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R E T I R E M E N T :  T H E  4 %  R U L E  

It confronts longevity risk - the 

risk of outliving your savings.  

While longevity is a great prob-

lem to have, it takes forward 

planning to meet the demands 

of an extended retirement, 

which begins with figuring out 

“how much.” 

 

The short and probably unful-

filling answer is that everyone 

has a different solution. Varia-

bles like expected lifespan, re-

tirement goals, social security, 

pension plans, and outside in-

come all filter into the calcu-

lation.  And this is before we 

have even discussed expected 

market returns, inflation, and 

tax structure. 

 

A shortcut method, however, 

is the 4% rule.  It’s a rule of 

thumb that will not give you a 

detailed, specific answer, but 

does point you in the right 

direction, which when it comes 

to financial planning, is often 

80% of the battle. 

 

Historic analysis has shown 

that an investor withdrawing 

no more than 4% from their in-

vestment portfolio won’t out-

live their money.  Studies going 

back to 1871 – nearly 150 

years of data – have shown 

this to be consistent in every 

market cycle and condition.  

While there are no guarantees 

about what the future holds, a 

60% stock / 40% bond portfolio 

has historically provided the 

diversification to meet the 

income needs of a 30-year re-

tirement. 

 

The 4% rule is designed to be a 

conservative, fail-safe ap-

proach to retirement.  The 

chart on page two shows every 

30-year period since 1900, 

over 1,000 iterations, and not 

once has someone with-

How much money do I need to retire? 
That is one of the most common financial planning questions. 



drawing 4% from their 

portfolio run out of money.  

The worst case was the 30 

years ending in June 1932, at 

the depths of the Great De-

pression, when the last 

monthly payment zeroed out 

the account, but that is the 

historic extreme. 

 

In many cases, you could with-

draw more than 4% per year, 

but this comes with its own 

risks.  The average ending 

balance in the above chart is 

$2.7 million dollars, more than 

double the starting value of $1 

million – even after 30 years of 

withdrawals.  Based on long-

term returns, a withdrawal 

rate as high as 6.6% would 

work, on average.  

 

Yet “average” doesn’t account 

for a bad sequence of returns, 

which could leave you 

destitute.  A bear market early 

in retirement, combined with 

annual withdrawals, can per-

manently impair your portfolio, 

making it difficult to recover.  

This is known as sequence risk, 

the danger that an early or ex-

tended portfolio drawdown 

can compromise your com-

pounding ability. 

 

Due to sequence risk, a 6% 

withdrawal rate fails nearly 

half the time.  It’s like the 

analogy of the six-foot-tall man 

who drowned crossing the 

river that was five feet deep on 

average.  In investing, surviving 

the average isn’t nearly as 
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What's left after 30 years?
Historical backtest of the 4% rule.  Rolling 30 year periods back to 1900.

Data Source: Shiller Online Data Set; 60% S&P 500, 40% 10 Year Treasury

Starting Value:  
$1,000,000

Worst: 30 Years 
Ending June 1932

Best: 30 Years 
Ending July 2000
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Example

Living expense at retirement (estimate): $85,000

Subtract annual payments from

Social Security: $25,000

Pension Plans: $15,000

Other Income (rental income, etc.): $5,000

Net living expense to be met from investment portfolio: $40,000

Multiply by 25 (inverse of 4%): 25

Target investment portfolio at retirement: $1,000,000

Don't forget inflation

If your living expenses are $85,000 today, but retirement is still 10 years away,

your living expenses may grow to $103,500 a year at a 2% inflation rate.

Taxes

Your investment tax structure can impact your retirement living expenses.

Roth IRA (tax free) vs. 401k or traditional IRA (taxable) impact projections.

Social Security

The current full benefit age for Social Security is 67.  Over time, this age may

rise to account for longer life expectancies and an underfunded budget.

Time Frame

The 4% rule was designed for a 30 year retirement.  You will likely need to

adjust your withdrawal rate down for a longer retirement.

Allocation

The 4% rule assumes a 60% stocks / 40% bonds allocation.

HOW MUCH DO I NEED TO RETIRE?



The views expressed in this newsletter represent the opinion of Allied Investment Advisors, a Registered Investment Adviser. This material is for informational 
purposes only. It does not constitute investment advice and is not intended as an endorsement of any specific investment or services.  The information provided 
herein is obtained from sources believed to be reliable, but no representation or warranty is made as to its accuracy or completeness. Investing in equity securities 
involves risks, including the potential loss of principal. While equities may offer the potential for greater long-term growth than most debt securities, they generally 
have higher volatility. International investments may involve risk of capital loss from unfavorable fluctuation in currency values, from differences in generally 
accepted accounting principles, or from economic or political instability in other nations. Past performance is not indicative of future results. Investments are not a 
deposit of or guaranteed by a bank or any bank affiliate. Please notify Allied Investment Advisors if there have been any changes to your financial situation or 
investment objectives or if you wish to impose or modify any reasonable restrictions on the management of your accounts through Allied Investment Advisors. 

important as surviving the 

extremes, and the 4% level has 

never failed historically, 

surviving even the biggest 

drawdowns. 

 

Reversing the 4% rule and 

starting with our desired with-

drawal amount lets us back 

into how much money is 

needed for retirement.  We 

figure out your desired annual 

retirement income level, 

netting out things like Social 

Security, pension income, or 

other outside income.  We 

then multiply that net desired 

income level by 25 (the recip-

rocal of 4%), and we’re left 

with a target portfolio value. 

 

If your desired retirement 

income is $85,000 per year, 

and you expect to get $45,000 

a year from other sources 

(Social Security, pension, rent, 

etc.) then you’ll need a net 

$40,000 per year from your 

investment portfolio.  Multiply 

$40,000 by 25, and you’re left 

with a target portfolio value of 

$1,000,000.  This should be 

sufficient to meet the 4% rule 

and handle any sequence of 

returns (i.e. retiring into the 

teeth of a bear market) that 

the market throws at you – at 

least based on historic 

evidence. 

 

Over the last ten years, the 

stock market has had an 

amazing run, compounding 

capital and growing retirement 

savings.  Not every decade will 

look so good, making now an 

ideal time to review your 

retirement plan and goals.  We 

would be happy to sit down 

with you and discuss the 4% 

rule or create a more detailed 

cash flow analysis to help in 

your financial planning 

process.  We want to make 

sure you are on track for the 

retirement you have worked 

so hard for, with the right 

portfolio structure and risk 

tolerance.  Let any one of our 

team members know and we’ll 

get the process started on a 

retirement roadmap. 

 

If you have any questions 

about your account(s), or if 

there has been a change in 

your financial situation or 

investment objectives, please 

feel free to contact our team 

to schedule a meeting. 

 

Eric Vermulm, CFA 
Chief Investment Officer 
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