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tial safe withdrawal rate.
But those approach-

es have a defect. They

assume that we stare real-

ity in the face and nev-

er change our withdraw-

als. Never. In fact, peo-

_ple aren’t like-that. Life

doesn’t let us be. We
adapt to change, and
how we adapt affects our
results. Those changes
can save our butts —our
lifetime spending butts —
in a bear market.

forgotten research paper
that was part of that river
of ink. In 20086, financial
planners Jonathan Guy-
ton and William Klinger
added a new dimension to
safe withdrawal rate stud-
ies. They extended some
earlier work and explored
how four “rules” could
increase the initial with-
drawal rate — but main--
tain portfolio survival and
provide solid purchasing
power throughout retire-
ment. oo

Their answer: Follow a

a bunch. With a portfolio

" of 80 percent equities, 20
percent bonds and cash,
it was possible to have a
starting withdrawal rate
of 6.2 percent. Using the
rules would have caused
four cuts in annual dis-
tributions, seven freezes
and eight increases in dis-
tributions. With a more
commbon 65 percent equi-
ties, 35 percent bonds and
cash portfolio, the with-
drawal rate was lower, 5.6
percent.

Here are the rules.

ative year, if possible. Sec-
ond, increases in with-
drawals to reflect infla-
tion are capped at 6 per-
cent. Third, withdrawal
amounts are frozen after a
negative total return year.
Fourth, withdrawals can
be increased by 10 per- -
cent in good years if the
withdrawal rate would
be more than 20 percent
below the initial with- -
drawal rate.

There are two big mes-
sages here. One is that
slight concessions to high-

4 percent to 6 percent.

A 50 percent increase in
spending is significant. To
have the same effect on
your Social Security ben-
efits, you'd have to defer

- taking them by about six
‘years. .

To be as productive as -
these rules, your portfo-

. lio manager would have to

increase your investment
principal by nearly 50 per-
cent to achieve the same
spending increase.
Another message is sub-
tler. You and I, as individ-
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m:-.:m Supporting evidence - few rules, and withdraw-  First, avoid distributions ly visible reality can boost uals, are the most power-
can be found in a nearly al rates can be increased from equities after a neg- initial spending rates from ful agents for our retire-

ment futures. Follow sim-
ple rules, consistently,
and we leave other alter-
natives in the dust. Most
people have their hearts
in their throats because
the value of their retire-
ment savings has fallen. In
fact, we’d do better, and
feel better, if we focused
on managing the rate of
our retirement spending.

Scott Burnsis anationally
syndicated columnist.
Send questions to scott@
scottburns.com.

tion helps.

d, high

On the other han
stock valuations and low bond
yields work to reduce the ini-



