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C A LLI N G  A LL  I N V ESTO R S  
W H O  A R E  N OT  A V E R A G E

If you have done well for yourself during your working years, then you 

might be looking for some good advice about next steps. Generally 

speaking, the financial planning advice readily available to us these 

days tends to come in the form of quick tips and overly-simplified 

rules designed for the average person. These rules at first glance 

might sound reasonable, and many of them may be familiar, but will 

they really work for you? 

During the 16-plus years I’ve spent designing plans integrating 

retirement, investments, and taxes into a cohesive strategy, I’ve 

noticed that these outdated rules and one-size-fits-all strategies don’t 

fit most of my clients. When you think about what ‘average’ implies it 

starts to become clearer as to why.

Average by mathematical definition is the value obtained by dividing 

the sum of a set of quantities by the number of quantities in the set. 

For example:

3 + 4 + 5 + 5 + 5 + 5 + 5 + 6 + 7 +8 = 53 53 ÷ 10 

= 5.3, which rounded down gives us 5.

Now imagine that each of these numbers represents a person’s 

retirement. If the rules work for the average person, then the people 
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represented by the 5’s might be okay. The other half—the 3 and the 4 

and the 6, 7, and 8—they would not be okay. 

If you happen to be above average, then too bad for you.

What is average in terms of income? According to the U.S. Census 

Bureau, if your household brought in more than $61,372 in 2017, then 

you are above average. 

Are you single and making an $80,000 salary? You’re above average.

Are you married and working while earning $100,000 while your wife 

takes care of the kids, home, and a myriad of other things? Yep, you’re 

above average too.

Are you married and both you and your spouse work and make 

significantly more than $100,000? Even though you may perceive 

yourself as average relative to your group of friends, you are way 

above average when compared to average Americans.

Frankly, if you are taking the time to read this, I bet that alone implies 

you are quite a bit above average.

Because the rules are for the average person and only work about half 

of the time, that implies there’s a 50 percent chance that they won’t 

work for you, either. This becomes especially critical when looking at 

the rules that suggest what you can safely spend from an investment 

portfolio during retirement in creating your retirement income.

WHY SHOULD YOU ACCEPT A 50 PERCENT CHANCE OF FAILURE? 
One of the most commonly referenced rules of thumb used to 

calculate a safe withdrawal rate is the 4 percent rule. While a lot has 

been written about investing and accumulating money, very little, 

by comparison, has been devoted to the subject of spending and 

de-cumulating from an investment portfolio.

This matters, because retirement planning today has gotten a lot more 

complicated than it used to be. Most of us won’t have pensions to rely 



7

THE RETIREMENT SPENDING RULE EVERYONE FOLLOWS THAT SIMPLY FALLS SHORT

on, and so the portfolio has to do a lot more of the work. Stock market 

fluctuations, low-interest rates, and Bad Timing Risk – something I’ll 

describe shortly – can all work against your investments, especially 

when you add longevity to the mix because most of us are going to 

live a lot longer than previous generations. 

In short, if you get this part of your plan wrong, it could mean lower 

retirement income, a lower portfolio balance, and the realization of 

what has become everyone’s retirement nightmare—running out of 
money. 

Conversely, get this part of your plan right and the benefits go on to 

impact every part other of your plan. Clients I work with who deploy 

a customized withdrawal strategy may enjoy the tangible benefits of 

an early retirement, a higher income, and/or adding years to their 

portfolio. 

Given what’s at stake, I ask you, is there any other critical area of 

your life where you would for even one second consider taking such 

odds? If your ophthalmologist told you, “Hey, I can get you 20/20 

vision, but I’m using old technology and outdated equipment, so 

there’s a 50 percent chance you’ll have severely impaired vision after 

surgery.” Would you take those odds and gamble with your sight? I’d 

be worried about you if you did. 

These days there’s a lot of outdated rules and financial advice that you 

might be tempted to follow. I write about these rules and cover all of 

them in my book, Retirement Rules Gone Awry: 7 outdated planning 
rules that can lead to outliving your money & what you should be 
doing instead. 

For the purposes of this report, I want to open your eyes to one 

rule that matters the most. I’d like to show you why, if we actually 

deconstruct it and look at the numbers over the long-term, the 

evidence that this rule works for the majority of people during today’s 

times just isn’t there. 

Our firm has developed the Retire Smarter Solution TM that first 

seeks to understand you and then measures your desired retirement 
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lifestyle and associated spending goals. Only after we do so do we 

analyze and make critical decisions on Social Security and pension 

claiming strategies and how to invest your hard-earned money to last 

your lifetime. 

The entire process is science-based, rooted in empirical evidence, 

time-tested, and designed to make the most of what you have. In 

short, we don’t just follow the rules; we research them, apply them, 

and write new ones that adapt to today’s times. 

We want to make sure that, financially speaking, you’re doing the very 

best that you can. This book is here to give you a taste of just one 

of the old rules you’ll want to break so that you can Plan Retirement 
Smarter and Live Retirement Better TM. 

Here’s to the first step in obtaining the clarity and confidence you 

need to have peace of mind around your financial life.

To Your prosperity,

~ Kevin Kroskey, CFP®, MBA, and President of the SEC Registered 

Investment Advisory Firm, True Wealth Design. 
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CHAPTER 1

WHAT THE RULE SAYS AND WHY 

How much money can you spend during retirement 
so that you don’t run out of money? 

This was the question that California-based financial planner and M.I.T. 

graduate William P. Bengen set out to answer when he came up with 

what is today known as the 4 percent rule. This was ground-breaking 

work at the time. Bengen rolled up his sleeves and dove into the math 

by analyzing historical stock and bond return data all the way back 

to 1926 through 1992. In October of 1994, he published a paper in the 

Journal of Financial Planning titled, “Determining Withdrawal Rates 

Using Historical Data.” 

Bengen’s rule was designed to give someone a withdrawal rate 

that would be safe even in an absolutely worst case scenario. But 

the investment climate that Bengen based this rule on has radically 

changed. He has always warned people that, “the 4 percent rule is 

not a law of nature like Newton’s laws of motion.” Says Bengen, “It 

is entirely possible that at some time in the future, there could be a 

worse case.” 

Is this worst-case scenario what we’re seeing now? Let’s take a look.
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WHY 4 PERCENT?
4 percent represents the withdrawal rate that is considered safe for 

the retiree who needs a consistent income from their portfolio for life 

—what Bengen measured as a 30-year retirement period. However, 

it’s not as simple as taking out 4 percent annually from your portfolio. 

The amount gets adjusted annually up or down for actual inflation, so 

after the first year, the 4 percent rate is no longer used for computing 

the amount withdrawn. Instead, you take last year’s withdrawal 

amount plus the inflation factor. While 

inflation fluctuates, this is designed to 

produce a consistent level of inflation-

adjusted spending during retirement. Said 

another way, the spending maintains your 

purchasing power and thus your lifestyle 

over time.

For example, using the 4 percent rule, a 

retiree with a $1 million portfolio would 

take out $40,000 in year one, and then in 

year two, assuming a 3 percent inflationary 

rate, they would withdraw $41,200; in year 

three, they would take out $42,436, and so 

on. The portfolio balance will go down every year by the withdrawal 

amount, but the idea is that the withdrawal is offset by portfolio 

growth so that as the years go by, you don’t run out of money.

Bengen analyzed every rolling 30-year period between 1926 and 

1992. What is a rolling “30-year period?” Bengen simulated retirement 

commencing in January 1926 and going for 30 years through the 

end of 1955. He then rolled forward by three months and assumed 

retirement in April 1926 going through March 1956. He repeated the 

‘quarterly rolling retirement’ to arrive at multiple, 30-year retirement 

periods. For each period he was able to calculate the maximum 

sustainable withdrawal rate and found that this held true: if you only 

spend 4 percent, your portfolio shouldn’t run out of money. 1

1 https://www.onefpa.org/journal/Documents/The%20Best%20of%20
25%20Years%20Determining%20Withdrawal%20Rates%20Using%20
Historical%20Data.pdf

“I’ve always warned 
people that the 4 
percent rule is not 
a law of nature like 
Newton’s laws of 

motion. It is entirely 
possible that at 

some time in the 
future, there could 
be a worse case.” 

~ William Bengen
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At first glance, this rule looks and sounds good, and to Bengen’s 

credit, this rule at the time was cutting-edge research. It’s still widely 

used by financial planners today. Yet, this rule doesn’t work so well 

when applied to actual retiree spending patterns, and since we’re 

headed into uncharted waters in more ways than one. 

WHY THIS RULE NO LONGER WORKS
Will the 4 percent rule work during the 30 or more years that represent 

your retirement? According to a robust 2013 report in the Journal of 

Financial Planning by three of the leading retirement researchers in 

the U.S., it likely will not. Today’s retirees are investing in a new, low-

yield world. If you own cash, bonds, or similar investment, you are 

impacted by this.

Historically speaking, 10-year U.S. government bonds reached an all-

time high of 15.82 percent in September of 

1981, and an all-time LOW of 1.36 percent in 

July of 2016.2 Compared to the time period 

that Bengen used to developed his rule, 

interest rates are now about 4 percent lower.3 

Because of lower rates, the safer part of your 

investment portfolio – cash and bonds – will 

yield much less for you and your retirement. 

This doesn’t bode well for the intrepid investor 

who is going it alone. As the chart shows, conservative portfolios 

with less than 60 percent invested in stocks have failure rates that are 

higher than 50 percent. Even if you lower your withdrawal rate to 3 

percent and put 100 percent of your portfolio into stocks, there’s still 

a 23 percent probability of failure. 

2 https://tradingeconomics.com/united-states/government-bond-yield
3 https://www.onefpa.org/journal/Pages/The%204%20Percent%20

Rule%20Is%20Not%20Safe%20in%20a%20Low-Yield%20World.aspx

Conservative 
portfolios with less 

than 60 percent 
invested in stocks 
have failure rates 
that are higher 

than 50 percent.
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Source: The Journal of Financial Planning, The 4 Percent Rule Is Not Safe in 

a Low-Yield World, by Michael Finke, Ph.D., CFP®; Wade D. Pfau, Ph.D., CFA; 

and David M. Blanchett, CFP®, CFA

ALL THINGS CONSIDERED 
Another thing that makes getting spending right so important has 

to do with the employee benefits that today’s retirees have to work 

with. It used to be that loyal workers were rewarded with a defined-

benefit plan that gave them a reliable pension to supply their income. 

Today’s Boomers are retiring with investments inside their 401(k) 

instead. This is significant, because if you’re not getting a pension 

from your employer, then you have to give yourself one by using your 

portfolio. Just less than 20 years ago when Bengen’s rule had legs, 

more than HALF of all retired workers had reliable pensions, whereas 
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today, only 10 percent of all Boomers retiring can expect to receive 

a pension income.4

Today, there is a lot more pressure put on you and your investment 
portfolio to create the income you need for retirement and to last 
your lifetime. 

As more and more people rely on plans such as the 401(k), more 

and more investors are concerned about the investments inside these 

portfolios. Understandably, they go into retirement thinking only 

about the numbers. They want to know how much money they can 

withdraw and how much their portfolio should be earning.

Given today’s complex times, a better strategy is to “plan first, 
invest second.” You plan and prioritize your spending according to 

the categories of your needs, wants, and wishes. This prioritizes your 

needs to help ensure they are fully funded. If it happens that you 

have to pull back spending a bit, you have a predetermined plan as 

to where those compromises will come from—the more discretionary 

wants and wishes categories. Then you used goals-based investing 

to properly select investments to best meet your goals and maintain 

your lifestyle. This process yields clarity and confidence that you can 

make it through tough times regardless of market performance. 

HOW TO ADAPT:
 Understand that the 4 percent rule was devised using 

past market conditions that don’t take into consideration 

today’s investment climate.

 Instead of thinking only about the numbers, consider your 

lifestyle goals and then work with an advisor who can help 

you plan smarter by matching investments to support 

those goals.

4 http://www.aarp.org/work/retirement-planning/info-2014/boomer-
retirement-little-savings-means-working.html
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CHAPTER 2

WHAT THIS ONE COUPLE GOT WRONG 

Ethan and Emily Wilson were having an argument. They were nine 
years into retirement and things had not gone the way they hoped. 
Ethan blamed bad luck and poor timing. He was convinced they’d 
retired under a black cloud and there wasn’t a whole lot he could do 
to change that, after all, no one controls the market or the weather. 

Emily, on the other hand, was convinced they did something wrong, 
but she couldn’t figure out what. Both she and Ethan followed all the 
rules. They worked hard and saved and contributed to their retirement 
accounts. Ethan was always very good at managing their money, in 
fact, after having a bad experience with an advisor at one firm, he left 
and had been handling all their money by himself ever since. He read 
articles, watched the news, and kept their investment costs low by 
keeping all their money in an S&P 500 index fund.

When they retired in 2000, Ethan was proud of the $1 million they had 
accumulated in their portfolio. They followed the 4-percent rule and 
filled out the paperwork. With their automatic 4 percent withdrawals 
combined with a 3-percent inflation rate increase, their income would 
go up annually. They also filed for their Social Security benefit as soon 
as they could. They followed all the rules, signed everything on the 
dotted line, and thought to themselves, “We’re all set.”
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Then things started to happen. 

In the year 2000, the Wilsons were 62 years of age, their portfolio 
was worth $1 million, and they withdrew $40,000. The S&P 500 
dropped by -9.1 percent. Their portfolio lost a total of $87,402 and 
that combined with their withdrawal put them at $872,598. 

In 2001, the S&P 500 went down another -11.9 percent and they lost 
$98,818 plus their withdrawal. In 2002, the S&P went down -22.1 
percent, and by the end of 2002 they were left with a balance of 
$537,611, nearly HALF the amount of money they started with. 

The following year, the market came back and they earned $141,699, 
but their 4 percent withdrawal was no longer 4 percent of their 
portfolio balance. With their annual 3 percent increase for inflation, 
they took out $43,709 as income, but that amount now represented 
8.1 percent of their portfolio. The Wilson’s didn’t realize they were 
withdrawing more than double the 4 percent rate. 

In 2005, Ethan and Emily celebrated their 40th wedding anniversary. 
They had always wanted to go on a trip to Florence, Italy so that 
they could climb to the top of the domed cathedral and take cooking 
classes in a Tuscan farmhouse. But they were too afraid to take out 
extra money from their portfolio, so they stayed home and didn’t go 
anywhere. 

In 2007, their daughter went through a terrible divorce and she needed 
help to get a new house in a decent neighborhood with good schools. 
Ethan and Emily were worried about their two grandsons ages five 
and seven. They took out an unforeseen withdrawal of $50,000 to 
help. Boy, were they glad they didn’t go to Italy. The refrigerator also 
broke that year, and Ethan had to get hearing aids which weren’t 
covered by insurance. That year they withdrew 14.5 percent of their 
portfolio, which now had a balance of $616,805. The following year 
during the Great Recession of 2008, they lost more than $200,000. 

Emily didn’t understand what had happened. She was so worried and 
anxious, she couldn’t sleep at night. Here they were only 70 years old, 
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and after starting out with $1 million, they only had $356,681 left. How 
could they have ended up here? Would their money last? 

WHAT IF YOU HAVE BAD TIMING?
Every day, another 10,000 Boomers hit retirement age, yet most of 

them are like Ethan and Emily in that they don’t have a real retirement 

plan. They take their Social Security as soon as they can. They don’t 

think about what will happen if one spouse passes away and they 

lose one of their Social Security checks. They don’t plan for long-term 

healthcare costs because they think the only way to do that is to 

purchase expensive policies. They also don’t plan for the unexpected.

Meanwhile, the market has its highs and lows, life happens, and the 

money drains away because regardless of what’s going on, everyone 

still needs an income. 

If you don’t have a plan in place, 

watching your portfolio head 

in a downward spiral can be an 

incredibly stressful thing. Part of 

Ethan and Emily’s problem had 

to do with what many people in 

the industry call The Sequence of 

Returns. I call it bad timing. In some 

ways, Ethan was correct in feeling 

that they had retired under a black 

cloud. If your portfolio takes a hit 

soon after you retire, then your 

chances of running out of money 

greatly increase. 5

The visual below shows how two portfolios averaging the same 

returns can have drastically different outcomes. 

Investor A retires during a bad year and loses 15 percent, whereas 

investor B retires during a good year and gains by 22 percent. At the 

5 https://www.ncbi.nlm.nih.gov/pubmed/23331196

SPECIAL NOTE 
FOR WOMEN:

Be sure your retirement plan 

considers how the picture 

changes were one spouse to 

pass away. Typically it’s the 

women who suffer the most. 

They tend to be younger 

than their spouse, and most 

women live four to seven 

years longer than men. 5
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end of 20 years, we see the risk: Investor A has gone broke whereas 

Investor B has nearly $3 million. Their returns were exactly the same. 

The only thing that was different was the sequence of their returns: 

they were reversed. Take a look:

Two Identical Portfolios: Returns Reversed ($50,000 Yearly Withdrawal)

Portfolio A Portfolio A Portfolio B Portfolio B

Year Return Balance Return Balance

0   $ 1,000,000   $  1,000,000 

1 -15%  $ 807,500 22%  $  1,159,000 

2 -4%  $ 727,200 8%  $  1,197,720 

3 -10%  $ 609,480 30%  $  1,492,036 

4 8%  $ 604,238 7%  $  1,542,979 

5 12%  $ 620,747 18%  $  1,761,715 

6 10%  $ 627,822 9%  $  1,865,769 

7 -7%  $ 537,374 28%  $  2,324,184 

8 4%  $ 506,869 14%  $  2,592,570 

9 -12%  $ 402,045 -9%  $  2,313,739 

10 13%  $ 397,811 16%  $  2,625,937 

11 7%  $ 372,157 -6%  $  2,421,381 

12 -10%  $ 289,942 17%  $  2,774,515 

13 19%  $ 285,531 19%  $  3,242,173 

14 17%  $ 275,571 -10%  $  2,872,956 

15 -6%  $ 212,037 7%  $  3,020,563 

16 16%  $ 187,962 13%  $  3,356,736 

17 -9%  $ 125,546 -12%  $  2,909,928 

18 14%  $ 86,122 4%  $  2,974,325 

19 28%  $ 46,236 -7%  $  2,719,622 

20 9%  $ (4,102) 10%  $  2,936,584 

21 18%  $ - 12%  $  3,232,975 

22 7%  $ - 8%  $  3,437,613 
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23 30%  $ - -10%  $  3,048,851 

24 8%  $ - -4%  $  2,878,897 

25 22%  $ - -15%  $  2,404,563 

Average Return 6.8%  6.8%  

Standard 

Deviation
12.8%  12.8%  

Compound 

Return
6.0%  6.0%

Source: Author’s own calculations.

No one can accurately predict what the market will do in any given 

year, including the critical years leading up to and into your retirement. 

The only thing you can control is your plan. 

The best way for you to increase your chances of spending success 
once you retire is to have a sound retirement plan that keeps up 
with the times. 

Converting a portfolio into a paycheck is a surprisingly complicated 

exercise if you want to do it right. Integrating your income, investment, 

and tax planning decisions is one way to help ensure that your money 

will last. You’ve worked hard to earn this money; you deserve better 

than a blanket strategy that can fail more than 50 percent of the time.

HOW TO ADAPT:
 Get a sound spending plan for your portfolio that is stress-

tested for Bad Timing Risk, monitored regularly and 

adjusted as needed to ensure that your money lasts your 

lifetime.



19

CHAPTER 3

WHAT IF YOU COULD SPEND MORE? 

Let’s examine this rule as it applies to the amount of money that you 

can actually spend, after all, that’s the point of retirement, right? 

You’ve worked hard, now it’s time to reap the fruits of your labors. 

Bengen’s rule gives you a safe withdrawal strategy given a worst case 

scenario, but what if you retire during best-case times? What if, unlike 

Ethan and Emily, it’s all blue skies and you can spend MORE than 4 

percent? After all, if you look at the average 20-year returns of the 

S&P 500, the average rate of return is actually 11.0 percent while the 

best was 18.3 percent. 6

A lot of people want to travel and do things during the first ten years 

of their retirement when they are feeling spry and adventurous. The 

rule assumes that you will spend the same amount of income year 

after year, with a 3 percent increase added for inflation. Is this true?

6 Author’s own calculations of the S&P 500 from 1926 through 2007, 
dividends reinvested and no fees assumed. Best 20-year period began 
in April 1980 and worst period returned 1.9% and began in September 
1929.



20

THE RETIREMENT SPENDING RULE EVERYONE FOLLOWS THAT SIMPLY FALLS SHORT

HOW MUCH DO PEOPLE REALLY SPEND?
In 2013, the Head of Retirement Research at Morningstar David 

Blanchett published a paper titled, “Estimating the True Cost of 

Retirement.” What he found after looking at the spending habits of 

actual retirees is that spending amounts vary according to the three 

distinct stages.7

The names of these phases can be thought of like this: 

 The Go-Go stage happens early in retirement, somewhere 

in your 60s and early 70s. This is a time of increased social 

and leisure activity—playing golf, boating, seeing shows 

and time among friends. This is also when most travel 

happens.  

 The Slow-Go stage happens sometime in the mid-70s as 

people begin to scale back their activities. Our bodies might 

become less capable of handling vigorous activity, but our 

minds still need to be stimulated and our relationships 

with others might become even more important. 

 The No-Go stage is when we reach our mid 80s or 90s. This 

is when spending can increase as health issues increase in 

both frequency and severity.

THE SPENDING SMILE:
What if you could spend more at the start of your retirement without 

the fear of going broke? What if you could buy that second home 

you want or travel all over the world without being restricted by the 4 

percent rule? Maybe you can.

David Blanchett, head of retirement research at Morningstar, identified 

a spending pattern during retirement now commonly referred to 

as “the spending smile”. This smile pattern shows us that inflation-

adjusted spending actually tends to decrease over time as retirees 

7 https://corporate.morningstar.com/ib/documents/
methodologydocuments/researchpapers/blanchett_true-cost-of-
retirement.pdf
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become more sedentary. 8 Similar data and conclusions were made 

in a 2015 study by Chase Bank that analyzed the spending data for 

613,000 Chase customer households age 55 plus.9

The 4 percent rule allows for a constant stream of inflation-adjusted 

income. If the 4 percent rule was re-written to reflect the spending 
pattern of real people slowing and spending less as they age, then 
the research would have concluded a safe spending rate higher 
than 4 percent. This brings up two questions:

  If the market climate during 

your retirement is not the 

worst case but average or 

even above average, what 

would that mean? 

 If you could be spending more 

than you currently are or could 

retire sooner, when would you 

want to know about it?

THE SPENDING HEADACHE
The 4 percent rule is based on U.S. stock and bond market returns 

dating back to the 1920s that include the Great Depression and other 

time periods that were actually worse than what we’re experiencing 

now. What if the market climate for your 30-year retirement period is 

above average? Even Bengen’s research found that in some 30-year 

periods, spending rates could be more than double the worst-case 

scenario. If you could spend $80,000 a year during retirement instead 

of $40,000, when would you want to know about it?

If you could spend more during retirement, what would that mean? 

8 https://corporate.morningstar.com/ib/documents/
methodologydocuments/researchpapers/blanchett_true-cost-of-
retirement.pdf

9 https://am.jpmorgan.com/us/institutional/library/retirement-spending

 “Most of the time, 
you underspend, yet 
you still run the risk 

of running out.” 

~ Dr. Wade Pfau, 
Professor of 

Retirement Income, 
The American College
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Higher-income retirees might not experience any decline at all 

in real spending during retirement, rather, what changes might be 

the character of their spending. Retirement satisfaction surveys 

have found that high-income retirees often derive more satisfaction 

spending money on others—kids, grandkids, and charities—rather 

than increasing their own lifestyle and spending more on themselves. 

By having a good plan, you may be able to retire with confidence and 

help your family and charity sooner than you think without sacrificing 

your own long-term financial health. 

HOW TO ADAPT:
 Work with a CERTIFIED FINANCIAL PLANNER™ 

professional with a expertise in retirement planning to 

determine your current spending and how that will likely 

change throughout retirement and the go-go, slow-go, 

and no-go years.

 Carefully monitor your financial life plan over time to 

ensure you stay on track.
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CHAPTER 4

SHOULD YOU SPEND LESS?

Low bond yields and highly valued stock markets make it hard to 

know whether the 4 percent rule can still perform today, but there is 

more than one fly in the ointment. 

Most people retiring today are going to be around quite a bit longer 

than their cohorts who retired during the 90s when Bengen designed 

his rule. It’s not just that people are living longer. They are also enjoying 

healthier and more active retirement years.

Your life expectancy at birth isn’t the same as your life expectancy 

at retirement. If you were a male born in 1953, your life expectancy 

at birth was age 66.10 But if you made it to age 65 and retired today, 

you’re chances of keeping on, keeping on increase by a lot more than 

just one year. Actuarial science shows us that because you’ve survived 

all sorts of calamities, your new life expectancy at age 65 is closer to 

age 85.11

The life expectancy for people reaching age 65 has been rising 
steadily from about 13 years in 1960 to 20 years today for men.12

10 http://u.demog.berkeley.edu/~andrew/1918/figure2.html
11 http://crr.bc.edu/wp-content/uploads/2015/04/IB_15-7_508.pdf
12 http://crr.bc.edu/wp-content/uploads/2015/04/IB_15-7_508.pdf
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How many years will you spend in retirement?

Source: Center for Retirement Research at Boston College: Falling Short: The 

Coming Retirement Crisis and What to Do About It. Alicia H. Munnell. 2015. 

http://crr.bc.edu/wp-content/uploads/2015/04/IB_15-7_508.pdf

A 2011 Society of Actuaries study found that 43 percent of retirees 

underestimated how long they would live by five years or more when 

compared to published population life expectancy values.13

Financial plans that consider longevity risk must allow for a withdrawal 

strategy with a long planning horizon. If you retire at age 62 and live 

to your mid 90s, the 30-year model that Bengen used just isn’t going 

to cut it. 

If you are married, well on average you’ll live longer too. Consider: 

There’s a 25% chance that a 65-year-old man will live to 93; a 25% 

chance that a 65-year-old woman will live to 96; and for a couple 65 

years old, there’s a 25% chance that the surviving spouse lives to 98, 

according to Society of Actuaries’ projections.14

If you are above average income-wise compared to the average 

American household, well you generally will live longer on average.

13 https://www.soa.org/files/research/projects/research-key-finding-
longevity.pdf

14 2015 Society of Actuaries (SOA) Committee Report on Post-
Retirement Needs and Risks; https://www.soa.org/research/topics/
research-post-retirement-needs-and-risks/
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The saving, spending, and investing decisions for a retirement 
lasting 30-plus years are completely different than what most 
Americans are envisioning.

The question is, will your portfolio be able to last at least as long as 

you do?

WHY WITHDRAWAL RATES 
CAN WORK AGAINST YOU

When it comes to a safe withdrawal 

rate, many experts in the financial 

industry have found evidence to 

suggest that the future “worse 

case” scenario Bengen mentioned 

is indeed our new reality today. 

Here’s why:

Using the 66 years between 1926 

and 1992, the 4 percent rule had 

only a 6 percent failure rate. Using 

low interest rate levels, however, 

a diversified stock and bond 

portfolio would grow so slowly, the 
failure rate rose to 57 percent.15

Even if bond levels return to normal, the failure rate is still much higher 

than what you deserve. Consider the evidence presented by Michael 

Finke of Texas Tech University, Wade Pfau of The American College, 

and David Blanchett of Morningstar Investment Management in their 

study, “Low Bond Yields and Safe Portfolio Withdrawal Rates.”

15 https://corporate.morningstar.com/US/documents/targetmaturity/
LowBondYieldsWithdrawalRates.pdf

16 http://www.hamiltonproject.org/charts/probability_of_a_65_year_
old_living_to_a_given_age_by_sex_and_year

HOW LONG WILL 
YOU LIVE?

- More than 3 out of 
5 65-year olds will 
reach age 80.

- 1 out of every 5 
men age 65 will 
live to age 90.

- 1 out of every 3 
women age 65 will 
live to age 90.

The Hamilton 
Project, 2015.16



26

THE RETIREMENT SPENDING RULE EVERYONE FOLLOWS THAT SIMPLY FALLS SHORT

Source: The Journal of Financial Planning, The 4 Percent Rule Is Not Safe in 

a Low-Yield World, by Michael Finke, Ph.D., CFP®; Wade D. Pfau, Ph.D., CFA; 

and David M. Blanchett, CFP®, CFA. https://papers.ssrn.com/sol3/papers.

cfm?abstract_id=2201323

To achieve the same low, 6 percent failure rate, their research suggests 

that a retiree would actually need to LOWER the withdrawal rate to 

2.8 percent. The bad news here is that this would require 42.9 percent 

more savings entering retirement.17

17 https://corporate.morningstar.com/US/documents/targetmaturity/
LowBondYieldsWithdrawalRates.pdf
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THINK ABOUT IT: 
If $1 million is what you would have 

needed to make your retirement 

plan work back in 1994, you may 

need more than $1,400,000 today 

if you plan to follow the old rules. 

And remember—you’re going to 

be relying on this income for more 

years than you might think.

HOW TO ADAPT:
 Don’t underestimate how long you might live and thus 

how long your money needs to last.

 To achieve the same low, 6 percent failure rate that 

Bengen’s original data produced, today’s data suggests a 

retiree needs to withdraw only 2.8 percent, which means 

they need to save 42.9 percent more—or they need to get 

a better plan.

 “Go to a qualified adviser 
and sit down and pay for 
that. You are planning for 

a long time. If you make an 
error early in the process, 

you may not recover.” 

~ William P. Bengen. 
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CHAPTER 5

HOW TO GET IT RIGHT THE FIRST TIME

While running out of money is the worst-case scenario, the fear of 

running out can have the same effects. Perhaps that’s why a 2017 

progress study found that Americans who receive financial guidance 

from advisors have nearly twice the confidence and half the financial 

stress.18 

A lot of people like Ethan and Emily in our case study earlier enter 

into retirement by taking a do-it-yourself approach. While they might 

not be paying an advisor fee, they may end up paying out much more 

money in other ways.

Those who do seek the advice of a professional may find themselves 

with an advisor who tends to focus on investments or insurance 

products without first considering critical planning elements. This is 

the proverbial cart before the horse.

I’ve also seen many instances where the client received blanket advice 

not specific to their situation. Perhaps because the advisor or client 

went with easy-to-follow rules, or the advisor was driven by sales 

commissions or simply wasn’t qualified to tackle the complexities 

18  https://www.northwesternmutual.com/about-us/studies/
planning-and-progress-study-2017?tab=advisor-advantage



29

THE RETIREMENT SPENDING RULE EVERYONE FOLLOWS THAT SIMPLY FALLS SHORT

of a plan, aligning retirement, investments, and tax planning needs 

together.

WHERE RETIREES MAKE MISTAKES
Low bond yields and unlucky market returns in the early years of 

retirement aren’t the only sharks in the water that can take a bite 

out of your retirement portfolio. There are also taxes, high fees, poor 

investment decisions, and a myriad of other planning mistakes that 

can sink a portfolio and impact its longevity. 

As a retiree, you want to do more than just stay afloat; you want 

to enjoy the cruise. When all of these factors are considered and 

integrated so that they are working together instead of against each 

other, you only stand to gain. By how much? 

We’ve got the latest research on that, too.

Two major research efforts that attempted to quantify how sound 

financial decisions can enhance a retiree’s investment portfolio. 

Vanguard’s Advisor Alpha concept focused on these categories:

 Withdrawal strategy

 Tax minimization

 Managing investment costs

 Proper investment allocation

 Maintaining good investment behaviors

Vanguard identified an overall positive net portfolio impact of 3 

percent annually over time, meaning investors who worked with 
high-quality advisors could expect to generate 3 percent more on 
their earnings than investors who were trying to figure it out on 
their own.19 

Second, Morningstar looked at how the value of good advice might 

be quantified but tackled the problem a bit differently than Vanguard. 

19  https://advisors.vanguard.com/VGApp/iip/site/advisor/
researchcommentary/article/IWE_ResPuttingAValueOnValue
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Their report “Alpha, Beta, and Now . . . Gamma” identifies the Gamma 

as the additional value—measured in both extra spendable income 

and increased investment returns—that can be achieved by working 

with a high-quality advisor who helps you make smarter financial 

planning decisions. 

Morningstar found that a retiree can expect to generate 22.6 percent 

more income or an equivalent of 1.82% higher investment returns 

using a Gamma-efficient retirement income strategy as compared 

to following general blanket advice such as the 4 percent rule. Their 

findings were consistent with Vanguard’s study although Vanguard 

included additional benefits of managing investor behavior.20

CONCLUSION: IT’S UP TO YOU
It’s no fun entering into retirement feeling like you have to watch 

every penny you spend. The reality of Bad Timing Risk, potentially 

lower stock and bond returns, and increasing longevity can put a lot 

of stress on the shoulders of today’s retiree. You probably face a much 

greater risk of running out of money than you realize, but that doesn’t 

mean you can’t retire when you want and the way that you want. 

It just means you need to get a better plan. 

HAVE QUESTIONS? NEED HELP? 
Crafting a plan that thoughtfully integrates your retirement, 

investment, and tax planning needs can be overwhelming - but you 

don’t have to go it alone. Our Retire Smarter Solution™ is the way to 

help you retire with confidence by aligning your money to your goals, 

overlaid with smart tax strategies.

We’ve made the process easy for you to get the help you are seeking:

20 https://corporate.morningstar.com/US/documents/ResearchPapers/
AlphaBetaandNowGamma.pdf 
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1) We schedule a no-obligation phone call for 15-30 minutes 

with one of our Certified Financial Planner™ practitioners 

and determine if there is a mutual fit.

2) We set a complimentary meeting to learn more about your 

goals and financial situation. If we feel we can help, we will 

recommend our Retire Smarter Solution™, which is only 

$495 - $995.

3) If you hire us for the Retire Smarter Solution™, we will have 

1-2 additional meetings providing an assessment of:

a. What you can likely spend in retirement

b. Identify gaps between your current lifestyle and 

your retirement spending

c. Analyzing your investment allocation, fees, & tax 

costs while stress testing your plan and considering 

your need, ability, and willingness to take risk.

d. Identify solutions to improve your plan

Think of the Retire Smarter Solution™ as a getting a retirement health 

diagnostic done to see if you are on track and what, if anything, may 

be wrong or how improvements can be made. We have found the 

majority of people that hire us for the Retire Smarter Solution™ prefer 

to hire us for ongoing help to make improvements and ensure you 

stay on track. But that’s your choice.

ARE YOU READY TO GET STARTED?
Give us a call at 855-TWD-PLAN (855-893-7526) or contact us online.

ABOUT TRUE WEALTH DESIGN
True Wealth Design was founded with the intention of making a 

substantial positive difference in our clients’ lives, our employees’ 

lives, and the communities where we live and work. We strive to help 

our clients Plan Smarter and Live Better.™

With our uncommon and deep expertise in retirement, tax, and 

investment planning, we provide complete integration of your 

tel:18558937526
https://www.truewealthdesign.com/contact/
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financial life, giving you the clarity and confidence to pursue your 

dreams while protecting your family’s future.

OUR DIFFERENCE
Transparent: From our inception, we chose to eschew commissions 

on investment product recommendations and serve you in a fully 

transparent manner. We are a fiduciary, always acting in your best 

interests. Anything short of this just doesn’t pass the “mom test” in 

our book.

Proactive: We work with you on a regular basis to monitor and 

adjust your planning to avoid dangers, identify opportunities, and 

help you successfully manage life’s transitions. You will never again 

have to wonder, “When will I hear from my advisor?” We set service 

expectations and meet them.

Integrated: We have deep expertise in integrating your retirement 

planning, investment planning, and tax planning into an effective 

overall strategy to make the most of what you have. Most other 

advisors focus on product sales or low-level planning at best. Robust 

planning and objective advice are in our DNA.

Salaried & Smart. Only CERTIFIED FINANCIAL PLANNER™ 

professionals with a minimum of five years of experience deliver advice. 

All CFP® professionals are salaried, never receive commissions, and 

are incented for client retention. These combine to ensure that sound, 

objective advice is provided and your needs are well taken care of. If 

you prefer a board-certified physician with demonstrated expertise 

in their practice specialty and a bed-side manner that connects with 

you for your personal health, shouldn’t the same considerations apply 

to your financial health?

Science-based: Investing and planning are sciences similar to 

medicine. You wouldn’t take a drug or have surgery without your 

doctor first providing the statistical evidence supporting its efficacy, 

with rigorous trials comparing it to other accepted treatments. The 

same should apply to the financial advice you follow. Our approach 

to retirement income generation and our investment philosophy are 
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rooted in empirical evidence, time-tested, and aligned to support 

your financial life plan and protect your lifestyle.

Relationship-focused: When you work with us, you have a 

dedicated team of professionals – a Primary Advisor, Investment 

Officer, and Client Service Administrator at a minimum – to serve your 

needs. As part of our commitment to you, our client-to-staff ratios are 

regularly monitored to ensure that we have the capacity to provide 

excellent financial care. We promise to be here when you need us, to 

actively listen, and to provide sound, objective advice.
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