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INTRODUCTION 

Traditionally, retirement asset allocations have relied on the characteristics 
of two assets: stocks and bonds.  In general, stocks fuel returns during the 
accumulation of retirement assets, while bonds hedge the risk of loss during 
the decumulation/distribution of assets in retirement. 

However, this framework may not be as effective in the future as it has been 
in the past.  This paper will analyze the current challenges facing existing 
retirement models and provide potential solutions for future retirement 
risk management. 

Part I: Bonds Are Breaking 
• Bonds are critically challenged, and their future outlook has 

deteriorated dramatically.   
• Due to a variety of macroeconomic factors, evidence suggests that 

bonds may no longer be effective hedges to equity volatility. 
• Bonds are projected to have significantly lower future returns relative 

to their historical performance, which will likely pose a substantial drag 
on portfolios in the future. 

Part II: Form a New Foundation Built With Buffers 
• Cboe Vest has developed two strategies for retirement risk 

management that utilize the contractual certainty of stock options to 
achieve a desired level of risk while deriving underlying returns from 
“buffered” stock exposure. 

Part III: Reengineering Retirement Portfolios With Buffers 
• Combining the two strategies has the potential to provide better 

hedging qualities relative to bonds, as well as lower volatility relative to 
stocks.  

• Given that current capital market assumptions indicate that stocks will 
provide lower returns with higher volatility in the future, the strategies 
may capture most of the upside of stocks while hedging excess 
volatility. 

• In short, these buffer strategies may offer an effective potential 
solution to low bond returns and increased risks from high stock 
allocations within existing retirement glide paths.  
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The Percentage of Retirement Assets Allocated to Stocks Declines Over Time
This Forms the Basis of a Retirement Glide Path

 

PART I: BONDS ARE BREAKING 
BONDS HAVE BEEN THE BEDROCK OF RETIREMENT 
RISK MANAGEMENT 

A successful retirement plan requires an effective 
asset allocation.  Risk and return must be carefully 
balanced in order to attain a desired outcome.   

Traditionally, asset allocations have centered on the 
characteristics of two assets: stocks and bonds.  In 
general, stocks fuel returns during the accumulation of 
retirement assets, while bonds hedge the risk of loss 
during the decumulation/distribution of assets in 
retirement.  The percentage of the portfolio allocated 
to each asset changes over time. Early in the 
accumulation phase of a retirement plan, a high 
percentage of the portfolio is allocated to stocks. As an 
individual nears retirement, the percentage of stock 
holdings steadily declines as an incrementally greater 
percentage of the portfolio is allocated to bonds.  

When displayed graphically, the “path” that stock 
allocations follow appears to “glide” downwards over 
time, thus the term “glide path.”  In essence, the 
retirement glide path is an expression of a typical 
individual’s risk tolerance over time (see Figure 1).  

 
FIGURE 1: HYPOTHETICAL GLIDE PATH 

 
 

 
 

 

 
 
 
While retirement assets have typically been allocated to 
stocks and bonds, adding a new risk management 
strategy has the potential to improve the current 
balance of risk and return.  Risk management strategies 
that use options to offer exposure to “buffered” stock 
returns can provide a risk/return profile that falls 
between stocks and bonds.  These strategies have the 
potential to offer better hedging qualities and improved 
returns relative to bonds, as well as lower volatility 
relative to stocks.   

THE BOND BEDROCK IS BREAKING DOWN 
AMID SEISMIC SHIFTS IN MACROECONOMICS 

For the better part of the past half-century, bonds have 
effectively hedged stock declines during waves of 
market volatility and provided relatively consistent 
annualized returns greater than 3%. These two factors 
have helped bonds balance portfolios without dragging 
down performance, making them a staple in nearly every 
retirement portfolio.  

 

Pre-Retirement Post-Retirement 
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However, bonds are now critically challenged and 
their future outlook has deteriorated dramatically.  
Due to a variety of macroeconomic factors, there is 
now ample evidence to suggest that bonds will no 
longer be effective hedges to equity volatility, nor will 
they provide future annualized returns that exceed 
3%.  

CORRELATION CHALLENGES 

Historically, bonds have been viewed as a “safe haven” 
during periods of volatility and selloffs in the stock 
market. When stock prices declined, investors often 
flocked to the perceived safety of bonds, causing their 
prices to move inversely to those of stocks. This 
negative correlation between stocks and bonds has 
long been a reliable maxim in asset allocation and has 
provided a critical ballast for portfolios during periods 
of volatility.  

However, the strength and consistency of this 
relationship has been eroded significantly as stocks 
and bonds are increasingly moving in the same 
direction, continuing to trend toward positive rather 
than negative correlation (see Figure 2). Notably, 
during the recent pullback induced by the COVID-19 
pandemic, bonds declined alongside stocks, revealing 
the tenuous and increasingly positive correlation that 
bonds now have with stocks (see Figure 3). 

 

YIELD/DURATION HEADWINDS 

Apart from the correlation breakdown, the secular 
decline in long-term bond yields and the rise in 
duration are, by and large, the reason bonds have lost 
much of their former luster. For the better part of the 
last 30 years, prices rose relatively unabated as falling 
long-term yields powered a secular bull market in 
bonds. Due to their inverse relationship, bond prices 
rise when yields fall.  Bond prices have largely tracked 
the fall in long-term yields as represented by the 
declining 10-year Treasury benchmark yield (see 
Figure 4). However, yields have fallen so far and so 
near 0% that there is simply not much room for bond 
prices to rise any further. In other words, the steam 
that fueled this bull market in bonds is all but 
exhausted.  With yields near 0%, the risks remain to 
the downside for bonds. 

 

 

 

 

FIGURE 2: CORRELATION CHALLENGES  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

FIGURE 3: PANDEMIC PERFORMANCE 
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Separately, as yields have fallen, the average duration 
on bonds has increased significantly. As a measure of 
interest rate sensitivity, duration is a critical gauge for 
bond risk. The longer its duration, the greater the risk 
a bond faces when interest rates change. A popular 
method to measure duration risk is the yield-to-
duration ratio, which gauges how much bond investors 
are compensated in relation to the duration risk they 
assume. That ratio is currently at its lowest level ever, 
indicating that bonds are overexposed to the risk of 
rising interest rates and yields (see Figure 5). It is 
important to note that the inverse relationship 
between bond prices and yields cuts both ways; the 
same dynamic that fueled the bull market in bonds has 
the ability to fuel a bear market as well. 

RISK/RETURN AT ITS WORST 

In short, the current risk/return profile for bonds is 
arguably at its worst, a dynamic that is not likely to 
change in the near future. This diminished outlook is 
reflected in the future expected returns (or “capital 
market assumptions”) utilized by major institutions 
and asset managers.i Bonds are now projected to have 
significantly lower future returns relative to their 
historical performance, which will likely pose a 
substantial drag on portfolios in the future (see Figure 
6). Coupled with their increasingly ineffective hedging 
qualities, the justification for holding bonds is 
becoming more and more tenuous. Asset allocations 
within retirement portfolios will need to be adjusted 
accordingly to effectively navigate this new normal.  

 

FIGURE 6: BOND CAPITAL MARKET ASSUMPTIONS 

 

 

 

 

 

 

 

 

 

 

 

FIGURE 4: BONDS ARE RUNNING OUT OF STEAM 

 

 

 

 

 

 

 

 

 

 

 

 

FIGURE 5: HIGH DURATION/LOW YIELDS ADD RISK 
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PART II: BUILD WITH BUFFERS 
FORMING A NEW FOUNDATION FOR RETIREMENT RISK 
MANAGEMENT 

Adding alternative risk management strategies to the 
traditional stock/bond allocation may be a compelling 
solution to the current challenges facing bonds.  To this 
end, Cboe Vest has developed two strategies for 
retirement investors that utilize the contractual 
certainty of stock options to achieve a desired level of 
risk while deriving underlying returns from “buffered” 
stock exposure.     

Cboe Vest is a pioneer of the buffer strategy and target 
outcome investments; the firm currently manages or 
advises billions in buffered investments. (Read more at 
cboevest.com/buffer-strategy.)  

CONSERVATIVE BUFFER 

The first strategy is a “conservative buffer” that 
offers a risk/return profile that is relatively similar 
to bonds. By utilizing a portfolio of options on a 
semiannual basis, the strategy provides an outcome 
that protects against losses in the SPDR S&P 500 
ETF (SPY) up to 20% and participates equally in any 
losses of more than 20%. The strategy participates 
in SPY returns up until a cap. 
 
Based on a historical back-test of available data 
since 2006, the strategy offers a risk/return profile 
that is roughly comparable to that of bonds (see 
Figure 7). However, the strategy has the potential to 
significantly outperform the future expected 
returns on bonds, given that its performance is tied 
to the underlying returns of stocks. This strategy is 
uniquely positioned to capture the relatively higher 
returns provided by stocks with lower risk, while 
offering exposure to options that have the potential 
to provide a more reliable hedge against stock 
volatility than bonds could provide.  

MODERATE BUFFER 

The second strategy is a “moderate buffer” that 
offers comparable returns to stocks with relatively 
lower risk. By utilizing a portfolio of options on a 
quarterly basis, the strategy provides an outcome 
that participates in SPY losses up to -5% and 
protects against any further losses up until a floor of 
-20%. The strategy provides participation in SPY 
returns up until a cap.   

 
 
 
 
 
Based on a historical back-test of available data from 
2006 to 2021, the strategy offers similar returns to 
stocks with significantly less volatility (see Figure 8). This 
strategy may be a viable way to access the relatively 
higher returns offered by stocks while hedging additional 
risk and volatility.  Additionally, based on current capital 
market assumptions that anticipate lower stock returns 
and higher volatility in the future, the strategy may 
effectively capture most of the upside of stocks and 
hedge excess volatility. 
 
FIGURES 7 & 8: CONSERVATIVE/MODERATE 20% BUFFERS 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



FOR FINANCIAL PROFESSIONAL USE ONLY - NOT INTENDED FOR DISTRIBUTION SEPTEMBER 2021 • 6 

 

 

30%

40%

50%

60%

70%

80%

90%

100%

2065 2060 2055 2050 2045 2040 2035 2030 2025 2020 2015 2010

Glide Path Benchmark
Average Equity Allocations by Target-Date Fund

Current Average

10 Years Ago

Source: Vanguard, Fidelity, T. Rowe Price, BlackRock, American Funds, as of 31 July 2021.

17.65%

14.84%

10.73%

8.61%
9.76%

10.73%

6.20% 6.60% 6.90% 7.10% 7.20% 7.30%

0%

5%

10%

15%

20%

5 10 15 20 25 30

Future Expected Returns on US Stocks Are Lower With More Volatility
Expected Return by Time Horizon (Years)

Historic Returns Future Expected Returns

Source: Bloomberg, BlackRock, as of 31 July 2021.i

PART III: REENGINEERING 
RETIREMENT PORTFOLIOS 
TARGET-DATE RETIREMENT FUNDS 

One of the most widely recognizable forms of a glide 
path in practice is a “target-date fund.”  As its name 
suggests, this type of fund “targets” a prospective 
retirement date and adjusts its asset allocation 
accordingly over time. This approach affords 
investors the simplicity of selecting funds that 
match the approximate date of their desired 
retirement. 

The largest managers in the target-date fund space 
are Vanguard, Fidelity, T. Rowe Price, BlackRock, 
and American Funds. At $2.1 trillion, these 
managers account for 78.3% of all target-date funds 
by assets. When taken as a collective average, their 
target-date allocations effectively serve as an 
industry-wide glide path “benchmark” and a useful 
basis for analysis (see Figure 9).  

To compensate for the performance shortfall 
caused by the lower expected returns on bonds, 
managers have increased allocations to stocks. In 
Figure 9, current average stock allocations are 
compared against the equivalent average stock 
allocation 10 years ago. Average stock allocations 
have drifted higher over time. Today, the average 
stock allocation is roughly 4% higher in target-date 
funds that are 15-40 years from the typical 
retirement age (65).   
 
FIGURE 10: STOCK CAPITAL MARKET ASSUMPTIONS 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

While expected returns on stocks remain higher than 
bonds, the variability of their returns is much greater 
(see Figure 10). In general, this has contributed to glide 
paths that now carry relatively more risk.  Should 
stocks experience a substantial decline over the 
course of a glide path, these higher stock allocations 
may contribute to greater drawdowns, which can 
severely impact the efficacy of a portfolio that is near 
retirement. 
 
FIGURE 9: GLIDE PATH EVOLUTION
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REENGINEERING RETIREMENT RISK MANAGEMENT 
WITH BUFFERS  

 
By blending the two conservative and moderate buffer 
strategies over the course of a retirement glide path, 
managers may be able to obtain better risk-adjusted 
returns relative to current allocations. The 
conservative buffer strategy has the potential to offer 
returns that are higher than the relatively low future 
expected returns on bonds with better hedging 
properties.  Meanwhile, the moderate buffer strategy 
has the potential to provide comparable returns to 
stocks with significantly less volatility.   
 
While they can be used in any combination that fits a 
particular portfolio, the proposed allocations below 
outline a general framework to incorporate the 
conservative and moderate buffer strategies within a 
typical retirement glide path. Under this framework, 
percentage allocations to the conservative and 
moderate buffer strategies are incrementally 
introduced as a substitute to corresponding 
percentage allocations to bonds and stocks, 
respectively.  
 
FIGURE 11: CURRENT GLIDE PATH FRAMEWORK 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

Beginning 25 years before retirement, portfolio assets 
are incrementally allocated to both buffer strategies 
every year until retirement. Upon retirement, the 
allocation of assets is equally split between stocks (25%), 
bonds (25%), moderate buffer (25%), and conservative 
buffer (25%). After the portfolio reaches the target 
retirement age date, half of each stock/bond allocation is 
split between moderate/conservative buffer strategies 
(i.e., a benchmark allocation of 60% bonds is split 30% to 
bonds and 30% to conservative buffer, and a benchmark 
allocation of 40% stocks is split 20% to stocks and 20% 
to moderate buffer). 
 
Based on a historical back-test of available data from 
2006 to 2021, introducing the buffer strategies under 
this framework yields comparable returns with less risk 
relative to the current benchmark. In short, these 
allocations to buffer strategies yield better risk-adjusted 
returns at every stage of the retirement glide path, from 
25 years from retirement to 10 years into retirement 
(see Figures 11-13). 
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FIGURE 12: REENGINEERED GLIDE PATH FRAMEWORK 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
FIGURE 13: SHARPE RATIOS 
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CONCLUSION 
While these back-tested results based on historical 
data are compelling, the value of these buffer 
strategies lies in their future potential to deliver higher 
returns relative to bonds and lower risk relative to 
stocks. If bonds and stocks ultimately perform in line 
with current expectations and capital market 
assumptions, the conservative buffer strategy has the 
potential to significantly outperform bonds, and the 
moderate buffer strategy has the potential to deliver 
comparable stock returns with less volatility. Given 
that current capital market assumptions indicate that 
stocks will provide lower returns with higher volatility 
in the future, the strategies may effectively capture 
most of the upside of stocks and hedge excess 
volatility. 

The traditional asset allocation framework, which 
relies primarily on bonds for risk management, may 
prove to be inadequate for retirement portfolios in the 
future.  On the other hand, the buffer retirement risk 
management framework may prove to be a more 
suitable option for the future macroeconomic 
environment and a more effective solution to the 
current challenges facing bonds and stocks. 
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DISCLAIMER 
The information and views expressed in this document may be subject to change.  

The back-tested data and performance contained herein does not represent actual performance and should not be interpreted as an indication of 
actual performance. Both indexes and the historically back-tested performance of indexes are designed to represent a hypothetical options strategy. 
It is not possible to invest directly in an index. The trading strategies retroactively applied were not available during the entirety of the periods 
presented.  

There are significant limitations inherent in hypothetical results, particularly that model returns do not reflect actual trading and may not reflect the 
effect that material economic and market factors may have on the adviser's decision-making when using the performance to actually manage client 
funds. Furthermore, economic and market factors may have materially impacted performance results for the aforementioned period(s). Such factors 
could include a different economic cycle, volatility regime, levels of inflation, geopolitical conditions, and level and rate of change of short and long-
term interest rates.  

The actual performance in select accounts, such as those in mutual funds or ETFs that seek to deliver the performance of a strategy or index, has been 
materially less than the hypothetical results for the same period. Furthermore, the performance does not take into account transaction costs and the 
skill of the portfolio management team of Cboe Vest (“the Adviser”) in replicating the index, or of any tax consequences. Transaction costs and taxes 
for strategies could be significantly higher than transaction costs for a passive strategy of buying-and-holding stocks. Advisors should consult tax 
experts as to how taxes affect the outcome of contemplated transactions. Advisors looking to invest in the strategy/index should also discuss possible 
timing and liquidity issues. The actual performance of any fund during the period shown could be significantly different from the historical back-tested 
performance provided. Past performance does not guarantee future results. 

The investment is not insured by the Federal Deposit Insurance Corporation. This investment is not a deposit or other obligation of, or guaranteed by, 
the bank. The strategy is subject to investment risks, including possible loss of the principal amount invested. 

By providing this information, Cboe Vest is not undertaking to give advice in any fiduciary capacity within the meaning of ERISA, the Internal Revenue 
Code, or any other regulatory framework. Financial professionals are responsible for evaluating investment risks independently and exercising 
independent judgment to determine whether investments are appropriate for their clients. 

The strategies discussed in this document are sophisticated investments and involve the use of options. Equity and options markets are volatile, and 
there can be no assurance that investors will earn a profit. It should be noted that options strategies are constantly being developed and that some of 
the risks of new options products and strategies do not become apparent until there has been significant experience in trading and using them. 
Accordingly, you should be aware that there is a risk in newness, particularly if the new option or strategy is complicated or complex, that cannot always 
be identified or described.   

You should also be aware that not all options strategies will be suitable for your investment purposes and that certain strategies may expose you to 
significant potential losses. As with any investment strategy, there is the risk of losing some or all of your investment. 

Past performance is not a guarantee of future results, and current performance may be higher or lower than the performance quoted. Investment 
returns and principal value will fluctuate, and shares, when sold or redeemed, may be worth more or less than their original cost. 

IMPORTANT: Historical Simulated Index and Back-Tested Returns. Past Performance Does Not Guarantee Future Results. 

The MerQube US Large Cap Conservative Buffer 20 Index (“MQUSCB20”). Launch Date: 5/13/2021.  

MerQube US Large Cap Moderate Buffer 20 Index (“MQUSMB20”). Launch Date: 5/13/2021.  

S&P Total Market Index (“SPTMI”). Launch Date: 3/27/2006. 

S&P 500 Index (“SPX”). Launch Date: 1/1/1957. 

Markit iBoxx USD Liquid Investment Grade Index (“IBOXIG”). Launch Date: 12/31/1998. 

Bloomberg Barclays US Aggregate Bond Index (“LBUSTRUU”). Launch Date: 1/1/1986.  

SPDR S&P 500 ETF (“SPY”). Inception Date: 1/22/1993. 

Target Outcome Investment and TOI are trademarks of Cboe Vest Financial. 
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