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		Abstract

		This paper studies optimal annuitization strategies under stochastic interest rates within a life-cycle consumption and portfolio choice model. The annuitant is generally exposed to annuity risk, the risk of meeting unfavorable personal and market conditions at the time of the annuitization decision. When allowing for gradual annuitization, our numerical results show that annuity risk is temporally diversified by spreading annuity purchases over the whole pre-retirement period. Annuity market participation starts earlier in the life cycle and becomes more extensive with increasing interest rate risk. When ruling out this temporal diversification possibility, as embedded in many institutional settings, our numerical results imply significant welfare losses, which are increasing with higher interest rate risk. 
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