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Facing sequence of returns risk

On the journey of investing there are potential headwinds you may face. One that should 
not be overlooked is the timing of poor investment returns. This risk is known as sequence 
of returns, which refers to the impact that the order and timing of investment returns has 
on an investor’s portfolio. 

Why is understanding this risk important? Because based on when returns occur, 
your retirement outcomes could change quite significantly, especially after factoring in 
withdrawals. Being prepared for downturns is a critical “point of protection” investors need 
to factor into their retirement strategy.

Let’s look at a hypothetical example of two retirees and their experience:

• Elizabeth and Michael both retire with $100,000.

• Both took annual withdrawals of 4% based on initial investment, adjusted for 3% 
inflation annually.

• Both experienced the same 6.09% average internal rate of return over the period, but 
the order (sequence) in which they experienced those returns was exactly opposite.1

Hypothetical scenario highlights1

Year
Elizabeth’s 

hypothetical positive 
return sequence

Hypothetical 
account value with 

withdrawals

Michael’s 
hypothetical negative 

return sequence

Hypothetical 
account value 

with withdrawals

1 9.90% $105,504.00 -17.50% $79,200.00

2 25.90% $127,642.46 -13.30% $65,094.36

3 17.60% $145,117.05 -8.60% $55,617.59

4 6.60% $150,035.39 9.60% $56,166.37

5 14.10% $166,053.56 -9.80% $46,601.23

6 -19.70% $129,617.42 12.10% $47,041.79

7 -1.80% $122,594.07 13.10% $47,802.37

8 16.20% $136,737.86 18.40% $50,773.33

9 8.60% $142,994.46 6.00% $48,448.62

10 9.90% $151,415.13 -8.30% $39,641.48

11 -0.30% $145,601.35 18.40% $40,570.72

12 26.60% $177,321.54 7.20% $37,556.22

13 15.90% $198,905.84 -3.70% $30,674.61

14 23.60% $238,587.19 -1.00% $24,552.47

15 16.90% $271,835.56 13.00% $20,907.39

16 13.00% $300,132.17 16.90% $17,155.68

17 -1.00% $290,776.21 23.60% $13,270.75

18 -3.70% $273,650.72 15.90% $7,718.20

19 7.20% $286,053.54 26.60% $1,150.12

20 18.40% $330,382.78 -0.30% $0B

21 -8.30% $296,336.20 9.90% $0

22 6.00% $306,228.72 8.60% $0

23 18.40% $353,500.14 16.20% $0

24 13.10% $390,880.15 -1.80% $0

25 12.10% $429,061.60 -19.70% $0

26 -9.80% $379,459.21 14.10% $0

27 9.60% $406,432.80 6.60% $0

28 -8.60% $363,358.55 17.60% $0

29 -13.30% $307,097.33 25.90% $0

30 -17.50% $245,578.63A 9.90% $0

Past performance is not indicative of future results.

A For Elizabeth, the market downturn occurred at the end of her retirement, and 
her ending balance was nearly two and a half times her initial investment.

B Michael experienced the downturn right at the beginning of his retirement and 
ran out of money after just 20 years!

It’s not just the average return that matters—it’s also the sequence, 
or order, in which you experience those returns that can significantly 
impact your retirement results.

1 This is a hypothetical mathematical example and is used to demonstrate how sequence of returns works. The returns shown are based on hypothetical down- and up-market return scenarios and do not reflect any particular time 
periods, any specific annuity, any actual account value, any fees, charges, taxes, or the performance of any investment. Numbers sourced from PGIM, “Expect the unexpected: Be prepared for any sequence of returns.” The average 
internal rate of return of 6.09% is based on an average balanced portfolio of 52%/48% Standard and Poor’s 500® Index Price Returns/Bloomberg Barclays U.S. Aggregate Bond Index Total Return USD between 1993 – 2022.
Assumes an initial withdrawal of 4% based on the initial investment of $100,000 (or $4,000). That $4,000 is then adjusted annually for 3% inflation.
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Limiting losses may help improve outcomes

Let’s look at Michael’s scenario again. He had a portfolio of $100,000 with 4% 
annual withdrawals based on the initial investment, which was adjusted for 3% 
inflation annually. Due to the sequence of his returns, he then ran out of money 
by year 20. What if Michael protected a percentage of his assets (protected 
percentage) with a strategy that could have helped limited his losses in all years 
and even experienced positive returns in some of those down markets?

If Michael allocated this “protected percentage” to an annuity, it could help 
reduce the impact of market volatility and provide a reliable stream of income in 
retirement. Annuities can offer different features, benefits, and levels of protection, 
and in exchange for downside protection, there may not be 100% participation in 
market growth.

In this example, let’s assume Michael has chosen a level of downside protection of 
15% where growth is limited to 14%. Let’s see how his outcome could improve.2

Michael’s results with a level of downside protection1,3

Year
Michael’s 
hypothetical negative 
return sequence

Hypothetical 
account value with 
withdrawals

Michael’s hypothetical 
negative return sequence with 
15% level of protection1

Hypothetical 
account value with 
withdrawals

1 -17.50% $79,200.00 -2.50%A $93,600.00

2 -13.30% $65,094.36 0.00% $89,480.00

3 -8.60% $55,617.59 0.00% $85,236.40

4 9.60% $56,166.37 9.60% $88,628.58

5 -9.80% $46,601.23  0.00% B $84,126.54

6 12.10% $47,041.79 12.10% $89,107.67

7 13.10% $47,802.37 13.10% $95,378.88

8 18.40% $50,773.33  C 14.00% $103,123.70

9 6.00% $48,448.62 6.00% $103,940.02

10 -8.30% $39,641.48 0.00% $98,720.93

11 18.40% $40,570.72 14.00% $106,413.60

12 7.20% $37,556.22 7.20% $108,139.78

13 -3.70% $30,674.61 0.00% $102,436.74

14 -1.00% $24,552.47 0.00% $96,562.60

15 13.00% $20,907.39 13.00% $102,278.84

16 16.90% $17,155.68 14.00% $109,493.54

17 23.60% $13,270.75 14.00% $117,505.18

18 15.90% $7,718.20 14.00% $126,418.92

19 26.60% $1,150.12 14.00% $136,354.47

20 -0.30% $0 0.00% $129,340.44

21 9.90% $0 9.90% $134,205.48

22 8.60% $0 8.60% $137,666.04

23 16.20% $0 14.00% $148,201.85

24 -1.80% $0 0.00% $140,307.50

25 -19.70% $0 -4.70% $125,964.04

26 14.10% $0 14.00% $134,051.38

27 6.60% $0 6.60% $133,703.06

28 17.60% $0 14.00% $142,292.41

29 25.90% $0 14.00% $151,780.40

30 9.90% $0  9.90% D $156,447.20

Past performance is not indicative of future results.

A In year one, Michael experienced a 17.5% loss. However with a 15% 
level of protection he would have only realized a loss of 2.5%.

B In periods where there are losses similar to year five, the 15% level of 
protection would have covered it, so Michael’s account would have 
experienced no loss.

C There are several years, similar to year eight, where Michael’s growth 
would have been limited to 14% in exchange for the level of downside 
protection in the negative years.

D With the help of the 15% level of protection, Michael changed the path 
of his retirement. Instead of running out of money by year 20, he would 
have ended up with $156,447, even after taking over $190,000 in 
withdrawals over the 30-year period.

You can’t control what market you may retire into. Talk to your 
financial professional to see how an annuity can help you 
protect your life’s work.

1  This is a hypothetical mathematical example and is used to demonstrate how sequence of returns works. The returns shown are based on hypothetical down- and up-market return scenarios and do not reflect any particular time periods,  
any specific annuity, any actual account value, any fees, charges, taxes, or the performance of any investment. Numbers sourced from PGIM, “Expect the unexpected: Be prepared for any sequence of returns.” The average internal rate of 
return of 6.09% is based on an average balanced portfolio of 52%/48% Standard and Poor’s 500® Index Price Returns/Bloomberg Barclays U.S. Aggregate Bond Index Total Return USD between 1993 – 2022.

2  Includes an upside limit on growth of 14% based on downside protection option of 15%. The limit on upside growth based upon the average of the top five selling indexed variable annuities utilizing the S&P 500® Index, annual point-to-
point crediting method, and no explicit fee charged, as of October 2024. Note: Features, charges, fees, levels of protection, and limits on upside growth vary by product and are subject to change. 

3 Levels of downside protection limit the amount of negative index credit applied to an account. The level of downside protection is the amount of the protected negative return. The level of downside protection availability varies by product. 
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It is important to note that, in the event of an extended, high-performing market, an indexed annuity product which limits upside growth potential may underperform products which do not offer levels of protection but have 
no upside limits.
Investors should consider the features of the contract and the underlying portfolios’ investment objectives, policies, management, risks, and charges and expenses carefully before investing. This and other 
information is contained in the prospectus, which can be obtained from your financial professional. Please read the prospectus carefully before investing.
It is possible to lose money by investing in securities.
Issuing companies are located in Newark, NJ (main office). Variable 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.
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 clients 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. You should carefully consider your 
financial needs before investing in annuity products and benefits.
Index-linked variable annuity products are complex insurance and investment vehicles and are long-term investments designed for retirement purposes.  There is risk of loss of principal if negative index returns exceed the selected protection 
level. As gains or losses are assessed at the end of each term, index credit is only received if the strategy is held full term, and no withdrawals are taken.  Early withdrawals may result in a loss in addition to applicable surrender charges.  Please 
reference the prospectus for information about the levels of protection available and other important product information.
Withdrawals and distributions of taxable amounts are subject to ordinary income tax and, if made prior to age 59  ½, may be subject to a 10% additional tax. Withdrawals reduce the Account Value. We do not provide tax, accounting, or legal advice. 
You should consult your own independent tax advisors.
The S&P 500® Index is a product of S&P Dow Jones Indices LLC (“SPDJI”), and has been licensed for use by Pruco Life Insurance Company.  Standard & Poor’s®, S&P ® and S&P 500® are registered trademarks of Standard & Poor’s Financial Services 
LLC (“S&P”); Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”); and these trademarks have been licensed for use by SPDJI and sublicensed for certain purposes by Pruco Life Insurance Company. Pruco Life 
Insurance Company’s Product(s) is not sponsored, endorsed, sold or promoted by SPDJI, Dow Jones, S&P, their respective affiliates, and none of such parties make any representation regarding the advisability of investing in such product(s) nor do 
they have any liability for any errors, omissions, or interruptions of the S&P 500® Index.
It is not possible to invest directly in an index.
All guarantees including the benefit payment obligations arising under the annuity contract guarantees, any index strategy crediting, or annuity payout rates are backed by the claims-paying ability of the issuing company.
An annuity is a long-term investment designed for retirement purposes. 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.
© 2025 Prudential Financial, Inc. and its related entities. Prudential, the Prudential logo, and the Rock symbol are service marks of Prudential Financial, Inc. and its related entities, 
registered in many jurisdictions worldwide.
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