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When it comes to planning for retirement, hope is not a strategy. As more
Australians transition from wealth accumulation to retirement, there are some key
factors to consider as they enter the Retirement Risk Zone.
The Retirement Risk Zone is a critical period in the financial life cycle, spanning about 10
years prior to retirement and 15 years after retirement. It’s a crucial time, because when
retirement balances are at their peak, they are most vulnerable to a market downturn.

Chart 1: The Retirement Risk Zone

The sequence of returns (sequencing risk) within this period can have a dramatic effect on
the longevity of your portfolio. Short-term portfolio losses can have significant long-term
effects on retirement savings, compared with similar losses at the early stages of wealth
accumulation.
Sequencing risk is amplified as retirement approaches if portfolios are highly weighted to
high-risk assets which are more suitable for the accumulation phase. Experiencing a market
correction in the Retirement Risk Zone can be very difficult to recover from. If it happens,
there are a few options to replace the lost savings – none of which are likely to be
acceptable. These include delaying retirement, reducing retirement spend, or simply taking on
more investment risk to recover lost returns.

This inherent danger is why portfolio strategies for retirees in the Retirement Risk Zone need
to transition towards preserving capital while maintaining a decent income. As you move
from accumulating to decumulating wealth, your investment needs and risk profile change.
Chasing higher returns decreases in importance and instead receiving income and preserving
capital become more important.

Market corrections will happen
Equities are likely to be part of most retirement plans because they provide long-term returns
to hedge against rising living expenses, as well as relatively higher levels of income in an
ultra-low interest rate environment. However, equities are the worst asset class when it
comes to volatility – especially during market corrections.
It should come as no surprise that stock markets correct whenever global growth slows. This
has certainly been the case over the past 30 years, during which time there have been nine
global slowdowns.
In fact, in the past 84 years – spanning from World War II to the recent COVID-19 crisis –
there have been 12 large corrections, which are defined as drawdowns of 20% or more.
That’s an average of one big correction every seven years. So it's highly likely that the
average retiree will experience a major market correction in the 25 year Retirement Risk
Zone.
Chart 2: All Ordinaries Price Index Drawdown Profile

Equity income expertise

One can hope that retirement occurs without a market correction. If you experience strong
rising markets within the Retirement Risk Zone, you will more than likely enjoy a comfortable
retirement. However, hope is not a retirement plan. Experiencing a market correction during
this period could seriously damage your retirement outcome.
Preparing ahead is the best protection within the Retirement Risk Zone by aligning portfolios
with the types of assets suitable for retirement. One strategy that has become popular over
the past decade is equity income. This strategy has capital preservation characteristics to
deliver low downside risk to investors and retirees. Higher income is also a key component of
many equity income strategies, with a focus on providing greater yield than cash investments.
And unlike cash-based income strategies, equity income has the advantage of providing a
hedge against inflation.
Vertium Asset Management, in partnership with Copia Investment Partners, is a specialist
Australian equity income investment manager focused on delivering Australians better
investment outcomes in the lead-up to and during their retirement.
The Vertium Equity Income Fund is suitable for investors looking for lower risk equity market
exposure or those drawing down on their savings. The fund invests in quality Australian
companies with attractive valuations that pay consistent and sustainable distributions, with
the aim of delivering more income with less risk than the Australian share market.

Past performance is not a reliable indicator of future performance. This article is for general information purposes only and does
not take into account the specific investment objectives, financial situation or particular needs of any specific reader. As such,
before acting on any information contained in this article, readers should consider whether the investment is suitable for their
needs. This may involve seeking advice from a qualified financial adviser. Copia Investment Partners Ltd (AFSL 229316, ABN 22
092 872 056) (Copia) is the issuer of the Vertium Equity Income Fund. A current PDS is available from Copia located at Level 25,
360 Collins Street, Melbourne Vic 3000, by visiting vertium.com.au or by calling 1800 442 129 (free call). A person should
consider the PDS before deciding whether to acquire or continue to hold an interest in the Fund. Any opinions or
recommendations contained in this document are subject to change without notice and Copia is under no obligation to update
or keep any information contained in this document current.
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