Fixed Annuities Are Back: Are They Right for You?

Fixed annuities can be difficult to understand and even more difficult to shop for. 

But for many, they’re an appealing retirement investment, offering the kind of security that many baby boomers are seeking. 

In the past, there have been arguments for and against annuities. 

On one hand, a study by David Babbel, professor at the Wharton School at the University of Pennsylvania, found that a retiree who didn’t annuitize some savings would need a nest egg that was 25% to 40% larger than a retiree with annuities in a portfolio. 

On the other hand, that study was financed by the insurance industry, and critics have torn apart annuities for years, in part for their high fees and bewildering rules. 

Still, as economic insecurity lingers, many people are turning to annuities for their ability to deliver a guaranteed monthly payout in good times and in bad. 

For example, in 2009 fixed annuities attracted $108 billion in assets, which was 48% more than they did in 2007, according to LIMRA International, an insurance trade organization. 

Although sales have slowed slightly as the stock market recovers, Americans are still buying fixed annuities, and for good reason. 

According to the Employee Benefit Research Institute, most investors haven’t recouped the savings they lost in the financial crisis, and roughly one in four might postpone retirement as a result.

If you’re interested in a fixed annuity, keep in mind that the ideal age to buy one might be in your early 60s. 

That’s because for younger buyers the small payouts aren’t usually worth the loss of control and because older buyers may not live long enough to enjoy a lengthy payout period. 

However, those are just guidelines. A financial advisor can help you determine if an annuity is right for you, given your individual circumstances.

