How to Use Annuities to Rescue Your Nest Egg
Traditional investing wisdom tells investors to move assets out of stocks and into bonds as they approach their retirement date. 

But in today’s volatile market environment - where even bonds can see sharp price decreases - savvy retirees may want to consider investments that offer guaranteed income no matter what happens in the market.

One option is annuities, which are contracts between investors and insurance companies. 

Typically, an investor will pay the insurance company a large lump sum in return for the insurance company providing a stream of monthly or annual checks for a specific period of time or for life. Some annuities, called fixed annuities, provide a fixed stream of income. Others, called variable annuities, provide a stream of income that fluctuates with the stock market.

When markets are volatile, the popularity of fixed annuities typically surges. For example, total fixed-annuity sales were $105.1 billion in 2009, just 2% less than the record high set in 2008, according to the Insured Retirement Institute and Beacon Research.

That’s understandable, because fixed annuities provide a measure of protection against market volatility. But some investors might not want to be locked into a fixed annuity. That’s because once you buy one, it can be expensive or impossible to change your mind. 

Many annuities have a lockup period during which customers can’t move their money elsewhere without paying a surrender fee. This lockup period can be as long as 20 years, and the surrender fees can be significant.

One option for investors who are wary of settling on a fixed rate forever is to put assets into both types of annuities - one that pays a fixed rate and another whose return fluctuates. That way you receive a measure of protection with the potential for growth when markets perform well. It may just be the best of both worlds.

