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• With longer life expectancies, lower expected returns
from stocks, and higher interest rates, we view
annuities as an increasingly valuable component of a
holistic wealth strategy.

• Adding annuity income to your investment strategy
may help reduce the risk of outliving your wealth,
increase your ability to safely fund lifetime spending,
and give you the ability to earmark more of your
investment portfolio for long-term growth.

• A stream of lifetime income may also help you to
maintain your lifestyle in retirement, increase your
financial security, and give you the confidence to
stick with your investment strategy during periods of
market volatility.

.

When approaching retirement, many families struggle with
the transition from living off a stream of income to living off
a limited pool of retirement savings. That's partially because
the act of turning off your “income tap” dramatically
increases two key risks:

• Sequence of returns risk: This is the risk that your
retirement spending—paired with poor market returns
—will prematurely deplete your retirement assets.

• Longevity risk: This is the risk that you will live longer
than you had planned for, potentially requiring you to
curtail your spending to reduce the risk of outliving your
wealth.

Funding a portion of your retirement spending using
a guaranteed lifetime income stream is a direct way
to mitigate these risks, creating a series of “synthetic
paychecks” that replaces at least a portion of your salary.
Pensions, defined benefit plans, and annuities are all
solutions that can reduce the pressure that spending will

place on your portfolio. Unfortunately, most American
families do not have access to a defined benefit plan or
pension. In 1975, 88% of private sector workers were
covered by a defined benefit plan; today, these plans cover
only 15% of non-union private sector workers.1

This means that, for most families, Social Security is the
primary source of guaranteed income in retirement. In our
view, Social Security is particularly potent when used as a
longevity hedge, because it offers an annual cost of living
adjustment. While delaying your Social Security claiming age
to age 70 allows for a 24% increase in annual benefits—and
is probably the best strategy for maximizing its value as a
longevity hedge—this decision does reduce Social Security's
ability to address sequence of returns risk, particularly in
early retirement.

Social Security is a valuable resource, but it is a progressive
program that is much less effective for higher income
families: Social Security benefits will replace about 50%
of income for a median income earner (USD 60,024 per
year), but only about 30% of income for a worker earning
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more than the Social Security income limit (USD 147,775
per year).2 Therefore, it's natural for families—especially
higher income families—to consider filling this income gap
by investing a portion of their wealth in an annuity, or in a
portfolio of annuities.

The case for adding annuity
income

Annuity income is one potential solution to these
challenges. When you purchase an annuity, you transfer the
risk of outliving your savings to the insurance company. In
return, they provide you with a guaranteed income stream,
often for the rest of your life or until both you and your
spouse have passed away. In the case of a lifetime annuity,
you can continue to receive regular payments—providing
increased financial security for your later retirement years—
no matter how long you live.

Allocating a portion of your portfolio to annuities can allow
you to lock in higher yields and secure a reliable stream of
income that can last for the rest of your life. Similar to a
bond, an annuity becomes more valuable if interest rates fall
in the future (because it would be more expensive to replace
this stream of income when interest rates are lower). By the
same token, existing annuities may become less valuable if
interest rates rise. Unlike a bond (or any other investment),
a lifetime stream of annuity income also appreciates in value
if your life expectancy increases due to good health and
medical advances that improve longevity.

How will annuities affect the
growth of my wealth?

No matter who you are, life expectancy is a source
of uncertainty that needs to be addressed. Transferring
this risk to an insurance company can help you to
manage this risk. Annuities help to increase your expected
wealth if you outlive your life expectancy. By contrast, life
insurance provides its highest return if you die prematurely.
Incorporating both solutions in your financial plan can
help you increase your lifetime spending and meet your
inheritance goals with greater confidence.

Three reasons to consider
annuities

1. Annuity yields have significantly improved
Annuity payout yields have historically been highly
correlated with investment grade corporate bond yields,
as evidenced by the rise in annuity yields over the past
few years. Today, families can secure roughly 36% more

lifetime income through an annuity than would have been
possible three years ago (see Figure 1, which shows terms
for single premium immediate annuities). We have seen a
similar improvement in terms for other annuity solutions,
such as deferred income annuities and income benefit riders
available for variable and fixed rate annuities. Just like
interest rates, annuity yields are higher than they have been
in over a decade.

Figure 1 - Annuity yields have risen dramatically
along with interest rates
Market pricing for single life or joint life single premium immediate
annuity contracts

.
Source: CANNEX, UBS, as of 31 August 2023.

2. We anticipate lower portfolio returns
Stocks have been incredibly resilient to higher interest rates,
and are now trading at some of the highest valuations
in modern history. Many investors have learned the hard
way that high valuations are a poor timing indicator—and
certainly not a reason to exit stock market investments—but
they have proven to be a headwind to future returns (see
Figure 2).

Figure 2 - Higher valuations suggest lower stock
returns going forward
S&P 500 Index starting valuations and subsequent 10-year returns

.
Source: Bloomberg, UBS, of 31 August 2023.

Although higher interest rates have improved the expected
return for bonds—and global diversification and alternative
investments can help to offset the dim long-term forecast
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for the US stock market—we expect that most diversified
portfolios will deliver lower returns than they have in the
past. Adding annuity income to your portfolio can help
you to reduce the risk of lower portfolio returns, and help
to improve the effectiveness of a Liquidity strategy that is
designed to help you to maintain your lifestyle without being
forced to sell during future bear markets.

In addition to offering increased financial security during
market downturns, annuity income may also help you to
implement more flexibility in the rest of your portfolio. For
example, annuity income can reduce the amount of capital
that you need to set aside for spending from your core
portfolio, allowing you to modestly increase your allocation
to stocks—and other higher risk, higher return asset classes
—while mitigating the increase in your sequence of returns
risk.

By enhancing your portfolio's resilience to market volatility,
annuity income can also indirectly contribute to your
portfolio's expected return and help you take advantage of
future bear markets by increasing your allocation to stocks
when valuations are more attractive.

3. It's expensive to manage longevity risk yourself
Especially given that life expectancies are generally rising
over time, it's essential to have a plan in place to ensure you
don't run out of money in your later years.

You could make sacrifices to try to “self-insure” your
financial plan and improve resilience against the risk of
poor returns and longevity risk. For example, you could
delay retirement; reduce spending; or adopt a more
conservative portfolio, prioritizing your lifestyle spending
over the secondary goal to grow your wealth for needs that
go beyond your own lifetime.

For many families, annuities are an option that can reduce
the need to make these adjustments. Figure 3 shows the
sustainable annual spending for a married couple with USD
5 million portfolio invested in a 60% stock, 40% bond
portfolio. As you can see, adding a modest allocation to
an income annuity would increase the “safe spending rate”
for this couple, especially if they are focused on targeting a
higher probability of success in their financial plan.

Conclusion

Annuities are one effective tool for addressing the risk
of outliving your savings, while also helping to provide
increased financial security that allows you to enjoy your
retirement years. Annuities may be especially valuable for
families with a history of longevity, and for families that
would like to increase their lifetime spending and the
probability of success in their financial plan.

Speak with your financial advisor about annuities during
your next conversation; they can help you to assess whether
annuities are a good option for you and your family, and help
you select the solution that best fits your needs. You should
understand how the annuity works, and how each aspect
affects the annuity’s potential return and contribution to
your financial success.

Figure 3 - Annuities can help to increase the
spending that is safely supported by a portfolio
Annual spending supported by a 60% US large-cap stocks and 40% US
government bonds, based on 1,000 trials using UBS Equilibrium Capital
Market Assumptions

.
Source: CANNEX, UBS Wealth Management USA Asset Allocation
Committee, as of 13 February 2023.
Note: Expected portfolio return 6.0% per year, expected annual portfolio
volatility 9.6%. Annuity payout is 6.5% rate, reflecting the terms for a
joint life immediate annuity for a 70yr old male and 65yr old female. In
this analysis, we assume that the annuity income does not receive a cost
of living increase, but spending rises by 2.4% each year to account for
inflation.

Further reading

• Modern retirement monthly: What can Social Security
do for you?

• Modern retirement monthly: What to know about your
401(k)'s lifetime income illustration

• Modern retirement monthly: Will Social Security be
there for me?

1 Munnell, Alicia H., Kelly Haverstick, and Mauricio Soto. 2007. “Why
Have Defined Benefit Plans Survived in the Public Sector?” Issue in Brief 2.
Chestnut Hill, MA: Center for Retirement Research at Boston College.
2 Congressional Budget Office, 2019. "Social Security Replacement Rates
and Other Benefit Measures: An In-Depth Analysis," Reports 55038,
Congressional Budget Office.
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Purpose of this document

Insurance and annuity products are issued by unaffiliated third-party
insurance companies and made available through UBS Financial Services
Insurance Agency Inc., insurance agency subsidiary of UBS Financial
Services Inc.

Guarantees are based on the claims-paying ability of the issuing insurance
company. Guarantees do not apply to the investment performance
or safety of amounts held in the variable accounts. Variable annuity
contracts and underlying investment options are not FDIC insured and
have fluctuating returns so that proceeds when redeemed may be worth
more or less than their original value. Past Performance is no guarantee of
future results.

Annuities are long-term investment vehicles designed for retirement
purposes. Withdrawals or surrenders may be subject to surrender charges.
For tax purposes, withdrawals are generally deemed to be earnings out
first. Taxable amounts withdrawn will be subject to ordinary income tax,
and if taken prior to the age of 59½, a 10% IRS penalty may also apply.
Withdrawals have the effect of reducing the death benefit, optional
benefit riders and the contract value.
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Appendix

UBS Chief Investment Office's ("CIO") investment views are prepared and published by the Global Wealth Management business of UBS Switzerland
AG (regulated by FINMA in Switzerland) or its affiliates ("UBS"), part of UBS Group AG ("UBS Group"). UBS Group includes Credit Suisse AG, its
subsidiaries, branches and affiliates. Additional disclaimer relevant to Credit Suisse Wealth Management follows at the end of this section.
The investment views have been prepared in accordance with legal requirements designed to promote the independence of investment research.
Generic investment research – Risk information:
This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or other
specific product. The analysis contained herein does not constitute a personal recommendation or take into account the particular investment
objectives, investment strategies, financial situation and needs of any specific recipient. It is based on numerous assumptions. Different assumptions
could result in materially different results. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an
unrestricted basis and/or may not be eligible for sale to all investors. All information and opinions expressed in this document were obtained from
sources believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to its accuracy or completeness
(other than disclosures relating to UBS). All information and opinions as well as any forecasts, estimates and market prices indicated are current
as of the date of this report, and are subject to change without notice. Opinions expressed herein may differ or be contrary to those expressed by
other business areas or divisions of UBS as a result of using different assumptions and/or criteria.
In no circumstances may this document or any of the information (including any forecast, value, index or other calculated amount ("Values")) be
used for any of the following purposes (i) valuation or accounting purposes; (ii) to determine the amounts due or payable, the price or the value of
any financial instrument or financial contract; or (iii) to measure the performance of any financial instrument including, without limitation, for the
purpose of tracking the return or performance of any Value or of defining the asset allocation of portfolio or of computing performance fees. By
receiving this document and the information you will be deemed to represent and warrant to UBS that you will not use this document or otherwise
rely on any of the information for any of the above purposes. UBS and any of its directors or employees may be entitled at any time to hold long
or short positions in investment instruments referred to herein, carry out transactions involving relevant investment instruments in the capacity of
principal or agent, or provide any other services or have officers, who serve as directors, either to/for the issuer, the investment instrument itself or
to/for any company commercially or financially affiliated to such issuers. At any time, investment decisions (including whether to buy, sell or hold
securities) made by UBS and its employees may differ from or be contrary to the opinions expressed in UBS research publications. Some investments
may not be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying the risk to which
you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of information contained in one or more areas
within UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading is not suitable for every investor as there is a substantial
risk of loss, and losses in excess of an initial investment may occur. Past performance of an investment is no guarantee for its future performance.
Additional information will be made available upon request. Some investments may be subject to sudden and large falls in value and on realization
you may receive back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on
the price, value or income of an investment. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel,
sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market information.
Different areas, groups, and personnel within UBS Group may produce and distribute separate research products independently of each other. For
example, research publications from CIO are produced by UBS Global Wealth Management. UBS Global Research is produced by UBS Investment
Bank. Credit Suisse Global CIO Office Research is produced by Credit Suisse Wealth Management. Credit Suisse Securities Research is
produced by Credit Suisse operating under its Securities Research function within the Investment Banking Division. Research methodologies and
rating systems of each separate research organization may differ, for example, in terms of investment recommendations, investment horizon,
model assumptions, and valuation methods. As a consequence, except for certain economic forecasts (for which UBS CIO and UBS Global Research
may collaborate), investment recommendations, ratings, price targets, and valuations provided by each of the separate research organizations may
be different, or inconsistent. You should refer to each relevant research product for the details as to their methodologies and rating system. Not all
clients may have access to all products from every organization. Each research product is subject to the policies and procedures of the organization
that produces it.
The compensation of the analyst(s) who prepared this report is determined exclusively by research management and senior management (not
including investment banking). Analyst compensation is not based on investment banking, sales and trading or principal trading revenues, however,
compensation may relate to the revenues of UBS Group as a whole, of which investment banking, sales and trading and principal trading are a part.
Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide legal or tax advice and
makes no representations as to the tax treatment of assets or the investment returns thereon both in general or with reference to specific client's
circumstances and needs. We are of necessity unable to take into account the particular investment objectives, financial situation and needs of
our individual clients and we would recommend that you take financial and/or tax advice as to the implications (including tax) of investing in any
of the products mentioned herein.
This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing UBS expressly prohibits
the distribution and transfer of this material to third parties for any reason. UBS accepts no liability whatsoever for any claims or lawsuits from any
third parties arising from the use or distribution of this material. This report is for distribution only under such circumstances as may be permitted by
applicable law. For information on the ways in which CIO manages conflicts and maintains independence of its investment views and publication
offering, and research and rating methodologies, please visit www.ubs.com/research-methodology. Additional information on the relevant authors
of this publication and other CIO publication(s) referenced in this report; and copies of any past reports on this topic; are available upon request
from your client advisor.
Important Information About Sustainable Investing Strategies: Sustainable investing strategies aim to consider and incorporate
environmental, social and governance (ESG) factors into investment process and portfolio construction. Strategies across geographies approach
ESG analysis and incorporate the findings in a variety of ways. Incorporating ESG factors or Sustainable Investing considerations may inhibit UBS’s
ability to participate in or to advise on certain investment opportunities that otherwise would be consistent with the Client’s investment objectives.
The returns on a portfolio incorporating ESG factors or Sustainable Investing considerations may be lower or higher than portfolios where ESG
factors, exclusions, or other sustainability issues are not considered by UBS, and the investment opportunities available to such portfolios may differ.
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External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External Asset Manager or
an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset Manager or the External Financial Consultant
and is made available to their clients and/or third parties.
USA: Distributed to US persons only by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland AG, UBS
Europe SE, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V., UBS SuMi TRUST Wealth
Management Co., Ltd., UBS Wealth Management Israel Ltd and UBS Menkul Degerler AS are affiliates of UBS AG. UBS Financial Services
Inc. accepts responsibility for the content of a report prepared by a non-US affiliate when it distributes reports to US persons. All
transactions by a US person in the securities mentioned in this report should be effected through a US-registered broker dealer
affiliated with UBS, and not through a non-US affiliate. The contents of this report have not been and will not be approved by any
securities or investment authority in the United States or elsewhere. UBS Financial Services Inc. is not acting as a municipal advisor to
any municipal entity or obligated person within the meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor
Rule") and the opinions or views contained herein are not intended to be, and do not constitute, advice within the meaning of the
Municipal Advisor Rule
For country information, please visit ubs.com/cio-country-disclaimer-gr or ask your client advisor for the full disclaimer.
Additional Disclaimer relevant to Credit Suisse Wealth Management
You receive this document in your capacity as a client of Credit Suisse Wealth Management. Your personal data will be processed in accordance
with the Credit Suisse privacy statement accessible at your domicile through the official Credit Suisse website https://www.credit-suisse.com. In
order to provide you with marketing materials concerning our products and services, UBS Group AG and its subsidiaries may process your basic
personal data (i.e. contact details such as name, e-mail address) until you notify us that you no longer wish to receive them. You can optout from
receiving these materials at any time by informing your Relationship Manager.
Except as otherwise specified herein and/or depending on the local Credit Suisse entity from which you are receiving this report, this report is
distributed by Credit Suisse AG, authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA). Credit Suisse AG is a UBS
Group company.
Version C/2023. CIO82652744
© UBS 2023.The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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