
Why risk management matters 

This column has explored the topic of risk management in some detail over the years, addressing several questions: 

• Are the retail investor and financial adviser underserved by the buy-and-hold philosophy? 

• What is the potential role of dynamic risk-managed strategies in investors’ portfolios? 

• How might modern, risk-managed portfolios be best constructed on a conceptual level? 

In three columns, the focus has been on a related question: What risks, common to virtually all investors, do such 

strategies help mitigate? 

• “Why ‘timing’ is critical for investment returns” looked at the very real risks of the sequence of returns—

especially pronounced for recent retirees. 

• “‘Green light’ for the U.S. economy?” examined systematic or cyclical market risk and what history tells us about 

severe market drawdowns over past decades. 

• “Do you have risk amnesia?” reinforced the notion that investors must be cognizant of risk in good market times 

and bad—and not fall victim to what behavioral finance theory calls “recency bias.” 

Today, we offer a quick look at another risk factor. 

The sequence-of-returns issue is most commonly written about for retirees who are making withdrawals from their 

investment portfolios. How investment returns are “sequenced” can have a profound impact on whether a retiree’s 

income-distribution plan will survive throughout a lengthy retirement. A portfolio consisting of dynamic risk-managed 

strategies can help smooth out market volatility and seeks to avoid the worst drawdowns of bear markets. This can help 

minimize the impact of the sequence of returns for retirees. 

But what about those individuals who are not yet in retirement, are still in investment accumulation mode, and are not 

taking any withdrawals from their investment accounts? 

You might have guessed it. There is a specific category of risk they face also—retirement date risk. 

For investors who are within five to 10 years of retirement, the sequence of returns for their investment portfolio is as 

important to them as it is for recent retirees. For passive, buy-and-hold investors, a singular market event (such as that 

experienced in 2008–2009), or a less dramatic series of negative investment return years, can erode a portfolio’s value 

to the point where a planned retirement date might have to be postponed. 

https://hotline.flexibleplan.com/2018/08/27/why-timing-is-critical-for-investment-returns/
https://hotline.flexibleplan.com/2018/09/04/green-light-for-the-u-s-economy/
https://hotline.flexibleplan.com/2018/09/10/do-you-have-risk-amnesia/


If the portfolio drawdown is significant enough, and takes a lengthy period to overcome, this could be a postponement 

that lasts a long time. 

Postponing retirement may be a viable option for those who are in a stable job situation, but it will be difficult for those 

who have lost jobs or are experiencing declining health. Alternatively, older workers could still follow through with a 

planned retirement date but will probably have to make a significant adjustment to their retirement income 

expectations. Retirement date risk affected many individuals after 2008–2009, as they had to deal with the triple 

negative impact of a loss of investment wealth, high unemployment for older workers, and a hit to housing values. 

A paper written in 2012 for The Russell Sage Foundation and The Stanford Center on Poverty and Inequality, “Older 

Workers, Retirement, and the Great Recession,” said, 

“The increase in unemployment among older adults was nonetheless far more prominent than in prior 

recessions. Older adults also spent more time out of work when laid off. In the early stages of the recession, older 

workers were more likely to postpone retirement and remain in the labor force, presumably in an effort to 

counter losses in retirement wealth.” 

According to The Federal Reserve Bank of St. Louis, the net worth of U.S. households and nonprofit organizations rose 

from $44.2 trillion in 2000 to a pre-recession peak of $67.7 trillion in the third quarter of 2007. It then fell $13.1 trillion 

to $54.6 trillion in the first quarter of 2009, about a 20% decline.  

 

The good news is that household wealth rebounded impressively from the depths of 2009. But, the breakeven period for 

statistical household net worth recovery still took four to five years—critical years for those approaching retirement. In 

the real world, many people have still not recovered, for a variety of reasons. And now many U.S. households are facing 

another significant challenge, brought on by the COVID-19 pandemic.  

https://inequality.stanford.edu/sites/default/files/Retirement_fact_sheet.pdf
https://inequality.stanford.edu/sites/default/files/Retirement_fact_sheet.pdf
https://fred.stlouisfed.org/search?st=Households+and+Nonprofit+Organizations%3B+Net+Worth%2C+Level


Michael Kitces, a well-known blogger and speaker, has written about retirement date risk and says in part, 

“The reality is that sequence of return risk is equally relevant for accumulators in the years leading up to 

retirement as well. The only difference is the problematic sequence is reversed—for retirees, the dangerous 

sequence is to get bad returns at the beginning (of retirement), while for accumulators it’s getting bad returns at 

the end (of the accumulation phase) that causes the problem. … Accordingly, accumulators in the final years 

leading up to retirement may wish to proactively manage risk and reduce the volatility of the portfolio, 

specifically as a means to reduce the retirement date risk they face.” 

 

While investment theory is important, and statistics can provide many insights, what is truly most relevant for 

individuals, couples, and families is how their financial and investment plan addresses their specific situation and their 

long-term objectives. 

Flexible Plan Investments believes goals-based investment planning benefits from recognizing the many types of risks 

that investors may face. It is also served well by incorporating modern portfolio strategies that help provide portfolio 

growth, while proactively managing risk in any type of market environment. 

https://www.kitces.com/blog/retirement-date-risk-how-sequence-of-returns-risk-impacts-a-pre-retirement-accumulator/

