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Countdown to 65

Will you be prepared?

By Jeffrey S. Hahn, MBA, ChFc, CLU

The American Association of Retired Persons (AARP) labels you an “older American” on the day you turn 65. Don’t feel so great about that? Don’t worry. You’re in good company. If you turn 65 this year, you’ll share your birthday with close to 6,000 other newly minted “older Americans.” And if you’re a brand new “older American woman” you’re in even better company - there are over 20 million of you, compared with only 14 million “older American men.”

That’s the good news. The bad news is that according to a 1999 report by the U.S. Bureau of the Census, the median income for “older women” in 1998 was only $10,054 – compared with $18,166 for “older men.” What’s more, 12.8% of older women were living below the poverty line, compared with only 7.2% of older men. All of which raises the question: if older American women are doing so much better in terms of longevity, why are they falling so far behind financially? 

Part of the answer to this question lies in how well – or how poorly – men and women prepare for retirement. As a general rule, today’s older men have worked longer, earned more, and had the opportunity to set aside more money than did today’s older women. Older women were either in the home caring for children or they were working in less professional occupations. They also had fewer investment opportunities than men did. So it comes as no surprise that today’s older men enjoy higher pension benefits and collect more from Social Security. 

What does come as a bit of a surprise, however, is that even though the playing field is becoming more level in terms of income and opportunity, women are still lagging behind men when it comes to preparing for retirement. While it’s true that women still don’t earn as much as men do (current estimates are that women earn 74 cents for every dollar earned by men), they appear to set aside a smaller percentage of what they do earn for the future. What’s more, those who are setting money aside are doing so much more conservatively, preferring financial vehicles such as CDs* and annuities to more risky investments such as stocks and mutual funds. (Source: The Women’s Market – Myth and Reality. LIMRA International, 1999)
Why? According to LIMRA, close to 50% of women who are saving money shy away from risky investments because, by their own admission, they are either “not very” or “not at all” knowledgeable about investments. In addition, 68% of women reported having a “slight” or even “no”, risk tolerance. Only 3% defined their tolerance for risk as “high.” Men fared much better: only 47% reported a slight or no risk tolerance, and 8% described their risk tolerance as high. 

Since investing involves taking risks (and the higher the potential for investment gain, the greater potential there is of risk, however a low risk investment cannot necessarily protect against loss or guarantee a positive return) it’s not difficult to understand why women, almost as a demographic, do not do as well preparing for retirement as their male counterparts. 

But there are other reasons why older American women fall behind financially. According to the LIMRA study, even though women now have the same access as men do to employer-sponsored plans such as 401(k) and 403(b), a large percentage continue to resist participating in those plans. LIMRA cites a 1994 report issued by the Employee Benefit Research Institute that concluded that, given the opportunity to participate in a 401(k), 40% of women elected not to do so. Those who did participate tended to select “safe and guaranteed investments – a strategy that earns them lower rates of return, than the otherwise more aggressive investments selected by men.”

Yet despite these statistics, 50% of women between the ages of 25-64 describe themselves as “concerned” about outliving their assets. So why aren’t they saving? Or at the very least, saving more? Of those who are not saving for retirement: 30% say it’s because of other current financial responsibilities; 24% cite lack of income resulting in an inability to save; 9% cite health problems; 5% believe they’ll have plenty of time to start saving “down the road”; and 3% cite other savings goals.

Now add longer life spans into the mix – women who attain age 65 can expect to live to age 84, compared with men who can expect to live to age 80 – and it’s not hard to understand why today’s older women aren’t faring as well as men in retirement. They have to make less money last longer. Hence the difference in their incomes and lifestyles. So what’s the solution?

Part of the solution is simply taking the time to plan. If you’re seeing yourself reflected in the LIMRA study, another part of the solution is both education and action. A good first start might be to familiarize yourself with some of today’s most popular financial products. Start conservatively and, as both your knowledge and comfort level increase, move into the more risk and investment-oriented areas. Following are just a few of today’s financial products that can help you not only even the playing field, but also even the score.

Life insurance.  Life insurance provides an income tax-free death benefit that can be used to settle your personal and professional debts, help pay your children’s college expenses, provide a monthly income to a dependent spouse, child, or relative, and keep your business or practice solvent until it can be transferred or sold. Permanent life insurance also builds cash values that can be used to meet emergencies, take advantage of opportunities, or supplement retirement income.  However, remember that tapping into these funds will reduce the amount of death benefit that will be received by your heirs.  

Fixed and Variable Annuities. Fixed and variable annuities help you put the power of tax-deferred accumulation to work for you. Fixed annuities earn a guaranteed rate of interest (based on the financial strength of the issuer) and accumulate free of current income taxes. Variable Annuities allow you to choose how your money is invested by selecting a variety of sub accounts according to your risk tolerance. Investment growth in variable annuities also accumulate tax-deferred.

Qualified and non-qualified retirement plans. Qualified retirement plans, including 401(k), pension, profit sharing, and IRAs, are designed to help you save for retirement and, if you’re a business owner, reward yourself and your key employees. Non-qualified plans, including Executive Bonus, 401(k) Overlay and Split Dollar, can help you take retirement and estate planning even further by allowing you to offer special benefits to yourself and selected employees. 

Mutual Funds. Mutual funds allow you access to the equity markets and allow you to invest money according to your investment risk tolerance. Most mutual fund families offer a range of conservative, moderate and aggressive investment choices.  

Disability insurance. Finally, don’t forget about disability insurance. Disability insurance is designed to replace lost income should an accident, sickness or injury prevent you from working or from managing your business or practice.

A secure financial future doesn’t just happen by accident.  It requires:

· Examining your current circumstances

· Identifying your goals and objectives

· Developing a plan to help achieve those goals and objectives

· Taking action to implement your plan

· Periodically reviewing your plan.

Take the time today to begin the planning process, so you’ll be on the road to a secure financial future!  

Jeffrey S. Hahn, MBA, ChFc, CLU, is an insurance agent/financial services representative whose practice is in Medford.
*Certificates of Deposit are instruments that are insured up to $100,000 by an insurance corporation backed by the Federal Government, whereas most investment vehicles are not covered by this same protection.

*Securities offered through (Horner Townsend & Kent)
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