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Obamannuities? The Government Endorses the
Value of Annuities Amid the Retirement Crisis

A

nnuities proved their value
va lue by
f'MVidinG your clients
cJi,eJlt...
curity
providing
security
while 1M
the financial world erumcrum~whll"
bled .round
around th<rn.
them. W.
bIod
We ev=
even heard
h"",d .bout
about
P""'lM"
that they kept their
peop le bngsin~
bragging th.t
relirement
retirement money coming while oth.
others ,",w
saw their
th eir income.
incomes plummet
en
plum""" during
the dive
clive in CD and
. nd bond r.t""
rates aI
as w.
well
lI
a.
as >lOCK
stock v.lue
values.
•.
Now the
lhe Obama adminj,tralitln
administrat ion i.
is
acknowledging ,he
the power of annulI;"
annu ities•
•a tld
In ~,.
nd plan.
plan s to
use them to help .olve
solve
the Wjr~""'nt
retirement cri.i.
lPoe
crisis f.cillj
facing A~ric'n.
Americans
tod.y.
tod ay. Nol
Not only could this plan help
sales
also
boost the indmtry'
industry's...
b"",\
I"" it could .1""
finally give the
th e product.
products the respect
r•• pect
deserve.
they de.erve.
The Department
of Labor included
Dep.rtment elLa"",
indoo..:! in
it,
initi.li"e by
its mo,t
most recent agenda an initiative
its ~mplo~
Employee Benefit,
Benefits S<cudty
Security Adminit.
istration (EliSA)
(E BSA) to promote annuities
. nnum..
for all work."
workers ..
as part of 40l(k)5'00
40l(k)s and
ED<.II
reti rement benefit pI.n
plans.
other r<tir<ment
•.
'EBSA
I.., will e~plo'e
"EBSA ,also
explore steps
.tep. it con
can
uke
take by regul.tion,
regu lation , or otherwi,e,
otherwise, to
~nrouroge
encourage th
thee oflering
offering of lifetime annuilies u'
or .similar
distriitie.
imii Of lifetime benefits di.trlbubnn
participants .nd
and benbution option.
options for particip.nt5
eficiuies
eficiar ies of defined
de fined contribution (DC)
plans," the .gendo
agenda document ",.d.
read.
pbn.;
Th<t
The Labor Deportment
Department i,
is ~~pected
expected
to ••
askk for publi
publicc comment on initiainitia_
IRA. into
tives to convert 401(k).
401(k)s and IRAs
ies,, >ccording
according to a• Bu.ine
BusinessWeek
annuit ...
..Week
also ..
said
represents a•
report, which .I..,
repo<t,
i.d this 'q>"'.ento
keen inter",t
interes t within the White House
in retirtlllCflI
security.
reti re ment ,,"curity.
The Ob.m.
Obama admini'Uotion
administration i5
is not
alone
s. In f.
fact,
Congress
has
"lone in thi •.
ct, Congre
.. ho.
.. ing similar ide
.. and ha.
been
bee n di,cu
di sc uss
ideas
has
rnment
Accountabilit y Office
•a Gove
Go>ernm
ent Account.bility

8

irstTi'!':t':'lew~)·Jer rvl<Jga/ne I FcrJitUI y 2010

I

of dollars. end-of-penod,
U• S• RETIREMENT ASSETS Tr.l/1ons
1998. 2003, 2007. 2008:01-2009.02
_ r1
. . State
___
pt .... _
DC,plano'
-_Annuities
and i<I«II_oion
local pension plans
DC plans3

_f_....-. ...

Federal pension Jtlans ·_~_&.1ofitplll".
Private defined benefit plans
2

-

17.0

_

tA ....
IRAs

15.9

•• iiiB
14.4

10.3

1998

2003

2007
2007

2_,
2008:
Ql
01

_,
2008:
Q2

:wall,
2008:
ID
03

.,

2eOa:
2008:

2009:

2 0 09:

0(M
4

01

02

....

.....

....

Source:
",,_I_~_~
The Investment Company
..,-I.~
Jnstitute

....... ''''
include
.... oIIJ-/
all fixed ...
and "..
variable
......annuity
_,..-..
reserves,.,"'
at life insurance
_ _companies
_ ...,s.,
less•••••
annuities
" .........
held •by
,Ik.<,
J/IAs.
plans,, .,./
and "
p ri,vate
pension
f unds (including40./{k)
457 .......
403(b) ,....
p lans.
*"'II!
•• 4S?
. "_
" " f-I<
"",t../i", ""(') plans).
.... 0/,
'~
'A nnuities

U." "..."?"'''''''_ ofl•. ,'"'_.... ,,""_.....
l>w<,.. .. _ «<.... "'..''''' .... '" ", __.1 "'...... ",,,,,_",
.. "" "", ""' , .....01 ~",p/P_
Iff"" ." ,>-ri., "'_ (""- <fJi.1>J p.,;.
'DC""",""""" IlIIQ! """' .,'"
....",...,. _ _ ,,"'. DC p,.
..........""'",

disability fund,
''F~_"'_"""
Federal pension plans include U.S. Treaswy security holdings of th e civil service retirement and .;;wilily!
....,

military retirem
ent/."'"
f und, "",...,.101'
the judicial retirement
f unds.
Retirement Board,
and lMjoN.,._""
the foreign sen•ice
the _,,,""
'"
.....
..... _ .."'
....the
lodRailroad
"'."U.,,;,....,
_ .....

retirement ....
"""",,",
and """""''Y{,."j,
di,<a hility fund. These plans also include securities held in the National Railroad Retirement "'ft~·
Investm ent Tru.<t and Fed eral Employees .""
Retirement
System (FERS) Thrift Savings Plan (TSP).
....., ",,_
plans, and private employer-sp onsored DC plans (including 401(k) plans).
' DC plans include 403(b) plans, 457 ~""
eData are estimated.
.".
Co..
mponents
not ,add
to ""
the total
because
rounding.
Note:
'""~ c.
_"" _m ay "'"
.44 I.
... 01 ......
~ of
"_",",,,
""''<ft'
.. Company Institute, Federal Reserve Board, Na tional Association o(Government Defined
~ ContriSources: _Investment
bution Administrators, A merican Council of Life lnsu•·ers. and Internal Revenue Service Statistics of income Division
'_A""'-=~""""""C'""."'4>I_

110_

c-_, "w,.... r-.,_"" •......-;'..._"_,,",,,"""""-..
c"",,".01 ....,.... """'. s..,;""''''_".......

report that seems
"'port
se.>m. to support annuitiz.nnuitizing retirement income.
The GAO report, 'Pri",te
"Private Pemion.:
Pensions:
Alternative
Approaches
Altern.ti", Approach
.. Could Address
Add"",
Reti",ment
h hced
Retirement Ri.
Risks
Faced by Work.ea
Workers but
released
ly
Pose Trade-oft.:
Trade-offs," was rele
Po.e
..ed in Ju
July
incre..ed retire2009 in re.pon.~
response to increased
insecurity. The report noted that
ment i"'ecurity.
..
lf the nation's
n. tion', workforce
as of 2008 h.
half

hAve.a defined benefit 0<
or DC
did not have
star t
pension plan
pl.n.. And that wa
wass the start
of the problem
probl........s., More romp.nies
ofthe
companies these
days
day. cannot sustain
su.tain traditional pension
peruion
plans, and
pI.n"
.nd even when workers
worke .. do have
h.ve
them, they c.nnot
cannot cor'y
carry them ove
ove,r
to other employe".
employers . With DC pIon
pla ns,
••
employees were not ""ving
saving enough even
T he sometime
somet imes•
before the recession.
rec~ .. ion. The

du
matic .wings
dramatic
swings of the 'tock
stock mark~t
market Company Institute,
In . titute, which ""pre,ents
represents during that time. or
Of cOU"'
course,, il
it w
was
..
tilt lillIe
ls mutual fund cornpo.nie<.
put .att risk the
little money individu.
individuals
pot out survey ..annuities.
companies, put
nnuilil'<.
hav. saved in their ¥II
(k,. .nd
have
40l(k)s
and IRAs,
IRAs.
results that
rfiUlts
th. t IC1
ICI ..
said
id showed a. majority
majorit)'
as the
th e
As difficult an experience
e"peri .. nc .....
stock marut
market .lumps
slumps can ~
be ofpeopk
Those >lock
of people do nol
not want to be required to recesolon
recession has
been
h .. b.
en,, it does
do. . .serve
erv • .,
as ..a
particu
larly dis
disastrous
occur COflV<rl
p.rticul.rly
..tr""s if they <>aur
t, to annuities.
.nnuitie"
convert retirement ....
assets
laborator
laboratoryy for financial
financial product perj'>e1"ju.t
just Uas po'op\o>
people rtotirr,
retire, uas .....
we all
oil saw
u .... in
In Thi,
regardM .s
This is regarded
as a warning shot that formance.
""m,or",e. Few
few can
c.n argue that annuities
annuit;"
this rec.ssion.
recession. l!.ctire
Retirees
•• got
have held steady
cliho""
.t....dy and helped
ho>lpo><! dl,lammed
slammed with 0a triple whammy
mt.
nisht. Now
Nowthded·
ents sleep It
at night.
the fedp,..,,,ed real e.hte
of d.
depressed
estate volue.
values
eral government
gov~rnmmt wants
wonts 10
to take
and
layoffs, oloti,j
along with the
plunge
md loyoffs.
tho plu","
that Ieuon
lesson to.ll
to all Arn<riclns.
Americans.
TheObama
returns.
in stocb.nd
stock and bond r~urn$.
!!elides
(inancial
Besides .ome
some in the financial
Th
at can
ca n load
lead to what the
T hat
world,
others
are
criticizing
the
world.
oth~"
.
r
..
crltki,ing
administration wants
report
repor t coiled
ca ll ed .n
an in,ppropri.t.
inappropriate
Obam
Obama.. administration'.
administration's move ..
as
drawdown of bend
it •. The GAO
annuities to be a bigger
benefits.
an asset
the federal
gov~n
o.."t grab by t~
fed.ral gO>'pointed oot
out that oIh~r
other notion.
nations
ernment. Now we
are as wary ..
as
....nm~nL
weare
part of the retirement
hlvo turnci
have
turned to onnuitizing
annuitizing henbenth"",
conlioc.·
those critic
critics. ue
are about confiscaet1l.
efits to IIOlve
solve this problem.
tory pellcie<.
policies, but thi'
this is
i. a win for
picture, with the
· Th. Unit
.. d Kingdom'.
"The
United
Kingdom's p<npencon",
consumers.
....n. Waves
Wave. of Americans
Americ ~ n.
Department of Labor
sion plan l~w
law requires
heading Into
into wh.tt
what used to be
>ion
~uires retirees to
are he~d!ng
annu
itize at lu't
least 75 perrent
percent of
retirement
years. Many of
.nnui!i'~
ttheir
heir ..
ti ",.... n! yurs.
making the initiative one of them
their accrued
""erued benefits
benefit, from pen·
penth~m are unsure whether
whetMr they
. ion plans.
al
sion
plans, including P~r..,n
Personal
can
ever
stop
working,
as tthey
con
e
....
r
.top
worki
ng, ..
he y
its priorities to promote
Account.
Acco unts plans,
pion" by the
th o as
age. of
lose
lOR the promise
promi ,e of pension
pen' ion s.
the products in 40l(k)s
75: the report said.
... id, ·Annuitizing
75,"
"Annuitizing
and
. nd watch the lifeblood of their
bendit.
benefits guarante
guarantees
.. that ..
retirees
tireeo
savings
are
saving> seep
JeeP away.
~w~y. Annuities ar.
and other retirement
have
for tho
the ""t
rest of
promises.
Rather th.tn
than ~
losing
will ha
.... income rot
kept promi
..., ""the,
control of their funds,
cr itics
lives."
their lives"
fund" as
.. critic!;
benefit plans.
con. umers regain security
,ecurlty
December,
claim, consumers
In Ore.
mher,.a bill was
w.. introin their lives
duced in tho
the Senat.
Senate by S.
Sen.
n. Jeff
liv .. with tthe
he power of
Bingaman.
Bi ngaman, D-N,M
D-N.M.,.. called
ca lled the
their own money,
money.
Lif<t
im. Income Di",IOiu
re Act (SB mut,,"l
Lifetime
Disclosure
mutual fund companies and oIhen
others will
Why should the
tbe nation
n.tion sink into this
2832).
lt
wou
ld
require
40l(k)
plan
sponfight
effort.
to
Ulnu~ie.,
retirement
morass
mora
..
when we
w. hhave
......ann
efforts
institute
annuities.
2832), It would ~uire 401(k)
'pon. no_,. a• proven solution!
solution? You already
sors
The ch.rt
chart on t~
the p",v""s~.
previous page pro- answer,
so.. to inform participating workers of
T~
protec tion a nd f'<'wer
power of
income they could duced by lCl
the projected monthly ir.rnrne
ICT .shows
how. the
t~ hit retirement
",ti .. ment know the protection
expec t lOt
at retirement
ret irement based
eJOpe<:t
boased on their cur- funds
for evtrybody
everybody
took overall during the rKe.s.ion
recession annuities. Now it is time lor
fund. 1001:
r,.'nt >en.unt
o ~s . much in the ..
!lt<.'
.. of $3.6 trillion between 2007 to know. mrn
- a 10
loss
rent
account bal
balances,
same
JD:I
w:oy the Soda]
way
Social s..<urity
Security Administration and the s.rund
second quarter of2009.
of 2009. During
Steven
is senior
editorfor
Insursu ...~ A
A.,. Mol"elli
M.,./Ii i.
"",;", ~i
"' ,for }",",_
sends
annual statements
estimatthatt period,
period. de.pite
despite a slight ,..,bound,
rebound,
..
nd. out ~nnu.l
't~tement ...
timat· th~
anceNewsNet
Magazine.
He• has
than"
."",N.
w. N., M~
• • i_ . H
... more
"'""' ....
ing monthly payments. It would be.
pension plans lo't
lost $700 bilbe a private penoion
bi!·
of
experience as a "reporter
20 "..
years
""
"
c!'''P<'''"''.'.
f'O't" and
....
small
stepp th
that
more lion while public ..employee
sma ll st.
. t would
woold get people mou
mploy.. e pensions
editorfor
newspapers,
magazines and in«Ii
....10< .....
""""". '""to,i.".1/4
",.
Iort
billion. DC pl.n.
nol f.,..,
acqua
inted
annuities.
lost $800 billion.
plans did not
fare
surance
p eriodicals.
• equaint.
d with .nnuities.
He• was
,'''"n" J'<,
w,;j<o j" H
.... ' also
.IN vice
..;" presip" ~.
dent
for an insurance
all this growi
growing
attention to much bettor,
better, losing
Io,mg $900 billion. IRAs
IRA.
d.", .fof"communications
"''''''''K.' ....,r..".
i.,.",""
Of course,
cour"". oil
ng ~tteIXion
Steve
can
be ,,<o<
reached
agents
'
association.
.,'"'"
.,""'
..
'
1
....
51",,,
.. !o<
....att
annuities
financial in_tinvest- lost $1
onnuitk
.. has
ha. many in the fu,"na..l
$l trillion.
smorelli@insurancenewsnet.com.
''"'''.11~"'.'''.''"
...
'".,,''
••
,
ment world crying fool.
foul. Tho
The Investment
steady
men!
In=tmont
Guess what hheld
.. ld relatively steidl'

TheObama
administration wants
annuities to be a bigger
part of the retirement
picture. with the
Department of Labor
making the initiative one of
its priorities to promote
the products in 40l(k)s
and other retirement
benefit plans.

Februwv 2010 j insurnnwN<)w~;f\elf'·AiqiiNk~

I

9

