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BUILDING AN ALL-WEATHER PLAN
FOR RETIREMENT
UNCERTAINTY AND RISK IN RETIREMENT
In thinking about their future retirement years, most people naturally focus on the
ways they might like to spend their time and energy. Then, as their anticipated
retirement dates draw nearer, various uncertainties and risks enter more
prominently into the thought process. With ever lengthening life expectancies, a
healthy person might reasonably anticipate a retirement of thirty years or more.
Unexpected events can, and likely will, occur during such a long time span.

By Robert G. Holdway
Vice President & Trust Counsel

Volatility in investment returns and the timing of bear markets are obvious risks.
Experiencing a bear market in the first years of retirement can have a major
adverse impact both financially and psychologically.1 Other uncertainties or risks
that can shake the confidence of people approaching retirement include:
•

Lifestyle spending – What if I spend, or wish I could spend, more than
anticipated in retirement because I have more time to travel, connect with
friends, and pursue various interests?

•

Health care costs – What if one of us receives a serious diagnosis resulting
in major unanticipated health care costs? Actually, the more pertinent
question might be, “What if I am fortunate enough to maintain my good
health?” As illustrated in Exhibit A, those who enjoy good health may in
the aggregate spend more on health care costs over the course of their
retirement years than those who suffer a serious health condition.2

•

Supporting family members – What if one of my adult children, a brother
or sister, or my parents have health, divorce, job, or other setbacks and
need my financial assistance?

MANAGING UNCERTAINTY AND RISK WITH DIVERSIFICATION
In managing our clients’ investments, we strive to construct “all-weather”
portfolios that should withstand the ups and downs of market cycles over long
time periods. The most important attribute of these portfolios is that they are
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1 For this reason, when we prepare retirement projections in financial planning for clients, we include a “stress test” that assumes
negative investment returns during the first two years of retirement.
2 See Anne Tergeson, Healthy? You’ll Spend More on Health Care in Retirement, Wall Street Journal, Feb. 10, 2016.
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diversified—they contain investments in asset classes that should provide varying
levels of income, capital appreciation, and volatility, as well as returns that are not
closely correlated (i.e., are not in lockstep).

$

$

This diversification concept also can be used to reduce risk in building a financial
plan for retirement. Diversification in this context refers to having sources of
cash flow in retirement that have varying income, capital appreciation, tax, and
other features. An “all-weather” financial plan for retirement should provide the
stability and growth required to fund a long retirement, as well as the flexibility
needed to address unanticipated events and corresponding financial demands.

$

$

“Unexpected
events can,
and likely will,
occur”

When the overriding goal becomes building such an all-weather retirement
plan, this can inform specific financial decisions that people frequently face. To
illustrate, we’ll discuss three such decisions: 1) whether to have Roth IRA and/or
Roth 401(k) accounts, 2) when to start Social Security retirement benefits, and 3)
whether to take a lump-sum payment from a defined benefit plan or stay with a
pension income stream.
Roth Accounts: Roth accounts offer an exceptional income tax benefit—the
investment return is never taxed. Each year interest, dividends, and capital gains
generated in these accounts are exempt from tax. In the future, any amounts
withdrawn are also tax-free, if certain conditions are met.3 Roth accounts also
provide wonderful spending flexibility for retirees because minimum distributions
are not required at any age.
Despite these exceptional benefits, many people shun Roth accounts due to the
up-front tax costs involved. Converting a traditional IRA to a Roth IRA causes
immediate tax on the amount converted. For those still working, selecting a Roth
401(k) option in an employer plan results in paying taxes on the salary reduction
amounts contributed to the plan, rather than excluding them from gross income
as with a conventional 401(k). Another factor considered in deciding whether to
have a Roth account is a comparison of one’s current income tax rate with the rate
anticipated in the future when withdrawals will occur. Many “guesstimate” that
their tax rate in retirement will be lower than it is now while they are working and
earning high incomes and, thus, they reject the idea of funding a Roth account.
Exhibit A

Estimated amount a 65-year-old man
should have for health care costs in retirement

Cardiovascular Disease

$147,600

High Blood Pressure

$145,400

Healthy

$143,800

Cancer

$135,400

High Cholesterol
Tobacco User
Diabetes

$130,500
$114,900
$88,300

Source: Empower Institute, Wall Street Journal, Fiduciary Trust
3 Generally the account owner must be at least 59 ½ and have had a Roth account in place for at least five years.
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Although income taxes should be considered, it is also important to recognize that
Roth accounts can be a valuable part of an all-weather financial plan that includes
an array of accounts that are diversified in terms of their tax treatment. With
no required distributions, Roth accounts can be preserved, grow free of tax, and
be available as a ready source of funds to meet unexpected circumstances. If
necessary, investments in a Roth account can be sold and the proceeds withdrawn
with no income tax cost. Retirees who have Roth accounts are in a better position
to address unexpected financial needs than those who do not. Factoring this into
the analysis should persuade more people to incur the up-front taxes involved in
funding a Roth account. As an added benefit, any Roth accounts not needed during
one’s retirement years can be an excellent vehicle for passing wealth to younger
family members.
Social Security Retirement Benefits: The full retirement age under Social Security
is 66 for those born in 1943 through 1954.4 At this age, people can start receiving
their full Social Security retirement benefit (referred to as their Primary Insurance
Amount or “PIA”). People can claim benefits as early as age 62, but their payments
will be reduced. Those whose full retirement age is 66 will receive only 75% of
their PIA if they start receiving benefits at 62. Alternatively, they can delay claiming
benefits past age 66 for up to four years, and the benefit will increase each year by
8% of their PIA. Thus, at age 70 people can begin receiving Social Security payments
equal to 132% of their PIA, plus additional cost of living adjustments.
In deciding when to claim Social Security retirement benefits, it is helpful to
consider certain “break-even” ages. In simple dollars, the break-even point
between claiming at age 62 or at age 66 is 78 years of age. People living to that age
will receive the same total dollars either way. People who die younger than age 78
will receive more dollars from Social Security by claiming at age 62. For those who
live longer, claiming at age 66 would be preferable. The break-even point between
claiming at 66 or at 70 is 82½ years of age. The break-even ages will be somewhat
older if a more sophisticated present value calculation is used.
Although one can never know, most people in good health will live beyond these
break-even ages. The planning horizon also will be extended further for married
couples, who must consider the life expectancy of the survivor and the availability
of Social Security survivor benefits. In assessing the financial risk trade-offs, most
people would prefer to delay claiming Social Security and then fall short of a breakeven age rather than claim early and then live beyond that age.
Beyond focusing on break-even ages, people should consider the various sources
of cash they will have in retirement. In financial planning for retirement, having an
income stream, particularly one that will be adjusted for increases in the cost of
living, can significantly increase the probability of having sufficient cash flow over a
long lifetime. This occurs because the presence of a stable income stream reduces
market dependence and its resulting exposure to volatility. For retirees whose
wealth is largely asset based, Social Security can add valuable diversification to their
financial plans. Delaying Social Security to increase the dollar amount of payments
once they do commence can accentuate the positive impact of this income stream
on the financial plan.
4 It increases in two-month increments to age 67 for those born in 1960 or later.

“An allweather plan
should provide
stability,
growth, and
flexibility”
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Exhibit B

Components of a Diversified Retirement Plan

Potential Role
in Retirement

Investment
Portfolio

Traditional
IRA & 401K

Roth IRA &
Roth 401K

Pensions &
Annuities

Social
Security

Stability - no
market volatility
Inflation
protection
Longevity
protection
Flexible access
with low or no taxes
Long-term growth
for future generations
Source: Fiduciary Trust

Pension Plan Benefits: As companies continue to manage the challenge of
meeting their obligations under defined benefit plans, many employers are offering
participants the option of taking an immediate lump-sum payment in lieu of the
normal pension benefit in form of a lifetime annuity or, for those who are married,
in the form of a joint and survivor annuity. For people in good health, an important
factor in deciding whether to take this option will be the interest rate that is used to
calculate the lump-sum amount. An additional factor, however, should be the role
this employer plan benefit will play in one’s overall financial plan. Although annuity
benefits under defined benefit plans typically provide no cost-of-living adjustments,
these income streams can still provide important stability and diversification
for retirees. Much like a delayed Social Security benefit, they can enhance the
probability of success for a financial plan. Thus, most people fortunate enough to
have a corporate pension should stay with the annuity form of payment and not
select the lump sum, as long as the plan is adequately funded.
FACTORING DIVERSIFICATION INTO THE DECISION-MAKING PROCESS
The most important financial planning goal for many people is to fund their
retirement years so that they are free to pursue whatever lifestyle and activities
they want. A financial plan that is diversified in terms of tax characteristics and
sources of cash can help accomplish this goal, while also positioning a retiree
to meet unforeseen financial challenges that may arise over time. Exhibit B
identifies possible components of a diversified plan and their potential roles in
the plan. Considering this diversification concept along with traditional modes
of analysis should lead to better decision making in building a financial plan for
anyone’s retirement.
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marke t co mme ntary
STOCKS BOOK A “ROUND-TRIP TICKET” IN Q1
April 1, 2016
RECAP OF THE QUARTER
From an economic and geopolitical perspective, the first several weeks of 2016
were bleak enough to make even the most intrepid investors shudder as the
following events unfolded:

By Michael A. Mullaney
Chief Investment Officer

The Downturn
•

Jan. 2: Tensions between Saudi Arabia and Iran soared as the Saudis
executed 47 dissidents, including Nimr al-Nimr, a prominent Shiite cleric.

•

Jan. 5: North Korea detonated what it claimed to be its first-ever
hydrogen bomb.

•

Jan. 7: China’s control-minded central bank allowed the biggest drop in
the yuan in five months, roiling global markets and sparking new fears
about Asia’s largest economy. Trading in the country’s stock markets was
suspended for the day after only 29 minutes.

•

Jan. 25: China’s capital outflows were reported as jumping to $159 billion
in December and to almost $1 trillion for 2015 as a whole, stoking fears
of additional devaluations of the yuan and the start of a new global
currency war.

•

Jan. 29: U.S. GDP growth for Q4 2015 was reported at an anemic, belowconsensus level of 0.7%, increasing concerns of the U.S. falling back into
a recession.

•

Jan. 29: The Bank of Japan adopted negative interest rates for bank
deposits held at its central bank. It was meant to stimulate bank lending
but backfired as earnings expectations for banks tumbled and Japanese
consumers began to literally hoard cash.

•

Feb. 8: Deutsche Bank stock fell to an all-time low as credit concerns over
its ability to cover interest payments on its bond obligations intensified,
sparking a sell-off in European bank stocks as a whole.

•

Feb. 11: At a scheduled news conference, Federal Reserve chairperson
Janet Yellen indicated that negative interest rates are possible in the U.S.
and that “We’re taking a look at them . . . I wouldn’t take those off the
table.” Stocks retreated, especially bank stocks.

“Q4 U.S.
GDP growth
was anemic,
increasing
concerns of
the U.S. falling
back into a
recession”
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The Turnaround

“The markets
responded to the
‘knee-jerk’ news
events in a similar
fashion with most
asset classes
posting strong
rebounds ”

•

Feb. 11: After the stock market closed, it was reported that Jamie Dimon,
CEO of JP Morgan Chase, bought $26.6 million of JP Morgan stock with
his own money, helping to abort a “mini-run” on bank stocks that had
been developing.

•

Feb. 12: Deutsche Bank repurchased $5.4 billion of its own debt obligations
as a sign of its strong capital position and solvency. The firm’s stock jumped
by 12%.

•

Feb. 12: During a scheduled speech and after seeing the prior day’s market
response to the possibility of NIRP (negative interest rate policy), New York
Federal Reserve President William Dudley downplayed its role and the
prospect of such an event occurring in the U.S.

•

Feb. 26: Rhetoric and currency intervention following the G20 Summit in
Shanghai suggested that a Plaza Accord1-like agreement was reached during
the meetings, reducing upward pressure on the U.S. dollar and downside
pressure on the Chinese yuan.

•

Mar. 10: European Central Bank President Mario Draghi announced an
update to the bank’s stimulus program, with additional cuts to both
deposit rates and bank refinancing rates. The ECB’s quantitative easing (QE)
program was also increased from 60 billion euro in bond purchases per
month to 80 billion and included corporate bonds as purchase candidates.
Interest rates fell on a global basis.

•

Mar. 11: Oil service company Baker Hughes reported that active oil rigs fell
to 386 (from a peak of 1,609 in 2014), the lowest level since 2009. Oil prices
continued their advance, anticipating further cuts in production/supply.

•

Mar. 29: At her speech at the Economic Club of New York, Janet Yellen
delivered a dovish message to the public, stressing that the Fed intended
to “proceed cautiously” with regard to rate hikes as global developments
(China, oil) continued to “pose ongoing risks” to growth. Fed fund future
contracts all but eliminated the chance of a Fed rate hike in April.

Not surprisingly, the markets responded to the “knee-jerk” news events in similar
fashion with most asset classes posting strong rebounds off of their intra-quarter
lows by the time the period had ended (Chart 1), and stock markets reversed from
their troughs in almost perfect unison (Chart 2).
Since last fall, the S&P 500 has been trading almost in lock-step fashion with the
Citigroup Economic Surprise Index (CESI, Chart 3). This index is a running tally of
U.S. economic releases, recording whether each report meets, beats, or lags the

1 The Plaza Accord or Plaza Agreement was an agreement between the governments of France, West Germany, Japan, the United
States, and the United Kingdom to depreciate the U.S. dollar in relation to the Japanese yen and German Deutsche Mark by intervening
in currency markets. The five governments signed the accord on September 22, 1985, at the Plaza Hotel in New York City.
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corresponding consensus estimate for the series. A CESI figure greater than zero
indicates that collectively the economy is doing better than estimates; below zero,
worse than expected.
The S&P troughed on February 11th; the CESI had bottomed on February 4th and
began showing an improvement in the U.S. economy from that point on. Emerging
market stocks traced a similar pattern to the S&P during the quarter but with a
rebound in oil prices as the primary driver (Chart 4).
LOOKING AHEAD
Additional cuts in oil production are anticipated (Chart 5), which should lead to
a further firming of oil prices, benefiting energy companies and their earnings
prospects. Many industry analysts now believe that oil prices have found a bottom,
though the trek to higher prices may be an arduous process, as oil inventories are
at multi-decade highs and will require a steady increase in demand to whittle down
existing stocks (Chart 6).
With the Fed indicating a more dovish approach to potential rate hikes, the dollar
has stopped advancing and has actually weakened versus many currencies.
However, dollar strength is not a forgone conclusion when the Fed raises rates.
The last four times the Fed has embarked on a tightening cycle, the dollar has been
stronger one year later on two occasions, and weaker twice (Chart 7).
As we are in the midst of an election year, investors should expect additional
market volatility to unfold as they grapple with the uncertainty of whom the final
two candidates will be and which candidate will ultimately prevail. Historically, the
stock market has followed that type of pattern during election years (Chart 8).
Although this year could certainly be different, election years have generally been
good to the stock market, with the S&P 500 advancing in fourteen out of eighteen
election years since 1944, with an average return of 6.5%.
Let’s keep our fingers crossed.
PORTFOLIO POSITIONING
We anticipate no major changes to portfolio allocations in the foreseeable future,
preferring stocks over bonds and an almost equal balance between domestic and
international securities within each asset class.
Source: Bloomberg, Fiduciary Trust

The opinions expressed in this publication are as of the date issued and subject to change at any time. The
materials discuss general market conditions and trends and should not be construed as investment advice. Any
reference to specific securities are for illustrative purposes only and are not intended to be, and should not be
interpreted as, recommendations to purchase or sell such securities. Nothing contained herein is intended to
constitute legal, tax or accounting advice and clients should discuss any proposed arrangement or transaction
with their legal or tax advisors.

“Election years
have generally
been good
to the stock
market”
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Prices rebound from lows

Stocks booked a “round-trip” in Q1

Chart 1 - 2016 Total Returns

Chart 2 - Equity Returns
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A rebound in oil triggers a rebound in EM stocks

Chart 3 - Equity Returns vs. Economic Outlook (Oct ‘15 - Mar ‘16)
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Chart 4 - Emerging Market Index vs. Oil Prices
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Oil supply/demand imbalance to subside

Crude oil inventories at multi-decade highs
Chart 6 - Crude Oil Inventories (million barrels per day)

Chart 5 - Oil Supply & Demand
(million barrels per day)
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Fed rate hikes ≠ automatic dollar strength

Chart 8 - Dow Industrials and the Four-Year Presidential Cycle
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FIDUCIARY TRUST ESTABLISHES
THE SUSANNE ENGLERT COYNE FUND
To honor the memory of our beloved colleague, Susanne Englert Coyne,
Fiduciary Trust Company has established the Susanne Englert Coyne Fund to
support the Women’s Lung Cancer Program at Brigham & Women’s Hospital with
an initial gift of $25,000. Lung cancer is a leading cause of cancer-related deaths
among women, and approximately 20% of women diagnosed with lung cancer
never smoked.
Susanne Englert Coyne

“We wanted to both honor our colleague as well as support this important cause,”
says Austin V. Shapard, President and CEO of Fiduciary Trust. “This gift will further
the research effort and hopefully inspire others to contribute.”
This gift will support the research of Dr. Yolonda Colson, Director of the
Women’s Lung Cancer Program, on the features, treatment response, and
risk recurrence of lung cancer among female never-smokers. Specifically,
Dr. Colson will enlist a multidisciplinary team of clinical experts and data
analysts to construct a comprehensive database to accurately capture the
clinical, radiographic, and surgical characteristics of all women identified with
a suspicious lung nodule at Brigham & Women’s or the Dana Farber Cancer
Institute. In addition, the gift will fund quantitative imaging and tissue analysis
that will inform a risk-stratification model for female never-smokers.
Fiduciary has enabled gifts to be made online to the fund at
giving.brighamandwomens.org/connors-center
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NEXT GEN SERIES

TEN ITEMS TO CONSIDER WHEN TURNING 18
AND HEADING TO COLLEGE
It is an exciting time when teens celebrate their 18th birthdays, often with plans to
soon begin college. Along with registering for classes and acquiring the necessary
amenities to make a college dorm home, these young adults should know that
there are a few key legal, financial and other matters that should be attended to
before they wave goodbye to their parents. Key items to consider include:

By Jody R. King

Vice President &
Director of Client Service

1. Health Care Proxy (HCP): A HCP allows the named agent to make health

care decisions in the event that a person is unable to make their own
decisions due to injury or illness. Parents are often surprised when
they realize that once their child reaches age 18, they do not have legal
standing to gain access to health care information or make decisions for
an incapacitated child without this document. If possible, the young adult
should name both a primary health care agent as well as an alternate.

2. Durable Power of Attorney (DPA): A DPA allows the named attorney-

in-fact to act for them in legal and financial matters. This could include
bank transactions or signing income tax returns. Although this document
may not be as critical as the HCP when an individual turns 18, it is highly
recommended that this be in place before a student enjoys a semester
abroad. This power should only be given to highly trusted representatives,
who can be named to act either independently or together for the individual.

3. Will: For many a will is not a critical document at this stage, as they may

not have any real assets and probably do not have minor children for whom
to name a guardian. For those that do have an asset base, having a simple
will allows them to articulate their wishes as to how their assets should
be distributed. If the individual is the beneficiary of a trust containing a
power of appointment clause, a will can be used to exercise that power. In
the event that an individual does not have a will, he or she should consider
executing Transfer on Death paperwork for financial accounts.

4. Revocable Trust: Most 18 year olds do not need a revocable trust, but for
certain situations involving significant wealth it can be desirable.

5. Bank and Savings Accounts: If the young adult does not already have a

checking or savings account, he or she should open them. Some choose
to link these two accounts through an ATM card; others may determine
that this creates an unnecessary risk in the event that an ATM card is
lost or stolen. Some choose to add a parent as a joint account owner to
help with monitoring balances and transfers between accounts while the
student is away at school. With a parent as a joint account owner, it may
be possible to add the account to the family’s relationship with the bank
and avoid ATM charges and other fees.

UNIVERSITY
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NEWS AND NOTES
FTC of New England named one
of the best trust companies in
America by The Trust Advisor
Jody King, VP, named a Five Star
Financial Service Professional in
Boston magazine
Bob Holdway, VP, received an
In-house Leaders in the Law
Award by the Massachusetts
Lawyers Weekly
FTC recognized for a second
year as a Top Rated Wealth
Management Firm in Boston by
Advisory HQ
FTC received Highly Commended
recognition in the Wealth
Management Firms over $5B
category by Private Asset
Management magazine
Michael Costa, President of FTC
of New England, has joined the
NH Trust Council Advisory Board
FTC will be hosting our 2Q
Market Outlook webinar
on April 20th at 1PM. Email
perspective@fiduciary-trust.com
for an invitation

Comments or suggested future
topics? Email us at perspective@
fiduciary-trust.com

Follow Us:
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6. Order a Credit Report: Although a young adult may not have a credit

history, when someone turns 18 it is an ideal time to order a credit
report to verify that nothing is inappropriately connected to his or her
Social Security number. Minor children are a popular target for identity
thieves, and it is best to be aware of and begin to correct any issues that
may be present as soon as possible. A free credit report can be ordered
annually from each of the three credit reporting agencies by visiting
www.annualcreditreport.com.

7. Credit Card: It is never too early to begin to establish a positive credit
history. As soon as possible, a young adult should apply for his or her
own credit card without a parent as co-signor. The key here is to use the
card responsibly and pay it off monthly to avoid costly interest charges.
Setting up automatic monthly payments from the student’s checking
account is recommended in order to make sure that payments are made
in a timely manner and positive credit is established. If a student cannot
obtain his or her own credit card, it may be desirable for parents to
provide a credit card as long as there is agreement between the student
and parents as to what the allowed uses of the credit card are, including
a discussion of what constitutes an emergency.
8. My Social Security Account: Upon turning 18 individuals should
consider establishing a My Social Security account by visiting
www.ssa.gov/myaccount/. This allows them to verify their employment
history as well as help to ensure that no one else is able to access and
compromise their Social Security number with the Social Security
Administration.
9. AAA or Other Auto Club Card: Even if a student is not taking a car to
campus, it may be desirable to make sure he or she has a card that will
provide emergency roadside assistance in the event he or she is riding in
a friend’s vehicle that experiences some type of emergency.
10. Register to Vote: Along with everything else, when a young adult turns
18 is a great time to register to vote. The individual should also become
aware of absentee voting procedures in the event that an election occurs
during the school year.
Turning 18 and planning for college is an exciting time in life. Taking time to
make sure that these ten items are addressed can help provide peace of mind as
a young person transitions to adulthood.
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