
Past performance does not guarantee future results.
As of March 31, 2014
*  Fund f lows represented by total net new cash f low into US-domiciled equity funds. Source: Businessweek, Investment Company Institute, MSCI and AB
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VOLATILITY UNDERMINES SOUND INVESTING DECISIONS
Retirement savings need to last longer, even as low interest rates 
are likely to suppress future returns. Volatility, with the potential for 
big losses, has reared its head. And longer retirements mean more 
vulnerability to an inflation shock that can erode spending power.  
As a result, retirement savers are questioning their ability to 
stay financially secure once they’ve stopped working. A robust 
retirement plan may require emphasizing growth-oriented assets 
such as stocks, but this calls for a focus on the impact of volatility—
and how to reduce it. 

Market volatility can be an emotional roller coaster that upends 
sound decision making, leading to behavior that can derail investors’ 
long-term wealth building. Periods of market calm can be just as 
dangerous, encouraging complacency, enticing investors to take on 
too much portfolio risk.

 Volatile periods can be temporary, but many investors quickly find 
themselves overwhelmed by portfolio losses. Equity mutual fund 
flows (Display below) reinforce that many investors sell at exactly the 
wrong times, locking in losses, and buy only after sustained periods 
of strong returns. This behavior can cause portfolios to fall well short 
of their long-term objectives.

RETIREMENT’S KNOWN UNKNOWNS

VOLATILITY
As life expectancy increases, preparing to retire comfortably can be a daunting task. According 
to work done by Longevity Risk Management Corporation, the average 65-year old US male 
today can expect to live just over 20 more years. By the year 2050, that figure is estimated to 
rise to 26 years. What does this mean for investors? 

CHASING PERFORMANCE HAS LED TO BAD DECISIONS
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PREPARING FOR THE UNCOMFORTABLE REALITIES OF RETIREMENT



TOUGHER MARKETS AHEAD
Today’s capital market environment compounds these challenges.
In normal environments, you should expect to achieve a reasonable 
return goal, typically a certain yearly spending percentage plus 
inflation—without taking too much risk. You might do this by tilting 
your portfolio allocation toward bonds: you’d expect to earn returns 
that, while lower than those of equities, are still substantial.

Over the last 40 years, allocation decisions were even easier— 
courtesy of falling interest rates and strong returns. With stocks and 
bonds delivering similar performance, you could have achieved similar 
return targets with essentially any mix of assets, including 100% 
fixed income—and your level of risk would have been much lower.

As we move forward, returns from stocks—and especially from 
bonds—will likely be muted. In such an environment, you’d need to 
take on more than double the typical level of volatility to get the same 
return potential. And bigger portfolio fluctuations would make it more 
likely that you’d experience a short-term loss in your portfolio.

VOLATILITY IS PARTICULARLY CHALLENGING TO RETIREES
In retirement years, volatility tends to cause bigger issues than when 
you’re younger and still working. If you’re a younger worker, the 
total value of the money you expect to earn in the future is a sizable 
financial asset. As you near the end of your employment years, this 
“future” asset naturally becomes smaller. Increasingly, the money 
you’ve already saved funds more of your retirement. You’ll feel losses 
in your savings nest egg more acutely if you have less time to recoup 
them from future earnings.

Even after a deep bear market, investment losses are usually made 
up quickly, but sometimes recoveries are slower. In the six worst 
peak-to-trough declines in global stocks since 1970, the average 
loss was about one third of the market’s value; the market was able 
to reach new highs within the next three years, on average. But 
following the two recent severe bear markets (the bursting of the 
tech bubble in 2000 and the financial crisis of 2008), it took three 
and four years, respectively, to recover. The shorter a retiree’s time 
horizon, the riskier it is to count on an eventual recovery.

Investors who are already in retirement typically take distributions from 
their investment portfolios to fund their lifestyles. This can magnify the 
problems caused by “risk drag.” Risk drag refers to the fact that it takes 
a larger percentage gain to recover from a given loss. For example, if an 
investment falls from $1,000 to $800, it has lost 20%. For that $800 
to rise back to $1,000 would require a gain of 25%.

Withdrawing money would make that recovery more challenging. To 
illustrate the point, imagine two scenarios. In each case, you have 
$100,000 in savings, invested in a moderate portfolio of 60% global 
stocks, 40% US government bonds at the beginning of 2007— 
before the global market crisis (Display below). If you didn’t take any 
distributions from your portfolio to fund your retirement, your savings 
would have recovered to their November 2007 peak by early 2011.

But what if you withdrew 3% of your savings per year? It would have 
taken your nest egg more than two and a half additional years—
roughly until late 2013—to recover to its prior peak levels. Of course, 
one way to reduce risk drag is to stop taking distributions from 
savings during tough markets, but this may not be an option for you.

Past performance does not guarantee future results.
As of May 31, 2014
Returns are calculated as growth of $100,000 invested in a portfolio composed of 60% MSCI World Index and 40% Barclays US Treasury Index, all returns in USD.
* Spending assumes 3% annual spending divided equally over 12 months
Source: Barclays, Bloomberg, MSCI and AB

DON’T LET RISK DRAG YOU DOWN
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BALANCED PORTFOLIOS CAN BE RISKY AT TIMES
Given the more modest returns we see ahead, future retirees are 
likely to need greater stock exposure to meet their goals. Of course,  
a growth-oriented portfolio with more equity exposure is more volatile 
than a bond-heavy portfolio. But even a moderate allocation, with 
an attractively low risk profile over full market cycles, will expose you 
to periods of high volatility. Take the basic 60/40 portfolio we just 
discussed; its long-term average volatility is relatively low at 10%,  
but can swing wildly as equity-market risk rises (Display below).

VOLATILITY-MANAGED PORTFOLIOS ARE PART  
OF THE ANSWER
Bouts of volatility can cause investors to lose sight of their longer- 
term objective (minimizing the risk of running out of money) and 
focus instead on near-term risk (losses in bear markets). Volatility 
management can help you address this dilemma by making a riskier 
portfolio more palatable.

The objective of a risk-managed strategy is to help reduce the 
extremes in market swings by adjusting your portfolio allocations 
when conditions become hostile. A smoother ride can give you more 
confidence—helping you stay in the game during stressful periods 
and reducing the urge to lock in losses by selling in down markets. 
By staying faithful to your initial long-term allocation, you may also be 
able to make up losses more quickly as markets recover.

There are other ways to tame the roller coaster in a volatility-managed 
approach. Most investors benefit from broader diversification to 
different asset types, to spread out portfolio risk and widen the 
opportunity set. For some investors, an allocation to alternative 
investments may be appropriate.

TAKING ADVANTAGE OF TAX DEFERRAL & VARIABLE ANNUITIES
When it comes to retirement savings, investing in a tax-deferred 
investment vehicle can give you a big boost over time—allowing you to 
forgo the tax bite while you build your nest egg. It may also lower the 
impact of taxes when you start using your savings in retirement. 

A variable annuity provides the benefit of tax deferral and is most relevant 
when portfolio turnover is high and/or the instruments used in an invest-
ment portfolio attract high taxes; many volatility-managed solutions will 
have both of these characteristics. A well-diversified core strategy will 
use a wide range of asset classes—some of these will generate returns 
subject to ordinary tax rates rather than capital gains tax rates. Active 
shifts in asset allocation can create tax consequences, too.

For long-term planning goals like retirement, your savings can receive 
a significant boost from tax-deferred investments such as variable 
annuities. Consider the types of investments that are best suited for 
a tax-deferred account—especially those that greatly benefit from 
long-term compounding. Proper planning and tax-deferred investing 
can help bring you better retirement-income outcomes.

SUMMARY
Retirees may need to take more risk with their savings in order to 
provide for a longer retirement, at a time when expected returns from 
bonds are lower than in prior decades. This can require higher stock 
allocations, so it’s important to find a comfortable way to weather 
inevitable periods of higher market anxiety. Volatility-managed port-
folios can be effective tools for improving your long-term investing 
experience. Combining this approach with the added advantages of 
tax-deferred vehicles may help you meet your retirement spending 
needs with more confidence.

Past performance does not guarantee future results.
Through December 31, 2013
*   60% in the MSCI World Index from 1970 through 2013; 40% in US Treasuries from 1970 through January 1973 and in the Barclays US Aggregate Treasury Index from 

February 1973 through December 2013, rebalanced monthly. Note that advisors cannot invest directly in an index and an actual portfolio would have lower returns due to fees 
and expenses. Source: Barclays, MSCI, US Department of the Treasury and AB

EQUITY RISK CAN CAUSE PORTFOLIO VOLATILITY TO SWING WILDLY*
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Please be advised that this brochure is not intended as legal, insurance or tax advice.
The information contained here reflects the views of AllianceBernstein L.P. or its affiliates and sources it believes are reliable as of the date of this publication. 
AllianceBernstein L.P. makes no representations or warranties concerning the accuracy of any data. There is no guarantee that any projection, forecast or opinion in 
this material will be realized. The views expressed here may change at any time after the date of this publication. This document is for informational purposes only 
and does not constitute investment advice. AllianceBernstein L.P. does not provide tax, legal or accounting advice. It does not take an investor’s personal investment 
objectives or financial situation into account; investors should discuss their individual circumstances with appropriate professionals before making any decisions. 
This information should not be construed as sales or marketing material or an offer or solicitation for the purchase or sale of any financial instrument, product or 
service sponsored by AB or its affiliates. 
Variable annuities are long-term investment vehicles designed for retirement purposes and for people who are willing to take more market risk with their money in exchange for 
greater growth potential. These products may provide the opportunity for market appreciation through an array of investment options; may offer guarantees of income, principal 
and downside protection—for an additional cost; and are subject to fees and expenses. Withdrawals of taxable amounts are subject to income tax and, if taken prior to age 59½, 
a 10% federal tax penalty may apply. Early withdrawal may be subject to withdrawal charges. Partial withdrawals may also reduce benefits available under the contract, as well 
as the amount available upon a full surrender. Variable annuities offer three main benefits: tax-deferred treatment of earnings, guaranteed death benefit options and guaranteed 
lifetime payout options. Variable annuity contracts have limitations, will fluctuate in value and are subject to market risk, including the possibility of loss of principal. Variable 
annuities generally impose withdrawal charges based on a surrender charge schedule. A combination of withdrawals and market declines could reduce a variable annuity’s 
account value to zero, in which case the contract generally would terminate. Guarantees are based upon the claims-paying ability of the issuing insurance company. Guarantees 
do not apply to the investment performance or safety of the amounts held in the variable accounts. Such benefits and payments are subject to the financial condition of the 
insurance company. There are fees and charges associated with variable annuities that include, but are not limited to, mortality and expense risk charges, sales and surrender 
charges, administrative fees and charges for optional benefits. As with any investment, investing in variable portfolios involves risk, including possible loss of principal. Past 
performance is not a guarantee of future results.

AllianceBernstein Investments, Inc. (ABI) is the distributor of the AB family of mutual funds. ABI is a member of FINRA and is an affiliate of AllianceBernstein L.P., the manager of 
the funds.
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