
Strategic Income from Downside Protected 
Life Insurance

Market volatility is a recurring challenge, with the most recent bull market ending in 2019, ushering in a 
period of volatility that continues to make clients nervous. For those still accumulating wealth, volatility 
presents risks and opportunities as retirees face the threat of depleting their portfolios too soon. Exiting 
the market in an attempt to avoid market losses is not a viable solution, and asset allocation can only 
do so much, making downside protection essential.

Individuals using life insurance products as part of their retirement planning strategy, however, can 
either stay in or enter the market with the comfort of some downside protection. For those in retirement, 
a well-structured life insurance strategy can avoid negative volatility while benefitting from market 
gains  — resulting in a more secure retirement outlook. Table 1, Volatility in Retirement, shows what 
volatility can do to a retirement portfolio.

Today’s insurance market offers three unique products that help mitigate some level of a market downturn 
while also offering some growth potential. They each have their own unique “value proposition” that 
may ultimately make one more suitable than the others for a specific client’s risk tolerance and other 
elements of their retirement planning.
• Whole Life: Guarantees a positive return each year with modest additional upside.
• Indexed Universal Life: Protects against market losses with growth linked to market performance 

subject to caps, spreads, or participation rates. Account values may decrease due to policy charges 
in certain years.

• Buffered Strategies in Variable Life: Absorbs some market losses before impacting client accounts, 
with typically higher growth caps than IUL. Policy charges could still reduce account values in years 
that trigger the buffer.

Insurance Solutions for Market Volatility

1Assumes a $2,000,000 initial account balance, income of $110,000 per year increasing 
by 1% per year.

Table 1: Volatility in Retirement1

While clients can position some of their assets in policies that provide downside protection, it could end 
up limiting upside potentials. These decisions require careful consideration based on the client’s risk 
tolerance and their retirement goals.  



For a younger client, a VUL that offers indexed or buffered strategies could be the most appropriate. 
This strategy takes time to develop, and clients in their 40s are ideal prospects because they would 
have enough time to use traditional subaccounts at policy inception, and then transition to indexed or 
buffered strategies as they near retirement. For older clients, one of the downside protected strategies 
might be more suitable since they may need to let the insurance policy mature a bit longer or allocate 
more capital to the strategy. 

Regardless of how those nuances play out, the end result is yet another powerful argument for the 
increased use of insurance products in the retirement planning process based on their unique risk/
reward profile and favorable tax treatment.

While there are many insurance solutions to choose from, the best product will vary depending on the 
client, their risk tolerance, and the rest of their portfolio. With the three product solutions that are 
mentioned here, there are some additional nuances to consider based on the age of the client at policy 
inception. 

Choosing the Right Insurance Strategy

2Assumes a 35% tax rate, Male, Preferred underwriting, age 45 at policy inception.

Table 2: The Impact of Downside Protected Assets2

Table 2 highlights the client’s superior outcome. By taking an equivalent, non-taxable distribution from 
a life insurance contract after a market downturn, the client maintains purchasing power with a portfolio 
value that exceeds $1.5MM through age 90. This is crucial in an era of elevated inflation and the 
spiraling cost of care later in life. However, two key questions remain: How should the strategy be 
funded, and which product type is most suitable? To match this outcome in a traditional portfolio, the 
client would need a starting account balance of $2,475,000 to support the desired income stream and 
end with $1,560,000 at age 90.

With that additional capital requirement in mind, it is then possible to project how much capital the 
three insurance strategy alternatives, Whole Life, Indexed UL and a Buffered VUL might require to 
achieve the outcome shown in Table 2.
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