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CHALLENGES
UNDERSTANDING THE RETIREMENT RED ZONE® 

BE BETTER PREPARED 
FOR YOUR RETIREMENT 



 
 

Planning for tomorrow means understanding the challenges today
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LONGER LIFE SPANS

 •  Outliving your money

 •  Determining how much  
to withdraw from your  
savings each year

3

NAVIGATING UNCERTAIN MARKETS

 • Market volatility

 • Retiring in a down market

 • Your reaction to market ups and downs?
 • Continued low interest rates

1

RISING COSTS

 • Inflation

 • Taxes

 • Health Care

2

“ Good fortune is what happens when opportunity  
meets with planning.”   – Thomas Edison

THE KEY CHALLENGES YOU’LL FACE IN  

THE RETIREMENT RED ZONE:
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Decades ago, funding your retirement was different than it is today. Now, traditional pensions are 
becoming a rare employee benefit, Social Security faces an uncertain future, and more of the burden 
of funding retirement is falling on individuals. Defined contribution plans, such as 401(k)s and 403(b)s, 
have become the default vehicles for helping to fund retirement, but they can leave investors exposed  
to market volatility without any protection.

PENSIONS TODAY ARE PLAYING A SMALLER ROLE

This graphic is for conceptual purposes only.

SAVINGS

SOCIAL SECURITY

PENSION

TODAYYESTERDAY

SAVINGS

SOCIAL SECURITY

PENSION

What’s your plan for the future?
Regardless of where you are in the planning process, there are challenges you will face that can jeopardize your retirement 
savings. Having a clear understanding of your financial challenges is the first step in addressing them. With knowledge and 
careful planning, your retirement doesn’t have to be overshadowed by anxiety or concern. Instead, it can be a time of great 
opportunity.

We’re committed to working closely with your trusted financial professional to help you prepare for your retirement 
challenges.

You’ve spent a lifetime saving for retirement 
Whether you’re recently retired or just beginning to think about retiring, you’re in what Prudential calls The Retirement  
Red Zone. It’s a critical time when you need a strategy to grow and protect what you have saved to ensure it lasts a lifetime. 

Today you could be looking at a retirement that lasts 30 years or more. And given that time frame, issues such as market 
volatility, low interest rates, and rising costs could dramatically affect how long your money will last, as well as your 
lifestyle during your retirement years.
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YOU WILL EXPERIENCE MARKET VOLATILITY
It’s a fact that when you invest, there will be market ups and downs. Sometimes bear markets happen.

MARKET RISKS

* JP Morgan “Guide to the Markets®, 4Q 2020; based on market activity post-WWII
 ** Assumes retiree age 65 with anticipated death at age 90, and an average 6.8 years between market peaks in the post-WWII era.

CHALLENGE: 
NAVIGATING UNCERTAIN MARKETS1
Market declines have the potential to disrupt your retirement

How long does the average bear market last?

  • 17 months*5

What is a market correction?

  • 10% loss from the most recent market peak

  • 26 market corrections since 1945

  • 42% of corrections became bear markets*

1

What is a bear market?

  • 20% loss from the most recent market peak*

  • 11 bear markets since 1945*

2

What is the average bear market loss since 1945?

  • 35%*3

How many bear markets will a retiree face on average?

  • 4 bear markets**4
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WHAT IF A MARKET DOWNTURN COLLIDES WITH YOUR RETIREMENT?
An ill-timed market downturn can affect your retirement portfolio. The truth is, you can have a good plan, 
make regular contributions, and allocate sensibly, but you may still have the misfortune of facing a down 
market just before you retire, and it can have a negative impact on unprotected retirement savings. 

Let’s meet an investor named Linda. The hypothetical chart below shows the annual returns of her 
investment portfolio during the five years before her retirement.

This is a hypothetical mathematical example intended to demonstrate the concept of Sequence of Returns.  It does not represent any particular 
investment, nor does it reflect any fees, expenses or taxes.

In the first two years, Linda’s portfolio 
has positive growth. At this point, she is 
feeling very good about retiring in three 
years. 

 $650,000

 $600,000

 $550,000

 $500,000

 $450,000

 $400,000

 $350,000

Years to retirement

+12%

$616,000 
+10%

$424,116

-19%

-15%

5 4 3 2 1 Intended 
Retirement

45%

Linda has a tough decision to make

• Delay her retirement and work longer?

• Hope for unrealistic returns (a 45% gain in 1 year) to recover from her losses?

• Retire as previously planned, but with a lower standard of living?

In the next two years, Linda’s 
portfolio loses value due to 
poor market performance. 

With one year to go until she plans 
to retire, Linda has significantly less 
money in her portfolio than she did at 
its high point two years ago. 
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BE WARY OF YOUR EMOTIONS
How you react to volatility in the financial markets can dramatically affect your 
retirement portfolio. Common emotions such as fear or overconfidence often  
lead to poor investment decisions. This is highlighted by the fact that the 
average investor’s returns are far below those of both stocks and bonds, as 
seen in the chart. Over the 20-year period ending December 31, 2019, the 
average investor’s annual return was just 2.50% – far below the return of 
stocks at 6.10% and bonds at 5.00% over the same period.2

*Stocks are represented by the Standard and Poor’s 500 Index (S&P 500).
**Bonds are represented by Bloomberg Barclays U.S. Aggregate Index.
Indexes are unmanaged and it is not possible to invest directly in an index.
***Average asset allocation investor return is based on an analysis by Dalbar Inc., which uses the net of aggregate mutual fund sales, redemptions 
and exchanges each month as a measure of investor behavior. 

2 Source: Bloomberg Barclay’s, FactSet, Standard & Poor’s, J.P. Morgan Asset Management; (Bottom) Dalbar Inc, MSCI, NAREIT, Russell.

For illustrative purposes only. Interest rates may change over time. This chart is hypothetical and is an example of one set of interest rates  
during a given period, and is not intended to depict past or future performance of any specific investment or subaccount within a variable annuity.

Source: U.S. Federal Reserve. All rates are market yield on US Treasury securities at 10-year constant maturity as of December 1 in the noted year.

LOW INTEREST RATES IMPACT ON RETIREMENT INCOME
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Assumes $100,000 split equally into each fixed 
investment for every time period

2000 2010 2020

10-Year Treasury

HOW DO YOU REACT TO MARKET  
UPS AND DOWNS?
Volatility and low interest rates influence behavior

Stocks* Bonds** Average***
Investor

20-Year Annualized Returns by Asset Class (1999-2019)

WHAT IF INTEREST RATES REMAIN LOW FOR AN EXTENDED PERIOD?
During times of market uncertainty, investors may shift money away from equities 
and into fixed income investments. Many people in or nearing retirement use these 
investments to generate a more predictable stream of income. The trouble is, 
when interest rates remain low for an extended period – as they have in the U.S. 
for the last few years – the income generated tends to decrease as well, posing 
a difficult challenge for retirement investors. The example below illustrates how 
lower rates can have a profound impact on income-producing investments.

Return %

5.52%

2.97%

83% PAY CUT

0.92%

$5,520 Income

$2,970 Income

$920 Income
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HEALTH CARE: THE ESCALATING IMPACT ON RETIREMENT SAVINGS
The cost of health care is arguably one of the biggest financial issues facing Americans today. Rising health care costs are a 
concern when you’re entering retirement because it can be a time when health issues are more likely to arise. 

And women are even more at risk. Since they tend to live longer than men, they will likely incur even higher health care 
expenses in retirement.

Health care costs are one of the biggest 
financial issues facing Americans

  
Health care can take 
a healthy bite out of 
retirement savings.
It is estimated that an 
average, healthy, 65-year-old 
couple will need 

$300,000 
to pay for medical expenses  
for the remainder of their lives.

Source: Fidelity Investments retiree health 
costs estimate, 2021. Health care and 
nursing home costs may vary by state.

TAXES: WILL HISTORY REPEAT ITSELF?
With the U.S. national debt continuing to rise, you may be faced with an increased tax bill that can take a bigger bite out 
of your retirement. And keep in mind, the national debt could also have a ripple effect on state and local taxes if federal 
subsidies are reduced.

INFLATION: WILL YOUR MONEY KEEP UP? 
Prices for basic necessities (food, transportation, utilities, etc.) tend to increase over time. But most of us underestimate 
the cumulative impact inflation can have on our standard of living in retirement.

Increasing expenses can erode your lifestyle in retirement

CHALLENGE: 
RISING COSTS2
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Your retirement 
could last longer  
than you think. 
Today, if you are age 65 and 
married, there is a 50% chance 
that you or your spouse will live 
to age 94.1 

1Society of Actuaries RP-2014 Mortality Table projected with Mortality Improvement Scale MP-2014, 2018

IT SHOULDN’T COME AS A SURPRISE:  
YOU MAY LIVE A LONG TIME IN RETIREMENT
Many people underestimate their longevity. This chart, based on 
mortality tables, shows you the expected life span of individuals 
and couples age 65:

THE GOOD NEWS: WE HAVE MORE TIME  
TO SPEND WITH LOVED ONES
The challenge is, we’re not exactly sure if our money will last  
as long as we will.

Consider:

  • Life expectancies are increasing1

  • Women tend to outlive men1

  • Retirement could last 30 years or more

EXPECTED LIFE SPAN OF INDIVIDUALS AND COUPLES AGE 65:1

50% are expected to live to age:

MEN 87

WOMEN 90

COUPLES (surviving spouse) 94

25% are expected to live to age:

MEN 93

WOMEN 96

COUPLES (surviving spouse) 98

CHALLENGE: 
LONGER LIFE SPANS3
We’re living longer, which means we need to plan smarter
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HOW MUCH MONEY CAN YOU SAFELY TAKE OUT OF YOUR RETIREMENT INVESTMENTS EACH YEAR?
One of the challenges of living longer is determining how much money you can safely withdraw from your savings without 
depleting them during your lifetime. Over the years, financial experts have formed varying opinions about what the safe 
annual withdrawal rate should be, based largely on the prevailing market conditions. Given today’s low interest rates, 
today’s safe withdrawal rate estimates can be as low as 2.1% or lower.* Working with a financial professional, you can 
determine what your safe withdrawal rate is based on your own personal situation. 

MANAGING YOUR RETIREMENT CHALLENGES THROUGH PLANNING
You may live in retirement for a long time, encountering challenges along the way. But there are things you can do now to 
plan for them. A financial professional can review with you protection strategies designed to help you overcome potential 
challenges.

*“Retirement Income Dashboard For a Benchmark Couple Both Turning 65 in July 2020”; Conservative portfolio (25% stock allocation) 
with 2% spending COLA; Wade Pfau at https://retirementresearcher.com/dashboard/.

USED AS A PART OF A TIME HORIZON BUCKETING STRATEGY, 
PROTECTED STRATEGIES CAN HELP YOU MANAGE:

  • Market Risk

  • Sequence of Return Risk

  • Investor Behavior Risk

11+ Year Horizon
Higher Risk

Greater Equity Allocation

6-10 Year Horizon
Moderate Risk

Protected Strategies as a Part of Portfolio

1-5 Year Horizon
Low Risk

CDs, Treasuries, Money Market

https://retirementresearcher.com/dashboard/.
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ANNUITIES CAN HELP.
HOW CAN AN ANNUITY HELP? 
An annuity is a long-term investment designed to create lifetime income in 
retirement. With some types, the money is allocated to professionally managed 
investment portfolios where it accumulates tax-deferred. The investment returns 
and the principal value of an investment will fluctuate so that an investor’s units, 
when redeemed, may be worth more or less than the original investment. When 
you retire, your savings can be used to generate a stream of regular income 
payments that are guaranteed for as long as you live. In addition, annuities 
can provide a guaranteed death benefit for your beneficiaries. 

It’s important to note that, with annuities, withdrawals and distributions of taxable 
amounts are subject to ordinary income tax and, if made before age 59½, may be 
subject to an additional 10% federal income tax penalty, sometimes referred to as 
an additional income tax. Prudential Annuities offers a choice of annuities to fit 
your specific retirement needs.

CONSIDER INNOVATIVE PRODUCTS AND BENEFITS
Prudential Annuities offers a variety of annuity strategies – featuring innovative 
products and benefits – designed to provide protected outcomes for your 
retirement. These strategies:

  • Help protect your retirement savings during market downturns

  • Provide growth opportunities with a level of downside protection 

  • Provide the advantages of tax deferral for non-qualified assets

  • Give you the flexibility to access your account value if needed (subject to contract terms)

There are many factors to consider when deciding which product and benefit is 
right for you, including your age, the amount you intend to invest, the length of 
time you intend to hold the annuity, and your ability to access your annuity. 

An annuity
  • Is intended for long-term 
investing

  • Accumulates tax-deferred

  • Provides payout options

  • Can offer death benefits for  
your beneficiaries

How can you address the challenges in The Retirement Red Zone?

Withdrawals in excess of the income amount impact the value of a product or benefit and can also affect the certainty of your income. An excess withdrawal 
occurs when your cumulative Lifetime Withdrawals exceed the income amount in an annuity year. If an excess withdrawal is taken, only the portion of the 
Lifetime Withdrawal that exceeds the remaining income amount for that year will proportionally and permanently reduce future guaranteed amounts. If an 
excess withdrawal reduces the account value to zero, no further amount would be payable and the contract terminates.
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Living longer, market uncertainty, and rising costs are all formidable challenges 
you may face in retirement. But you can better address these challenges with 
protection strategies.

Getting started
STEP 1  Gather your account statements and identify the assets  

you plan to use for retirement.

STEP 2  Meet with a financial professional to review your assets, 
discuss your needs and goals for retirement, and identify  
any potential gaps.

STEP 3  Work with a financial professional to create a  
strategy that addresses your specific retirement needs.

Talk with a financial professional about 
how Prudential Annuities can help you 
stay on track for your protection and 
income goals.
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Investors should consider the features of the contract and the underlying portfolios’ investment objectives, policies, 
management, risks, charges and expenses carefully before investing. This and other important information is contained in the 
prospectus, which can be obtained from your financial professional. Please read the prospectus carefully before investing.

Issuing companies are located in Newark, NJ (main office). Annuities are distributed by Prudential  Annuities Distributors, Inc., 
Shelton, CT. All are Prudential Financial companies and each is solely responsible for its own financial condition and contractual 
obligations. Prudential Annuities is a business of Prudential Financial, Inc.

This material is being provided for informational or educational purposes only and does not take into account the investment 
objectives or financial situation of any client or prospective clients. The information is not intended as investment advice and is 
not a recommendation about managing or investing your retirement savings. If you would like information about your particular 
investment needs, please contac t a financial professional.

Annuity contracts contain exclusions, limitations, reductions of benefits and terms for keeping them in force. Your licensed 
financial professional can provide you with complete details.

Prudential Annuities and its distributors and representatives do not provide tax, accounting, or legal advice. Please consult your own attorney  
or accountant.

Because qualified retirement plans, IRAs and variable annuities offer a tax-deferral feature, you should carefully consider the other features, benefits, 
risks, and costs associated with a variable annuity before purchasing one in either a qualified plan or an IRA. Before purchasing a variable annuity, you 
should take full advantage of your 401(k) and other qualified plans.

You should carefully consider your financial needs before investing in annuity products and benefits  .  

All references to guarantees, including the benefit payment obligations arising under the annuity contract guarantees, rider guarantees, optional 
benefits, any fixed account crediting rates or annuity payout rates are backed by the claims-paying ability of the issuing company. Those payments and 
the responsibility to make them are not the obligations of the third party broker-dealers  from which this annuity is purchased or any of its affiliates. All 
guarantees, including optional benefits, do not apply to the underlying investment options.

Optional benefits may not be available in every state and may not be elected in conjunction with certain optional benefits. Optional benefits have certain 
investment, holding period, liquidity, and withdrawal limitations and restrictions. The benefit fees are in addition to fees and charges associated with 
the basic annuity.

Bloomberg Barclays U.S. Aggregate Bond Index covers the USD-denominated, investment grade, fixed rate, taxable bond market of SEC-registered 
securities. The index includes bonds from the Treasury, Government-Related, Corporate, Mortgage-Backed Security (MBS), Asset-Backed Security (ABS) 
and Commercial Mortgage-Backed Security (CMBS) sectors.

S&P 500® Index is a market capitalization-weighted index of the 500 widely held stocks often used as a proxy for the stock market. S&P chooses the 
member companies for the 500 based on market size, liquidity and industry group representation.

© 2021 Prudential Financial, Inc. and its related entities. Prudential Annuities, Prudential, the Prudential logo, the Rock symbol, and The Retirement 
Red Zone are service marks of Prudential Financial, Inc. and its related entities, registered in many jurisdictions worldwide.
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