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Despite two of the worst bear markets in history, the last 20 years have 

seen tremendous market growth — enabling you to successfully create 

investment plans with sustainable income. 

Things may be about to change, and these changes may be out of your 

control. With interest rates at historic lows and equity markets at all-time 

highs, the conditions that have allowed the most trusted strategies of the 

past to succeed are unlikely to last much longer.
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Past performance is not indicative of future results
While this headline is most often used as a footnote, it serves as an important reminder — as evidenced in the chart below —  
that past strategies cannot be counted on for bringing success in the future. Below is an example of research that discusses a 
“portfolio failure rate,” or chance for an existing portfolio of assets to be used up before the years in retirement end.

Past1 Present2 Future

Markets
S&P 500: 479 

10-year Treasury: 7.78%
S&P 500: 2737 

10-year Treasury: 2.46%
?

Years in retirement 30 30 ?

Sources of income Pension/Social Security Social Security/Self-funded ?

Withdrawal percentage 4% 4% ?

Portfolio allocation
50% Equities/ 

50% Fixed Income
50% Equities/ 

50% Fixed Income
?

Portfolio failure rate 7% 26% ???

Sources: David Blanchett (CFA®, CFP®), Michael Finke (PhD., CFP®), Wade Pfau (PhD, CFA®), “Low Bond Yields and Safe Portfolio Withdrawal Rate,” Morningstar Investment Management, 2013.

Allan Roth, “Is 3% The New 4% Spend Down Rate?”, www.financial-planning.com, 2016. Present Data: Wade Pfau (PhD, CFA®) 3/31/17. 

1 As of 12/31/1994.
2 1/2/2018.

This all leads to the question: Are you prepared? 
Are you prepared to deal with the risk of investing in such a low rate, low-yielding fixed-income market?  

Are you prepared to find growth and income outside of an equity market that seems poised for a correction?  

Are you prepared to help maintain your lifestyle throughout retirement?

For general use with the public.
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THE PAST
A time when creating sustainable income 
was more predictable 
Over the last 20 years...

• The stock market experienced unprecedented growth as major market indices broke new records. 

• Average bond returns were 4.98%,* creating a dependable stream of growth and income.

• Investors were able to rely on dividends, fixed income, and mutual funds as sources  
of reliable income for retirement.

* Barclays U.S. Aggregate Bond Index measures the U.S. bond market as of December 31, 2017.

For general use with the public.
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Markets move in cycles
History shows us that the market goes up before it inevitably comes down. While there are patterns to see and predictions to 
make, not even professionals know what the market will do next. After rising 280% since 2009, a reversal could be in order. 
Do you have a plan to help guard your retirement income against market downturns?

For general use with the public.

Dividend yield is calculated as 
consensus estimates of dividends 
for the next 12 months, divided 
by most recent price, as provided 
by Compustat. Forward price to 
earnings ratio is a bottom-up 
calculation based on the most 
recent S&P 500 Index price, 
divided by consensus estimates 
for earnings in the next 12 
months (NTM), and is provided 
by FactSet Market Aggregates. 
Returns are cumulative and 
based on S&P 500 Index price 
movement only, and do not 
include the reinvestment of 
dividends. Past performance is 
not indicative of future returns. 
The S&P 500 Index is the 
Standard & Poor's Composite 
Index of 500 stocks and a widely 
recognized, unmanaged index of 
common stock prices. You cannot 
invest directly in an index.

Source: Compustat, FactSet, 
Standard & Poor's, J.P. Morgan 
Asset Management, “Guide to 
the Markets,” U.S. data as of 
October 31, 2017.
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Dec. 31, 1996
741

Mar. 24, 2000
1,527

Oct. 9, 2002
777

Mar. 9, 2009
677

Oct. 31, 2017
2,575

Oct. 9, 2007
1,565

Characteristic Mar. 2000 Oct. 2007 Oct. 2017
Index level 1,527 1,565 2,575
P/E ratio (fwd.) 27.2x 15.7x 18.1x
Dividend yield 1.1% 1.8% 1.9%
10-yr. Treasury 6.2% 4.7% 2.4%

20-Year Annualized Returns

S&P 500: 7.68%

Average investor: 4.79%
As of 12/31/16, Source: DALBAR's Quantitative
Analysis of Investor Behavior (QAIB), 2017.

S&P 500 Index, 12/31/96 – 10/31/17
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Retirement income products and strategies
Several strategies have been very effective for creating investment and retirement income. The chart below illustrates the top 
sources for generating income by advisors across all channels as of 2015. Among these, dividend-paying stocks, bond funds  
and dividend-paying equity mutual funds topped the list, all of which look to be challenged by the changing environment.

Top five sources used for retirement income

Source: “The Cerulli Report: Annuities and Insurance 2015.”

Dividend-paying 
stocks

Bond funds
Dividend-paying 

equity 
mutual funds

Systematic  
withdrawals from 

mutual funds

Individual  
fixed-income 

securities
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Is there still such a thing as the safe withdrawal rule?
The 4% withdrawal strategy was created in 1994 when the S&P 500 was more than 1500 points lower than today and the  
10-year Treasury was nearing 8%. Today the rule is being called into question based on longer life expectancies and 
uncertainty in the fixed income and equity markets.

A new safe withdrawal rate?

Confidence Factor 25 Years 30 Years 35 Years

95% 2.8 2.4 2.0

90% 3.2 2.7 2.4

80% 3.8 3.2 2.9

50% 4.9 4.3 3.9

There was a time when a 50/50 portfolio of stocks and bonds would provide retirees with a 93% chance of having their 
money last through retirement. In present day, that chance drops to 56%. The study went on to show that for a 30-year 
retirement with a confidence factor of 90%, retirees should withdraw 2.7% per year. 

Source: David Blanchett, Michael Finke and Wade Pfau, “Low Bond Yields and Safe Portfolio Withdrawal Rates,” Morningstar, January 21, 2013, updated May 2016.

Source: Wade Pfau, “The Experts,” blog post, www.wsj.com, April 16, 2016.

“There is inherently no such thing as a safe spending rate from a volatile investment portfolio.”
Wade D. Pfau – A principal at McLean Asset Management and professor of retirement income in the Financial and Retirement Planning Ph.D. program at The American College. 

For general use with the public.



 

THE PRESENT
Where low interest rates open the door  
to uncertainty and risk 
Today...

• The 40-year bond bull market is slowing and the 9-year equity bull market may be overdue  
for a correction.

• Less than a quarter of global fixed-income markets are yielding more than 4%.

• In the search for income, investors must take on greater risk unless they take the opportunity  
to lock in gains now to generate the income needed in retirement.

6
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Dwindling inventory of yield available
The universe for yield has shrunk dramatically. To find yields over 4%, you need to look to higher risk areas like emerging 
markets and global high yield. Can your portfolio sustain the added risk of international investing needed to attain this yield?

Fixed income assets yielding over 4%, 2006-2017
Investors will need to take 10 times more risk than just 10 years ago to get 4% income.

0.50% 5.25%Risk required to generate 4% yield*

U.S. Treasury

Euro Core

U.S. Agencies

U.S. Municipal

Euro Periphery

U.S. MBS

Global Credit

U.S. CMBS

Emerging Market

Global High Yield

100%

75%

50%

25%

201720162015201420132012201120102009200820072006

Past performance is no guarantee of future results. Index performance is shown for illustrative purposes only. You cannot invest directly in an index.

Source: BlackRock Investment Institute, Barclays and Thomson Reuters, Jan. 2018. The bars show market capitalization weights of assets with an average annual yield over 4% in a select universe that represents 
about 70% of the Bloomberg Barclays Multiverse Bond Index. U.S. Treasury represented by the Bloomberg Barclays U.S. Treasury Index. Euro Core is based on the Bloomberg Barclays French and German government 
debt indices. U.S. Agencies represented by Bloomberg Barclays U.S. Aggregate Agencies Index. U.S. Municipal represented by Bloomberg Barclays Municipal Bond Index. Euro Periphery is an average of the 
Bloomberg Barclays government debt indices for Italy, Spain and Ireland. U.S. MBS represented by the Bloomberg Barclays U.S. Mortgage Backed Securities Index. Global Credit represented by the Bloomberg 
Barclays Global Aggregate Corporate Index. U.S. CMBS represented by the Bloomberg Barclays Investment Grade CMBS Index. Emerging Market combines the Bloomberg Barclays EM hard and local currency debt 
indices. Global High Yield represented by the Bloomberg Barclays Global High Yield Index.

* Source: Morningstar, as of 12/31/17. For illustrative purposes only. Performance data quoted represents past performance and is no guarantee of future results. Illustration assumes an investment universe of Money 
Funds, Core Bonds and High Yield Bonds represented by the Morningstar Taxable Money Market Funds category, Bloomberg Barclays U.S. Aggregate Bond Index and Bloomberg Barclays U.S. High Yield 2% Issuer 
Capped Index, respectively. You cannot invest directly in an index. Allocations determined by portfolio mix that achieves stated yield target with lowest level of risk. Risk represented by trailing 10-year annualized 
standard deviation. The hypothetical 4% Income Portfolio in 2007 consisted of a 96% allocation to Money Funds and the remainder allocation is not invested. In 2017 that allocation was 57% Core Bonds and 43% 
High Yield Bonds.

For general use with the public.
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And it could be this way for a while…
The current low-rate environment could prove to be short-lived. Twice in history, as measured by the 10-year Treasury, low 
rates persisted for more than 30 years. 2017 marked the ninth straight year of low rates.  

In a low-growth, low-inflation world, rates could stay lower for longer

This graph is for illustrative purposes only.

Sources: Lincoln Financial Group, Federal Reserve, FactSet. Year-end yields used for all data points.
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THE FUTURE
Where low interest rates open the door  
to uncertainty and risk
Going forward...

• Retirees need to plan for a retirement that could last more than 30 years.

• Investment returns are likely to come back down to earth. 

 – $100 in a 60/40 portfolio can expect to grow to $210–$250 over 30 years compared  
to $370 over the past 30 years.*

• Reliable income could be difficult to come by if bond and equity returns are muted during  
the next 20 years.

• Investors should be prepared for a potential correction.

* Source: McKinsey Global Institute Analysis, May 2016.



 

After a stellar run, returns could come back down to earth
In the last 30 years, U.S. equities have returned an average of 7.9% annually, while U.S. government bonds averaged 5%.  
In a 60/40 stocks-to-bonds portfolio, a successful retirement was easily attainable. This won’t last forever. In fact, U.S. equities 
and government bonds are expected to average as low as 4% and 0% respectively over the next twenty years.

Returns on U.S. and Western European equities and bonds could drop over the next 20 years1

6.5%

7.9% 7.9%

4.0%–6.5%

4.9%
5.0%

1.7%
0%–2.0% 0%–2.0%

4.5%–6.0% 5.9%

1.6%

Last 30 Next 20 Last 30 Next 20 Last 30 Next 20 Last 30 Next 20

U.S. bonds European bondsU.S. equities European equities

7.9%

4.9%
5.0%

1.7%
0%–2.0%

4.5%–6.0%

Last 30 Next 20 Last 30 Next 20

U.S. bonds European equities

Returns over the past 30 years  
exceeded the long-run average

 n Historical real returns

— Average returns over last 100 years

The next 20 years could be 
more challenging

n Growth-recovery scenario

n Slow-growth scenario

1  Historical returns for Western European fixed income are based on treasury bonds using data from the Dimson-Marsh-Staunton Global Returns database, which targets a bond duration of 20 years. Future returns 
show ranges across a set of countries, and are based on ten-year bonds; numbers reflect the range between the low end of the slow-growth scenario and the high end of the growth-recovery scenario.

Source: McKinsey Global Institute, “Diminishing Returns: Why Investors May Need to Lower Their Expectations,” McKinsey & Company, May 2016. 
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There may be a bear out there
After such a strong run, history tells us a correction is likely to follow. As seen here, a bear market can last years and  
the recovery can be lengthy.

Since 1885, the DJIA has gone up more than it has gone down, experiencing 83 up years and only 47 down years.  
However, the drawdown and recovery cycle of a bear market can last years.

Bear markets in Dow Jones Industrials from 9/16/1929 to 12/31/2015
Bear market dates Duration in months % decline Months to break even

9/16/29–6/1/32 33 –86% 268

9/7/32–2/27/33 6 –41% 3

7/18/33–3/14/35 20 –34% 7

3/10/37–3/31/38 13 –54% 94

11/9/38–4/28/42 42 –46% 34

5/29/46–6/13/49 37 –30% 12

8/2/56–10/22/57 15 –22% 11

12/12/61–6/26/62 6 –28% 14

2/9/66–10/7/66 8 –22% 7

11/29/68–5/26/70 18 –36% 21

1/11/73–10/3/74 21 –48% 70

11/28/80–8/12/82 20 –27% 3

8/25/87–12/4/87 3 –34% 20

7/16/90–10/11/90 3 –20% 4

3/24/00–10/9/02 31 –49% 56

10/9/07–3/9/09 17 –57% 49

Average 18 –40% 42

Excluding 1929 17 –36% 27

Source: Chart and information courtesy 
of Stadion Money Management. The 
Dow Jones Industrial Average is a 
price-weighted average of 30 significant 
stocks traded on the New York Stock 
Exchange. One cannot invest directly in 
an index. All benchmark composite data 
supplied by third-party vendors.
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Losses have a greater impact for income investors
Loss in a portfolio is never a good thing, but it hurts more if you happen to be taking income during a downturn.  

To regain a 10% loss over five years while taking 5% withdrawals, a cumulative return of 44% is needed.  
If you can’t recover, you will simply run out of money too early.

Cumulative gains required over 5 years to return to original value

Excluding 1929, the DJIA has had:
•  17 months average duration of bear markets

•  –36% average drawdown

•  27 months to break even

•  44 months total duration of drawdown and recovery

11%

–10%

44%

25%

–20%

62%

43%
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85%
100%
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–40%

n Loss

n Recovery needed with no withdrawals

n Recovery needed with 5% withdrawals
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Where do we go from here?
Over the last 20 years, investors have been given reliable strategies to guide them to and through retirement. However, the 
strategies that have been successful in the past may not stand up to what’s coming. 

How can you plan for risks like market volatility, inflation, longevity and excessive withdrawal rates? 

The obvious solutions can be difficult.

Or, you can add certainty and reduce portfolio risk by converting a portion of your 
retirement assets into a stream of guaranteed income.

The challenges outlined on the preceding pages are compounded by the fact that those who are getting ready to leave the workforce 
are expected to live longer in retirement than any previous generation. Add to this inflation, the rising cost of healthcare, and the near-
disappearance of company-sponsored pension plans, and a serious retirement income question emerges…

ARE YOU PREPARED?

working longer saving more spending less 
in retirement



Not a deposit 

Not FDIC-insured 

Not insured by any federal 
government agency 

Not guaranteed by any  
bank or savings association 

May go down in value

©2018 Lincoln National Corporation

LincolnFinancial.com

Lincoln Financial Group is the 
marketing name for Lincoln National 
Corporation and its affiliates.

Affiliates are separately  
responsible for their own financial  
and contractual obligations.

LCN-2052868-030918 
ECG 4/18 Z03 
Order code: VA-PREPC-BRC001

Contact your Lincoln Representative to learn more about these strategies and how they 
can help you confidently answer “Yes!” when someone asks, “Are you prepared?”

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.

Insurance products 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.
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