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I’ve had the privilege of helping clients plan for, and navigate through, retirement since 1991.  Most peo-

ple tend to believe market risks are the biggest risks they face.   It’s fortunate they sought out professional 

help, because few truly understood their real risks or how to prepare a long-term plan that would deal 

with them.    

If you’re planning your retirement, it’s worth being familiar with the five biggest risks you will face: 

1. Inflation:    Money is worth only what it will purchase at the cash register.    

Do you remember when people complained about  paying $1 per gallon at the gas 

pump?   Over the last 65 years, inflation has averaged about 4%.  No one knows it 

that will be the case going forward, of course; but, given our national debt and 

the current levels of government spending, 4% might be considered conservative.   

Those old enough to remember the 1970s will remember double-digit inflation -   

a time when 5% was the government’s goal for success!    

Evaporating purchasing power just might be the #1 risk to your retirement.    Your 

plan must contain inflation hedges; not just during your accumulation years, but 

for providing a rising stream of income in retirement, too! 

 

2. Income Taxes:   Close to #1 (some might argue this one IS #1), there are a couple levels of risk here.  

Let’s look at each:  

 

Nominal returns can be misleading.  After-tax AND after-inflation returns (real returns) can be far 

different from the nominal returns we see in the gross calculations.  Even in a 28% tax bracket, a 

3% return is really just 2.16% - the rest goes to Uncle Sam.   Oh, yes; refer to #1.  If inflation is 3%, 

you’re losing money.    

 

Uncle Sam:  If you have a 401(k) or 

other tax-deferred account, you’ve 

been growing money for Uncle Sam.  Of 

course, you knew that; but, did you 

stop to think about it this way(?):  Un-

cle Sam is your partner in your retire-

ment account – one with the ONLY 

vote on how much he gets to take out 

of your income in the future, through-

out your entire retirement, which could 

last 20-30+ years!   Think about it:  10, 

15, 25 years from now, Uncle Sam can 

change what percentage he takes of your income, and you have no say.  It’s a unilateral power.  

Some partner.  Your retirement plan should address this issue, preferably before you’re age 55.  

People who wait until the last minute to plan have problems when it comes to correcting past 

mistakes. 
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3. Lack of Diversification:   Many people 

think they’re diversified.  They own sev-

eral different mutual funds – maybe ten 

or fifteen! – all in an effort to reduce 

market risk.  Did you know you CAN NOT 

diversify-away market risk?    Think of all 

the stocks that make-up the entire S&P 

500 index.  If you purchased ALL of them, 

you wouldn’t have diversified away mar-

ket risk – you would have simply repli-

cated it.   Sure, you can buy many in-

dexes, but you’d only be reducing portfo-

lio correlation which might – I say ‘might’ 

because markets have become increas-

ingly correlated over the years – reduce 

portfolio volatility; but, market risk 

would still be there.  Your plan must re-

move market risk from a portion of assets.  This is why goal-based planning is important. 

 

4.  Living Longer Than Expected:   This is called ‘longevity risk’.  In the 1940s, the average male lived to age 

62.   In 2015, they say the average male will live to age 87.   But, if you’re in your 50’s or 60s – even your 

70s – and in good health, you’ll likely live longer.  Life expectancy tables are based on everyone who’s al-

ready lived full term (they’re dead now) starting from birth.   Your numbers aren’t in yet.  Murphy’s Law:  

You could live longer than your money will support. 

 

Back in the day, people had 45 years to work and save money for a comfortable 10-year retirement. Now, 

you have those same 45 years to work and save money, but you may now need money for 20 and 30 years 

of retirement.  Your plan should accommodate rising inflation and potential tax-law changes for two lives 

over three decades.   

  

5. Social Security: You knew I’d get to this one, didn’t you?  Since 1934, the Social Security program has 

allowed employees and employers to set aside dollars so that they can retire in dignity.  Well, not really.  

It was designed as a safety net.  Over the years, Congress – remember your  silent partner with the sole 

vote over how much of your future income you will get to enjoy? – has begun not only taxing Social Secu-

rity, but changing how it indexes payments for inflation (conveniently leaving out food and energy – after 

all, who needs those?).      

  

Will Social Security change?   Likely – the 

government’s in debt.   Will it disappear?   

Maybe, but not likely (politicians do want 

to get re-elected).  But, you can bet they’ll 

continue tinkering with how it’s taxed and 

indexed… even the eligibility ages.  There 

are even some claiming strategies they 

can tinker with, as well.   

 

Bottom line:  Don’t depend on the gov-

ernment.   

  

6.  Investor Behavior:  This is #6 of the 5 

biggest risks—I thought you’d like a bo-

nus.  This chart tells the whole story.  The 

4 Pillars of Success follow: 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

I hope you’ve found this piece helpful.  If you have any questions feel free to contact me!  And, of course, 

if you’d like to arrange an introductory phone call,  just go the Getting Started tab of the IFG website 

where you’ll find a convenient scheduler.   Just go to: 

http://www.indfin.com/getting-started/ 
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