The Pros and Cons of Fixed and Variable Annuities
Fixed annuities are widely considered to be safer than variable annuities in today’s volatile market. But is that true?

To find out, let’s first review the difference between fixed and variable annuities.

With a fixed annuity, you deposit money with an insurance company. In exchange, the insurance company agrees to make regular payments of a certain amount of money over a specified period of time. It’s called a fixed annuity because the payment is fixed.

With a variable annuity, you also deposit a certain amount of money with an insurance company. However, that money is invested in one or more subaccounts, which can own stocks and/or bonds. The payment you receive depends on the performance of the investments in the subaccount. It’s called a variable annuity because the payment varies.

As far as safety, then, the difference between investing in a fixed annuity and a variable annuity is essentially the difference between investing in a certificate of deposit (CD) and a mutual fund. The fixed annuity provides more security of principal than the variable annuity does, but it has limited return potential. 

Consequently, the variable annuity has more short-term volatility than the fixed annuity, since the value of your investment will fluctuate with the investments in the subaccount, but you could realize higher returns.

Of course, there are other considerations when investing in annuities, such as fees.
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