
The savings challenges facing the last of the baby boomers 
and the earliest cohorts of generation X have fundamentally 
changed. The combination of low inflation, repeated financial 
crises, falling yields, lower levels of pension security as well 
as increasing longevity make successful retirement saving 
increasingly difficult 1.
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Against this backdrop, in this paper we explore the key 
issues a “late career” saver (for our purposes an individual 
over 50) should consider when investing both for and 
through retirement. Throughout the paper there is an 
assumption that the savings approach being contemplated 
is a secondary layer of retirement provision and the 
individual has a foundation layer from another source 
(most likely state provision).

Executive Summary 
We highlight two distinct categories of risk:

 Ȃ Pre-retirement risk: that the individual fails to amass 
sufficient savings to stop working

 Ȃ Post retirement risk: that the income from savings is too 
low or runs out 

We propose that ultimately a successful decumulation 
strategy is only possible when it follows effective 
accumulation. Further, our analysis shows that an 
individual must continue to take the “right sort of risk” 
through both their late career and during retirement. 

We show that the “right sort of risk” means taking both 
enough risk and the right kind of risk, i.e. that for every 
unit of risk taken there is a high pay-off in terms of return. 
Also we explore how both too little and too much risk can 
result in a high likelihood of failure in both accumulation 
and retirement. This is because during both phases 
averages are not outcomes, i.e. looking at averages does 
not give enough information to effectively evaluate each 
strategy properly. Instead investors should consider a 
wide range of metrics to understand the outcomes of an 
investment approach.

For the period just before work income stops, we look at 
the “retirement at risk” to understand the likelihood and 
magnitude of a shortfall that might delay decumulation. In 
the period during retirement we discuss the likelihood that 
an individual’s life extends beyond their savings.

For this retirement period we also show how the  
addition of reasonable longevity estimates to savings  
and income expectations can empower individuals to  
make informed choices.

Our analysis shows that the sole use of cash and/or 
bonds as pension savings is highly unlikely to generate 
sufficient wealth prior to, or during, retirement. 
However, a multi-asset approach offers the “Goldilocks” 
of investment trade offs: neither too much risk nor too 
little return and the most attractive return per unit of 
risk. In addition, both active management and systematic 
risk control can reduce the spread of outcomes without 
materially inhibiting return. This conclusion extends into 
the decumulation phase, where we propose that a multi-
asset approach offers the best trade-off between 
delivering returns and protection against the likelihood 
that savings run out. Even though the moment when 
accumulation becomes decumulation is the point of 
maximum capital risk, the investor who wants to achieve 
prosperity in retirement should not completely de-
risk as they approach retirement, but continue to take 
a multi-asset approach. In summary, therefore, the best 
strategy is not to completely de-risk at retirement, (into 
cash or bonds) but to continue to take a multi-asset 
approach and continue to invest through retirement. 

The savings lifecycle
To put the rest of this paper into context, we start by 
reconfirming the likely position of today’s late-career 
saver. Set out in Figure 1 is the investment lifecycle of 
our “typical” saver. It shows that our late-stage career 
investor will already have accrued a reasonable amount 
of capital and now needs to turn their attention to savings 
and investment as they approach retirement and start 
to draw down on their savings. As our late boomer hits 
their 50s and moves from the “earning and saving” to the 
“approaching retirement” phase, they need to contemplate 
two key issues:

1  Baby boomers are defined here as the generation born between the mid-1940s and 
the early 1960s, while Generation X is defined as the generation born between the 
early 1960s and the early 1980s. 1



We set these out in Figure 2 and include a “multi-asset” 
portfolio that consists of 35% equities and 65%  
government bonds4.

Figure 3 takes the above assumptions and shows how the 
combination of the variability of return (as measured by 
volatility from Figure 2) over the 15-year period covered will 
generate a spread of outcomes. Depending on the asset 
class and level of risk, there can be a dramatic difference 
between an average and a worst-case scenario. 

Whilst these results are informative, it is not until we apply 
them to an individual’s savings that we can see their true 
importance. If we assume that our late saver is 50 years 
old, is aiming to accumulate £450,000 at retirement, has 
savings of £100,000, invests £10,000 every year (from 50 
onwards) and these contributions grow slightly faster than 
inflation (in our example 3.3%, i.e. inflation plus 1%), we 
can then estimate5 the different outcomes that could be 
achieved by the time they reach 65 years old. 

Figure 4 illustrates the point that averages are not 
outcomes by taking each of the strategies represented in 
Figure 3 and showing the spread of outcomes in cash terms 
(best, worst, average, and one-in-ten worst outcome). 
Whilst equities can deliver the largest amount both in 
terms of best and average outcome, they can also provide 
the least, with an outcome of only c.£130,000 in the worst 
case. On the other hand, whilst bonds and cash offer 
much greater certainty, their expected average returns 
are lower than the target of £450,000. It is clear that in 
this context the multi-asset strategy is the Goldilocks of 
the three options Ȃ a better average outcome than the 
bond strategy and a worst-case outcome no worse than the 
bond strategy. 

 Ȃ How can they amass sufficient savings to be able to 
afford retirement?

 Ȃ Once they have successfully accumulated sufficient 
savings to retire, how can they draw down an attractive 
income level and manage the risk of their savings 
running out? 

The rest of this paper focuses on these two challenges.

Accumulation: potential investment strategies
To evaluate potential investment strategies for a late-career 
investor, we set out four investment approaches: cash, 
bonds, equities and a mix of equities and bonds (multi-
asset). For the purpose of this analysis we have drawn 
on Schroders’ long-term asset class forecasts for the UK3. 

Figure 1: The savings lifecycle

For illustration only. Source: Schroders. 

Figure 3: Potential annual returns over 15 years 

The above numbers are estimates based on simulations: see text for details. As we assume that cash has no variability in returns it offers only one outcome with a ~100% certainty.  
Source: Schroders, as at December 2017.

Asset strategy Cash Bonds Multi-Asset Equities

Average returns 2.3% 2.8% 4.5% 7.9%

Worst return outcome 2.3% -0.9% 0.4% -9.8%

Best return outcome 2.3% 6.1% 9.0% 22.2%

Figure 2: Schroders’ 30-year return forecasts

Asset Expected return (p.a.) Volatility

Cash 2.3% n/a

Bonds 2.8% 3.5%

Multi-Asset 4.5% 5.5%

Equities 7.6% 15%

Inflation 2.3% n/a

Source: Schroders’ long-term asset class return and risk forecasts. March 2017. 

3  Source: Schroders’ 30-year forecast returns, Schroders Economics Group March 2017.
4  This is a combination of the bond and equity return and risk forecasts rebalanced 

monthly back to the 35%, 65% target allocation
 5 The estimates are based on a Monte Carlo simulation with 10,000 estimates.
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Accumulation: what if it all goes wrong?  
Retirement at risk
Whilst the chart in Figure 4 helps us to understand the 
spread of outcomes from each of the different strategies, 
showing an entire distribution of outcomes can be 
misleading. It may hide the risks faced by a 65-year-old 
hoping to retire but who has not yet achieved their savings 
goals. In this context the individual faces some tough 
choices – accept a less affluent lifestyle or prepare to delay 
retirement until their financial goal has been reached. 

To help quantify this risk, we have employed the concept 
of “retirement at risk” Ȃ the likelihood that the saver fails to 
reach their financial goal and, should they miss the target, 
the number of years of savings and/or cash payments they 
require to make up the shortfall. 

Figure 5 shows how this concept applies to our four 
strategies. As in our earlier example, it assumes that 
the target is savings of £450,000 and then sets out the 
likelihood of an individual reaching that target (row 1). It 
also explores what level of savings the investor can expect 
in an undesirable scenario Ȃ for this we have shown the 
bad outcome with a 10% probability (row 2). We then show 
how large the shortfall is versus the target (row 3, which 

is £450,000 minus row 2). In addition we calculate the 
number of years of retirement at risk, i.e. the number of 
years’ saving required to reach the desired savings level 
(row 4). This number is calculated by dividing the savings 
shortfall (row 3) by the annual amount being saved by the 
time the investor reaches 656.  

This analysis teases out more of the information contained 
in Figure 4. It shows that, although equities offer a much 
higher maximum return, the likelihood of reaching the 
savings target is acceptable for both equities and multi-
asset. However, bonds offer only a roughly 1-in-20 chance 
of reaching the target, while the only certainty cash can 
offer is that it will not generate sufficient capital. 

The benefits of a multi-asset approach are further 
reinforced when we explore an undesirable outcome, 
i.e. the bad outcome with a 1-in-10 chance of happening. 
In terms of retirement at risk, the multi-asset strategy 
requires five years of extra pension savings to achieve the 
£450,000 target, while bonds and equities require eight 
years. Although cash clearly offers the least worst outcome, 
we can eliminate it as an option, given its inability to hit 
the target. In this context, multi-asset offers the best 
retirement at risk outcome.

Accumulation: reducing uncertainty even further
If the ideal strategy delivers a combination of a high average 
outcome, a low spread between maximum and minimum 
returns, as well as a short retirement at risk measure, are 
there any other elements that can be added to improve 
these characteristics? Set out below are two strategy 
enhancements that could further improve our saver’s 
outcomes. It takes the multi-asset strategy and adds:

 Ȃ a systematic risk management approach, which aims to 
reduce the potential losses incurred by the strategy;

 Ȃ an active approach, which aims to deliver similar returns 
to the original multi-asset strategy but with a lower 
spread of outcomes (i.e. volatility).

Figure 6 shows that the effect of risk control and 
active management is to further reduce the spread of 
outcomes, without materially affecting the average. 

The above numbers are estimates based on simulations. As we assume that cash has 
no variability in returns it offers only one outcome with a ~100% certainty. The equity 
distribution continues above £1m with c.11% of observations being more than this 
amount. Source: Schroders.  

Figure 4: Potential savings after 15 years : multi-asset 
looks the best all-round bet

Figure 5: Retirement at risk: multi-asset seems to offer the best risk-reward trade-off

The above numbers are estimates based on simulations: see text for details. *As we assume that cash has no variability in returns it offers only one outcome with a  
~100% certainty.  
Source: Schroders, as at December 2017.

Cash* Bonds Multi-Asset Equities

1. Probability of savings reaching a 
value of £450,000

0% 6% 55% 73%

2. Savings value with a 1-in-10 
probability (bad outcome)

£368,000 £342,000 £374,000 £344,000

3. Capital shortfall with a 10% 
probability vs. £450,000

£82,000 £108,000 £76,000 £106,000

4. Number of years extra saving 
required to meet £450,000 goal 

5 7 5 7

 

6  By this stage, the £10,000 annual savings contribution will have increased by 
inflation + 1% to c.£16,300 p.a.
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If we also revisit the effect of these approaches on 
retirement at risk, we can see from the table in Figure 7 that:

 Ȃ whilst risk control reduces the level of maximum loss 
(as seen in Figure 6), it does come at the expense of a 
slightly lower probability of reaching the desired capital 
amount and a larger retirement at risk;

 Ȃ successful active management delivers an improvement 
in the probability of reaching the capital target and a 
lower retirement at risk. 

Although in principle the active approach on its own could 
deliver all the enhancements, in practice investors know that 
they may not always be delivered. With that in mind, there 
remain two reasons for the inclusion of risk management in a 
late-career accumulation vehicle. The first is that an approach 
that includes both active and risk management will offer 
savers an opportunity to “travel in hope” of reaching their 
target, while also giving them comfort that the strategy 
will avoid the worst outcomes. The second is that consumer 
research shows that savers in the run-up to retirement 
place a much higher importance on the mitigation of 
losses than expected return7. 

Decumulation: savings vs. survival – how much and  
for how long?
With any retirement savings strategy, the key question is 
which will last longer – an individual’s savings or their life? 
Life expectancy data from the OECD indicates that the life 
expectancy of a 65-year old is on average 19.88 years, which 
offers us a good reference point for how long retirement 
savings need to last. Here the saver finds themselves facing 
(more or less) the same dilemma as during accumulation, i.e. 
how much risk must they take to sustain large enough returns 
to meet their lifetime needs, whilst at the same time not taking 
so much risk that their savings are likely to run out?

Again we look at our four strategies through the lens of 
outcomes not averages. This time we aim to understand 
what is the likely spread of outcomes a saver could achieve 
in retirement, whilst also making regular and reasonably 
large withdrawals9 from their capital. For this we assume 
the individual withdraws 4.5% of their initial assets10 every 
year and that this original cash amount rises with inflation. 
We have then modelled the potential spread of outcomes 
in terms of how many years the savings may last.

The table in Figure 8 reinforces our proposition from the 
accumulation phase that averages are not outcomes. Whilst 
cash and bonds are the least risky, the only certainty they 
offer is that they will not last long enough for very roughly 
40% pensioners who live longer than 23 years. Again, focusing 
only on averages would make equities (with an average of 39 
years of income before savings exhaustion) the best strategy. 
However, a closer look that includes the minimum and 1-in-10 
worst outcome again confirms that the multi-asset strategy 
offers the best balance between good averages and worst-
case scenarios. 

The above numbers are estimates based on simulations: see text for details. 
Source: Schroders, as at December 2017. 

Figure 6: The benefits of risk control and active management

Figure 7: Retirement at risk: enhancing the multi-asset strategy

The above numbers are estimates based on simulations: see text for details. Source: Schroders. 

Multi-Asset
Multi-Asset 
Risk controlled

Multi-Asset 
Active

Probability of savings reaching a value of £450,000 55% 45% 60%

Savings value with a 1-in-10 probability (bad outcome) £374,000 £362,000 £400,000

Capital shortfall with a 10% probability vs. £450,000 £76,000 £88,000 £50,000

Number of years extra saving required to meet £450,000 goal 5 5 3

Figure 8: Retirement: How long will my savings last (in years)? 

The above numbers are estimates based on simulations: see text for details. *As we assume that cash has no variability in returns, it offers only one outcome with a ~100% 
certainty, i.e. that savings invested in cash will last c.23 years. The simulations were capped at 50 years, there is a possibility that the savings could last longer than this. 
Source: Schroders, as at December 2017.

Cash* Bonds Mult-Asset Equities

Shortest time to exhaustion 23 17 19 9

Longest time to exhaustion 23 41 50 50

Average time to exhaustion 23 24 31 39

Bad outcome with a 1-in-10 chance 23 21 25 20
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7  Source: B different research and Schroders, 2016.
8  The life expectancy of a 65-year old in the UK was 20.8 for a female and 18.6 for a male; 

19.7 is the average of these figures. Source: Organisation for Economic Co-operation and 
Development 2016.

9  Large drawdowns in the context of the low yields available from government bonds with a 
c.20 year maturity e.g. 20 year gilt yield 1.19%. Source Bloomberg as at 31 December 2017.

10  In other words they will drawdown 4.5% of their initial capital (e.g. 4.5% of £450,000 is 
£20,250), which then rises with inflation. 
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Decumulation: savings vs. survival – which lasts longer?
Ultimately all savers would like a clear response to the 
simple question, “How likely is it that I live longer than 
my savings?” The only way to answer this is by comparing 
longevity expectations11 with the likelihood of savings 
running out, i.e. using the data in Figure 8. 

Figure 9 sets out the results of this exercise at different 
ages. It shows the savings outcomes for an “average” 
person invested in the multi-asset strategy, drawing down 
4.5% of their initial capital amount at retirement and then 
increasing their annual withdrawal by the rate of inflation 
every year. 

In essence it shows the likelihood of two events that 
occur with a 100% certainty i.e. the point in time when the 
individual will die and the point in time when their savings 
will run out. The graph brings together the probable timing 
of these two independent events and therefore shows at 
specific points what the likelihood is of the individual being 
alive or dead and the probability that their savings have run 
out by that stage. As a result there are always four possible 
states of the world which for each age must add up to 100% 
of the possible outcomes. These are that the individual:

1.  Is alive and still has savings (the mauve area on each bar)

2.  Is alive but their savings have run out (the pink area  
on each bar)

3.  Is dead but still has savings (which have now become  
a legacy Ȃ the pale blue area on each bar)

4.  Is dead and their savings have run out (the dark blue 
area on each bar)

So, when looking at each bar, the most important metric is 
how likely it is that the individual is alive but their savings have 
become exhausted (i.e. the pink areas on each bar) and how 
likely this is relative to the other outcomes. By way of example, 
assuming they retire at 65, after 25 years of retirement (at 90) 
an individual faces the following probabilities:

 Ȃ they are most likely to be dead, but with savings that have 
not yet run out – a c.62% likelihood (the pale blue bars); 

 Ȃ there is a much smaller chance that they will still be alive 
with some savings (c.27% likelihood - as represented by 
the mauve bars);

 Ȃ they have a still smaller chance of being dead without any 
savings (less than c.7% likelihood, the dark blue bars);

 Ȃ there is a slim chance that they will be alive having 
exhausted their savings (less than c.3% likelihood, the 
pink bars). 

So when contemplating whether this is an attractive 
outcome, we can see that the saver has a 1-in-20 chance 
of being alive but their savings having run out. At 30 years 
into retirement, or 95 years old, the analysis needs careful 
interpretation. At this point an individual has a c.82% of 
being dead (c.41% dead with savings and c.41% dead 
without savings) a 9% chance of being alive without savings 
and a 9% chance of being alive with savings. So, whilst the 
individual is just as likely to be alive without savings as with 
savings, he or she is also nine times more likely to be dead. 

These are important, challenging and sensitive issues 
without right or wrong answers. So the conversation 
between an adviser and a saver needs to revolve around 
their personal preferences. Do they prefer the certainty 
of higher income now, which may have to be paid for in 
the form of a higher likelihood that their savings will be 
exhausted at some point in the future, possibly before they 
die? Or are they prepared to forego some consumption 
today to avoid an uncertain future as they get older? 

For illustration only. The mortality estimates are based on assumptions derived from UK 
Core CMI S1 table 2014, L-T Mortality improvement 1.75%.  This profile has been adjusted 
to create a c.50% probability of survivorship at c.19 years post retirement. The chart is 
based on a saver who retires at 65 years old. The above probabilities depend on simulated 
outcomes for the investment strategy. Source: Schroders, as at December 2017. 

Figure 9: Savings vs. survival – a multi-asset strategy 
with a 4.5% inflation-linked drawdown 
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11  As with all assumptions regarding life expectancy, they are best estimates and 
as such can never be 100% right. However, these estimates are used to give a 
reasonable projection of life expectancy and, for the purpose of this paper, they 
illustrate the issues faced by savers when assessing personal outcomes.
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Important information 
The value of investments and the income from them may 
go down as well as up and investors may not get back the 
amounts originally invested.  Exchange rate changes may 
cause the value of any overseas investments to rise or fall. 
Past performance is not a guide to future performance  
and may not be repeated.

The views and opinions contained herein are those of 
the author as at the date of publication and are subject 
to change due to market and other conditions. Such 
views and opinions may not necessarily represent those 
expressed or reflected in other Schroders communications, 
strategies or funds.

This document is intended to be for information purposes 
only. The material is not intended as an offer or solicitation  
for the purchase or sale of any financial instrument or 
security or to adopt any investment strategy. The information 
provided is not intended to constitute investment advice,  
an investment recommendation or investment research and 
does not take into account specific circumstances of any 
recipient. The material is not intended to provide, and should 
not be relied on for, accounting, legal or tax advice. 

Information herein is believed to be reliable but Schroders 
does not represent or warrant its completeness or accuracy. 
No responsibility or liability is accepted by Schroders,  
its officers, employees or agents for errors of fact or 
opinion or for any loss arising from use of all or any part 
of the information in this document. No reliance should be 

placed on the views and information in the document  
when taking individual investment and/or strategic 
decisions. Schroders has no obligation to notify any 
recipient should any information contained herein changes 
or subsequently becomes inaccurate. Unless otherwise 
authorised by Schroders, any reproduction of all or part  
of the information in this document is prohibited. 

Any data contained in this document have been obtained 
from sources we consider to be reliable. Schroders has 
not independently verified or validated such data and they 
should be independently verified before further publication 
or use. Schroders does not represent or warrant the 
accuracy or completeness of any such data. 

All investing involves risk including the possible loss  
of principal.

This document may contain “forward-looking” information, 
such as forecasts or projections. Please note that any such 
information is not a guarantee of any future performance 
and there is no assurance that any forecast or projection 
will be realised.

Issued by Schroder Investment Management Limited,  
31 Gresham Street, London, EC2V 7QA. Registered Number 
1893220 England. Authorised and regulated by the 
Financial Conduct Authority. SCH36343.

Conclusion
Our analysis shows that a successful investment strategy for both the pre- and post-retirement periods needs to 
meet three requirements:

1.  It needs to generate sufficient returns in a risk-efficient manner to generate a large-enough capital amount. 

2.  The level of a saver’s income needs to be set in light of the expected returns from the strategy (too much will 
extinguish the savings too quickly). 

3.  Points 1 and 2 need to be set against a realistic life expectancy profile for the saver so that an appropriate 
trade-off can be made between a prosperous retirement and the risk of savings exhaustion. It is only with this 
extra analysis that savers can be empowered to make informed choices . 

This leads us to the final conclusion – even though the point of retirement is when they have the most capital at 
risk, the investor should not completely de-risk as they approach that point, but continue to take a multi- asset 
approach. Therefore the best strategy is not to save for, but to invest through, retirement. 


