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Executive summary

Baby Boomers are retiring at a rate of 10,000 per day.1 Many don’t feel prepared, and some might feel they have to work longer 
than their parents did. But there is good news, as they may benefit from the income potential of a deferred income annuity.

Deferred income annuities (DIAs) are typically positioned as products that can be included in retirement portfolios to 
guarantee lifetime income in the future and help mitigate longevity risk (a major concern for baby boomers). There are also 
qualitative benefits associated with income annuities. These products can increase confident spending and give retirees 
peace of mind knowing that interest rate movements or equity market volatility will have less impact on their entire retirement 
plan. Retirement industry researcher Wade Pfau stated, “Overly conservative retirees become so concerned with running out 
of money that they spend significantly less than they could, and a monthly annuity payment can provide the explicit permission to 
spend and to enjoy retirement.”2

New York Life conducted research which shows that deferred income annuities can also provide benefits to the front-end of 
retirement by affording individuals the ability to safely and confidently retire earlier than initially planned. Our analysis shows 
that in certain scenarios, purchasing a DIA in pre-retirement years allows individuals to retire up to two years earlier 
without incurring additional risk – as measured by the probability of running out of money during the retiree’s projected 
retirement.3 That means more time traveling, spending time with grandchildren, and enjoying life without work.

Our analysis focuses on how incorporating New York Life’s 
Guaranteed Future Income Annuity II (GFIA) into a retirement 
portfolio could potentially allow individuals to retire sooner 
and/or lower the risk of outliving assets versus a portfolio 
consisting of only traditional assets (stocks and bonds). GFIA 
is a DIA that provides a guaranteed source of lifetime income. 
Our analysis examines males aged 55 and 58 with various 
expected retirement ages (age 60 to 65), asset allocations 
(stocks, bonds and GFIA), and annual spending needs. 
Monte Carlo simulations were run to project cash flows of 
all possible combinations across 500 economic scenarios. 
The results of the simulations were used to calculate the 
probability of running out money during the planning horizon. 
The projections or other information in our analysis about the 
likelihood of various outcomes are hypothetical in nature, do 
not reflect actual investment results, and are not guarantees 
of future results. The results on which our analysis is based 
may vary each time an analysis is run over time.4 Our analysis 
is based on GFIA rates as of 03/17/17 and considers the Life 
Only payment option.  

The results portrayed in Figure 1 show that a 55 year old male 
with a $500,000 portfolio, allocated 40% to stocks and 60% 
to bonds, and $35,000 of annual inflation-adjusted retirement 
expenses has a 16% chance of running out of money before 
the end of his projected retirement period if he retires at the 
age of 65. Our analysis also shows, however, that allocating 
30% of the portfolio to a GFIA and slightly increasing the 
equity allocation would allow this individual to retire two 
years earlier (at age 63), without increasing the likelihood of 
depleting assets. In addition, the average account value at life 
expectancy, which can be viewed as the legacy potential of 
the portfolio, increases from $1.9 million with only traditional 
assets to $2.5 million when 30% of the portfolio is shifted 
from bonds to a GFIA. This shows the power of income 
annuities in that an individual could forego two full years of 
labor income and savings without increasing the likelihood 
of running out of money in retirement based upon the 
assumptions used in this study.

The impact of DIAs on retirement age
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Our analysis shows that, in many cases, purchasing a GFIA 
in pre-retirement years supports a younger retirement age 
when we look at several different ages, asset allocations and 
spending levels. For example, Figure 1 shows that a 58 year 
old male with a 30%/70% stock and bond allocation and 
$30,000 annual inflation-adjusted income need starting at 
age 65 has a 15% chance of running out of money. However, 
under our analysis, allocating 25% of the portfolio to a GFIA 
and increasing the equity exposure to 53% would potentially 
allow this individual to retire at age 63 without increasing 
the probability of running out of money. Also, the average 
account value/legacy potential at life expectancy more than 
doubles with the allocation to a GFIA. 

These results also show that the optimal asset allocation for 
retirement income planning may consist of lower allocations 
to bonds and higher allocations to stocks and income 
annuities. The relative inefficiency of bonds is driven by the 
fact that they lack the upside potential of stocks and cannot 
match the income and longevity benefits of income annuities. 
Of course, these conclusions are based on historical returns 
from stocks and bonds and there is no guarantee that future 
returns will be the same.  

What if I’m not interested in 
retiring earlier?

In acknowledging the fact that many people choose not to 
retire early, even if it is an option for them, let’s look at an 
example of the value purchasing a GFIA provides for someone 
retiring at the expected age of 65. The example above 
showed that a 55 year old male client with a 40%/60% stock 
and bond allocation and $35,000 of annual inflation-adjusted 
retirement expenses has a 16% probability of depleting 
their assets during their projected retirement period. Figure 
1 shows that if  that client were to hold the retirement age 
and expenses steady, yet allocate 30% of the portfolio to a 
GFIA at age 55 (keeping the other 70% invested 60%/40% in 
stocks and bonds), the probability of depleting assets drops 
to 8% and the legacy potential increases more than 60%. 

While it is true that not everyone wishes for an early 
retirement, the reality is 60% of people end up retiring 
earlier than expected, with the main reasons being loss of 
job, health issues, and having to care for a family member.5 
In fact, survey results show that the median age at which 
Americans age 50+ expect to retire is 67, versus an actual 
retirement age of 62. Furthermore, a GFIA purchased pre-

FIGURE 1:  
The Impact of GFIA on Retirement Ages and Probabilities of Running Out of Money

Current 
Age

Retirement 
Age

Allocation 
to GFIA

Allocation 
to Stocks

Allocation 
to Bonds

Annual 
Spending

Probability of Running 
Out of Money

Legacy  
Potential ($M)

Without GFIA 55 65 - 40% 60% $35,000 16% $1.9

With GFIA 55 63 30% 42% 28% $35,000 16% $2.5

Current 
Age

Retirement 
Age

Allocation 
to GFIA

Allocation 
to Stocks

Allocation 
to Bonds

Annual 
Spending

Probability of Running 
Out of Money

Legacy  
Potential ($M)

Without GFIA 58 65 - 30% 70% $30,000 15% $1.1

With GFIA 58 63 25% 53% 23% $30,000 15% $2.6

Current 
Age

Retirement 
Age

Allocation 
to GFIA

Allocation 
to Stocks

Allocation 
to Bonds

Annual 
Spending

Probability of Running 
Out of Money

Legacy  
Potential ($M)

Without GFIA 55 65 - 40% 60% $35,000 16% $1.9

With GFIA 55 65 30% 42% 28% $35,000 8% $3.1
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retirement can be a means of planning to retire earlier or a safety net for those having to retire earlier than anticipated. GFIA 
policies afford owners the flexibility of being able to accelerate the income start date (up to 13 months from the last premium 
payment) or defer it up to 5 years. It is important to note, however, that accelerating the income start date will reduce the 
guaranteed income amount the policyholder will receive.

Figure 2 shows the effect of allocating differing percentages of portfolio assets to a GFIA across multiple scenarios, using the 
same method of analysis described  above. The table shows retirement ages and asset allocations for a given income need 
and probability of running out of money. For example, our analysis shows that a 55 year-old with a $35,000 annual income 
need and 40%/60% stock and bond allocation would be able to retire at age 65 if they are willing to accept a 16% chance of 
running out of money during retirement. If that same individual was allocated 30%/70% stocks and bonds, they would have to 
wait until age 66 to retire with the same level of risk. The results here show that across several scenarios, purchasing a GFIA 
pre-retirement helps individuals to retire an average of two years earlier than if they invested solely in traditional assets, 
without increasing the risk of running out of money. 

$40K 
Income 

Need

Current 
Age

Probability of 
Running Out 
of Money

Portfolios with Stock/Bond 
Allocations Only

Portfolios with Allocations to GFIA

30% / 
70%

40% / 
60%

50% / 
50%

60% / 
40%

Optimal GFIA 
Allocation

Retirement 
Age

Improvement*

55 16% 68 67 66 66 30% 65 1-3 Years

58 18% 69 68 68 68 20% 68 0-1 Years

Note: The retirement ages shown reflect the age at which someone with each asset allocation could retire for a given probability 
of running out of money and income need. 

* The improvement years are based on the difference between the retirement ages for portfolios with and without allocations 
to GFIA. The majority of scenarios in our analysis resulted in a one to two year improvement, however a few outliers showed 
improvements of three years. The three year improvements occurred when conservative asset allocations at younger ages 
increased the  retirement age beyond age 65.

FIGURE 2:  
Retirement Ages For a Given Income Need and Level of Risk Across Various Ages and Asset Allocations

$30K 
Income 

Need

Current 
Age

Probability of 
Running Out 
of Money

Portfolios with Stock/Bond 
Allocations Only

Portfolios with Allocations to GFIA

30% / 
70%

40% / 
60%

50% / 
50%

60% / 
40%

Optimal GFIA 
Allocation

Retirement 
Age

Improvement*

55 8% 65 65 65 65 30% 63 2 Years

58 14% 65 65 65 65 30% 63 2 Years

$35K 
Income 

Need

Current 
Age

Probability of 
Running Out 
of Money

Portfolios with Stock/Bond 
Allocations Only

Portfolios with Allocations to GFIA

30% / 
70%

40% / 
60%

50% / 
50%

60% / 
40%

Optimal GFIA 
Allocation

Retirement 
Age

Improvement*

55 16% 66 65 65 65 30% 63 2-3 Years

58 17% 67 67 66 66 25% 65 1-2 Years
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Summary and conclusion

While traditionally viewed mainly as a cost effective way to address longevity risk, deferred income annuities can also benefit 
the front-end of many people’s retirements. Our analysis shows that in many scenarios, purchasing a DIA in pre-retirement 
years affords individuals the ability to retire earlier than originally planned without increasing, and sometimes even decreasing, 
the likelihood of running out of money. For individuals who are able and willing to continue working through their expected 
retirement age, purchasing a GFIA in pre-retirement years still provides better outcomes versus not purchasing an income 
annuity in many scenarios under our analysis. A key feature of New York Life’s Guaranteed Future Income Annuity II is that it 
allows for an accelerated income start date, which lowers the guaranteed income amount, but provides flexibility and safety 
for those forced to retire earlier than anticipated.

This material is general in nature and is being provided for informational purposes only. It was not prepared, and is not 
intended, to address the needs, circumstances and/or objectives of any specific individual or group of individuals. New York 
Life and its affiliates are not making a recommendation to purchase any specific products. For advice regarding your personal 
circumstances, you should consult with your own independent financial and tax advisors.

Sources and disclosures
1   http://www.fool.com/retirement/general/2016/05/15/baby-boomers-retirement-woes-summed-up-in-5-statis.aspx

2   Building Integrated Retirement Income Strategies with Traditional Investments, Guaranteed Income Annuities, and Whole 
Life Insurance (Pfau 2016)

3   To determine the planning horizon for Males age 55 and 58 we used a life expectancy of 94 years, which is the 75% percentile 
of life expectancy according to the Society of Actuaries Annuity 2012 tables.

4      A Monte Carlo simulation is a mathematical technique for simulating real-world situations that involve a high degree of 
uncertainty. The uncertain variables in this analysis are stock and bond returns. The estimated values for these variables 
were run through 500 economic scenarios to simulate the range of possible outcomes. We used the results produced by the 
simulations to calculate the probability of achieving different outcomes. The simulations are designed to match historical 
return, variance, and correlation results. Therefore, although they are hypothetical, they are based on historical data. The 
results on which our analysis is based are not forecasts of future results and may vary each time an analysis is run over time. 

     Historical returns were obtained from economist Robert Shiller’s online dataset (www.econ.yale.edu/~shiller.data.htm). 
Historical returns were averaged from 1871-2014, with equity returns averaging 10.4% with a 17.9% standard deviation, and 
fixed income returns averaging 4.9% with a 6.2% standard deviation, with a correlation between stocks and bonds of 5.3%.  
Past performance is not a guarantee of future results.  

    To account for the potential effects of inflation, the analysis increases the initial portfolio withdrawal amount by 1% each year.

5   Transamerica Center for Retirement Studies, The Current State of Retirement: Pre-Retiree Expectations and Retiree 
Realities, P. 22, 25, 26, December 2015.
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New York Life Insurance Company 
New York Life Insurance and Annuity Corporation (NYLIAC) (A Delaware Corporation)
51 Madison Avenue 
New York, NY 10010
www.newyorklifeannuities.com
GFICP.042017 SMRU 1733716 (Exp. 04/20/2019)

All GFIA payout rates used in this analysis are as of March 17, 2017.

Guaranteed Future Income Annuities are issued by New York Life Insurance and Annuity Corporation (NYLIAC), 51 Madison 
Avenue, New York, NY 10010. All guarantees are dependent on the claims-paying ability of New York Life Insurance Company.  
Available in jurisdictions where approved. 

The policy form number for the New York Guaranteed Future Income Annuity II is ICC11-P101 (it may be 211-P101).  State 
variations may apply.


