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warns that

levsky, a profi at York Uni

are transferring longevity

sk from their balance sheets to the personal balanee sheets of their employees.

The future investment
income in all of us

It's time to find
out: Are you a
stock or a bond?

JONATHAN CHEVREAU
Wealthy Boomer

 age 41, Dr. Moshe
levsky is arguably th
maost influential and pral
author of pe I-finance

gains in longevity have made
the pension promise too costly,
He notes there are now 5,000
Canadian centenarians, while
the oldest pensioner st Gen-
eral Motors was 110 in 2006,
Milevsky includes a chart that
shows GM has 220 retirees per
100 workers. Compare that to
“Toyota, w st two per 100,

Thus, “Generous Motors
is not really a car manufac-
turer but a pension-fund and
health-care provider for its
retinees,” he writes. Little won-
der that GM, IBM and other
corporations are scal
on the pension promise to
new hires, In effect, emplovers
are transferring longevity risk
from their balance sheets 1o
the personal balance sheets of
their employees.

Ine i workers are

books in Canada, if not North
America. The York Univer-
sity finance professor has
Just published his sixth book,
bearing the intriguing title
Are You a Stock or a Bond?

This time around, Milevsky
Is forusing on human eapltal
or one’s future caming cap-
acity. In that sense, each of us
is like a security that generates
ful westment income. An
entrepreneur who can one
day sell her business Is more
of & stock. A tenured profes-
sor such as Milevsky is a bond
becanse he has a steady salary
and a secure defined-benefit
pension plan in retirement.

Most of us are a bit of
both, he says, making us the
equivalent of balanced mu-
tual funds.

But few Baby Boomers will
enjoy the bond-like pensions
their parents had, The book
begins by lamenting the de-
cline of traditional employer-
sponsored DB pension plans.
Companies are moving away
from orovidineg pension in-

on their own when it comes to

productivity and earnings
potential, worth potentially
millions of dollars. As Seo-
tiabank argues, “you're richer
than you think.” For most of
ns, human capital will be the
biggest asset we have until
well into middle age. Over
the decades, this will grad-
ually fall but should be con-
verted Into financial capital,

This perspective sheds new
light on all aspects of our fi-
nancial lives. It means spend-
ing on education should he
viewed as an investment, while
life insurmnoee becomes a hedge
for our human capital. (Henee,
Insurance is eritical for the
young, when human capital is
high and financial assets low;
it's also essential for highly
paid young athletes.)

It also means debt may be

Earlier in his carcer, Milev-
sky was viewed as a skeptic on
variable annuities, But he has
softened his stance: *1 can no
longer claim that you are be-
ing overcharged for their guar-
amtees or that you can nchieve
stmilar gonls at o lower cost”

The penultimate chap-
ter, Product Allocation is the
New Asset Allocation, will
challenge even knowledge-
able financial advisors and
do-itsyourself investors who
think they know everything
about generating retirement
income. He identifies three
main risks facing retirces:
longevity risk, inflation risk
and market risk. He then fo-
cuses on three main goals:
liquidity, investor behaviour
and estate planning.

Finally, he devises three

“good ot all ages,”

‘Generous Motors is not really a car
manufacturer but a pension-fund and
health-care provider for its retirees’

generating income in retire-
ment. Milevsky ks quick to dis-
abuse those who think market-
sensitive defined-contribution
pensions, RRSPs or (since the
book is also aimed at Amer-
feans) TRAs or 4010k} plans ane
pensions, “A $01(K) is a num-
e, not a pension.” he says.
That's why Milevsky sub-
titles his book Create your
o penston plan fora secure
JSinanetal future. Onee you've
decided whether you're a
stock or a bond, you estimate
your total financial and bu-
man capital. Even if you're
lebt and have no savings,
if you're voung and healthy,
wou still have a maior human

argues in one chapter. If you're
a “bond” with a steady salary,
you may be overexposed to
bond securities and might
consider borrowing to invest
In the stock market,

His book also covers such
familiar Milevsky topics as
stock market volatility in the
“Retirement Risk Zone” and,
for long-lived retirees, lon-
gevity risk. Since DE plans
are in effect annuities that
pay out for life {(as do gov-
ernment pensions such as
social security and CPP), it's
not surprising that Milevsky
sees annuities as one way
ensure income for life. On
chanter is titled Annuities

majuo; of
and insurance products that
handle these risks in different
proportions: income annu-
Ithes; systematic withdrawal
plans from mutual funds or
ETFs; and variable annuities
with embedded guarantees
(think Manulife Income Plus).
T secti is not casy
reading, but Milevsky sugar-
coats it with case studies. His
battom line Is most retirees
will "ot be able to finance a
sustainable retirement income
with only one or two trad-
Itional product classes, basic
mutual funds or conventional
income annuities.” Individuals
need to work with financial
advisors to design the opti-
mum mix of these three prod-

products and across time”
B The first of Jonathan
Chevreaw’s three video inter-
views with Dr. evsky is
now online at wwwwealthy
boomer.ca
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