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Retirement and the 4% rule
One of the most common canards in the retirement planning game is
“The 4% Rule.” According to this handy rule of thumb, retiring em15 April 2012

ployees can pretty safely withdraw 4% of the balance in their retire-
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by the current inflation rate.

ness Report, offered as a free

This rule has been around for over a decade, in some form or other,

resource, to help you think

and has achieved an unusually iconic status in that amount of time –

about how your organization

probably because it is easy to understand, plausible enough, and

supports the transition into

based on very arcane calculations and simulations that few financial

retirement.

advisors really understand.

We encourage you to contact

Also, it’s baloney.

us at any time if you have
ideas, criticisms, or other
comments about this publica-

Worse than that: it’s tainted baloney. It might make your retirement
sick, and maybe even kill it.

tion, or wish to update your

We would even go so far as to say that anyone who presents the 4%

email address (or be added to

Rule as actual advice cannot be trusted. That’s our 4% rule, and in
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this issue of the Retirement Readiness Report, we explain why.

If you missed issues #1 thru #39:

First, where did this rule come from? Why did people start taking it
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seriously in the first place?
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The rule originated in the innocent desire to answer a simple question:
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when you retire with a pot of money, how much is it safe to withdraw

Next:

Family relationships and family finances in retirement

every year?
The old answer to that question was even simpler than the 4% rule:
live off the income from your savings and investments, but never touch
the principal. Usually this was coupled with the idea of investing very
conservatively. Under these guidelines, you don’t have to worry how
long you live, because the money will never run out.
There were some problems, though.
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Many (today, probably most) in-

year for the rest of their lives.

sustainable? Our point is: who

vestment specialists feel that it is

Some years they will have extra

cares? It’s not going to happen

inappropriate to be conservative

expenses and need more, while

that way!

in retirement. Partly this is just

other years they may have some

professional bias, but there is

extra income and need less from

also some honest (if confused)

their savings.

thinking about how today’s longer
lifespans might justify more aggressive financial strategies.
Also, there has been some sentiment that dying with one’s principal intact is kind of pointless,
and even hurtful: why live below
your means, just to leave a big
pile of money to someone else
who might not need it nearly as
much as you do?
So they created mathematically
clever models to show, under
thousands of randomized scenarios, how you could spend more
money and still have very little

More significantly, most people’s
needs change over time in permanent ways. Someone in the
household dies, there’s a move to
another residence, health deteriorates, maybe a child or grand-

“Watch out for people suggesting more aggressive
investments and 4% withdrawals. Either they don’t
really understand how retirement finances work, or

5% chance, by the way – which is
a larger risk than a lot of people

built on such a weak foundation
that it probably should be the 1%
or 2% Rule.
The 4% figure was actually something of a compromise. Different
organizations and individuals did
their own calculations of what you
could do with a moderately ambitious portfolio, and came up with
values ranging from about 3% to
5% annual withdrawals, or even
more, depending on how they set
up their analytical models. The
average was about 4%, so that’s

they don’t want to bother

the number most professionals

giving retiring employees

settled on.

the kind of analysis and
advice they truly need.”

But in the last year or two, the
assumptions that went into these

chance of running out before you
die. (Usually that means about a

But even if it were, the 4% Rule is

child moves in, they decide to

models have been analyzed more
deeply and found wanting.

change their lifestyle in some serious way – there are dozens of

One study noted the assumption

reasons financial needs can

in all of these models that there

This mostly sounds reasonable,

change over time, temporarily or

would never be any extraordinary

though. So what’s the problem?

permanently

expenses, and put forth a revised

are comfortable with.)

Actually there are two of them.

So the most fundamental problem

First, and most obviously, most

with the 4% Rule is that it an-

retired people will not require the

swers a nonsensical question:

same amount of money every

what kind of steady withdrawal is

analysis to take this error into account. It found that 4% was too
risky, and something around 3%
would be safer.
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A different study questioned the

ing, why not go back to investing
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Kathleen Rehl is both a widow
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fects. So if you take both into ac-

them out entirely. Having your

count, it should be something
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more like a “2% Rule”.

that point can make all the differ-

ence in fact was outside the
norm. If more truly typical data is
taken into account, once again
the 4% rule is found wanting, and
3% is closer to the truth.
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ence.

In addition, most of the financial
advice in this book, and much of
the non-financial advice, also
makes sense for people who be-

published just last autumn, came
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out with about a 2.5% withdrawal

ing more aggressive investments

their older years, because: (1) the

rate – but again, without fully tak-
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event is often unexpected; (2)
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more commonly for women than
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just referred to. So even 2% is

just don’t want to bother giving

detailed knowledge of their own

probably still not a safe with-

retiring employees the kind of

household’s finances, and (3)

drawal rate, and the true rate is

analysis and advice they truly

they, too, are going through a

somewhere between 1% and 2%.

need.

grieving process comparable to

But if that’s all you’re withdraw-

that of widows.
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Rehl’s book is, in fact, targeted
mainly to women. Wisely, she
starts out discussing emotions

includes a section on becoming a
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and grief. It truly is necessary to

For New Widows and Widow-

get past the initial shock, and to

ers

continue to deal constructively
with the loss, if one is to take hold
of one’s new financial responsi-

widow or widower. That page
links to additional web pages and
books that can be of help.
Although there is no substitute for
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one’s own personal integrity and
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grounding, or for the loving sup-
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bilities and make choices that

port of other relatives and friends,

If an entire book like Kathleen

there are, regrettably, many prob-

Rehl’s is too much for the widows

lems that have to be taken care

As she narrows in on financial

and widowers in your organiza-

of, some of them very quickly,

issues, Rehl also addresses other

tion, this shorter document is

when one’s life partner is sud-

deep concerns. Yes, she pro-

probably the next best thing.

denly no longer there.

won’t lead to future regrets.

vides a very helpful list of specific
steps that widows need to take to
bring their lives and finances into
order. But she also helps them
address their financial feelings,
their life values, their own past
history with money, and their
consequent “money style.”

In the space of only four pages, it
covers the most essential points
– dealing with the emotional and
personal issues, itemizing the
most urgent practical steps that
need to be taken, then listing the
less urgent items to be taken care
of a little further down the road.

From there, she launches into a
series of more specific topics,
many of them with stories and
many of them with worksheets.

Helpfully, it also discusses some
of the things that new widows and
widowers should not do, such as
making impulsive major changes

In the end, this book is both inspi-

in their lives very soon after their

rational and practical, soothing

spouse or partner’s death, or

and motivating, a source of con-

succumbing to scam artists who

templation and a spur to action.

might target them.
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