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The "Black Swan Theory" refers to unexpected events that have dire consequences. Since our
own retirement is associated with a financial world that is not fully understood and the
knowledge to make good decisions is not always present… unwelcome surprises do occur.
Even without retirement’s Black Swans, small mistakes can lead to unfortunate consequences,
and depending on the timing, their unexpected arrival can bring with it… catastrophe.
Here are recent noteworthy “Black Swan” appearances:
Two stock market meltdowns in the same decade (2000-02 & 2007-09)
The total collapse of the housing and mortgage markets
The lowest level of interest rates in the past 60 years
The most profound economic recession since the Great Depression
These totally unexpected events did happen and millions of retirees suffered as a result. Years
of growth and contributions to 401(k)s, IRAs and diversified portfolios were lost. Real estate
values were cut in half in many locations. Near zero interest rates of bank CDs reduced
previously comfortable incomes to near poverty levels.
Will other Black Swans appear? Runaway inflation? Serious medical setback? Widespread
default of bonds? Currency devaluations? Another Great Depression? The chances for these
may be small, but the possibility clearly exists. To
expect the unexpected is prudent.
The generally accepted ‘rule-of-thumb’ in the financial
world is that if you plan to retire at age 70, it is
probably safe to withdraw and spend 4% of your
retirement money annually…
According to mathematical computations, this
strategy provides for the highest withdrawal amount
while maintaining a 95% chance that you will not run
out of money before you run out of life. Increasing
your withdrawals to 5% will increase the risk of
running out of money dramatically. Of course there are no guarantees that come with this
4% strategy, yet it is the common conventional wisdom among those who specialize in
“market-type” investments. The remaining 5% chance that you will run out of money can
occur randomly… and when it does, you could be facing financial Armageddon.
If you can’t afford the 5% failure risk, what can you do? If you have retirement plans,
investment & savings accounts, pension income, etc… it would be a good exercise to run a
retirement “stress test” to see how your assets might handle the consequences.
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Think about these examples: What happens if inflation suddenly rises to 10% annually? How
would your retirement be affected if stock values dropped by 50%, your 401(k) balance cut in
half or your real estate became worth half as much? What if tax rates are doubled?
Broaden the stress test to include the loss of a spouse, an expensive prolonged lifethreatening illness or chronic unemployment. Become a temporary pessimist: consider all the
bad things that could happen and how each would affect you. Then plan accordingly.
The best way to prepare for Black Swans is to have your financial advisor conduct an annual
review and “stress test” for unexpected economic, health and financial changes. While these
situations are hypothetical and may never materialize, observing the consequences in the
unlikely event they do happen will open your eyes to the risks you are taking with your
retirement money. Once you clearly see the risks, you can generally manage it with more
prudent investment and savings options, insurance coverage or a change of retirement plans.
We’re all on a similar Financial Journey… would you take a road trip without making sure your
vehicle was in top shape or would you do a little inspection… checking the tires, making sure
they were safe and that the air pressure was up to par? Would you drive to Alaska without a
spare tire or a jack in case of a flat tire? Of course not! This financial journey we’re on will
always comes with some difficulty. Sometimes it’s random trouble with potholes, road
hazards, & detours, and other times, the trouble may be the vehicle we’ve chosen.
To have a solid retirement plan you simply must expect the unexpected… and then have a
plan in place that addresses those scenarios. None of this is critical when you are in your 20s
and 30s. The 40s seems to be a turning point for some folks, and by the time you are in your
50s… it becomes more important that you structure your retirement money in a way that
provides for additional safety. We cannot afford to fumble the ball in the fourth quarter of the
game because there’s simply not enough time to recover from a major setback.
The greatest fear of most retirees is running out of money before retirement ends; however,
most have not significantly changed their investment/savings/spending habits from those of
their working years. I regularly counsel folks who, unfortunately, have lost a great
percentage of their retirement nest egg. Many of them have handled their money themselves
or trusted a broker (who is really a salesperson) who was never trained in helping people
protect their money. Consequently, they never learned about an easy solution called a
guaranteed lifetime income option from an insurance product.
Many of today’s retirees are currently exposed to unfortunate financial circumstances because
they refused to consider the Black Swan Theory. Let the lessons of others serve as your
motivation to obtain professional help. Call your financial advisor to schedule an annual
check-up and take your stress test today.
Make it a great month,
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TheSmartMoney@me.com or visit us online at www.Smart Money Planners.com.
www.Smart Money Planners.com

