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Volatility
When you are saving for retirement early in your career, volatility may be less of a concern. Your 
portfolio value is smaller, so a 10%, 15%, or 20% market decline has a smaller effect in dollar-
terms. However, leading up to retirement — when your portfolio will likely be at its highest value —
is also a point of great risk, because the impact from volatility can do the most damage. 

The graph below illustrates the range of volatility someone could experience in the 5 years leading 
up to their retirement.

Since 1926, the annual returns of large-
company stocks have ranged from a high 
of 54% to a low of –43.3%. Over five-year 
periods the high is 28.6% and the low is 
–12.5%. However, over a 20-year period, 
investors have historically experienced  
positive returns. 
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Large stocks are represented by the Ibbotson® Large Company 
Stock Index. An investment cannot be made directly in an index. 
The data assumes reinvestment of all income and does not 
account for taxes or transaction costs. 

                       of pre-retirees can 
only afford to lose 

                        or less of their savings 
before they have to adjust their 
retirement plan or savings goals1

Source: Morningstar® 2017
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The retirement transition phase
Understanding pre-retirement risks
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The five to ten years leading up to and into retirement may be a time of increased risk for 
retirement savers. During this “retirement transition phase” they likely have the largest 401(k), 
IRA, and savings balances of their lifetimes, which may be impacted to a greater extent by 
traditional investment risks including:

1. Volatility 2. Sequence of returns 3. Interest rates

Many pre-retirees are unaware of these risks and how they can be managed. Time is one of 
investing’s primary risk management tools. Typically, investors who are 25 years away from 
retirement can better tolerate risks like market volatility because their sole focus is long-term 
growth. They know that they have a long time horizon to accumulate assets and that markets 
generally have a better chance of positive returns over a longer time period (see chart below). 

Investors with five to ten years until retirement have a more complex time horizon. On one hand, 
they have a short time horizon (5-10 years) to accumulate additional savings and growth. At the 
same time, they must plan for a long time horizon (30+ years) for when they will transition into 
retirement and begin using their assets for income. Pre-retirees have the difficult challenge of 
striking the right balance between the need to manage risks, like volatility, with the need for 
growth, to meet their retirement goals and for the long-term. 

FINANCIAL SOLUTIONS



Sequence of Returns 
Even if you experience mostly positive returns over your 20-year investing time horizon, the 
sequence in which you receive these returns can pose risk to your retirement goals. This 
is called sequence of returns risk. Simply put, negative returns just prior to and during the 
first few years of retirement can lead to running out of assets prematurely. 

The scenario below demonstrates the potential impact of 
sequence of returns risk just prior to retirement. It shows two 
investors with identical savings and spending goals. They are 
trying to grow $50,000 into $900,000 through a combination of 
contributing 8% of their salary annually, and investing in a 60% 
stock and 40% bond portfolio over a 20-year period from 1988 
through February 2009. The only difference in their outcomes is 
the order in which they experience poor market returns. 

Investor 1 experiences the actual market 
returns during this time period (1988 through 
2009). This includes poor market performance 
leading up to 2009. As a result they retire with 
less money than planned and they fall short of 
their asset and income goals.

Investor 2 experiences the same returns 
but in inverse order, including poor market 
performance in the early years of saving. As 
a result they retire with a little more money 
than planned and they achieve their asset and 
income goals.
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Sequence of returns 
January 1988 – February 2009

Actual returns for period Inverse returns for period

60% S&P 500®/40% bonds* 

Source: Morningstar® 2018

Investor 1 profile

Asset goal: $900,000 

Actual assets: $559,898 

Shortfall: $340,102

Monthly income goal: $2,250 (3% withdrawal rate from $900,000)

Actual income: $1,399 (3% withdrawal rate from $559,898)

Income shortfall: $851

Investor 2 profile

Asset goal: $900,000 

Actual assets: $906,596

Shortfall: None

Monthly income goal: $2,250 (3% withdrawal rate from $900,000) 

Actual income $2,266 (3% withdrawal rate from $906,596)

Income shortfall None

*It is not possible to invest directly in an index.

 The indices used for this illustration include the S&P 500 Index and Bloomberg Barclay's US Aggregate Bond Index. The total return calculation 
includes reinvestment of dividends and capital gains. 

S&P 500 Index measures the performance of 500 widely held, mostly large-cap common stocks weighted by market value. Bloomberg Barclays 
Capital U.S. Aggregate Bond Index measures the performance of high-quality, fixed-income securities across the government, corporate, 
mortgage-backed, asset-backed, and commercial mortgage-backed markets.

                        of pre-retirees are 
concerned about what will happen 
to their investments if the market 
downturns1

This chart is for illustrative purposes only and not indicative of any investment. 
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Interest rates
Traditional ways of generating income from interest-bearing investments like bonds has been a 
challenge in this historically low interest rate environment. The chart below shows the current yields 
for various Treasury instruments (30-day, 10-year, 30-year). Yields for intermediate and long-term 
Treasury securities currently stand at ½ of what they have been historically on average (see chart 
below). This leaves investors who depend on income from Treasury bonds and bills looking for other 
sources of income, like stock dividends, and/or selling their equity securities to generate necessary 
income. In turn, investors are being subjected to the potential for more risk from the volatile stock 
market and less income stability. 

Source: Morningstar® 2017

The long-term government-bond yield is represented by the monthly Ibbotson SBBI U.S. Long-Term 
Government-Bond Yield Index. The intermediate-term government-bond yield is represented by the 
monthly Ibbotson SBBI U.S. Intermediate-Term Government-Bond Yield Index. The 30-day Treasury bill 
yield series uses the annualized monthly Ibbotson SBBI U.S. 30-Day Treasury Bill Total Return Index.

1 Lincoln Financial Group and ORC International, "2018 Market Volatility & Retirement Income Study." Results are based on online survey results from 4,016 
respondents, 18 years of age or older, and was conducted in March and April 2018. The margin of error with the total sample is +/- 1.55% with 95% 
confidence level.

 

                       of pre-retirees don’t 
have a plan to protect their savings 
as they approach retirement

An additional                       plan to 
move into more conservative stocks 
for protection1 
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Important information:

Lincoln Financial Group® affiliates, their distributors, and their respective employees, representatives and/or 
insurance agents do not provide tax, accounting or legal advice. Please consult an independent advisor as to 
any tax, accounting or legal statements made herein. 

“Standard & Poor’s®”, “S&P®”, “S&P 500®”, “Standard & Poor’s 500”, and “500” are trademarks of 
Standard & Poor’s Financial Services LLC, a subsidiary of The McGraw-Hill Companies, Inc.

Variable annuities are long-term investment products designed for retirement purposes and are subject to 
market fluctuation, investment risk, and possible loss of principal. Variable annuities contain both investment 
and insurance components and have fees and charges, including mortality and expense, administrative, and 
advisory fees. Optional features are available for an additional charge. The annuity’s value fluctuates with the 
market value of the underlying investment options, and all assets accumulate tax-deferred. Withdrawals of 
earnings are taxable as ordinary income and, if taken prior to age 59½, may be subject to an additional 10% 
federal tax. Withdrawals will reduce the death benefit and cash surrender value.

Investors are advised to consider the investment objectives, risks, and charges and 
expenses of the variable annuity and its underlying investment options carefully 
before investing. The applicable prospectuses for the variable annuity and its 
underlying investment options contain this and other important information. Please 
call 888‑868‑2583 for free prospectuses. Read them carefully before investing or 
sending money. Products and features are subject to state availability.
Lincoln variable annuities are issued by The Lincoln National Life Insurance Company, Fort Wayne, IN, and distributed by Lincoln 
Financial Distributors, Inc., a broker-dealer. The Lincoln National Life Insurance Company does not solicit business in the 
state of New York, nor is it authorized to do so.

Contracts sold in New York are issued by Lincoln Life & Annuity Company of New York, Syracuse, NY, and distributed by Lincoln 
Financial Distributors, Inc., a broker-dealer.

All contract and rider guarantees, including those for optional benefits, fixed subaccount crediting rates, or annuity 
payout rates, are subject to the claims-paying ability of the issuing insurance company. They are not backed by the 
broker-dealer or insurance agency from which this annuity is purchased, or any affiliates of those entities other than the issuing 
company affiliates, and none makes any representations or guarantees regarding the claims-paying ability of the issuer.

There is no additional tax-deferral benefit for contracts purchased in an IRA, since they are already afforded tax-deferred status.

Product and features are subject to state availability. Limitations and exclusions may apply.
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Here are some steps pre-retirees should consider when approaching the retirement transition phase: 
Understand how your future income sources manage risk

• Assets like stocks, bonds, mutual funds, and managed 
accounts manage market risk, mainly through 
diversification and asset allocation. 

• Annuities are a combination of investments and insurance 
that manage risk through institutional investing strategies, 
and guarantees backed by the insurance company.

Diversify your future income sources

Pre-retirees should consider a balanced portfolio 
containing all the investments and income sources above. 
Annuities can play a particularly important role in helping 
to manage volatility during the retirement transition phase 
and provide stable income throughout retirement. Talk to 
your advisor today. 

Lincoln variable annuities are long-term investment products that offer access to leading investment managers, options for guaranteed growth and income (available for an additional charge), and death benefit 
protection. A variable annuity offers a lifetime stream of income that is guaranteed to last for the rest of your life or the combined lives of yourself and another. To decide if a variable annuity is right for you, 
consider that its value will fluctuate and it is subject to investment risk and possible loss of principal. All guarantees, including those for optional features, are subject to the claims-paying ability of the issuer.

Limitations and conditions apply.
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