
“The hay’s never in the barn.” …In other words, it’s never too late to add something to the plan.”
– Sean Payton
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One thing that we spend a great deal of time on at our �rm is 
retirement planning. If you have not gone through the process 
recently and made any updates, I suggest you consider putting 
it on your to-do list. Most people seem to get more motivated 
to take the time to do this as retirement becomes imminent. 
The more years in advance you can put your plan into place, the 
more likely you are to achieve your objectives. This additional 
time may allow for things like increasing contribution amounts 
to your 401(k) account, starting an educational funding account 
for your children, and reviewing your insurance policies to 
better achieve your goals, among other things. 

My partner, Jeremy Nelson, likes to say there are usually three 
di�erent phases of retirement, 1) the GoGo years, (2), the 
SlowGo years and (3) the NoGo years. When you stop and think 
about retirement, these di�erent periods make sense. You may 
be thinking about some of your friends going through one of 
these times now. We have some clients that recently retired, 
sold everything, bought an RV, and are enjoying traveling the 
country. Another couple is enjoying occasional travel, but 
mostly staying close to their grandchildren. Yet another retiree 
is in an assisted-living home, with limited outside activities.  

As you may imagine, their expenses can be vastly di�erent.
In the GoGo years, the hobbies, travel, entertainment, and 
other expenses may be a larger part of the budget while not so 
much during the latter NoGo years. During the latter years, 
expenses may be more health and long-term care related. 

If you have not yet experienced retirement living, it may help to 
hear about the needs from people that deal with retirees on a 
frequent basis.

In preparation for writing this article, I Googled “hot topics” for 
�nancial planning.  One of them was “planning consideration 
due to increased longevity”.  According to the Social Security 
Administration, someone born in 1954 who turned 65 in 2019 is 
expected to live to 84.3 years, about 20 years in retirement. 
The World Economic Forum’s white paper, dated May 2017, said 
that life expectancy has been increasing rapidly, about one 
year for every �ve years. They predict that a child born in 2017 
will have a life expectancy of over 100 years old. This is just a 
prediction, but we all know people that are living in retirement 
well past their mid-80’s.

In the chart on the following page, remember that average life 
expectancy continues to increase and is a mid-point not an 
end-point. Thirty years in retirement is not out of the question.

Living longer in retirement creates many challenges.
Social Security’s website tells us that it is commonly accepted 
that a replacement rate of roughly 70 percent is adequate 
income from all sources, and Social Security bene�ts typically 
account for a replacement rate of about 40 percent. Many of 
our clients tell us they will need upwards of 100 percent of 
their pre-retirement income during retirement. As we can 
plainly see, we need other sources to �ll this gap.

RETIREMENT LONGEVITY ■ Danny Williams, CFP,® Partner



During many of our meetings, we talk about �nding the sweet 
spot in the mix of growth, income and guarantees. We believe 
that most investors/retirees need a well-diversi�ed portfolio that 
includes assets in each of three broad categories. Everyone is 
di�erent and the proportions of each are unique to the individual. 
For example, a company pension would fall into two categories, 
income and guarantees. Our objective is to produce an adequate 
amount of income during the estimated years in retirement.  

As people get closer to retirement, they o�en believe they need 
to be very conservative with their investments. Let’s think back 
on the increasing likelihood of having a retirement of 20 to 30 
years. If interest rates stay at these historical low levels for 
years to come, and your plan is only generating 
conservative-type returns, longevity risk may come into play.  

World Economic Forum, multiple retirement system 
challenges are ahead. They are:

• Lack of easy access to pensions
• Long-term, low-growth environment
• Low levels of �nancial literacy
• Inadequate savings rates
• High degree of individual responsibility to manage pension

I will not go into each of the above challenges but there are 
numerous obstacles to a successful, long-term retirement. 
This is where timely planning comes into play, helping you 
identify your challenges and implement needed solutions. Do 
yourself a favor and set aside time to put your plan in place 
and have it implemented.
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If you’re 65 today, the probability of living to a speci�c age or beyond
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Chart: Social Security Administration, Period Life Table, 2016 (published in 2019), J.P. Morgan Asset Management. Table: Social Security Administration 2019 OASDI Trustees Report. The probability that at least one 
member of a same-sex female couple lives to age 90 is 56% and a same-sex male couple is 41%.

Source: J.P. Morgan Asset Management analysis, 2019. Household income replacement rates are derived from an inflation-adjusted analysis of: Consumer Expenditure Survey (BLS) data (2013-2016); Social Security 
benefits using modified scaled earnings in 2019 for a single wage earner at age 65 and a spousal benefit at age 62 reduced by Medicare Part B premiums. The income replacement needs may be lower for households in 
which both spouses are working and the second spouse’s individual benefits are greater than their spousal benefit. Single household income replacement needs may vary as spending is typically less than a two-spouse 
household; however, the loss of the Social Security spousal benefit may offset the spending reduction. Percentages and values may not sum due to rounding.

Replacement rate detail by household income
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IS THE 60/40 PORTFOLIO DEAD? ■ Jeremy Nelson, Partner 

Recently, there has been a lot of talk about the death of the 60/40 portfolio. One strong voice on the subject has been Professor 
Jeremy Seigel of the University of Pennsylvania’s Wharton School of Business. Seigel has advocated that 75/25 is the new 60/40. With 
interest rates at generational lows, bond yields are not su�cient to support retirees’ income needs. According to Ned Davis Research, 
as of January 31, 2021, 65% of companies in the S&P 500 had dividend yields greater than the 10-Year Treasury yield. 

Aside from the lack of yield on high-quality bonds, low interest rates have increased the potential for interest rate risk on balanced 
portfolios. When interest rates go up, bond prices go down. Below are the current Treasury yields and the impact of an instantaneous 
1% increase in rates. You will notice that a 1% change impacts longer term bonds more than short-term bonds.  

The second issue revolves around equity valuations. Before we 
dig into this, let us explain how equity valuations work. With all 
the news about stay-at-home stocks, Tesla, technology, and the 
increase in individual investor trading, traditional fundamental 
analysis has fallen under scrutiny. 

But remember this, it is true that at any moment in time, a stock is 
worth what someone will pay for it, but over the long-term it should 
be the net present value of its projected future free cash �ows. 

When valuing a company, the primary drivers are how risky the 
business is (we use the term “Beta”), the assumed growth rates, 
the equity risk premium (how much additional return investors 
demand to own stocks over a risk-free asset), the risk-free rate 
(government bonds), the cost of debt, and the percentage a 
company is funded with equity versus debt. To keep this simple, 
here is an example of a company that is going to grow its free 
cash �ow at 10% for �ve years and then 5% in perpetuity. Also, 
its risk is equal to that of the S&P 500 and it has no debt.

The fundamental value of this company would be $5,616.09. 
Now let us change the risk-free rate from 1.3% to 2.3%. 

With no change in the cash�ows, but a 1% change in the 
risk-free rate, this company is worth 33.95% less.  

Essentially, what Professor Seigel is saying is that investors are going to have to take more risk to achieve their return objectives. But 
there are drawbacks to this approach. Primarily, more risk means more potential downside. Are retirees emotionally prepared for a 
bumpier ride?  Below, we have created a benchmark 60/40 and 75/25 portfolio with quarterly rebalancing. One chart shows the 
drawdowns and the other the total returns going back to the beginning of 2000. 
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Risk Free Rate 2.30%
Beta 1
Equity Risk Premium 5.70%
Cost of Equity 8.00%

Year 1 Year 2 Year 3 Year 4 Year 5 Terminal Value
Free Cash Flow 100.00$   110.00$   121.00$   133.10$   146.41$       5,124.35$          
PV of cash �ows 92.59$     94.31$     96.05$     97.83$     99.64$         3,229.21$          

PV 3,709.64$          

Change in % (1,906.45)$         
Change in   $ -33.95%

Risk Free Rate 1.30%
Beta 1
Equity Risk Premium 5.70%
Cost of Equity 7.00%

Free Cash Flow 100.00$   110.00$   121.00$   133.10$   146.41$       7,686.53$          
PV of cash �ows 93.46$     96.08$     98.77$     101.54$   104.39$       5,121.86$          

PV 5,616.09$          

Year 1 Year 2 Year 3 Year 4 Year 5 Terminal Value

Current 5-Year Treasury Yield 0.57% Current 10-Year Treasury Yield 1.30%
Market Value 100,000.00$  Market Value 100,000.00$  

1% Rise in Yield 1.57% 1% Rise in Yield 2.30%
Market Value $95,209.27 Market Value $91,112.05

Decline in Bond Price 4,790.73$     Decline in Bond Price 8,887.95$     

Decline in Bond Price as a % 4.79% Decline in Bond Price as a % 8.89%

Current 20-Year Treasury Yield 1.92% Current 30-Year Treasury Yield 2.08%
Market Value 100,000.00$  Market Value 100,000.00$  

1% Rise in Yield 2.92% 1% Rise in Yield 3.08%
Market Value $84,932.29 Market Value $80,510.83

Decline in Bond Price 15,067.71$    Decline in Bond Price 19,489.17$    

Decline in Bond Price as a % 15.07% Decline in Bond Price as a % 19.49%

5-Year Treasury Note 10-Year Treasury Note 20-Year Treasury Note 30-Year Treasury Note 



Do not worry, if interest rates rise, we do not expect the S&P 
500 to drop 34%. This is an overly simpli�ed example to 
illustrate that interest rates do not just a�ect bond prices, 
they a�ect stock prices as well! 

Here is a chart that shows the S&P 500 P/E ratio versus the 
10-Year Treasury rate beginning in 2011. You will notice there is a 
negative correlation between the two. This means that as rates 
go down, the P/E, or valuation, goes up. The correlation is -0.55. A 
perfect negative correlation is -1. So, there is more to the story 
than just interest rates, but it is meaningful.

So, if you are not willing to take a bumpier ride, 
or are concerned about rising rates and equity 
valuations, what should you do? 

1 Remember that investing for and during retirement is a 
long-term proposition. 

2 Diversify! 

 2.1 Allocations to private real estate can boost portfolio 
 income and increase long-term return potential without 
 adding the all the volatility of additional stock exposure. 

 2.2 Multi-sector bond managers can boost income and tend 
 to have less interest rate risk than core bond allocations. 

3 Shi� equity allocations towards equity income. The dividends 
from these stocks will help boost overall portfolio income and 
are generally trading at much more reasonable valuations.

4 Consider �xed income alternatives such as �xed or �xed 
indexed annuities. These allocations come with principal 
guarantees and can o�er signi�cantly higher crediting rates 
than core bonds. 

 4.1 Fixed annuity rates currently provide higher crediting rates  
 at three- and �ve-year terms than 10 to 30-year Treasuries.

 4.2 Fixed indexed annuities are a longer-term investment,   
 generally 8-12 years, but o�er principal protection, the   
 ability to take withdrawals without risk to the principal,   
 lock-in gains every 1 to 3 years, and have the potential to  
 earn two to four times the crediting rate of core bonds.

Going back to 2017 through 2019, in 2017, the 10-Year Treasury was relatively �at, tax cuts were expected, and the market went up. But 
as rates went up and crossed 3% in 2018, the market peaked and dropped nearly 20%. The Fed reversed course and went into an easing 
cycle, rates dropped, and stocks rose in 2019. 

Every investor’s situation is unique, and each will have a di�erent risk tolerance, so it is important to build 
an individualized retirement framework that balances the need for income, growth, and guarantees.  

If you are looking for guidance, let us know!
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Element Wealth, LLC (EW) is an investment adviser registered with the Securities and Exchange Commission (SEC). EW only transacts business in states where it is registered, or where an exemption from registration is available. Registration as 
an investment adviser does not constitute an endorsement of the firm by the SEC, nor does it indicate a particular level of skill or ability. Past performance is not indicative of future results, and investors should realize that investing in securities 
involves risk of loss. Money invested in securities is not guaranteed against such loss by any governmental or non-governmental organization. EW is not a law or accounting firm, and does not give legal, accounting or tax advice.

The opinions expressed are those of the Element Wealth Investment Team. The opinions referenced are as of the 
date of publication and are subject to change due to changes in the market or economic conditions and may not 
necessarily come to pass. Forward looking statements cannot be guaranteed. This document may contain certain 
information that constitutes “forward-looking statements” which can be identified by the use of forward-looking 
terminology such as “may,” “expect,” “will,” “hope,” “forecast,” “intend,” “target,” “believe,” and/or comparable 
terminology. No assurance, representation, or warranty is made by any person that any of Element Wealth’s 
assumptions, expectations, objectives, and/or goals will be achieved. Nothing contained in this document may be 
relied upon as a guarantee, promise, assurance, or representation as to the future.

Visit our website: MyElementWealth.com
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