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INVESTING FOR RETIREMENT: 
3 RISKS EVERY INVESTOR SHOULD KNOW

HELPING YOU MAKE INFORMED INVESTING DECISIONS



It doesn’t matter how old you are or what you do. The vast majority of us have the 
same goal: to stop working one day and enjoy the rest of our lives doing whatever it 
is we like to do.

While the concept of retirement has changed dramatically 
over time, it’s probably fair to say that most people look 
forward to it. In fact, most people spend their working 
years saving and planning for their eventual retirement. 
It’s often seen as the reward for their hard work and 
effort.

That means your investment portfolio has a crucial job: it 
has to fund the lifestyle you want for as long as you need. 

With that in mind, let’s look at the three principal risks 
you will face as you prepare for your eventual retirement.

1. Inflation 
The first risk we all face is inflation. Even a 2% inflation 
rate will reduce the purchasing power of your money 
over time. If you are concerned with maintaining the 
same anticipated lifestyle throughout your retirement, 
you’ll need to build in inflation protection. A portfolio 
that provides an absolute return above inflation is 
one potential option. Another way to combat inflation 
risk is by adding alternatives, such as real assets or 
infrastructure, to your portfolio. These assets tend to 
benefit during periods of higher inflation.  

Inflation can significantly erode a portfolio’s returns, 
especially if markets are volatile. For example, if your 
portfolio returns 6% in one year, but inflation is 2%, then 
the “real” return you receive is only 4%. And if markets 
fall by 6% in a year, and inflation remains 2%, then the 
“real” return of your portfolio will be -8%. As you can 
imagine, higher inflation has a much more significant 
impact. 

As inflation eats away at your portfolio, less is left to 
sustain you for the rest of your life. And no one know how 
long they are going to live. Indeed, longevity is another 
growing risk that you face in retirement. 

2. Longevity
All investors preparing for a future retirement face one 
common risk: that of outliving their savings.

In most countries, human lifespans are rapidly 
lengthening due to improved medical care, better 
nutrition, innovations in disease prevention and control, 
and a general increase in the standard of living. A child 
born in Canada today has a greater chance of living to 

100 than ever before. But even if you don’t make it to the 
century mark, someone who is 35 today can anticipate 
making it to their mid-80s or longer. If we assume they 
retire at 65, that means their investments need to produce 
sustainable income for at least 20 years.

Increased longevity means planning for retirement also 
means thinking about other issues you may face as you 
get older:  higher health care costs over time, reduced 
mobility, the potential need for long-term care and/or 
a different type of housing. All will impact the level of 
income you require. 

While you can’t predict how long you’ll live, by planning 
for a longer retirement you can avoid running out 
of money when you need it most. Some of us could 
reasonably expect to spend as many (or even more!) years 
in retirement as we did working. That means that you will 
need to consider investments that have the potential to 
produce steady income over an entire market cycle. 

3. Sequential
Let’s face it – financial markets are cyclical. Volatility is 
an inherent part of their nature. Different asset classes go 
in and out of favor. Geopolitics, major news from a key 
company, unexpected earnings results, changes in public 
policy, technical factors and any number of events can 
spark volatility. Even positive markets can be volatile. The 
issue for investors is managing that volatility: smoothing 
out returns to limit losses on the downside and attempt to 
preserve gains on the upside.

As an investor, you face your maximum risk exposure the 
day you retire. That day marks the start of the longest 
period in which you will need your savings to provide 
income. Your savings have likely reached their peak 
and your ability to save further is limited. A downturn 
in investment returns during this period can have a 
significant impact on your portfolio. This is sequential 
risk, which means poor returns early in retirement are 
much more harmful to your nest egg than poor returns 
later in retirement.

As you can see in the chart below, Johanna and Josh both 
started their retirement with a $250,000 portfolio and 
withdrew $15,000 a year for a 10-year period. They both 
had the same average annual return – 9%. 
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But Josh’s portfolio suffered losses in his first two years of retirement, while Johanna’s portfolio grew in the first 
few years, then had a significant loss in the final two years. After 10 years, Josh’s principal has been eroded, while 
Johanna’s portfolio has grown.
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AVERAGE

Johanna 32% 0% 13% 26% 13% -3% 30% 5% -14% -12% 9%

Josh -13% -12% 27% 15% 24% 17% 11% -33% 35% 19% 9% 

What can you do to manage retirement 
risks?
First of all – stay invested! While market volatility is a 
constant, it’s also true that the general trend in equity 
markets globally has been positive. Markets may 
bounce around over the short-term but an investor who 
“stayed the course” over five, 10 or 20 years is likely 
to see growth in their portfolio. In partnership with 
your financial advisor, you should design an investment 
strategy based on your investment goals, time horizon, 
financial circumstances and risk tolerance, not on what 
markets are doing at a given moment. 

Additionally, you should structure your portfolio to 
provide ongoing growth for an extended period while also 

maintaining the potential to provide a steady stream of 
income. While there are no guarantees in investing, a mix 
of globally diverse equities and fixed income may give 
you the best chance of accomplishing those dual goals. 
Including real assets, such as infrastructure and real 
estate , can be helpful because of their ability to withstand 
inflation. 

Finally, think carefully about how you envision your 
retirement and the lifestyle you may want. Spending your 
days gardening or going for long walks requires less of 
a nest egg than completing a bucket list of climbing the 
seven highest mountain peaks or taking an extended 
cruise every year. And build a retirement plan that 
encompasses every aspect of your life – health, hobbies, 
relationships and housing – not just finances.

Sequential risk /  The order of investment returns matters
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IMPORTANT INFORMATION 

Commissions, trailing commissions, management fees and expenses 
all may be associated with mutual fund investments.  Please read the 
prospectus before investing.  Mutual funds are not guaranteed, their 
values change frequently and past performance may not be repeated.

Nothing in this publication is intended to constitute legal, tax, securities 
or investment advice, nor an opinion regarding the appropriateness of 
any investment, nor a solicitation of any type. This information is made 
available on an "as is" basis. Russell Investments Canada Limited does 
not make any warranty or representation regarding the information.

Please remember that all investments carry some level of risk, including 
the potential loss of principal invested. They do not typically grow 
at an even rate of return and may experience negative growth. As 
with any type of portfolio structuring, attempting to reduce risk and 
increase return could, at certain times, unintentionally reduce returns. 
Rebalancing your portfolio may create tax consequences on the taxable 
portion. Diversification and strategic asset allocation do not assure a 
profit or protect against loss in declining markets.

Russell Investments is the operating name of a group of companies under 
common management, including Russell Investments Canada Limited.

Russell Investments' ownership is composed of a majority stake held by 
funds managed by TA Associates L.P., with a significant minority stake 
held by funds managed by Reverence Capital Partners L.P. Certain of 
Russell Investments' employees and Hamilton Lane Advisors, LLC also 
hold minority, non-controlling, ownership stakes.

Copyright © Russell Investments Canada Limited 2023. All rights 
reserved. 

Frank Russell Company is the owner of the Russell trademarks contained 
in this material and all trademark rights related to the Russell trademarks, 
which the members of the Russell Investments group of companies 
are permitted to use under license from Frank Russell Company. The 
members of the Russell Investments group of companies are not affiliated 
in any manner with Frank Russell Company or any entity operating under 
the “FTSE RUSSELL” brand.
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