 
support these key programs, albeit at least some shaving looks 
inevitable. Attempts to better assist with long term care are 
also ongoing, including broad research proposals by the Urban 
& Brookings Institutions. The Future of Long-Term Care: What Is Its 
Place in the Health Reform Debate?  The Community Living 
Assistance Services and Supports program (CLASS) portion of 
the Patient Protection and Affordable Care Act (PPACA) and 
certain changes in Medicaid qualification are examples of the 
government trying to provide base coverage.  
 

b. Tax Incentives 
Over time the IRS has encouraged savings under qualified 
retirement programs. The most major have been: 
 

1978 » The Revenue Act of 1978 created new Section 
401(k) retirement plans and Simplified Employee 
Pensions (SEP’s). 

1981 » The Economic Recovery Tax Act established 
“universal” IRAs for all workers.  

2001 » The Economic Growth and Tax Relief 
Reconciliation Act (EGTRRA) of 2001 expanded 
retirement savings opportunities for workers.  

2003 » The Jobs and Growth Tax Relief Reconciliation Act 
(JGTRRA) provided mutual fund shareholders with 
the benefits of lower tax rates on dividends and 
capital gains. 

2006 » The Pension Protection Act of 2006 (PPA) and the 
Tax Increase Prevention and Reconciliation Act 
provided incentives for investors and the purchase 
of LTCI. 

 
Pending bill H.R. 2748, The Retirement Security Needs 
Lifetime Pay Act of 2009 proposes to exclude 50% of income 

http://www.urban.org/UploadedPDF/411908_longterm_care.pdf�
http://www.urban.org/UploadedPDF/411908_longterm_care.pdf�
http://www.washingtonwatch.com/bills/show/111_HR_2748.html#toc1�
http://www.washingtonwatch.com/bills/show/111_HR_2748.html#toc1�
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payments, up to $10,000, from tax, qualified longevity 
insurance from minimum required distributions, and taxation 
of annuitizations. A similar bill is still also pending in the 
Senate.  

 
2. Supervision and Regulation  

Supervision and regulation by various governmental agencies, 
though necessary and helpful in the long run, are often onerous 
and faulty in a difficult task. NAILBA Speaker: Help Us Face Threats, t 

 
a. Product approval 

Though restrictions abound, government, particularly state 
oversight of insurance, has generally been supportive of 
innovations such as longevity insurance and living benefit 
guarantees. 

 
b. Suitability 

FINRA (The Financial Industry Regulatory Authority, 
formerly the NASD), the SEC, & the states have been hard on 
variable and indexed annuities for seniors Variable Annuities: 
Beyond the Hard Sell ; NAIC Alert: Annuities and Senior Citizens; page 
8 of Communications With the Public on illustrations of tax deferral. 
FINRA even podcasts about annuity concerns FINRA Podcast - 
Deferred Variable Annuities. 
 
FINRA’s investor advice page, Smart Investing, doesn’t 
include annuities among the investments listed, and then only 
has negative blogs in its “Annuities and Insurance” link. As an 
“aside”, their “Retirement calculator” on the Smart Investing 
page is fairly weak by most standards, e.g. it uses uniform 
(non-varying) annual yields; the Disclaimer language “This 
model is provided as a rough approximation of future financial 
performance. The results presented by this calculator are 
hypothetical and may not reflect the actual growth of your own 
investments.” is miss-directive; there are no longevity 
warnings; and the calculation methodology isn’t spelled out. 
 
Florida’s Annuity Suitability Questionnaire is now quite 
similar to SEC requirements 

 

http://www.lifeandhealthinsurancenews.com/News/2009/11/Pages/NAILBA-Speaker-Help-Us-Face-Threats.aspx�
http://tinyurl.com/yz6dw2w�
http://tinyurl.com/yz6dw2w�
http://www.mass.gov/?pageID=ocaterminal&L=4&L0=Home&L1=Consumer&L2=Insurance&L3=Consumer+Alerts&sid=Eoca&b=terminalcontent&f=doi_Consumer_NAIC_Annuities&csid=Eoca�
http://www.finra.org/web/groups/industry/@ip/@reg/@notice/documents/notices/p120005.pdf�
http://www.accelacast.com/programs/FINRA_podcasts/FINRA_Podcast_Deferred_Variable_Annuities.mp3�
http://www.accelacast.com/programs/FINRA_podcasts/FINRA_Podcast_Deferred_Variable_Annuities.mp3�
http://www.finra.org/Investors/SmartInvesting/index.htm�
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c.  Advice 
Employers see the need for advice on defined contribution 
plans Schwab Finds Advice Hunger, but advice from producers on 
401(k) plans continues to be disputed in congress.  House Bill 
Targets 401(k) Advice  Moreover, FINRA asserts its jurisdiction 
over financial planning in general FINRA defends its authority over B-
D's dispensing financial advice. 
 
On the other hand, the Government Accountability Office 
(GAO) report on PRIVATE PENSIONS: Alternative 
Approaches Could Address Retirement Risks Faced by 
Workers but Pose Trade-offs, is a helpful in pointing out the 
risks under current retirement plan configurations and the need 
for advice. 
 
The 2010 Departments of Labor and Treasury Request for 
Information (RFI) Regarding Lifetime Income Options for 
Participants and Beneficiaries in Retirement Plans and 
subsequent hearings suggests that there will be additional focus 
on lifetime income and annuitization in and/or from DC plans, 
at the very least from an educational perspective. The many 
fine submissions and testimonies present the varied 
perspectives involved. 
 
The establishment of MyMoney.Gov as “the U.S. 
government's website dedicated to teaching all Americans the 
basics about financial education” is noteworthy, albeit in need 
of both pruning and cultivating. 
. 

d. Uniform provisions 
At times federal governmental programs have been put in 
place to help people do the right thing for themselves, such as 
PPA to encourage combination annuity/LTCI programs, and 
automatic enrollment and investment under 401(k)’s. The 
requirements for uniform benefits of Medicare supplemental 
plans also help. 

 
e. Solvency 

At the state level regulation and supervision to ensure solvency 
has been reasonably protective, including the supervision of 

http://www.lifeandhealthinsurancenews.com/news/2009/6/Pages/Schwab-Finds-Advice-Hunger.aspx�
http://tinyurl.com/yftrxbl�
http://tinyurl.com/yftrxbl�
http://www.investmentnews.com/apps/pbcs.dll/article?AID=/20090819/REG/908199975/1094/INDaily01�
http://www.investmentnews.com/apps/pbcs.dll/article?AID=/20090819/REG/908199975/1094/INDaily01�
http://www.gao.gov/new.items/d09642.pdf�
http://www.gao.gov/new.items/d09642.pdf�
http://www.gao.gov/new.items/d09642.pdf�
http://www.dol.gov/ebsa/regs/cmt-1210-AB33.html�
http://www.dol.gov/ebsa/regs/cmt-1210-AB33.html�
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equity guarantee derivatives and capital and reserving 
standards. The move to Principal Based Reserving is a 
noteworthy seeming loosening in this respect. 

 
f. Supervision 

Supervision is a very hard job. There are lots of paper trails, 
particularly on the equity side, to avoid blatant fraud and 
abuse. Moreover, supervision to protect consumers on a 
marketing level is pretty much dependent on after-the-fact 
class action. But AARP, working with the North American 
Securities Administrators Association, Washington, exposed 
poor practices of free-lunch seminars Group Probes Free-Meal 
Seminars 
 

G. The 2007-2009 financial turmoil and ongoing recession  
The current financial turmoil has been significant, and its impacts to 
date warrants separate note. However, its course is still unfolding 
and many of its effects may ultimately prove to be transitory.  

 
1. Effects on people 

a. Financial 
Obviously, the turmoil has cost many people substantial 
amounts of money for retirement and otherwise, some actual, 
some unrecoverable, and some “just” incurred to date (it could 
still go either way from here, but it still has its affects). The 
extent, implications, and ultimate effect of these losses vary 
widely. Most particularly from a retirement perspective, is the 
difference in affect between those near or already retired, and 
those more distant to retirement (the late and some early 
boomers)?  
 
“Overall, American households lost about $14 trillion in 
wealth, more than their collective earnings from all sources of 
income last [2008] year.” Obama Aides See Signs of Recovery but Say It 
Will Be Slow. For retirement, “retirement assets” (DC & IRA’s 
were down $2.8 trillion (33%) from $8.6 trillion at their peak 
in 2007 to their trough at the end of the 1st quarter of 2009, and 
regained 1.3 trillion (23%) by the end of the 3rd quarter of 2009 
Accumulations in Retirement Accounts, 2005 to 2009 .  
 

http://www.lifeandhealthinsurancenews.com/News/2009/11/Pages/Group-Probes-FreeMeal-Seminars.aspx�
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The following shows the change in average 401 (k) balances 
through the bottom in March 2009, with the biggest decreases 
in balances for boomers who have been in their plans the 
longest.  
 

 
401(k) Balances and Changes Due to Market Volatility – 1/1/08 to 3/17/31/09 

 
Balances, including new contributions, though, were mostly 
recovered by the end of 2009. 

 
401(k) Balances and Changes Due to Market Volatility – 1/1/08 to 12/31/09 
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An update from mid- to year-end 2008 of a study of retirement 
vulnerability to outlive assets (or reduced standard of living) 
shows a somewhat bleaker picture, especially for those without 
pensions, as follows: 
 

 
 

 
Updated Retirement Vulnerability Analysis: The likelihood of outliving their financial assets 

 
It is also noteworthy that the affluent have been significantly 
affected, perhaps even more so than the less affluent. For 
instance, in a mid-2009 survey of households with net worth of 
over $1 million, 14% said they now considered their home 
equity a major part of their retirement savings (up from 10%), 
with home equity borrowing more active. The Nest As Nest Egg. 
 
An update of the Center for Retirement Research at Boston 
College’s National Retirement Risk Index also shows the 
increased vulnerability at all income levels. 

 
The national retirement risk index: after the crash 
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The NRRI and the House wasn’t assumed to be mortgaged 
with a reverse mortgage, the 2009 NRRI would have been 9-
10% higher in each income group and overall. 
 

b. Fear & doubts 
Even if the market, housing, labor, business, etc. come back, to 
what extent has there been and will there be: 
 
• Weakened trust in financial advisors, companies, and the 

future (the latter facing huge deficits, inflation, SS, 
Healthcare, Medicare, Medicaid, wars, taxes, global 
commerce, ecology); and/or 

 
• A wake-up call about spending, borrowing; risk/reward, 

desire/need for financial help? 
 
To a somewhat surprising degree, people haven’t panicked as a 
result of the turmoil: 
 
 Even right after the Lehman Bothers meltdown, most were 

not making any major investment moves, though there was 
an increase in feeling that retirement may have to be 
delayed. AARP 30 days of frenzy in the financial sector 

 
 The 2010 Retirement Confidence Survey shows confidence 

about retirement declined to a new low of 46% of workers 
not too confident or worse. 
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 The report similarly shows retiree confidence at an all time 
low of 39%, and being able to afford medical and long-term 
care costs in retirement at even more dramatic lows of 51% 
and 61% respectively not being confident.  

 
 But Time.com - Cartoons of the Week spoofs that the “good 

news” is companies are cutting back on 401(k) contributions: 
thus employees will have less to lose 

 
 Pre- and post-retirement families with over $100,000, 

surveyed in February 2008 and then again in April 2009, 
were also less secure and confident, more conservative as to 
risk, and had cut back on their discretionary spending, but 
overall were still fairly confident about their financial 
situations - 

 
What A Difference A Year Makes 

 
 
 Risk tolerance hasn’t changed much, but risk capacity and 

perhaps preferences may have. Falling Markets and Risk Tolerance 
 
 Many boomers are anticipating working longer, but it may 

not be that easy. New Realities of the Job Market for Aging Baby 
Boomers 

http://www.time.com/time/cartoonsoftheweek/0,29489,1881052_1849343,00.html�
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LIMRA Probes Consumer Attitudes seems similar about 
postponing retirement, but notes that only 10% have sought 
advice and that distrust is running high. 
 
More than 2/3’s of surveyed people 45-70 with $100,000 in 
savings are saying the “right” things – need to save; want 
income guarantees; if had such guarantees, would invest in the 
market. Pru Finds Retirement Savings Rebounding  

 
c. Actions – What changes have people made? 

Even in September 2008, 2/3’s of workers over 45 were already 
saying they would need to retire later and spend less in retirement, 
only a third felt they could save more, and a quarter were working 
more just to make ends meet. Hispanics, women, those with just a 
high school education, and making less than $30,000 a year were 
particularly likely to have to at best delay retirement to a higher 
age. Retirement Security or Insecurity?  
 
Most 401(k) participants have not been making many investment 
changes – for the most part they are continuing to contribute, are 
not withdrawing funds, and are not changing investment 
allocations. Retirement Saving in Wake of Financial Market Volatility  
 
One might look at this “inertia” from an interesting potential-loss 
behavioral perspective. “Deciding” to not do anything was likely 
at least partially the effect of basic financial theory espoused in 
the marketplace of dollar cost averaging, long term investing, 
asset allocation, Modern Portfolio Theory, etc. But with all of this 

http://www.lifeandhealthinsurancenews.com/News/2009/10/Pages/LIMRA-Probes-Consumer-Attitudes.aspx�
http://www.lifeandhealthinsurancenews.com/News/2009/11/Pages/Pru-Finds-Retirement-Savings-Rebounding.aspx�
http://assets.aarp.org/rgcenter/econ/retirement_survey_08.pdf�
http://www.ici.org/pdf/ppr_08_ret_saving.pdf�


© 2011 Society of Actuaries, All Rights Reserved  
 

85 

theory being thrown into serious question, why did so many 
people “stay the course”? Doing so was, at least in part, 
equivalent to investing in the market, which it is doubtful many 
would have initiated. But taken from a fear of loss perspective, 
their inaction and likely non-action can be seen as commonly 
motivated. 
 

 
 
This is discussed further in Why Do Investors Sit Tight in 
401(k)s? and Few Changed Investing Habits in 2008, Hewitt 
Reports 
 
Employer Suspending the 401(k) Match: Look Before You Leap 
and Employers altering pension plan policies have also been of 
some concern. 
 
The-Nest-As-Nest-Egg. sees early trends to using home equity for 
retirement needs. 
 
Moreover, boomers with consumer debt in excess of $25,000 
increased by 9% to 38%, with negative implications for 
retirement. Debt Rises for Boomers During Economic Crisis 
 
The question is - Will We See an Investor Shift in Risk Tolerance 
in the Future? Back to leveraging? This could be a knee jerk 
reaction for some people faced with Rebuilding what was lost in 
2008 -- how long might it take?  
 
More recently, people are tepidly getting back in to the extent they 
were out. Cautiously, Small Investors Edge Back Into Stocks Others Got 
Anger? ShareOwners.Org Cites Investor Indignation. Half say 
they have lost faith and would reduce spending and build a 
cushion, and about 15% would seek an advisor and put some 
money in guaranteed income and low risk products. Some Will Talk 
To A Financial Advisor  
 
A Study shows economy driving demand for guaranteed income 
products, yet annuity knowledge remains low. 
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Many Workers Will Outlive Retirement Savings and simply 
haven’t done much about it. 
 
Older workers have fared relatively better than younger workers 
in employment rates, partly a result of the trend in older-age 
participation. On an individual level, though, older workers have 
indeed also lost jobs. Recessions And Older Workers 
 
It is to be noted, though, that near- and post-retirement people in 
higher education, a niche group with niche advisors, are taking 
responsible steps to manage their retirement finances such as 
saving more, and seeking advice and more secure investments. 
Retirement Income Is Key: Survey and Retirement savers respond to the market 
meltdown  
 
High net worth individuals have also put more emphasis on 
preservation than returns. 

 
In Recession’s Wake, The Affluent Get Back to Basics 

 
In any case, the Internet has and is playing a major role in 
people’s knowledge and reactions to the recession. Recession Dot Net 
 

2. Effects on the Industry 
a. The basics questioned  

As the biggest financial meltdown since the Great Depression, the 
meltdown drew into question basic financial theory. 

 
 2008: The Historical Impact and Future Implications of 

Extraordinary Markets provides extensive technical analysis 
of the 2008 stock and bond markets, but little to no mention 
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of the underlying housing, capital, and labor aspects of the 
turmoil. 
 

 How much risk is acceptable? concludes that even if defined 
contribution investments, including target date funds and 
annuitizations, are optimized, there would still be significant 
variations in performance depending on the sequence of 
market results. Are retirement savings too exposed to market 
risk? comes to similar conclusions about market risk. 
 

 Insurers Will Need to Scrutinize Individual Annuities as 
concerns with insurer pricing and capital, particularly with 
guarantees on variable annuities, were raised. The media and 
even brokers also questioned insurers and variable annuity 
pricing. Annuities were considered the ultimate safe investment - until 
insurers started wobbling.    Can you still count on one?   Brokers Fear 
Annuities May Not Honor Guarantees 
 

 Advisors were also theorizing about adapting new 
assumptions and expectations in their planning. Advisors in the 
New Normal 
 

As some time elapsed, assurances, explanations, and suggestions, 
have flowed, though doubt still prevails - 

 
 Not Without Risk re-supported basic market theory. 

 
 Implications of a Bear Market for Retirement Security 

studied past recessions and concluded that “if investors focus 
on areas that they can control - saving rates, spending, asset 
allocation, costs, and (limiting) market timing - they can 
measurably improve their long-term prospects” (albeit the 
past is no guarantee for future results). 
 

 What We Learned from the Market Collapse suggests not 
that much judging by the answers of some top minds in the 
financial services industry. 
 

 Managing Risks In A Market Meltdown provides interesting 
conceptual offerings of distinguished higher education 
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financial thought leaders, but also not that much stemming 
specifically from this financial downturn.  
 

 5 New Investing Rules for Retirement suggests that people 
separate their investments into different pots; not to reach too 
far for yield; make it a muni; go for dividends; and consider 
Alternatives: 
 

 How the housing crash hurts your retirement suggests that 
people learn from the turmoil and not “go ga-ga over go-go 
investments”; “gains are no substitute for saving”; and “too 
much debt can compound a crisis”. 
 

 Make Money, Whatever Happens to the Economy suggests 5 
scenarios to consider (for starters) - Jobless Recovery; V-
Shaped Recovery; Hyperinflation; Deflationary Spiral; and 
Decoupling. 
 

 Don't Give Up Yet suggests that people save more; cut off 
your grown kids; rebalance; be optimistic; and work longer. 

 
 While there is some recovery of 401(k) loss positions and 

there is an up-tick in people looking to advisers for help, 
there is still a lot of doubt. Balances Recover 
 

 “Seven out of 10 Americans lack confidence the federal 
government has taken safeguards to prevent another financial 
industry meltdown according to a new Associated Press poll. 
Even more -- 80 percent -- rate the condition of the economy 
as poor and a majority worry about their own ability to make 
ends meet.” A year later, worries linger on economy 
 

 “Probably the most positive thing about Dow 10000 this time 
around is that so many people don't trust it” Dow 10000: A 
Caution Sign for Investors 
 

 And while some say Why It's Time to Retire the 401(k) 
based on under-saving to date and losses near retirement, Is 
There a 401(k) Fix? suggests automating the degree of 

http://bx.businessweek.com/retirement-security/view?url=http%3A%2F%2Ffinance.yahoo.com%2Fretirement%2Farticle%2F106421%2F5-New-Investing-Rules-for-Retirement�
http://money.cnn.com/2008/08/29/real_estate/housing_retirement.moneymag/index.htm?postversion=2008090207�
http://online.wsj.com/article/SB124856957170681503.html�
http://www.time.com/time/magazine/article/0,9171,1929208,00.html�
http://www.lifeandhealthinsurancenews.com/News/2009/9/Pages/Principal-Balances-Recover.aspx�
http://finance.yahoo.com/news/AP-Poll-A-year-later-worries-apf-2596575070.html?x=0�
http://www.marketwatch.com/story/dow-10000-a-caution-sign-for-investors-2009-10-15?siteid=nwhfunds�
http://www.marketwatch.com/story/dow-10000-a-caution-sign-for-investors-2009-10-15?siteid=nwhfunds�
http://www.time.com/time/business/article/0,8599,1929119,00.html�
http://www.time.com/time/business/article/0,8599,1929976,00.html�
http://www.time.com/time/business/article/0,8599,1929976,00.html�


© 2011 Society of Actuaries, All Rights Reserved  
 

89 

enrollment, matching, investment allocation, advice, and 
annuitizations. 

 
b. Financial results 

The downturn has raised questions about risk, derivatives, and 
capital sufficiency of all financial institutions. AIG, variable 
product guarantee risks and hedging programs, very low 
interest rates, and ownership of mortgage backed securities 
have certainly directed questions at insurers, and led to the need 
for increased capital, reserves, variable annuity charges, 
downgrades, and less business. Insurers Will Need to Scrutinize 
Individual Annuities,  The VA industry: An analysis of recent activities and 
Outlook For Life, Health Remains Negative: S&P.  
 
Hedging programs, to the degree implemented, have mostly 
worked Hedging programs save insurers $40 billion during economic crisis 
but many issues persist. The Economic Crisis: How Has Hedging 
Changed?   
 
Interestingly, Moody’s found that “mutual insurers tend to be 
better capitalized, take fewer business and product risks, face 
less exposure to negative publicity, rely less on capital markets, 
and have a longer-term orientation than public companies.” 
Moody’s: Mutuals Outperform 
 
Rating Agency - The CDS Market Is A Tough Grader and in 
The Year Of The Recession it is pointed out that downgrades 
and negative outlooks have increased dramatically, anticipating 
that corporate bond defaults might reach an estimated 10% for 
2009 and 13% for 2010. 
 
One further wonders about questions being raised in this 
environment by the introduction of dynamic reserving and 
requests for re-grading mortgage-backed securities NAIC 
Panels Vote To Re-Grade Mortgage Securities and exemption 
of insurance from federal consumer financial protection. Annuity 
Exemption in CFPA Clarified by Committee Action Certainly confidence 
in insurers is weak - How Much Confidence Do Americans Have in 
Financial Institutions? 
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And though this is confirmed in a survey which rated life 
insurers next to last among 10 industries, and only a third were 
satisfied by insurance company service and a quarter would 
recommend their carrier, of the things they liked about their 
insurers a third said trustworthiness and a quarter said “a skilled 
workforce aware of their needs”. Accenture: Most Customers Unhappy 
With Carriers 
 
As shown in the following 3 charts, annuity sales moved around 
a bit in tune with the market. They were off 11% overall in 
2009, and another 17% in the 1st half of 2010. Non-qualified 
sales were off the most, with employer plans almost level.  
 
 Fixed annuities, sporting relatively high and safe interest 

rates, were up sharply in the 1st quarter of 2009, but faded 
to a small percentage loss for the year. They are even 
further down in 2010, though at 2007 levels.  

 
 Indexed annuities were up 9% and SPIA’s dropped 10% 

in 2009, but the latter kept pace with their increased 2008 
level. Both have returned to pre-downturn levels in the 1st 
half of 2010, each matching record highs in the 2nd 
quarter.  

 VA’s were off increasingly and by18% for 2009 even 
though the S&P 500 gained 23%. They have rallied by 
8% in the 1st half of 2010, but over previously decreased 
sales. 
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Annuity Sales Saw Big Changes In 2009 

 

 
 

 
Are Annuity Sales Turning the Corner? 

 
Life sales had the sharpest 6-month decline in 70 years with the 
financial downturn, recovering somewhat in the 1st half of 
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2010. Decreases were mostly in the UL and variable sectors, the 
latter continuing its trend since 2000, with Whole Life doing 
relatively well. LIMRA: Individual Life Sales Stay Positive in Q2  
Number of sales were only up at older ages (though volume 
was down), perhaps reflecting final expense and dependent 
income replacement coverage sales but decreased sales to the 
wealthy and perhaps curtailment of STOLI sales.  
 
LTCI sales were also sharply off in 2009, seemingly because of 
higher premium rates and less “discretionary” spending in 
general. There was some recovery of this additional downturn 
in the first half of 2010, theorized to perhaps be connected to 
the passage of Patient Protection and Affordable Care Act 
(PPACA), but the long term weak sales picture of the decade 
persists. After a Near-Death Experience, Individual LTC Sales Rise Sharply 
 
LIMRA Head Sees Opportunity in senior sales, but a decline in 
independent producers, insurer capital shortfalls, and at best 
tepid consumer confidence, suggest that the insurance industry 
still faces at least an upward battle in the short run. 

 
c. Product changes – Insurance industry 

First and foremost, the increase in volatility of equities has 
caused re-pricing and design of VA GLB’s 

 
Pricing Variable Annuity Guaranteed Living Benefits in an Extraordinary Time 
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The downturn recognition of annuities and income guarantees 
may be opening the huge asset manager door to insurance 
offerings. Retirement Guarantees Could Stem Rollovers 
 
Life insurance, annuities are still long-term decisions, and 
many are now looking at them and their guarantees more 
favorably. In fact MassMutual Analysis: Whole Life Insurance 
Can Help Supply Retirement Income, Preserve Equity 
Portfolios During Bear Markets extols the cash value of 
traditional life insurance for retirees. 
 
GLWB’s are selling so well that, even though the product has 
had to be watered down, Fidelity wants to sell it even though 
they can’t fully handle its capital requirements Fidelity Outsources 
GWB Production to MetLife 
 
A Summer Crop of Variable Annuities and Hancock Variable 
Annuity Simplified to Rival Funds follow this retrenchment of 
benefits and charges, though Nationwide Updates Menu and 
MetLife Teams With Wilshire suggests that not all are moving 
to simpler forms. 
 
Asset Allocation Redefined suggests the incorporation of asset 
allocation into product and service offerings  
 

d. Product changes beyond insurance  
Target date funds have drawn some fire recently following the 
market downturn, and some are now debating how effective 
these funds are and what date should be targeted. Target Date 
Funds: Evaluating the Risks and Rewards 
 
Inflation Cushion suggests that the fund companies are 
increasingly concerned about insurance company income 
guarantees, leading to New Product Pays Guaranteed Income 
On Managed Accounts showing the up-tick in interest in 
SALB’s in light of the economic downturn and people’s 
increased concern about outliving their assets. 
 
Similarly, Prudential, Hewitt Partner on Guaranteed Income 
Option for 401(k)s. 

http://www.financial-planning.com/news/retirement-guarantees-could-stem-rollovers-2664472-1.html�
http://archives.chicagotribune.com/2009/jan/25/business/chi-ym-risk-0125-cpjan25�
http://money.aol.com/article/massmutual-analysis-whole-life-insurance/643447?icid=sphere_newsaol_inpage_walletpop�
http://money.aol.com/article/massmutual-analysis-whole-life-insurance/643447?icid=sphere_newsaol_inpage_walletpop�
http://money.aol.com/article/massmutual-analysis-whole-life-insurance/643447?icid=sphere_newsaol_inpage_walletpop�
http://www.linkedin.com/news?viewArticle=&articleID=85053048&gid=1971765&articleURL=http%3A%2F%2Fretirementincomejournal.com&urlhash=u-Oq&trk=news_discuss�
http://www.linkedin.com/news?viewArticle=&articleID=85053048&gid=1971765&articleURL=http%3A%2F%2Fretirementincomejournal.com&urlhash=u-Oq&trk=news_discuss�
http://retirementincomejournal.com/issue/august-19-2009/article/a-summer-crop-of-variable-annuities�
http://www.financial-planning.com/news/hancock-variable-annuity-simplified-2662288-1.html�
http://www.financial-planning.com/news/hancock-variable-annuity-simplified-2662288-1.html�
http://www.lifeandhealthinsurancenews.com/news/2009/5/Pages/Nationwide-Updates-Menu.aspx�
http://www.lifeandhealthinsurancenews.com/news/2009/5/Pages/MetLife-Teams-With-Wilshire.aspx�
http://www.lifeandhealthinsurancenews.com/news/2009/5/Pages/Asset-Allocation-Redefined.aspx�
http://www.towersperrin.com/tp/getwebcachedoc?country=usa&webc=USA/2009/200908/Investment_Perspectives4_8-5-09.pdf�
http://www.towersperrin.com/tp/getwebcachedoc?country=usa&webc=USA/2009/200908/Investment_Perspectives4_8-5-09.pdf�
http://retirementincomejournal.com/issue/october-7-2009/article/inflation-cushion�
http://www.registeredrep.com/newsletters/insuranceletter/new_product_guaranteed_income_managed_accounts_0818/index.html�
http://www.registeredrep.com/newsletters/insuranceletter/new_product_guaranteed_income_managed_accounts_0818/index.html�
http://www.financial-planning.com/news/prudential-hewitt-incomeflex-retirement-2661801-1.html?portal=401k&id=2661801&sponsor_info=196�
http://www.financial-planning.com/news/prudential-hewitt-incomeflex-retirement-2661801-1.html?portal=401k&id=2661801&sponsor_info=196�


© 2011 Society of Actuaries, All Rights Reserved  
 

94 

 
It is informally reported that reverse mortgage volumes have 
fallen significantly during the downturn, likely affected by the 
disrupted housing market. 
 

e. Effects relative to distribution 
Just trying to be there, reassure investors, and hold the line - a 
mid-2009 survey of experienced advisors name market 
volatility, 401(k) balances, and taxes as clients’ main concerns, 
but a healthy attitude as well Clients Growing Tight With Advisors 
 
Going with the flow - An independent B/D reported fixed 
annuity (!!!) sales way up. In February 2009, sales over 
$50,000 were: 

o 46.6% Fixed Annuities  
o 27.6 % Variable Annuities 
o 9.2% Mutual Funds 
o 16.5% Stocks or Advisory 

74.2% were into products that offered guarantees!  
 
“Fee-based advisors have identified five new Financial 
Landmarks to help investors navigate the changing economic 
landscape: accumulating more; leveraging the benefits of tax-
deferral; considering more alternative asset classes and 
investment strategies; employing managed accounts for greater 
efficiencies; and the rapid growth of fee-based services.” Fee-
Based Advisors Say Current Economy Makes Savings Accumulation Through 
Tax Deferral More Important than Ever 
 
Living benefit guarantees could open distribution doors, but 
changes, including lower commissions and fees, are suggested. 
VA Storm Opens Doors Likewise, product manufacturers aren’t 
trusted, suggesting a need for re-branding financial services. 
Crisis Reveals Opportunity and Challenges: Identifying Leadership Qualities for 
Navigating Change 
 
There is also anecdotal evidence that investment advisors are 
more open to annuitization for people hurt by the downturn. 
 
Advisors More Confident About Economy and offer How to 
Build a Portfolio Wisely and Safely as ways of investing but 
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hedging. However, advisors are still slow in moving to focus 
on income planning, and while 51% are recommending more 
conservative investments, only 31% plan to offer guarantees 
more, while 44% were apt to move towards recommending 
alternative investments Cerulli: Advisors Cool Toward Holistic Income 
Planning 
 
Questions for financial advisors: 
 
 “The financial planning community hasn’t done enough 

self-examination regarding the recent crisis. Here are 
some lessons from the financial fiasco” - Mirror, Mirror 
On The Wall.  
 

 “A look at whether Monte Carlo simulations help or 
hinder the planning process”. What Are The Odds? 
 

 “Philosopher and author Jacob Needleman says we need 
to rethink our attitudes about money and what really 
makes us happy” Integrity Lost  
 

 “What the market upheaval has taught advisors” Lessons 
Learned  

 

http://www.lifeandhealthinsurancenews.com/News/2009/11/Pages/Cerulli-Advisors-Cool-Toward-Holistic-Income-Planning.aspx�
http://www.lifeandhealthinsurancenews.com/News/2009/11/Pages/Cerulli-Advisors-Cool-Toward-Holistic-Income-Planning.aspx�
http://www.fa-mag.com/component/content/article/4436.html?issue=112&magazineID=1&Itemid=73�
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IV.Implications and possibilities 
The overriding implication of these market perceptions is the 
opportunity to serve the financial needs of the coming wave of baby-
boomers. Those already retired are also a part of this post-retirement 
market opportunity, but they are less pivotal being fewer in number and 
relatively set financially, including pension income. 
 
Success in serving these retirement needs, though, may require 
significant marketing, distribution, and product retooling. The insurance 
industry appears, even after what might be construed as some missteps, 
to still be favorably positioned for such retooling success. Moreover, 
success in this market could kindle break-throughs for insurers in other 
markets. 
 
These implications and possibilities are explored in more detail in the 
remainder of this report. 
 
A. Opportunity for post-retirement financial products & services 

Clearly the wave of boomers approaching, reaching, and then living 
in retirement, possessing almost 1/21

 

 of all current American wealth, 
is of itself worthy of market development consideration.  

Coupled with the societal forces at play, accentuated by the recent 
financial turmoil and potential for belt tightening and inflation, 
boomers, even affluent ones, will need help analyzing, planning, 
managing, and coping with their emotional, social, and financial 
situations for retirement. They will also need help in finding effective 
financial instruments to optimize their resources and minimize their 
risks. The very life and risk nature of the evaluative services needed 
suggest that insurance financial instruments and sales approaches 
have the potential to do very well in this market. 
 
Many of those already retired could also benefit from such help, 
though overall they have been less impacted by the downturn in 
terms of income and most feel reasonably okay about, and/or 
embedded in, their financial situations.  
 

                                                 
1 Author calculation based on The Federal Reserve Board's Survey of Consumer Finances Table 4 as 
of the end of 2007 and U.S. Census Bureau Annual Estimates of the Resident Population by Sex and 
Five-Year Age Groups for the United States for July 1, 2008  

http://ideas.repec.org/a/fip/fedgrb/y2009.html�
http://ideas.repec.org/a/fip/fedgrb/y2009.html�
http://www.census.gov/popest/national/asrh/NC-EST2008-sa.html�
http://www.census.gov/popest/national/asrh/NC-EST2008-sa.html�


© 2011 Society of Actuaries, All Rights Reserved  
 

97 

To an extent these retirement financial management needs will be 
satisfied by extensions of current offerings. However, there appears 
to be a significant opportunity for innovative solutions, albeit the 
effort required to develop and deliver such innovations might not be 
right for all providers. 
 
Segmentation of the market seems in order, with needs and risk more 
significant market drivers than maximizing return and wealth transfer 
in many sectors.  
 

B. Impediments to the market  
Though the market need is clear, several major factors warrant 
attention: 
 
1. Consumer issues 

The consumer perceptions suggest a number of issues that need to 
be addressed in serving this market: 
 
a. Pre-dispositions of boomers  

Boomers will likely resist cutting their standard of living 
because of insufficiencies in their savings, and instead work 
beyond “normal” retirement - if they can. The allure of the 
stock market, albeit dulled by the downturn, may also remain a 
factor in their approach to managing their retirement finances. 
 

b. Fear and apprehension in this risk and emotion-laden life stage 
Especially after the downturn, fear of health costs and running 
out of money, even among the affluent, who were hit hardest by 
the downturn, is more evident. Women, even those with 
resources, are especially concerned. This has made consumers 
more amenable to acquiring downside protection (such as are 
offered in Indexed and Guaranteed Living Benefits products) in 
seeking gains from equities. It may have also made them more 
amenable to purer protection as embodied in payout annuities 
and long-term care insurance, though market forces (e.g. low 
interest rates, sales approaches, fear of spending) may be 
tainting results to date.  
 

c. Reluctance to seek advice 
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Only a small percentage of boomers indicate that they have or 
would seek financial advice, with just a modest increase in the 
throes of the downturn. The Internet, though, seems to be at 
least a source people are using to acquire information. Products 
and services beyond the basics, though, may still have to be 
sold. 
 

d. Mistrust of insurers and their unfamiliar products 
Though not that far behind the mistrust of most financial 
institutions, insurance product complexity and salesperson and 
commission driven product sales seem to add to distrust of 
insurers and their products. 
 

e. Impact of the loss of home equity 
The loss of home equity has had varying affects on this market: 
 
 An overall dampening of consumer confidence and financial 

well being. 
 For those expecting/needing to tap home equity for 

retirement income or LTC expenditures, or in leaving a 
legacy soon or before values return, these losses directly 
affect the living standards of those affected. 

 
2. Distribution issues 

Distribution issues are fundamental to pursuing this market. 
 

a. Advice in retirement is a more analytical service 
At the very least financial advice for someone in retirement 
requires a plan for generating the income needed to pay for 
living expenses. For those advisors that are primarily 
investment advisors, this may represent a significant departure 
from the way they do business.  
 

b. Post-retirement planning may need to be more comprehensive  
In most instances, at- or post-retirement financial planning 
needs to be holistically integrated with the many emotional and 
life-choice non-financial planning issues involved. Adding the 
Income Dimension Not only does this further complicate the 
planning process, it expands its scope, relational requirements, 
and the advisory time involved. Many advisors will not want to 

http://corporate.morningstar.com/ib/documents/MethodologyDocuments/IBBAssociates/AddingIncomeDimension.pdf�
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expand their services to accommodate these additional aspects. 
Moreover, if they do opt to provide these types of service, it 
would seem to call for a compensation change to at least a 
partial fee-for-service basis, and a move to the fiduciary 
standard being advocated by planners in general. Planners Fight 
Back On Fiduciary Standard 
 

c. Retirement planning methodology is in flux  
Beyond the questions raised in a) and b), the basic post-
retirement “decumulation” financial planning process is in flux. 
Many approaches are being developed and tried along with 
various product offerings. 
 
Moreover, the financial downturn has raised new questions 
about “tried and true” investment philosophies such as: 
equity/bond and alternative investment asset class balancing; 
volatility assumptions; buy and hold; stability of value stocks 
and home equity; credit parameters; the use of derivatives; etc., 
though aversion of most investment advisors to life annuities 
and long-term care insurance may have abated a bit. 
 
Some would say that because of the risks involved and the 
limitations on recovery through earnings or over time, planning 
and managing money in retirement should model mortality, 
morbidity, inflation, and withdrawal, as well as investment 
risks, including their volatility and what-if impacts of other 
post-retirement risks. 
 
But the majority of advisors have been schooled in an 
accumulation mold, have trouble dealing with just the 
investment risk in a dynamic modality, and have not been well 
schooled in other risk elements and related financial 
instruments. The general public has trouble with even the 
basics, and attempts at education through Internet and brochure 
explanations from many sales-oriented sources can be 
confusing at best and too often misleading  Marketing to baby 
boomers: Embracing demographic change 
 
The question is, given people and advisor weaknesses, the 
broad role advisors active in post-retirement financial 

http://www.lifeandhealthinsurancenews.com/News/2010/3/Pages/Planners-Fight-Back-On-Fiduciary-Standard.aspx�
http://www.lifeandhealthinsurancenews.com/News/2010/3/Pages/Planners-Fight-Back-On-Fiduciary-Standard.aspx�
http://www.producersweb.com/r/GFG/d/contentFocus/?adcID=ddbc5d2b5dfe6eb6a397d9778334bc32�
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management have played, and the cost of development and 
training, what is practicable? Perhaps new rules-of-thumb 
would help, albeit such rules tend to be simplistic. Perhaps the 
recovery will be strong psychologically as well as financially. 
Or perhaps we can just rely on people and government’s ability 
to adjust over time. 
 
At the very least the fundamentals will need to be examined, 
and a premium placed on training advisors in basic handholding 
areas such as the income vs. legacy tradeoff; looking at failure 
scenarios; objective debunking of unwarranted fear; and 
providing comprehensible base plans. 
 

C. Societal implications 
The societal trends suggest some possible changes. 
 
1. Redefining “retirement“ 

At a micro level, pre-retirees are skeptical about retirement; older 
boomers even have doubts about Social Security and when they 
might be able to retire. This could be a positive, though, if it 
motivates seeking advice and being more prudent in their financial 
behavior.  
 
On a macro level, the “dream” of retiring at 65 or earlier seems to 
need revisiting. People are living longer and healthier. Funding 
retirement is becoming too costly both on a personal and societal 
level. Moreover, work is becoming less physical; if meaningful, 
part-time and/or less on-demand work in “retirement” can be 
rewarding. Yet many react with horror to the thought of having to 
work to a later retirement age. Quite often this is a function of 
being burned out in a particular job/occupation, or just a 
disappointment of the failed expectation of “timely” retirement. 
Working Longer: The Solution to the Retirement Income Challenge 
 
The evolution to defined contribution plans has resulted in more 
people coming up short in funding “normal retirement”, but DC 
portability has allowed people to more easily switch jobs. If the 
concept of career and retirement was further re-socialized along 
these lines, multiple careers, with educational and even 
recreational respites along the way (as some are already doing), 

http://crr.bc.edu/linked_in_content_pages/working_longer_the_solution_to_the_retirement_income_challenge.html�
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could elongate the period to retirement and shorten the period after 
retirement. Funding retirement would thus require less saving (and 
less stress to do so) each year. It would also help maintain a better 
worker to non-worker (retired) ratio for society as a whole. There 
will of course be health and other reasons why this won’t work for 
everyone, but awareness and preparedness for this possibility 
would help. Providing Income for a Lifetime: Bridging the Gap between 
Academic Research and Practical Advice Older Workers on the Move: Recareering 
in Later Life 
 

2. Access to home equity 
Home equity is the predominant asset of most pre- and post 
retirees. Yet most people and financial planning approaches and 
software do not incorporate and make plans for utilizing home 
equity, nor do they plan for evolution away from one’s house, 
including migration to various evolving forms of care and multi-
housing facilities.  
 
People are in need of more information about “norms” for these 
shelter and care questions and the various funding mechanisms that 
might be used to make utilization of home equity more effective, 
such as Advising Investment Clients About Mortgage Debt and 
Home Equity and At-Need Annuities–A Dynamic Long-Term 
Care Funding Duo. Otherwise, retirees might increasingly become 
targets for scams, poor advice, and/or pre-mature drains. Tapping 
Home Equity in Retirement 
 

3. Chronic care will happen even later in life 
Chronic care will likely remain predominantly an end-of-life 
condition regardless of when people retire and how long they live. 
Onset might be at a later age and be for a shorter duration, though, 
with improved longevity. Partitioning some of chronic care risk 
management into a separate stage of retirement planning might 
thus be worth exploring. 
 

4. Leaving a legacy implications 
With longevity, the feeling of needing to leave a legacy to one’s 
already older offspring and even grandchildren may be fading. 
This has positive implications for the sale of life only payout 

http://www.aarp.org/research/ppi/econ-sec/pensions/articles/2009-11.html�
http://www.aarp.org/research/ppi/econ-sec/pensions/articles/2009-11.html�
http://www.aarp.org/research/ppi/econ-sec/work/articles/2009_08_recareering.html�
http://www.aarp.org/research/ppi/econ-sec/work/articles/2009_08_recareering.html�
http://www.cfp.net/downloads/Tomlinson.pdf�
http://www.soa.org/library/monographs/finance/housing-wealth/2009/september/mono-2009-mfi09-toc.aspx�
http://www.soa.org/library/monographs/finance/housing-wealth/2009/september/mono-2009-mfi09-toc.aspx�
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annuities but may compromise one of the motivations for retirees 
to buy life insurance.  
 

5. The need for centralized financial education 
Financial illiteracy is widespread. It is especially a problem in 
respect to post-retirement financial matters where the 
consequences of poor risk management can be dire. The 
complexities of insurances are not helpful.  
 
The Internet can be helpful, but there are so many sources of 
information, many slanted, jargoned, or just skimming the surface, 
that it is hard for most to get a sound base they can trust and build 
on. The government is beginning to try to help, e.g. forecasts of 
Social Security payments in their yearly statements; the Lifetime 
Income Disclosure Act and DOL/Treasury RFI attempts to do the 
same for DC plan accumulations; FINRA and Department of 
Labor first round retirement financial planning calculators; and 
grants to educational institutions for research to better educate 
people about retirement financial matters. 
 
A central unbiased and vetted not-for-profit or government website 
devoted to the education of consumers about financial matters, 
backed by top-notch “face-to-face” call center planners (perhaps 
even incorporating Personal Actuaries), well beyond 
MyMoney.gov is needed. Such a service would include interactive 
financial planning modules that would educate rather than give the 
simplistic and not understood answers calculators now offer. It 
would also provide perspective on the workings and costs of 
various financial instruments and the stability of the financial 
institutions behind them. Response 685(last paragraph) to Request for 
Information Regarding Lifetime Income Options for Participants and Beneficiaries in 
Retirement Plans 
 

D. Implications for distribution  
Though the sales focus of many companies has migrated over the last 
two or three decades to an investment (accumulation) mode, a 
significant part of career and independent shops are still involved in 
life cycle based needs analysis and protection sales. Moreover, these 
sales forces are themselves aging. Such a sales force is a potentially 
valuable base for the post-retirement market where client/advisor 

http://isakson.senate.gov/press/2009/120309retirement.htm�
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identification, risk aversion, and protection are being demonstrated to 
be basic.  
 
Banks have been increasingly selling insurance products, primarily 
annuities, to boomers and seniors, and the registered representatives 
and investment advisor representatives of independent broker-dealers 
have been selling variable annuities, particularly those with 
guaranteed living benefits, and even some immediate annuities. With 
the downturn, RIA’s are also increasing recommending guaranteed 
income. More Advisors Using Guaranteed Income Streams These distributors 
are natural targets for further use of insurance products in the post-
retirement market.  
 
Even beyond these distributors already using insurance products, the 
use of insurance products to hedge risks in the post retirement market 
creates an opportunity for the use of insurance products in the 
broader investment markets they serve. Some insurers have been 
moving in this direction by shaping variable annuities to look and 
feel even more like tax-deferred alternative investments for RIA’s.  
 
Given the planning and handholding nature of the post-retirement 
market and oversight of it, and the increasing emphasis on fee-based 
and fiduciary approaches, a fee-for-service model may need to be 
evolved. Alternatively, rather than duck commission disclosure, 
better explanations of its motivation and equivalence to other forms 
of compensation for the services performed need to be put forth to 
dispel prejudices about commissions. The Next Generation also 
makes the case for a higher integrity level and a move towards 
fiduciary standards. 
 
The degree that an elaborate planning mode, a buckets approach, an 
extension of a products investment focus, or yet another approach is 
used by distributors to attract and help retirees, and the insurance 
products they might use, will depend in part on the nature of a 
company’s existing distribution, its overall target marketing, and its 
aspirations in this market. This would also be the case for banks, 
broker dealers, and other distributors, though insurers have less 
control of the approaches they use. The Great Protector suggests that 
wealthy clients also want to preserve “lifestyle” by choosing 
investments that produce an income that is safe, predictable, or 

http://www.lifeandhealthinsurancenews.com/News/2010/5/Pages/Cerulli-More-Advisors-Using-Guaranteed-Income-Streams.aspx�
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guaranteed to give them leeway to invest in more aggressive 
positions. 
 

E. Web-based initiatives 
Changing Channels: Insurance Company Sales Models summarizes 
the broad considerations about going beyond traditional distribution.  
 
The Internet is obviously an intriguing tool that could potentially 
reach people with effective and controlled advice, as well as products 
at a reduced cost of distribution. Some online sales of bank, mutual 
fund, and even insurance products, e.g. auto, home, term life, and 
supplemental health have been successful. Direct online selling of 
products such as permanent life insurance, long-term care insurance, 
and most annuities have not taken hold, as product and selling 
complexity, as well as commitment to existing channels, has 
forestalled major attempts, at least to date. Converting and Capturing The 
Senior Market 
 
Social Networking offers potential for a different form of persuasion 
that might offer possibilities. The risk-laden, protected, and 
complexities of post-retirement might not appear to be a place to 
start, but retirees network about serious matters and trust peer advice, 
though attempts by AARP and boomer sites like Eons.com have not 
proved successful – yet. Social Networking might also provide a 
forum for branding and learning first hand what consumers are 
thinking. 
 
A specially groomed offering might be an interesting place to start. 
For Your Business: Thinking Strategically for 2009 and Beyond This might include 
possibilities such as: 
 

a. A “Word-of-mouth” communications network 
b. A state of the art personal financial planning package 
c. A mold your coverage to your financial plan program 
d. A simple transparent income floor product 

 
F. Seeking and supporting governmental programs 

The following governmental initiatives seem to warrant support. 
 
1. Encouragement of annuitizations 

http://www.deloitte.com/view/en_US/us/Insights/Browse-by-Content-Type/Deloitte-Debates/article/61a8984302ed4210VgnVCM100000ba42f00aRCRD.htm?id=email_dd_cc_1109�
http://www.connecture.com/whitepapers/Converting%20and%20Capturing%20The%20Senior%20Market.pdf�
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http://thebestofbga.typepad.com/the-best-of-bga/2009/04/for-your-business-thinking-strategically-for-2009-and-beyond.html�


© 2011 Society of Actuaries, All Rights Reserved  
 

105 

 The Lifetime Income Disclosure Act to require 401(k) 
sponsors to inform participants of monthly income that might 
be projected from current balances. 
 

 The Departments of Labor and Treasury Request for 
Information Regarding Lifetime Income Options for 
Participants and Beneficiaries in Retirement Plans which 
suggests support for going even further in encouraging 
annuitization and projection of the retirement income potential 
of DC accumulations. Lobbying for deferred annuity 
accumulation and annuitization within 401(k)’s, though, would 
seem to compromise the practicable objective of promoting 
annuitization.  
 

 As in the U.K, a portion of qualified assets might be mandated 
to be annuitized on a laddered basis, perhaps on a trial basis, 
with due regard to impairments of any significance, as 
suggested in Increasing Annuitization of 401(k) Plans with 
Automatic Trial Income  
 

 Moreover, if annuitizations from private companies were 
further encouraged, perhaps guarantees of some elements 
(minimum amounts, interest, mortality) or overall (analogous to 
FDIC guarantees of bank deposits) might also be worth 
considering to remove consumer apprehension in this regard. 
What Does It Cost To Guarantee Returns?  
 

2. Tax incentives 
Additional tax incentives for annuitizations, e.g. H.R. 2748. ASR 
Applauds the Introduction of Comprehensive Retirement Security Legislation in the 
U.S. House. 
 

3. Education 
As suggested above, encourage the SSA, DOL, or other 
governmental agencies to encourage additional programs (direct, 
or through endorsement or support Boston College Launches New Center 
for Financial Literacy) to help people better understand basic retirement 
financial planning.  
 

4. Long-term care 

http://bingaman.senate.gov/policy/erisa.pdf�
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The nature of the governmental assistance for insuring long-term 
care costs could be improved by revamping “Partnership” Long-
term Care Insurance plans. Rather than “partnering” to allow 
qualification for the more restrictive care of Medicaid, encourage 
government partnership first dollar cost sharing (co-paying) under 
Medicare to make it easier for middle as well as upper income 
people to afford long term care.  
 
An improved CLASS Act base coverage approach might also be 
helpful in the long run. CBO letter on CLASS Act  Actuarial Issues and Policy 
Implications of a Federal Long-Term Care Insurance Program   Long-Term Care in 
Health Care Reform: Policy Options to Improve Both   Developing a Better Long-
Term Care Policy: A Vision and Strategy for America’s Future 
 

G. Product enhancements 
An overriding implication of the perceptions of insurance products is 
that there is a need to explain them better, suggesting product 
simplification and/or clearer descriptions, disclosures, and 
terminology. Together with the perception that insurance products are 
expensive, clarifications will, in turn, put more pressure on lower 
cost and competitiveness, not only between insurers, but also vs. non-
insurance company financial products.  
 
The Internet and social networking further implies a need to address 
clarity and cost.  
 
Moreover, the impact of increased patenting suggests that innovation 
will also be a factor in this frontier market. 
 
Specific product enhancement suggestions include. 
 
1. Revisit and revitalize “annuitization”  

Life contingent annuities are still felt to be a key component to 
efficient & effective post-retirement financial management. 
Moreover, there has been some recent sales sparks and advisor 
interest, some stemming from the boomers starting to retire, some 
from the downturn, some from growing concerns about outliving 
assets with increased longevity and less pensions, some from new 
planning approaches, and some from product, marketing, and 
promotion innovation. The Lifetime Income Disclosure Act and 

http://www.cbo.gov/ftpdocs/104xx/doc10436/07-06-CLASSAct.pdf�
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the Departments of Labor and Treasury RFI also loom as potential 
market makers. Given the impending retirement shortfall of so 
many boomers, it is almost imperative that this product be better 
utilized, as it is core for reducing shortfalls for many. LIMRA 
(thus) Analyzes Immediate Annuity Buyers to be a potential 
market of $250 billion dollars a year. 
 
a. Terminology 

The term “annuitization” carries negative locked-in and a big 
bet feel to it. Pensionization has been tried as a substitute, but 
seemingly hasn’t worked sufficiently; “Incomization” – turning 
assets into income – might be a new possibility that would seem 
consistent with the Framing and Annuities study. 
 
The term Annuities in the Post-Trust Era has also lost clarity 
and is disliked. It is often used for deferred annuities; in other 
cases immediate annuities are meant. And often each suffers 
from innuendoes about the other. Moreover, “longevity 
insurance”, GLWB’s in deferred annuities, and other new 
hybrid designs have further confused annuity terminology. This 
was particularly apparent in the testimony at the DOL/Treasury 
Lifetime Income hearings. Perhaps “accumulation” and 
“payout” stages of an annuity contract, or some other more 
defining terminology, would be more understandable. 
 

b. Reframing the power of life contingent annuities 
The survivorship leverage of life contingent annuitization is not 
understood and appreciated even within the insurance industry, 
and is rarely clearly communicated to consumers.  
 
On its face, annuitization seems quite simple – make a purchase 
payment and get $X per month for as long as the annuitant 
lives. But such a “simple” transaction is quite scary because of 
the potential loss of the purchase payment on “early” death. As 
pointed out in the behavioral research, this makes people wary 
of “losing” a substantial “investment” to an insurance company 
should they die too soon after annuitizing. Anticipated “buyer’s 
remorse” sets in and they don’t buy. 
 

http://www.lifeandhealthinsurancenews.com/News/2010/11/Pages/LIMRA-Analyzes-�
http://www.lifeandhealthinsurancenews.com/News/2010/11/Pages/LIMRA-Analyzes-�
http://www.tiaa-crefinstitute.org/articles/ti_framingannuities_0109.html�
http://www.lifeandhealthinsurancenews.com/News/2010/12/Pages/Annuities-in-th�
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Reframing by showing how a life annuity works– including its 
survivorship pooling element which enhances income that can 
be drawn, would make it clear how a life contingent annuity 
optimizes income for life from assets. Showing how it works 
can be done by unbundling the annuity’s elements (analogous 
to a Universal Life like bank account depiction of Whole Life 
insurance) along the lines of the following illustration: 
 

The illustration is of a life only payout annuity to a male age 70, assuming for simplicity that the 
pricing is based on 5% interest and the 2000 Annuity Mortality Table, and results in a payout 
rate of $9,925 payable annually for a $100,000 purchase payment 

 
This depiction, showing the “extra” Living Credit monies 
contributing to an almost 10% payout rate, might appear to 
complicate the product’s workings. But on the contrary, this 
depiction will entice buyers by showing that an annuity is a 
savings vehicle with a kicker element that trades remaining 
principal upon death to leverage income to benefit all who buy 
it by generating more income than can safely be drawn from 
assets using any other instrument or approach. As such, it will 
ameliorate the emotional concerns about buying it; feature its 
leveraging qualities; and transform the buyer’s remorse fear 
into a desire for the leveraging. 
 
Such transparency would also help define other aspects of 
annuities - deferred, immediate, variable, indexed, guaranteed 
living benefits, etc. Moreover, by enabling more understanding, 
it would also facilitate the evolution of innovations for starting 
and stopping payment; investment optionality and control; 

Begin Living Income End of Year

Age Acct Value Interest Credits Payout Acct Value

70 $100,000 $5,000 $1,814 $9,925 $96,888

71 $96,888 $4,844 $1,959 $9,925 $93,766

80 $68,945 $3,447 $3,494 $9,925 $65,960

90 $42,150 $2,107 $5,594 $9,925 $39,925

100 $22,670 $1,134 $6,943 $9,925 $20,821

110 $5,649 $282 $8,328 $9,925 $4,334

114 $994 $50 $9,354 $9,925 $473

115 $473 $24 $9,429 $9,925 $0
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longevity type features; access; death benefits; Cost of Living 
Adjustments (COLA); impairments; and beyond. 
 
Such features will also overcome advisor reluctance to utilize 
life annuities because of loss of management control of funds 
placed in such products. 
 

c. Lower M&E charges 
The survivorship and more locked-in nature of payout 
annuities, together with transparency understanding, should 
afford lower, or even the elimination of, M&E charges that are 
so deleterious to variable annuities and to fixed annuities by 
extension. 
 

d. Decumulation strategies/packages 
The unique nature of life annuities for retirement financing 
makes them ripe for the creation of more complete 
decumulation strategies and packages for the affluent as well as 
those in need of leveraging securely. 
 

e. More effective lifetime COLA payout annuity 
A variable chassis with COLA adjusted payouts could, 
depending on practicable design features, be more effective 
than the hit taken when a SPIA is backed by Treasury Inflation-
Protected Securities (TIPS). 
 

f. Underwritten liquidity 
A few products provide elements for variously underwritten 
access to life contingent annuities. Combining their best 
elements could provide even more consumer-friendly access. 
 

g. Reversionary annuities 
Expanded use of these life insurance products could make 
spousal single life annuities more attractive in pension 
maximization type funding. 
 

2. Accumulation-phase annuities 
The tax deferral feature of deferred annuities is more marginal in 
non-qualified contracts for life expectancy shortened retirees, and 
in qualified plans its redundancy has always been a point of 
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contention by regulators, certain advisors, and consumer 
advocates. The potential tax benefits of combined annuities under 
PPA offers a new tax selling point. Other possibilities for keeping 
accumulation phase annuities viable for the post-retirement market 
are:  
  
a. Living benefit guarantee riders  

The sales success of these riders demonstrates how much 
people are concerned with outliving their assets and enamored 
by the stock market. It also demonstrates financial advisors’ 
preference for investment-oriented products; even complex 
ones with varying bells and whistles from company to 
company.  
 
However, the market appeal of these riders, particularly for 
retirees, may wane with their re-pricing, demonstrated lock-in 
and limited benefits made more apparent by the financial 
turmoil, particularly under fiduciary standards. There is 
evidence that many advisors have been discerning these 
weaknesses. Their introduction into mutual funds through 
SALB’s also compromises their potency as propriety annuity 
enhancements. 
 
Less product “sizzle” and more education and modulation of 
both consumers and advisors may be needed for continued use 
of these riders in this market. 
 

b. Deferred variable annuity cost structure 
The current cost structure is too transparently high for financial 
planners and RIA’s, let alone consumers.  
 
Reducing M&E charges, commissions, and management fees as 
a few companies have recently done, all the way to eliminating 
M&E charges, appears to be key to expansion into the broader 
as well as post-retirement markets.  
 
Such changes would also reduce or eliminate surrender charges 
that are negatively perceived. Proactive explanation of the 
reasons for and benefits of surrender charges would be helpful 
in any case. 
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c. Combined annuities 

The potential tax benefits of combined annuities under PPA 
offers a new tax selling point, albeit product introduction and 
sales to date have been tepid, perhaps compromised by the 
downturn. 
 

d. Indexed annuities 
Prospects for indexed annuities for the post-retirement market 
are similar to those for the GLB riders. A move to longer 
crediting periods and less manipulative structures is suggested 
in any case. 
 

e. Retirement housing oriented variable annuity 
An annuity funding even more flexible continuing care 
retirement community options might be an interesting new 
product. 
 

3. Make LTCI more consumer friendly 
Funding long-term care costs is a difficult challenge on both a 
personal and societal level. Some suggestions for funding 
innovations follow. 
 
a. Home health care (HHC) focus  

Nursing home coverage is a turn-off for many people. While 
HHC only insurance may need to be priced not that much lower 
than comprehensive coverage, psychologically HHC  (including 
Assisted Living) products seem ripe for a return try at almost 
any price. The lack of nursing home coverage in an HHC 
product can be downplayed because at-need leverage is now 
available through long-term care impaired annuities that can 
help self-funding of the nursing home if (a consumer desirable 
“if”) such care is ultimately needed.  
 

b. Chronically impaired annuities  
Similarly, variations on the at-need annuity alternative funding 
mechanism have much potential, especially coupled with home 
care focused LTCI as discussed immediately above and to help 
stretch constricted home values to pay for nursing home costs. 
Home Equity and At-Need Annuities–A Dynamic Long-Term Care Funding Duo 

http://www.soa.org/library/monographs/finance/housing-wealth/2009/september/mono-2009-mfi09-toc.aspx�
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c. Tiered funding of long-term care costs 

An extension of the above is that rather than trying to make the 
purchase of LTCI an all-encompassing solution, LTCI might be 
positioned to be only a part of paying for long-term care. Others 
might include private pay-as-you-go from liquid assets, dipping 
into home equity, and/or at-need annuities Housing in Retirement 
Monograph). 
 
This further suggests integrating long-term care cost needs into 
comprehensive post-retirement financial planning. 
 

d. Combination products 
The tax benefits of PPA for annuity/long-term care insurance 
combination products seem to offer potential, though dual 
expertise and the financial downturn seem to have to date 
dampened such potential. 
 
Simplification and transparency as to the layers involved would 
seem important for advisors as well as consumers. 
 
e. Standardized “frills” 

Long-term care and the various insurance plans available are 
complicated enough. Many of the product option “frills” being 
offered have utility value, but they further complicate the 
essential product. Standardized frills analogous to Medicare 
Supplements would help consumer focus and advisor handling 
fears. 
 

4. Life insurance 
To the degree the post-retirement market involves a return to a 
more robust financial planning approach, the store of value, 
guarantees, flexibility and tax advantages of life insurance would 
appear to have potential for even more use in all elements of 
retirement finances, including health, long term care, liquidity, 
transfer, protection, and income. Product Trends in Life Insurance 
Innovating on the income element has recently been seen in Insurer 
Targets Mass Affluent.   
 

http://www.soa.org/library/monographs/finance/housing-wealth/2009/september/mono-2009-mfi09-toc.aspx�
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Even more far-reaching, some companies are trying to attract 
RIA’s by incorporating life insurance as an asset class into a fully 
robust financial planning model. NY Life Woos RIA’s 
 
Further, one company has been considering using the values in a 
life policy as an alternative to longevity insurance – if needed. 
 
With people living 20, 30, and even 40 or more years after 65, 
inherent feelings to pass on a legacy to provide for heirs’ income 
needs, and the proprietary nature of life insurance, life insurance 
innovations could be a major player in this market.  
 

5. Health insurance 
Medicare related health insurance seem to offer door opener, 
referral or sales opportunities for distributors, as wholesalers have 
been promoting with boomers retiring. However, though a 
significant line of business, health insurance doesn’t need to over-
lap other retirement products at the manufacturer level. 5 Facts About 
The Senior Health Insurance Market You Can’t Afford to Ignore 
 

6. Utilizing mutual funds, ETF’s, and other non-insurance products 
The weak persona of deferred annuities for the post-retirement 
market suggests consideration of marketing and/or manufacturing 
other investments if competitive advantages can be established. 
However, this initiative would likely need to make sense from a 
broad market perspective before being considered for the post-
retirement market.  
 
In these respects, the following is offered: 
 
a. Other-than-insurance investments 

Many selling insurance products are also selling the products of 
other financial institutions. Some insurance holding companies 
are or have also entered such businesses. If so they might be 
effectively incorporated into the post-retirement market 
initiative. For example, the stepped-up death benefit of mutual 
funds is appealing for certain aspects of post-retirement 
financial management. Banking is also clearly much utilized by 
retirees. 
 

http://www.financial-planning.com/fp_issues/2009_12/ny-life-woos-rias-2664687-1.html?portal=ria&id=2664687&sponsor_info=199�
http://www.prospectzone.com/promotions/2009-09-five-facts-senior-health-market.pdf�
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b. Standalone living benefits (SALB’s) 
Are insurers “giving away the store” by helping mutual funds 
offer these options (or are they really not that right for the 
shorter-term nature of mutual funds)? If so, insurers might want 
to reclaim the value of lifetime guarantees by pushing life 
annuities.  
 

c. Reverse mortgages 
These instruments have many synergistic insurance, 
investment, and post-retirement need elements to which 
insurance companies might consider bringing their expertise. 
 

V. Conclusion 
Retirement is an American Dream, but it is also laden with many 
concerns, not the least of which are the financial matters for which most 
up and coming retirees are under-funded, under-educated, and under-
advised. Societal changes, including the recent financial downturn, are 
making the financial aspects of retirement even more difficult as the baby 
boomer generation begins to enter to the retirement stage of life.  
 
The upshot is an opportunity for financial services companies, 
increasingly supported by federal government agencies, to offer products 
and services to meet the post-retirement needs of this growing market. 
Insurers are especially well positioned to take advantage of this market 
opportunity because they: 
 

a) Offer proprietary products that directly address the post retirement 
financial risks, and  

 
b) Control distribution that has had a planning component to its 

approach to sales.  
 
Success may also provide insurers with expanded access to distribution in 
other markets. 
 
But significant distribution, marketing, public education, and product 
retooling will be needed for those insurers that choose to pursue this 
market, broadly -  
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o Distribution retooling will need to involve more extensive and 
holistic planning and fee-based compensation modes, as well as 
utilization of the Internet.  
 

o Marketing will entail development and training in still evolving 
post-retirement planning and selling methodologies.  
 

o Product will involve reframing and energizing life-contingent 
annuities, long-term care insurance, and life insurance, as well as 
potential shifts away from deferred annuities. 
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