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Q&A with John L. Olsen, CLU, ChFC, AEP
BY ROBERT J. POWELL, III

JOHN L. OLSEN, CLU, CHFC,
AEP
FINANCIAL AND ESTATE PLANNER
John Olsen is a financial and estate
planner practicing in St. Louis
County, MO. With over 38 years in
the financial services industry, John
serves his own insurance and
investment clients, consults to other advisers on advanced cases,
offers expert witness services in litigation involving annuities and
insurance and is in great demand as a speaker. Mr. Olsen is a past
president of the St. Louis chapter of NAIFA, a former board
member of the St. Louis chapter of the Society of FSP, and a
current board member of the St. Louis Estate Planning Council.
He serves on the editorial advisory board of Tax Facts, and edited
the annuity questions in the 2011 edition.
Mr. Olsen is co-author, with Jack Marrion, of Index Annuities: A
Suitable Approach and author of Annuity Taxation and
Suitability for the Professional Advisor, and numerous papers on
insurance and annuities. His newest book, The Advisor's Guide to
Annuities, written with Michael Kitces, is an updated and
expanded version of their classic text on annuities, The Annuity
Advisor. It will be released by The National Underwriter Company
in the next few months.

RMJ: From your perspective, what is the best and
proper use of annuities when building a retirementincome plan?
Olsen: That’s a very good question. To my mind,
the best use of annuities in building any plan must
start with the recognition that annuities are just tools,
that the different kinds of annuities are designed to
do different jobs, and that you use an annuity only
when it will do the job at hand better than available
alternatives. For example, immediate annuities are

all about income and nothing else. They do not
accumulate wealth and they cannot insure the
transfer of wealth to heirs. By contrast, deferred
annuities can both accumulate wealth and transfer
it to heirs (albeit with a high tax cost) and can
guarantee a minimum income from that
accumulated wealth.
RMJ: What’s your assessment of how advisers are
doing against those standards?
Olsen: Generalizations are perilous, but I believe
that more and more advisers - and more consumers,
for that matter - are coming to recognize the
utility of immediate annuities. And, of course, many
advisers now use “guaranteed living benefits” in
deferred annuities (either variable or indexed).
Regrettably, few advisers are recommending
“longevity annuities” - partly because few
insurers offer them, but chiefly, I think, because
advisers view them as “investments,” and, analyzed
using conventional investment logic and
mathematics, they look downright awful. But
that’s OK, because longevity annuities aren’t
“investments.” They are best analyzed – and
understood – as pure risk transfer instruments –
rather like property and liability insurance.
RMJ: Can you talk to us about the academic
research regarding annuities?
Olsen: Well, in academic studies, like anything else,
there are good ones and ones not so good. There
are some excellent studies on the utility of
annuitization and “longevity annuities,” by people
such as Moshe Milevsky, Ph.D., (a finance professor
at the Schulich School of Business at York
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University); Wei-Yin Hu (the director of Investment
Analysis & Research at Financial Engines); Jason
Scott (managing director of the Financial Engines
Retiree Research Center); and John Watson (a
fellow at Financial Engines and a lecturer in
finance at the Stanford Graduate School of
Business.) Garth Bernard (the president and CEO
of Sharper Financial Group and a principal with
RISE), David M. Blanchett, CFP ® , CLU ® ,
AIFA®, QPA, CFA® (Morningstar Investment
Management) and others have done sound work on
guaranteed living benefits. But there are also
some studies that aren’t so rigorous or objective.
I recall seeing, in a highly respected journal, a
paper on index annuities in which the authors
examined what they claimed to be a “typical” index
annuity contract. But the features of that
hypothetical contract – the values of the “moving
parts” that determined interest to be credited – were
far worse, from the buyer’s perspective, than the
norms. I have yet to see any contract as
uncompetitive – or downright anti-consumer – as
that so-called “typical” one. Of course, the authors’
hypothesis, that index annuities are a very bad deal,
was demonstrated when they examined how this
contract would have performed, using historical
data. It’s not hard to deal a winning hand when you
stack the deck. Readers of academic studies, or of
non-academic ones for that matter, need to be very
critical.
RMJ: You spoke about the need for advisers to be
critical readers of academic research. Why is
that? And what should they be looking for?
Conflicts of interest? Something else?
Olsen: Academics are human, just like the rest of
us. Sometimes, bias, despite the efforts of the
researcher, creeps in. Some papers are written to
demonstrate that the author’s views are correct –
or to advance the agenda of the outfit that funded
the study. They’re useful, but only as editorials. If
it looks more like a sermon than a study, that should
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be a tip-off. Moreover, it’s possible to produce
slanted, or otherwise flawed conclusions without
intending to do so. We’re always hostage to our
assumptions. If those assumptions turn out to be
inappropriate or inaccurate, then our conclusions
are going to be unreliable.
Readers should ask themselves some key questions
when reading a paper that purports to state the truth
about anything.
Are the assumptions reasonable? Are the “typical
examples” presented truly typical?
Do the authors present a hypothesis which they later
treat as having been proven? Is the logic sound? In
assessing the value of any work, we have to
muster all our critical resources, while guarding
against what is probably the single most dangerous
enemy of proper analysis – confirmation bias. All
human beings tend to agree with data or conclusions
that reinforce our own views and to disagree with
those that contradict them. If, in reading a study,
we find ourselves condemning it, not because it
employs bad facts or bad logic, but because it
advances a position with which we disagree, we
need to stop and think. Do we want to be informed
or merely reassured?
One problem with some academic studies is that
they’re often so technical and full of statistics and
mathematics that we may not understand them. I
confess to a woeful lack of math skills, and some
studies are simply over my head. If I don’t even
know what the Greek symbols represent, I’m not
likely to understand the equations that contain those
symbols. But even studies that don’t employ a lot
of math or statistical analysis are sometimes not all
that useful to a practicing financial adviser because
they suggest financial outcomes as if investors
always understand risks and rewards as well as the
studies’ authors and always act rationally – or in a
way that the authors consider rational.
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An example of that last point is a study on
guaranteed lifetime withdrawal benefits done by a
large insurer that, not coincidentally, did not offer
such benefits. It compared two hypothetical
investors, one investing in a variable annuity
funded entirely with an S&P 500 index clone and
one investing in that same annuity, but with a
GLWB rider offering a “5% for life” benefit. Using
Monte Carlo simulation (MCS), it purported to
show that the cost of the living benefit rider was
too high for its probable benefit, because that rider
would be “in the money” (that is, would provide
a benefit when the contract value had fallen to zero)
in only a small percentage of the MCS trials.
The study’s conclusions were fatally flawed, for at
least two reasons. First, because the investor who
will be comfortable placing 100% of her contract
value in an S&P index sub-account would not need
to purchase the guaranteed lifetime withdrawal
benefit (GLWB) rider and the investor who sees the
need for the insurance features of that rider would
not, absent those guarantees, invest all her money
in the S&P500. The study posited a single human
being (the hypothetical investor) with two
contradictory risk tolerances. The second flaw was
that the value of the rider was effectively nil because
it would produce an economic benefit in only a
small percentage of the trials. When the
economic benefit in question is “not running out of
money so that you cannot even buy bread,” its value
is a function of its magnitude, as well as of its
likelihood. Were this not so, no one would ever buy
fire insurance.
Not all studies are this flawed, of course. Bernard,
in his paper in the March, 2010 issue of the
Journal of Financial Service Professionals, and
David Blanchett, in his July, 2011 article in the
Journal of Financial Planning, approach the
valuation problem differently, but fairly, and offer
some valuable insights into the results that one can
reasonably expect from this tool.

RMJ: What sort of research would you like to see
produced?
Olsen: I’d like to see more research on the value
of annuities - especially, the value of deferred vs.
immediate annuitization - in the light of behavioral
economics. Not merely what outcomes might
make the most sense on a net present value basis,
but what outcomes are likely to make sense to
human beings who are not driven entirely by
algebra.
RMJ: What sort of product innovations would be
useful and relevant to those advisers focused on
retirement management.
Olsen: I wish there were more attention, in annuity
products, to the impact of inflation. Some
immediate annuities don’t offer any cost-of-living
adjustment (COLA) feature, and only one (to my
knowledge) offers a COLA benefit that is tied to an
external index of inflation. Ideally, I’d like to see a
“longevity annuity” that would promise an inflationadjusted annual benefit. I wish more immediate
annuities or annuitization payout options allowed for
commutation, because the fear of “losing control of
one’s assets” is probably the chief reason why more
people don’t annuitize. I wish issuers of longevity
annuities would recognize that the reason their agents
are not selling this product is that the insurer is
marketing it as an investment. It’s not. It’s a pure risktransfer play. It should be sold like property and
casualty insurance. Indeed, the one thing I would
most like to see in the annuity marketplace is a
general recognition that annuities should not –
indeed, cannot – be assessed properly using only
“investment math” and “investment logic.” This is
because annuities are mostly insurance and insurance
and investments are different. I tell my students this:
“Investment is about acquiring profit. Insurance is
about avoiding loss.” ■
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