
Weathering market downturns 
in target-date portfolios

Heightened market volatility is unsettling for 
any investor. Loss aversion means that the pain 
experienced from a market loss is often more 
acute than the satisfaction of an equivalent-sized 
market gain; however, markets can often rally 
even as uncertainty continues. And although 
the degree of volatility we’ve seen in 2022 is 
once again unsettling, historical data shows 
that market downturns often reward investors 
through higher long-term returns.
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As long-term investors ourselves, we’ve navigated 
volatile markets numerous times and seen firsthand 
how dire market outlooks can rebound quickly. 

Staying invested even during market downturns 
can give investors access to the often-large early 
gains of an inevitable market upswing. Just as 
importantly, 401(k) investors who maintain their 
regular contributions often capitalize on falling 
stock prices, which can help to put them on a 
stronger footing in saving for retirement.

Target-date portfolio glide paths harness these 
principles by design, allocating investors’ regular 
contributions toward meaningful weightings in 
equities for the majority of a participant’s working 
life, eventually tapering off to balance risk and 
return potential as retirement approaches. We 
believe this approach makes target-date portfolios 
an ideal investment option for participants saving 
for retirement. 

In this paper, we explain why we think even target-
date investors approaching retirement can 
successfully weather market downturns, and how 
the design of our own glide paths helps make 
such an approach possible.

“History has shown us that a sharp market 
sell-off is typically followed by a rebound of 
a similar—if not greater—magnitude.”

Surviving a crisis: lessons 
from history
In times of severe market volatility, it’s important to remember 
that markets moving from peaks to troughs and back are a 
regular part of an economic cycle. Drawdowns are a relatively 
common market occurrence and may offer unique pricing 
opportunities to long-term investors making systematic 
contributions. History has shown us that a sharp market sell-off 
is typically followed by a rebound of a similar—if not greater—
magnitude, and the volatility of investment returns typically 
normalizes over time. 

Furthermore, bear markets often correct themselves reasonably 
quickly when viewed from the perspective of a long-term investor, 
particularly when you compare the length of a typical bear 
market to the length of a typical bull market. If we look at the bear 
markets that have occurred over the last 50 years or so, as 
shown below, we can see that all but two recovered within 2 
years, while the longest recovery—from the dot-com bubble—
took just over 5 years.

Participants who continue contributing to their 401(k)s during a 
downturn often find their cash contributions going further as 
stock prices get lower, enabling participants to buy more stocks 
that may add meaningfully to performance in a rebound.
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Peak Trough Recovery Days (trough 
to recovery)

Months Years

3/19/20 2/23/20 8/18/20 149 4.9 0.41

4/29/11 10/3/11 2/24/12 145 4.8 0.40

10/9/07 3/5/09 3/28/13 1,485 49.5 4.13

4/7/00 10/9/02 9/18/07 1,806 60.2 5.02

7/17/98 8/31/98 12/18/98 110 3.7 0.31

7/16/90 10/11/90 2/11/91 124 4.1 0.34

8/25/87 12/4/87 7/26/89 601 20.0 1.67

11/28/80 8/12/82 11/3/82 84 2.8 0.23

9/21/76 3/6/78 9/12/78 191 6.4 0.53

1/11/73 10/3/74 7/14/80 212 7.1 0.59

11/29/68 5/26/70 3/6/72 651 21.7 1.81

2/9/66 10/7/66 5/5/67 211 7.0 0.59

From trough to recovery: duration of bear markets since 1966

Source: Bloomberg, Manulife Investment Management, July 2022. Business cycles from 10/22/57 to 7/19/21 using the S&P 500 Index, which tracks the performance 

of 500 of the largest publicly traded companies in the United States. It is not possible to invest directly in an index. Past performance does not guarantee future results. 

Measuring the effect 
of drawdowns
In our own analysis using a representative glide path and 
performance over a time series of returns, we compared how 
a portfolio might perform during market drawdowns compared 
with a portfolio that may experience minimal drawdowns.

In the first scenario, we made no adjustments to the time 
series of historical returns. In other words, drawdowns of all 
magnitudes were measured. In the second scenario, we 
eliminated equity drawdowns of 10% or more. This means that 
we specifically eliminated deeper downside periods. The glide 
path and all contribution assumptions remained the same in 

both cases. The outcome was that the unadjusted return 
series—the one that included all drawdowns—resulted in a 
higher balance at retirement. Therefore, investors who continued 
investing through market drawdowns—even drawdowns in 
excess of 10%—benefited with higher returns 
over the long term. In fact, in simulated historical data, the 
longer downside periods persist, the more investors—who 
remain invested in the market—gain over the long term.
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The effect of drawdowns 
at different stages of the 
glide path 
While drawdowns can be seen as beneficial for most target-date 
portfolio investors, effects can differ depending on what stage of 
the glide path investors find themselves. 

For investors still in the accumulation phase and some years 
away from retirement, drawdowns tend to result in a better 
overall outcome. In fact, the deeper and longer the drawdown, 
the more gains investors are likely to make, assuming the market 
eventually bounces back to pre-drawdown levels, and as 
illustrated earlier, bear markets have rarely lasted for more than a 
few years. Provided the glide path maintains a reasonable equity 
balance and equity exposure isn’t significantly reduced during 
the downturn period, investors should ultimately benefit.

For those in the derisking phase of the glide path, the outcome is 
likely to be similar. This may sound surprising, but the fact is, 
even if the market falls while the glide path is reducing its equity 
allocation, that reduction doesn’t occur fast enough to make a 
significant impact. It’s worth noting that during some of the

Preretirement and postretirement glide paths

Source: John Hancock Investment Management, data as of 7/31/22. For illustrative purposes only. Not indicative of any portfolio.

largest equity market drawdowns, it’s often been necessary to 
add equity exposure to keep the target-date portfolio balanced 
and in line with the declining glide path.

A market downturn that occurs while a participant is on the cusp 
of, or already in, retirement is naturally a greater concern and 
risk to retirement wealth. Target-date portfolios can help manage 
these risks through the design of the glide path. This is where we 
believe a through retirement approach, where a portfolio remains 
actively invested at a moderate level beyond the anticipated 
retirement date, can offer meaningful benefits. Later, we show an 
example of a participant retiring into the 2007–2009 global 
financial crisis as still having sufficient opportunity to recoup 
losses when following an actively invested glide path approach 
through retirement.

The benefits of a through retirement approach are twofold: It 
allows participants to remain invested in growth assets for 
longer, thereby increasing the potential for continued 
accumulation within their portfolio. Secondly, and central to 
the thesis set out above, a through retirement approach also 
removes the danger of a cliff-edge pension in which participants’ 
assets are transferred to cash or an annuity at age 65, 
regardless of market conditions.
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• By 2007, the participant has accumulated $1 million in 
retirement savings and continues to add contributions of 
$500 monthly until retirement

• The participant retires in December 2008 and doesn’t 
require an income for 5 years

• Equity exposure immediately prior to retirement is 60%, 
reducing to 50% at retirement, and gradually reducing over 
10 years to stabilize at 25%

Asset allocation
Prior to 
retirement

At 
retirement

Equities 60% 50%

U.S. large cap 30% 25%

U.S. mid cap 10% 9%

U.S. small cap 5% 4%

International equities 10% 9%

Emerging-market equities 5% 3%

Fixed income 35% 45%

U.S. corporate bonds 16% 20%

U.S. high-yield bonds 15% 20%

Emerging-market debt 4% 5%

Alternatives 5% 5%

Diversified liquid alternatives 5% 5%

A participant’s experience 
retiring into a downturn
Let’s consider a participant retiring into the 2007–2009 global 
financial crisis as an example, which was one of the most severe 
global downturns in recent decades.

The following assumptions apply:

A participant’s experience retiring into a downturn
$1 million invested in a diversified portfolio (3/07–12/13)

Source: Morningstar, Manulife Investment Management, 2022. For illustrative purposes only. Not reflective of any fund. Portfolio is rebalanced monthly. There are no 
rebalancing fees. Retirement contributions occur at the beginning of the month. U.S. large-cap equity is represented by the S&P 500 Index, which tracks the performance 
of 500 of the largest publicly traded companies in the United States. U.S. mid-cap equity is represented by the Russell Midcap Index, which tracks the performance of 
approximately 800 publicly traded mid-cap companies in the United States. U.S. small-cap equity is represented by the Russell 2000 Index, which tracks the performance 
of 2,000 publicly traded small-cap companies in the United States. International equity is represented by the MSCI Europe, Australasia, and Far East (EAFE) Index, which 
tracks the performance of publicly traded large- and mid-cap stocks of companies in those regions. Emerging-market equity is represented by the FTSE Emerging Index, 
which is a free-float market-capitalization-weighted index that tracks the performance of the most liquid large- and mid-cap companies in the emerging markets. The 
Bloomberg U.S. Aggregate Bond Index tracks the performance of U.S. investment-grade bonds in government, asset-backed, and corporate debt markets. The Bloomberg 
U.S. Corporate High Yield Bond Index tracks the performance of the U.S. dollar-denominated, high-yield, fixed-rate corporate bond market. Emerging-market debt is represented 
by the Bloomberg Emerging Markets (EM) U.S. Dollar (USD) Aggregate Bond Index, which is a flagship hard currency EM debt benchmark that tracks USD-denominated debt 
from sovereign, quasisovereign, and corporate EM issuers. Alternatives are represented by the Wilshire Liquid Alternative Index, which tracks the performance of the five liquid 
alternative strategies that make up its universe. It is not possible to invest directly in an index. Past performance does not guarantee future results.
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participants retiring into a market downturn may still have 
adequate time to make up any financial losses as seen in the 
previous example. Naturally, every participant is different and 
individual outcomes will depend on individual circumstances. 
Moreover, it’s important to recognize that past performance does 
not guarantee future results. Notwithstanding this, a review of 
this period coupled with research showing that a majority of 
participants don’t need to withdraw an income immediately 
should be encouraging to financial professionals and participants 
alike, especially when facing increasingly volatile markets.

With $1 million in accumulated retirement savings and regular 
contributions of $500 per month until retirement, the 
participant’s portfolio reaches a maximum value of just under 
$1.1 million in October 2007 before the market downturn 
begins. The portfolio reaches its lowest value in February 2009, 
by which time it has lost 37.5% in value from its previous high. 
Retirement savings are now valued at $683,448. A loss of this 
magnitude would be alarming for any investor. By comparison, 
the S&P 500 Index fell 46.6% between October 2007 and 
March 2009.

As we often emphasize, selling financial assets into a downturn 
locks in losses, severely limiting a portfolio’s ability to fully 
participate in a recovery. However, we also recognize that 
behavioral biases driven by broad market sentiment at this point 
in a downturn are often so strong that their effects become 
pervasive, causing many investors to sell at the worst time.

Hindsight in these instances is a useful reminder that every 
downturn in history has been followed by a recovery, oftentimes 
sooner than markets anticipate. We believe this also underpins 
the merits of being invested in a strategic and actively managed 
portfolio that follows a deliberate and robust glide path design.

In our example, it takes three years for the participant’s portfolio 
to recover to its previous maximum value of nearly $1.1 million. 
Within five years, the portfolio has recouped losses and 
experienced growth of nearly 40% to reach just under $1.5 
million in value.

Research shows that 
participants aren’t withdrawing 
an income immediately
A comprehensive study from the National Bureau of Economic 
Research published in 2022 observes that a growing number of 
participants are reaching required minimum distribution age 
(between 70½ and 72, depending on birthdate) before starting 
to withdraw an income from their retirement savings.1 Put into 
data terms, the study found that 75% of participants who retired 
around 2000 didn’t initiate an income withdrawal immediately, 
but rather did so within a six-year period of retiring. With required 
minimum distributions typically starting as a relatively low 
percentage and growing gradually over time, this suggests that

Maintaining meaningful equity 
exposure is important
Although glide paths can vary from one provider to the next, 
most begin to rapidly derisk when participants reach their late 
30s or early 40s, when equity exposure reduces in favor of 
increased exposure to fixed-income assets.

The rationale sounds reasonable: A steady move away from 
growth assets could, in theory, help shield a portfolio from 
sudden market turbulence as retirement gets closer. But we 
believe derisking too quickly is both unnecessarily conservative 
and potentially detrimental to participants’ ability to achieve their 
retirement goals. 

At age 40, the average target-date portfolio participant will have 
another 25 working years in which to make contributions. 
Furthermore, as our demographic data shows, most participants 
will have been contributing to their portfolio for just 15 years by 
the time they reach 40—at a time when their salaries are at their 
lowest; conversely, the years between 40 and 65 are generally 
when an individual’s earning power is at its peak. 

We believe the benefits of seeking greater growth potential, 
particularly in the preretirement phase of a glide path are clear, 
regardless of market conditions. To begin reducing equity exposure 
just as participants are in the best position to make larger 
contributions to their retirement portfolio is a missed opportunity.
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Weathering volatility: taking 
the long-term view
Volatile markets can be a trigger for investors’ loss aversion, but 
as the saying goes, it’s time in the market, not timing the market, 
that matters. We’ve seen how long-term investors benefit from 
staying the course, remaining invested even during volatile 
markets and—crucially—avoid the common investment mistake 
of selling out of an investment at its lowest point.

Investors who maintain regular contributions to their retirement 
pension plan can reap the benefits of lower market values, 
with stocks suddenly available at significantly reduced prices.

When we combine the opportunities presented by market 
downturns with the longer investment horizon of a through 
retirement glide path and low-withdrawal rates from retirees, 
we believe that most target-date portfolio investors 
are well placed to weather market downturns.

1 “Trends in retirement and retirement income choices by TIAA participants,” National Bureau of Economic Research, April 2022.
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