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PARTNERING WITH YOU 

THE 10,000-YEAR SOLUTION

With our firm, you benefit from the commitment of a dedicated team of professionals. 
Our experts in the insurance industry can deliver a wide range of traditional and custom 
investment solutions designed for your needs. Through our consultative approach, we’ll 
work with you to seek better outcomes for your clients.
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Good decision-making is important, especially 
when it comes to managing risk. Risk 
management has captivated humankind’s 
time and energy for the past 10,000 years, but 
we still don’t make the right decisions when it 
comes to retirement income. In this program, 
we explore the need to rethink the tools 
available to clients when planning for certainty in 
retirement, including annuities, by considering: 

 + The evolution of risk management over the 
last 10,000 years 

 + Pooled risk strategies 

 + Tactical steps for embracing and 
executing the 10,000-Year Solution with 
current and potential clients 
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This brings us back to the beginning of our exploration of ideas:  
the human brain is hardwired to seek security about the future and 
to find a way to manage the vulnerability that creates such strong 
feelings of insecurity.

HOW DOES ONE ADVISOR MANAGE MANY DISTRESSED CLIENTS  
AT THE SAME TIME?
It’s easy to forget that even an average-size advisory practice can 
have more than 100 clients, many of whom may be approaching or 
already in retirement. For the advisor who uses traditional investment 
approaches that are exposed to the fluctuations of the markets, this 
means that not one or two but potentially dozens of distressed  
clients may need to be managed, all at the same time, as their  
anxiety is triggered by market dynamics. And because those  
market dynamics often unfold over long periods of time, anxiety  
tends to require constant attention. 

Volatility activates emotional distress in all investors, regardless of 
the amount of money they have. Clients who have “almost enough” 
money are even more distressed by volatility. It’s hard to imagine how 
a single advisor, or even a team of advisors, could provide the support 
required by dozens of distressed clients over an extended period of 
months. The likelihood of client disappointment and attrition would  
be significantly increased during these events.

MOVING FORWARD WITH CONFIDENCE
This brings us to another chapter in the story of risk management: 
there are compelling reasons for FAs to embrace pooled risk  
strategies for managing longevity risk and generating cash flow  
in retirement. For many advisors, this means evolving the way they  
think about risk management and adopting new resources. Luckily, 
there’s a robust industry made up of financially stable and powerful 
institutions that specialize in managing longevity risk, with many 
offering specialized approaches. 

INSURANCE COMPANIES ARE GIGANTIC FINANCIAL INSTITUTIONS
Some FAs are unaware of the size of the insurance companies and 
haven’t considered the breadth of assets the firms use to absorb their 
clients’ longevity risk. Not only do they employ the age-old strategy 
of pooled risk across a large number of clients, but they enjoy the 
added strength of financial brute force. These enormous financial 
institutions are staffed with teams of seasoned professionals whose 
primary roles are to deploy accumulated capital into the markets and 
manage the funds in a financially prudent manner. 

The insurance companies’ financial professionals have the same 
skills, experience and fiduciary responsibilities as investment  
professionals who manage billions of dollars for top endowments. 
Both sets of portfolio managers are carefully vetted and are trusted 
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RESEARCH AND PRODUCT RESOURCES
We also deliver a steady stream of research 
and sales ideas aimed at illuminating 
markets, educating investors and improving 
the chances of investment success. 
Resources include: 

 + Quarterly Capital Markets Outlook

 + Global Economic Weekly newsletter

 + Volatility: What’s in Store for Your Portfolio?

 + Taking Advantage of Tax Deferral

 + Product-specific materials, commentaries, 
and additional sales ideas

The information herein reflects prevailing market conditions and our judgments 
as of the date of this document, which are subject to change. In preparing this 
document, we have relied upon and assumed, without independent verification, 
the accuracy and completeness of all information available from public sources. 
Opinions and estimates may be changed without notice and involve a number 
of assumptions which may not prove valid. There is no guarantee that any 
forecasts or opinions in this material will be realized. Information should not be 
construed as investment advice.
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1Q:2018 
CAPITAL MARKETS OUTLOOK

LEARN MORE
(800) 243 6812 | ABGLOBAL.COM/GO/SUBADVISORY

RECENT HEADWINDS FOR RISK MANAGEMENT…BUT THE NEED REMAINS 
 + Risk-managed portfolios were created 
as core investment solutions, providing 
global diversification and dynamic 
allocation adjustments

 + The recent risk-on, risk-off market has 
seen US equities dominate and markets 
shift rapidly, leading many investors to 
doubt the benefits of diversification and 
volatility control

 + Given the current market rally and 
the potential for rapid, unexpected 
market turns, downside protection 
and active management are as 
important as ever

WHAT’S NEXT?
TAKING ANOTHER LOOK AT THE CASE FOR RISK MANAGEMENT 
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 Multi-Asset Solutions Multi-Asset Solutions
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CURRENT MARKET ENVIRONMENT
 + 5-year unprecedented equity rally

 + Prolonged period of low interest rates

 + Below average, long term volatility

 + All-time equity market highs

 + Liquidity, interest rate, and credit risks

VOLATILITY: WHAT’S IN STORE FOR 
YOUR PORTFOLIO? 
Complacency can be quite dangerous to your nest egg. Volatility, both high and low, can 
have a significant impact on how you choose to invest your money. If your portfolio is 
not ready for any unforeseen disruptions to this low volatility environment, you may find 
yourself in a situation where you have to adjust your carefully laid out plans for retirement.

CBOE VOLATILITY INDEX

0

20

40

60

14100602989490

Global
Financial
Crisis

Eurozone
Crisis

Enron, WorldCom, 
Tyco Scandals

Average
20.1

Asian Financial Crisis
Russian Ruble Devaluation

VI
X 

In
de

x

As of June 30, 2014
The CBOE Volatility Index® (VIX®) is a key measure of market expectations of near-term volatility conveyed by S&P 
500 stock index option prices.
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By 1600, European governments funded their wars by providing 
tontines, which diluted an individual’s longevity risk through a series 
of payments that increased to survivors as other members of the pool 
passed away. A few decades later, the same financial strategy was 
applied to the protection of property in Hamburg, Germany, through 
fire insurance. In the mid-18th century, luminary Benjamin Franklin 
started the Philadelphia Contributorship for the Insurance of Houses 
from Loss by Fire. Each of these strategies was simply an updated 
version of the age-old approach.

As western civilization advanced, we saw the arrival of many pooled 
risk strategies that we’re familiar with today. A retirement plan was 
created for Revolutionary War veterans. People saw the advent of 
accident insurance and developed ways to address nuances of risk, 

such as the cost of healthcare and the fear of lost wages. Once  
humans mastered one protection, a new insight would generate  
the next application of the strategy.

Driven by the accelerating success of science, medical physicians 
began meaningfully extending the average life expectancy. By the 
turn of the 20th century, the problem of longevity was addressed by 
pensions that enabled older plan members to benefit. In 1935, the 
US government embraced the management of longevity risk on an 
unprecedented scale with the Social Security Act: a lifetime annuity 
for all citizens. This was important because scientific progress  
continued to advance a person’s lifetime; by 2015, the average life 
span was almost 80 years!14

14  Sherry L. Murphy et al., “Deaths: Final Data for 2015,” National Vital Statistics Reports, vol. 66, no. 6 (November 27, 2017)
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THE 10,000-YEAR 
SOLUTION
According to the American Automobile Association, 73% 
of drivers consider themselves better than average even 
though 90% of crashes involve human error.1 Obviously,  
only 49% of drivers can be better than average, but very  
few people confess to being a bad driver. Admitting it is 
often too much of a shock to one’s self-esteem.

On the surface, this sort of self-deception seems harmless: Who cares whether they’re better 
or worse than average at driving? We don’t have to retake the driving test. It’s only after thinking 
more deeply about the issue that we realize this lack of self-awareness has consequences. If 
90% of crashes involve human error, then logic tells us that we should become more aware of 
our driving skills and take extra care if we are less competent than others.

Ken Haman
Managing Director

AB ADVISOR INSTITUTESM

WHITE PAPER

1  AAA Newsroom, “More Americans Willing to Ride in Fully Self-Driving Cars” (January 24, 2018)
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AB ADVISOR INSTITUTE 
The AB Advisor Institute offers a suite of 
programs designed to improve financial 
advisors’ capital-market understanding, 
expand and enhance their practices, match 
clients’ investment strategies and financial 
goals, and help them find the best opportu-
nities. The programs include:

 + Designing Your Standard of Care

 + The Inner Struggle: Understanding Human 
Behavior and Investing

 + Effective Client Review

 + How to Get Clients to Take Action Now

 + Wealth-Management Checklist
For financial representative use only. Not for inspection by, distribution or quotation to, the general public.

Ken Haman
Managing Director

AB Advisor institute

For years, most economists assumed that people are 
basically rational decision makers. Recently, behavioral 
scientists have discovered the more irrational aspects  
that define human behavior. Behavioral finance has 
emerged as the field that examines the impact of human 
behavior on investment decision making. Some might  
say that behavioral finance is what happens when Freud 
meets Friedman. To understand investor behavior, the 
effective Financial Advisor (FA) will benefit from learning 
about built-in human vulnerabilities and how emotions 
influence decisions.

This guide provides an overview of specific aspects of 
human behavior and helps FAs understand how emotions 
factor into the decision-making process. It also examines 
how recent economic events have traumatized investors 
and discusses key pitfalls that influence investor behavior.

tHe inner struggle

SM
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Productivity 
curriculum Guide
AB is a research-driven asset-management firm that is global in scope and client-centered 
in its mission. Beyond our core mission of providing insights into the capital markets 
and supplying investment strategies for advisors to use in building client portfolios, we 
have developed a separate service organization, the AB Advisor Institute (ABAI), as a key 
practice-management resource for Financial Advisors.    

interestinG seminars and easy-to-Follow  
traininG Guides
The professionals at ABAI have created a series of strategies 
focused on improving Financial Advisor productivity by applying 
insights from the behavioral sciences to the big-business challenges 
Financial Advisors (FAs) face. The curriculum comprises a wide array 
of materials, including practical models, step-by-step guides, and 
useful tools that FAs can easily incorporate into their professional 
toolbox of skills.

The AB Advisor Institute offers:

 + Conference calls to individuals and groups

 + WebEx and Brainshark distance-learning presentations—live  
and recorded

 + Branch and regional training events

 + Conference break-out and keynote presentations

 + “Masters” training series in team formation

 + “Fast Start” training series in the Professional Referral Method

ABAI’s Productivity Enhancement programs and guides are offered 
in three categories:

 + Generating Referrals

 + Building Teams

 + Client Conversations

Each category contains three presentations designed to address  
a different practical aspect of productivity. Used individually or  
collectively, these guides can help you improve your performance  
and maximize your potential.

Visit ABglobal.com/go/ABAI for more information about the AB 
Investor Institute.

AB also publishes a blog at blog.abglobal.com that provides  
our firm’s research insights on a wide range of investment-related 
topics. We invite you to comment and to share your concerns  
and perspectives.

Practical strateGies For Financial advisors

AB advisor instituteSM
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Ken Haman
Managing Director

AB Advisor institute

An effective Client Review is a formal conversation that 
requires thorough preparation and a well-crafted plan. It  
has the potential to differentiate a Financial Advisor from 
the competition and spark referrals. But it needs to be 
managed properly.

This guide offers a step-by-step model for conducting 
a uniquely effective Client Review. It also offers basic 
guidance around the role a review plays in an effectively 
managed advisory practice and how that review can be 
positioned to assist in strengthening and expanding  
relationships with existing clients.

effective client review
 

SM

CLIENT EDUCATION 
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WHAT IS LONG-TERM CARE?
More than two-thirds of Americans aged 65 and older will one day 
require some type of long-term care service.¹ In 2015, more than $8.15 
billion in long-term care benefits were paid to 260,000 individuals.2 
As we age, the chances of needing these kinds of services increase. 
Long-term care covers a variety of medical and nonmedical services 
that may be required to meet your health or personal needs over a long 
period. Most of these services provide assistance with the basic tasks 
of everyday life, from personal care such as bathing and dressing to 
household chores such as housecleaning and grocery shopping.

A SIGNIFICANT FINANCIAL DRAIN
Long-term care can be crushingly expensive and often costs more 
than the average person can afford. Hiring someone to do routine 
personal tasks in the home can run $45,000 or more a year. Nursing 

home care can cost $80,000 or more annually, depending on 
where you live.3 And requiring help after a sudden illness, chronic 
condition or accident could quickly deplete your hard-earned 
retirement savings.

DON’T LEAVE YOUR RETIREMENT TO FATE
People tend to avoid planning for their long-term care needs 
in retirement, usually because of some mixture of denial and 
overconfidence about their ability to save enough to cover these 
costs. Many assume that government health programs will cover 
these services. They don’t. Medicare pays for only medically 
necessary, skilled nursing home or at-home healthcare and, even 
then, only under certain conditions. Medicaid is limited to the very 
poor and to those with large health expenses who have depleted  
their savings. Most Americans don’t qualify for Medicaid.

RETIREMENT’S KNOWN UNKNOWNS

LONG-TERM CARE
Nobody likes to think about a time when performing simple everyday tasks may be too 
difficult to do by themselves. Preparing financially for that day can be overwhelming— 
and expensive. But long-term care should be on everyone’s retirement-planning checklist. 

COVERING THE TASKS OF EVERYDAY LIFE
An individual who needs assistance with necessary daily tasks,  
or activities of daily living (ADLs), would qualify for long-term care.  
ADLs include: 

Other common long-term care services assist with everyday tasks that 
support an independent lifestyle, often referred to as instrumental 
activities of daily living (IADLs), including:

Bathing Dressing Housework Meal Preparation and Cleanup

Use of Toilet/Help with Incontinence Bed or Chair Transfer Grocery and Clothes Shopping Managing Money

Eating Taking Medication Caring for Pets Emergency Response

1 US Department of Health & Human Services, 2016
2 American Association For Long-Term Care Insurance, 2016
3 Genworth Financial Cost of Care Survey 2016 

CLIENT EDUCATION 

With Americans living longer, retirement  
portfolios need to be built for the long haul. That 
means knowing what to expect from Social 
Security and Medicare, and preparing for the 
likely but unpredictable out-of-pocket expenses 
that can quickly drain retirement savings. 
Variable annuities can augment lifetime income 
and cover unexpected costs. Help your clients 
get the facts with these six information-packed, 
client-approved brochures that cover: 

 + Long-Term Care

 + Social Security

 + Medicare

 + Taxes

 + Diversification

 + Volatility 
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RETIREMENT’S KNOWN UNKNOWNS

SOCIAL SECURITY
If you’re like most Americans, you’re counting on Social Security to provide a major chunk 
of your income in retirement. That’s why deciding when to start collecting those benefits is 
so critical to your long-term financial plans: it can make a big difference in how comfortably 
you live out your retirement years and how much you can leave behind for your loved ones. 

With people living longer, it’s also smart to take a long-term view. 
Social Security rules are complicated, and you should get profes-
sional guidance to maximize your benefit, no matter how well your 
finances are situated. As you take your first step toward making an 
informed decision, we offer the following key facts.

HOW MUCH MONEY ARE WE TALKING ABOUT?
Based on current law, the maximum Social Security benefit for 
someone reaching full retirement age in 2013 will be $2,533 per 
month.1 Assuming that you start collecting at age 66 and live another 
20 years, your lifetime benefit will total around $750,000, factoring 
in cost-of-living adjustments (COLAs). If you live another 30 years, 
your lifetime benefit will total $1.3 million. No small sum!

HOW IS MY BENEFIT CALCULATED?
Social Security calculates your average monthly benefit—officially 
known as your Primary Insurance Amount (PIA)—based on the 
earnings of your best 35 years of employment, adjusted for inflation 
and changes in your wages over that period. Your benefit is the 
amount that you will receive at your full retirement age. If you didn’t 
work a full 35 years, zeros will be substituted for those missing 
years. If you continue working after reaching full retirement age, 
your benefit will be recalculated each year you continue to work. 
Social Security benefits are also automatically adjusted each year 
for cost-of-living-expense increases, which are either positive or 
zero. COLAs are based on the Consumer Price Index (CPI) and have 
averaged about 2.5% over the past 10 years. 

IS IT BETTER TO COLLECT EARLY OR TO WAIT?
There is no one-size-fits-all answer. How much you get in your 
monthly Social Security check depends on when you start 
withdrawing funds. You are eligible to receive benefits at age 62, 
but doing so will permanently lock you into a reduced annual payout 
equal to 75% of your full benefit—currently around $23,000 for 
workers who have paid the maximum amount into the system since 
age 22. That’s one-third less than what you’d receive by waiting 
until full retirement age (Display, next page). However, by delaying 
benefits until age 70, you earn 132% of your full benefit, resulting 
in a higher annual payout of around $40,000—a 73% increase over 
what you get if you start collecting at age 62.2

Source: Social Security Administration (SSA)

PREPARING FOR THE UNCOMFORTABLE REALITIES OF RETIREMENT

1 Includes COLAs
2 While there is significant uncertainty surrounding the future of Social Security, for the purpose of this analysis we’ve assumed that the cur- rent rules will remain unchanged.

FULL RETIREMENT AGE

Year Born Full Retirement Age % of Social Security 
Benefits Taxable

1937 or earlier 65 0%

1938–1942 65 + 2 months for every 
year after 1937

50%

1943–1954 66 85%

1955–1959 66 + 2 months for every 
year after 1954

0%

1960+ 67 0%
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Medicare does not cover many common expenses including insurance 
premiums, deductibles, co-pays, routine eye exams, hearing aids, and 
dental visits. Research suggests that a couple retiring at age 65 in 2020 
would need at least $265,000 in savings to have a better-than-average 
chance of meeting their lifetime out-of-pocket medical bills.1 Planning 
ahead for this reality is one of the smartest moves you can make to 
ensure a comfortable and financially secure retirement. 

UNDERSTANDING MEDICARE COVERAGE
Medicare is the federal government’s health insurance plan that provides 
payment for the basic medical care of most US citizens age 65 and older 
and for those under 65 with certain disabilities. Many people assume 
that Medicare will cover everything. But based on the most recent data 
available, in 2010 the program only covered around 62% of seniors’ total 
healthcare costs. Individuals enrolled in Medicare paid 12% out of their 
own funds, private insurance covered 13% and the balance came from 
other sources such as Medicaid and Veterans Affairs benefits.2 That’s 
why it is so important to understand the specific services included in 
each of Medicare’s four main parts and how they work.

PART A: HOSPITAL INSURANCE
Part A pays for inpatient care in hospitals, skilled nursing facilities 
and rehabilitation facilities, as well as hospice and home healthcare 
services. It does not, however, cover long-term (custodial) care. 
Enrollment is automatic and premium-free if you or your spouse paid 
Medicare taxes for at least 10 years while working. If not, you can buy 
coverage for a current monthly premium of up to $426. For 2014, the 
deductible for a hospital stay of 50 days or less is $1,216; beneficiaries 

incur co-payments of $304 per day for days 61–90, $608 per day for 
days 91–150 and no coverage after 150 days. There is also significant 
cost-sharing and limited coverage for skilled nursing.

PART B: MEDICAL INSURANCE
Part B pays for certain doctors’ and other healthcare providers’ 
services, outpatient care, preventative services, medical supplies 
and equipment, but does not cover routine dental and vision care. To 
enroll, you pay a monthly premium that increases on an escalating 
scale based on income, including investment income. Once the 
deductible is met ($147 in 2014), you are required to pay 20% of the 
approved amount charged by your healthcare provider.

RETIREMENT’S KNOWN UNKNOWNS

MEDICARE
Coping with the soaring costs of healthcare in retirement is one of the most stressful aspects 
of growing old in America. Although most retirees will have Medicare coverage, many of them 
are ill-prepared for the often staggering expenses of what the program doesn’t cover. 

PART B PREMIUMS BY INCOME

If your yearly income in 2012 was

Filed individually Filed jointly You Pay (in 2014)

$85,000 or less $170,000 or less $104.90

above $85,000 up to 
$107,000

above $170,000 up to 
$214,000 $146.90

above $107,000 up to 
$160,000

above $214,000 up to 
$320,000 $209.80

Bed or Chair Transfer above $320,000 up to 
$428,000 $272.70

above $160,000 up to 
$214,000 above $428,000 $335.70

Source: www.medicare.gov

1  Employee Benefit Research Institute (EBRI), “Funding Savings Needed for Health Expenses for Persons Eligible for Medicare,” Issue Brief No. 351 (December 2010). Estimates 
cited are for 65-year-old beneficiaries purchasing Medigap Plan F and Medicare Part D outpatient drug benefits to supplement Medicare benefits based on 2010 costs; 
assumes median prescription drug expenses and a 50% chance of having enough money for healthcare in retirement; excludes outlays for long-term (home-based) care.

2 EBRI Notes, Vol. 34, No. 10 (October 2013); estimates based on the 2010 Medical Expenditure Panel Survey.

PREPARING FOR THE UNCOMFORTABLE REALITIES OF RETIREMENT
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THE REAL IMPACT OF TAXES ON RETIREMENT SAVINGS

IT’S MORE TAXING THAN YOU THINK 
Investors face a tax challenge. The tax bite from retirement savings could leave them 
coming up short in retirement—or in leaving a legacy for loved ones. As the tax environment 
evolves, it’s critical to understand the landscape—and tax-efficient strategies.

IT’S NOT “IF TAXES GO UP,” BUT “WHEN”
Above the entrance of the Internal Revenue Service building in 
Washington, DC is the following quote: “Taxes are what we pay for a 
civilized society.” There’s no getting around taxes—we have to pay 
them. But by being more tax aware, investors can use techniques and 
strategies that could lower the tax bite on their retirement savings.

Taxes may seem high today, but they’ve only been lower than this three 
other times in the past 100 years—and at times they’ve been twice as 
high as today’s rates (Display)! In relative terms, we’re in a low-tax-rate 
environment, but the chances of taxes staying the same seem pretty 
slim. National debt is at an all-time high and is expected to reach 
US$22.6 trillion by 2020, according to the Congressional Budget 
Office. At the same time, the Old-Age and Survivors Insurance (OASI) 
Trust Fund, which is responsible for making Social Security payments, 
is on track for bankruptcy by the year 2035. 

Obviously, something needs to change. We’ve already seen notable 
tax increases recently: the tax rates for the top two income brackets 
have increased by 6% and 13% percentage points, respectively; 
the long-term capital-gains tax rate for top earners has increased 
by 33%; and the Social Security tax rate has increased by 50%  
for everyone. 

It’s not a question of will taxes go up, but when.

TAXES ARE RELATIVELY LOW…BUT WILL THEY STAY  
THAT WAY? 
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NOTABLE TAX CHANGES 
 + The US passed three revenue acts that raised taxes to fund World War I

 + To fund the New Deal between 1933 and 1938, the highest tax bracket was raised to a staggering 76%

 + 1981’s Economic Recovery Tax Act included tax cuts to help stimulate the economy

 + The 2001 Bush tax cuts implemented reductions that expired in 2010

CLIENT EDUCATION 
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Given the ups and downs that come with investing in capital markets, 
it’s not surprising that investors don’t always make sound decisions. 
Advisors should frame their recommendations based on how investors 
feel about the world as well as how investors should think about 
investing. When approaching investors about variable annuities,  
don’t simply present the benefits; speak to fears. 

STEP ONE: INTRODUCE A PROBLEM
Perhaps the most important challenge that today’s advisor must  
help a client to address is that many of today’s pre-retirees are not 
financially prepared for retirement. At the base of this very real issue 
is the fact that many clients are unrealistic about the availability of 
traditional mechanics of funding a retirement. 

STEP TWO: REVEAL THE MECHANISM
We’ve all grown up with Social Security as a given—and most people 
presume it will simply be there when we retire. But Social Security  
is in trouble. The trust fund will soon be tapped out—at about the 
same time that there are only two workers to support the tab  
for each beneficiary. Either something drastic will happen, or  
the benefits will get slashed.

Company pension plans are also disappearing. Companies are shifting 
more emphasis toward defined contribution plans like 401(k)s, where 
the amount saved—if any—is up to the individual worker. All the while, 
life expectancy has increased by 50% in the last century, meaning 
retirees have less money to fund more years in retirement. 

STEP THREE: EXPLAIN THE IMPLICATIONS 
When Social Security and pensions are not viable options for  
funding retirement, a client’s longevity risk is solely on his shoulders 
instead of pooled across many participants. That individual now  
must overfund his savings in order to ensure against outliving his 
money. But this reality has not set in. In 2013, it was estimated that 
more than half of US households were at risk of having insufficient 
retirement savings.

It’s important to paint a clear picture of the challenges that today’s 
pre-retirees are facing and, equally important, to outline the steps  
to begin addressing these challenges. There’s a way to change all  
this from chaos to confidence.

STEP FOUR: PROPOSE A SOLUTION 
Clients need to take control of their retirement balance sheet.  
There are three main challenges to consider: 

 + Finding alternative sources of guaranteed income beyond  
Social Security and traditional pension plans

 + Having defined sources of incomes they cannot outlive

 + Making sure that sources of income can withstand a  
market downturn 

Variable annuities can help address each of these challenges.

STEP FIVE: REVEAL THE MECHANISM
Variable annuities offer unique living benefits that can help protect 
against market downturns, lock in market gains and secure a  
value from which clients may draw a guaranteed source of lifetime 
income. These unique characteristics address a virtually universal 
vulnerability that clients have to loss aversion and anxiety and offer 
a means for clients to remain invested in the market while avoiding 
downside risk. In addition, variable annuities function in the same 
way as Social Security and pensions in that they dilute an individual’s 
longevity risk into a large pool of individuals. 

Clients should prioritize their spending needs by separating  
must-haves from “want to haves.” For many, the main goal is to  
ensure they’ve locked in funding for must-haves by plugging in the 
expected dollars they can rely on each year in Social Security income. 

The portion of the must-haves that is not covered by guaranteed  
income (through Social Security or a pension) is referred to as the 
security gap. The client can consider putting a portion of her money 
into a variable annuity, and the income it generates may fill the income 
security gap by guaranteeing enough of a future income stream to 
cover all of her essentials.

STEP SIX: ASK “WAS THIS HELPFUL?” AND CLOSE FOR  
A NEXT STEP 
Having presented an overview of how variable annuities compare to 
traditional retirement savings options and having checked that the  
information has been understood, it’s important to clearly recommend 
a review of your client’s current retirement funding sources.

EXAMPLE #1: 
VARIABLE ANNUITIES 
The following is an illustration of how to follow the six steps outlined and present the case 
for variable annuities.

DIVERSIFICATION 101 
Diversification, simply put, is the act of 
combining uncorrelated investments—i.e., 
various asset classes and investment types that 
react differently to the same market conditions. 
As markets have evolved, diversification has 
emerged as an efficient way to address risk. 

One of the preliminary ways to represent this 
idea was the style box. It analyzed the market 
capitalization (size) and investment style of 
US stocks, helping to show investors whether 
their portfolios were properly allocated. The 
style box showed, for example, that when 
small-caps outperform large-caps and growth 
is in favor versus value, you could reduce 
your overall risk by investing in multiple areas 
instead of being concentrated in one. 

ADD IN ADDITIONAL LAYERS 
But why use only stocks? As asset classes 
emerged over the years—introducing new 
opportunities—portfolio construction began 
to include other investment types. Additional 
layers, such as high-yield bonds, floating-rate 
instruments and alternatives, helped investors- 
diversify their portfolios even further. 

And because more than half of the investable 
assets in the world is found outside the 
US—and no country or asset class wins all 
the time—the addition of both international 
stocks and bonds became standard practice.

NEXT GENERATION DIVERSIFICATION
Investment diversification is far from a new concept. Research papers on portfolio theory 
were published throughout the 20th century and, in the past several decades, investors have 
come to expect conversations on well-diversified portfolios. However, markets change and 
evolve over time. To have a better chance of long-term success, investors need to rethink their 
approach to asset allocation. 

 ALTERNATIVES

 NON-US STOCKS

 BONDS

 US STOCKS 

DON’T PUT ALL YOUR EGGS IN ONE BASKET

BUILDING BLOCKS OF DIVERSIFICATION

Through the turn of the 
century, the layering 
of alternative asset 
classes, such as REITS, 
commodities, long/ 
short funds, market 
neutral, and private 
credit, added more 
opportunities to 
diversify risk and  
return sources.

This first step of 
diversification worked  
to improve return,  
but it still carried too  
much concentration. 
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STARTING  
VALUE: $100

YEAR 1  
PERFORMANCE

YEAR 2  
PERFORMANCE

Stock X 45% –20%

Stock Y –12% 35%

Stock Z 10% 10%

Stocks X + Y + Z 12% 11%

Ending Value

X = $116 Y = $119  Z = $121 X + Y + Z= $124

CLIENT EDUCATION 

  Program Overview

The key to success in financial services is to be more effectively 
engaged with sophisticated and experienced clients. Unfortunately, 
this timeless goal continues to elude many successful professionals; 
things have changed all around and methods must change to match 
the times. But, which methods must change? And, how do they need 
to change? AB’s Standard of Care program takes a close look at the 
challenged state of the financial services industry today, the forces 
that have created that challenge, and the best way for insurance 
brokers and other advisors to succeed moving forward.

 + Innovations + Expectations = Rising Standards: Rising 
expectations and frequent innovation raises the bar for customers’ 
expectations. To stay competitive, Financial Advisors (FAs) have to 
figure out where to invest their time and energy in innovation. We 
can’t know the future, but we can be certain that the future won’t 
look like the past.

 + Adapt and Prosper…Or Become Obsolete: Disruptions create 
dynamic tension for busy professionals: they require them to adapt 
to stay competitive. But which innovation will drive a new standard 
of accepted excellence and require a response?

 + The Past: Fragmented Services: There’s plenty of room for 
innovation to emerge, given the fragmented nature of our industry. 
Historically, clients were responsible for stitching together the 
right types of services across many providers. Now that services 
have expanded, it has become harder for individual clients to 
assemble the right set of solutions for their particular situation. 
Clients have grown frustrated with the old model and have set new 
expectations: their FA as a “holistic advisor.”

 + The Future: The Holistic Advisor: Sophisticated clients are 
seeking a higher Standard of Care from their provider, delivered 
by a single, trusted advisory team that helps them navigate the 
complex decisions required to manage their wealth successfully.

STANDARD OF CARE: DESIGNING  
THE FUTURE OF FINANCIAL SERVICES
There are a lot of uncertainties facing the Financial Services industry, and even  
well-established advisors and insurance brokers are facing new challenges every day.  
In the face of constant change, many advisors are innovating and firms are deploying  
new tools and approaches.
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WHY ADAPTATION IS SO DIFFICULT FOR SOME
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Disruption New ParadigmOld paradigm

Big winners in the 
old paradigm…

…tend to resist
adjusting to 
disruptions…

…and are rarely
the big winners in
the new paradigm.

Adjustment

Joel Arthur Barker, Paradigms: The Business of Discovering the Future, 
HarperBusiness, 1993

LEARN MORE
FOR MORE INFORMATION, PLEASE CONTACT YOUR  
AB US INSURANCE SERVICES TEAM AT (800) 247 4154 OR ALLIANCEBERNSTEIN.COM/GO/SUBADVISORY..


