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 PRIVATE-SECTOR WORKERS PARTICIPATING IN EMPLOYMENT-BASED  
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Without lifetime pensions, seniors may run short of income over a long retirement.

LONGER LIVES, HIGHER COSTS
The shift from traditional pensions to 401(k)s is not the only change facing new retirees such 
as Art. People of Art’s generation often live for many years with no earned income, after the 
paychecks stop.

According to the 2012 IAM Basic Mortality Table, one out of four 65-year-old men of average 
health will live to age 94, while one out of four 65-year-old women will live to age 96. For 
married couples, there is almost an even chance that one of them will live to celebrate a 94th 
birthday, a one in four chance that one or both will reach age 98, and a 5% chance that one 
will celebrate his or her 103rd birthday.2 

The reality is retirees today have a realistic probability to living to at least, and possibly  
beyond, the average life expectancy. And with people living longer, the chances of outliving 
your financial resources increase. 
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HYPOTHETICAL EXAMPLE. Bill Scott retires at age 65 with a $1 million portfolio of stock 
mutual funds, which typically track the broad stock market. In his first year of his retirement, 
Bill withdraws 4% of his $1 million: $40,000. Bill would withdraw $40,800 in Year Two, with 2% 
inflation. With 3% inflation, he’d withdraw $41,200 in Year Two. And so on, year after year. If 
inflation averages 3% a year, Bill would be withdrawing about $80,000 in Year 25.

Under the “Rule of 72,” money doubles in 24 years, at a 3% rate: 72 divided by 3.

If Bill withdraws 4% ($40,000) in Year One and his portfolio returns 7% ($70,000) that year, he 
would have a net gain of 3% ($27,200). Then Bill would start the next year with $1,027,200, in 
this example. 

If Bill’s portfolio returns more than the amount withdrawn, it will keep growing. Even if the 
portfolio growth lags Bill’s withdrawal slightly, the portfolio will shrink slowly. This sequence 
of events would allow Bill’s $1 million portfolio to last for 30 years or longer, so he’ll have an 
increasing stream of income throughout his retirement.

CRASH COURSE
Unfortunately, investments—especially equities—go down as well as up. Some people pick a 
good time to retire, but even a few years’ difference in the starting date can radically affect a 
retiree’s risk of running short of money.

Suppose that Bill had retired in 1996, near the start of the historic dot-com bull market. 
Looking at the chart on the next page - from 1996 through 1999, the benchmark S&P 500 Index 
gained between 19.5% and 31.0% each year, for an annualized return of just over 19%.

Fast forward 19 years, through 2015, more than halfway through a hypothetical 30-year re-
tirement. Adjusted for 3% annual inflation, Bill’s withdrawals would have gone from $40,000 a 
year to about $70,000 a year. Thanks to the bull market at the start of his retirement, Bill would 
still have over $1.5 million in his portfolio. He could look forward to tapping his portfolio, with 
cost-of-living increases, for another 19 years or even longer.

Now suppose that Bill has a younger sister, Jill, who retired three years later, in 1999. Jill also 
retired with a $1 million portfolio of large-company stock funds and followed the same path, 
increasing her initial $40,000 distributions each year to adjust for inflation. In this scenario, 
though, according to the chart on the next page you see that Jill retired just before the steep 
bear market of 2000-2002. Tech stocks crashed and the S&P 500 lost 10%, 13%, and 23% in 
successive calendar years. Stocks rose to new heights after that, crashed again in 2008-2009, 
and has re-rebounded since then. Even with ups following the downs, the poor start damaged 
Jill’s portfolio and her chance for a financially healthy retirement.

In 2015, the same year that Bill (who started three years earlier) was withdrawing about 
$70,000, Jill was taking over $64,000 from her portfolio, following the 4% rule. However, due  
to the nasty bear market at the start of her retirement, Jill’s $1 million stock portfolio had 
declined to around $250,000. 

If Jill keeps taking out $64,000+ each year, her portfolio will run dry in less than five years. Bill, 
who retired in 1996, has a much better chance of financing a long retirement, despite the fact 
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that they both started with similar amounts, held in similar portfolios, and followed the same 
withdrawal plan.

POTENTIAL EFFECTS OF SEQUENCE OF RETURNS RISK, FIGURE 1

BIG BROTHER BILL

Year Beginning 
Value

One-Year 
Index Return

Change in 
Value Income

Annual 
Withdrawal

Year End 
Value

1996 $1,000,000 20.26% $202,600 $40,000 $1,162,600
1997 $1,162,600 31.01% $360,522 $41,200 $1,481,922
1998 $1,481,922 26.67% $395,229 $42,436 $1,834,715
1999 $1,834,715 19.53% $358,320 $43,709 $2,149,326
2000 $2,149,326 -10.14% ($217,942) $45,020 $1,886,364
2001 $1,886,364 -13.04% ($245,982) $46,371 $1,594,011
2002 $1,594,011 -23.37% ($372,520) $47,762 $1,173,729
2003 $1,173,729 26.38% $309,630 $49,195 $1,434,164
2004 $1,434,164 8.99% $128,931 $50,671 $1,512,424
2005 $1,512,424 3.00% $45,373 $52,191 $1,505,606
2006 $1,505,606 13.62% $205,064 $53,757 $1,656,913
2007 $1,656,913 3.52% $58,323 $55,370 $1,659,866
2008 $1,659,866 -38.49% ($638,882) $57,031 $963,953
2009 $963,953 23.45% $226,047 $58,742 $1,131,258
2010 $1,131,258 12.78% $144,575 $60,504 $1,215,329
2011 $1,215,329 0.00% $0 $62,319 $1,153,010
2012 $1,153,010 13.41% $154,619 $64,189 $1,243,440
2013 $1,243,440 29.60% $368,058 $66,115 $1,545,383
2014 $1,545,383 11.39% $176,019 $68,098 $1,653,304
2015 $1,653,304 -0.73% ($12,069) $70,141 $1,571,094
2016 $1,571,094 9.54% $149,882 $72,245 $1,648,731
2017 $1,648,731 19.42% $320,184 $74,412 $1,894,503
2018 $1,894,503 -6.24% ($118,217) $76,644 $1,699,642
2019 $1,699,642 28.88% $490,857 $78,943 $2,111,556

ASSUMPTIONS

• Investment Amount: $1,000,000
• Index Illustrated: SP500
• Time Period: 1996 - 2019
• Annual Income Withdrawal: 4.00%
• COLA on Desired Income: 3.00%

ENDING BALANCE

• Average One Year Index Return: 9.11%
• Total Annual Withdrawal: $1,337,065
• Total Change in Account Value: 111.16%
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TAXES AND INFLATION IMPACT RETURNS
Consumers may be pleased to learn that they made 6% or 8% or even 10% annualized growth. 
This “gross” number doesn’t reveal the “net” value received by consumers. The net growth to 
consumers recognizes the amount consumers actually get to keep, after paying tax on various 
assets providing the income. A true net income from various financial products also adjusts for 
inflation, as the purchasing power of growth is reduced by any increase in the cost of goods 
and services that someone buys. More than 90 years of data illustrate the effects of taxes and 
inflation on earned growth.

Since the 1920s, the annualized return of the broad U.S. stock market has been around 10%.6 

During that time, U.S. government bonds had annualized returns around 5.5%. Using certain 
assumptions on investors’ income and historic tax rates, the after-tax return on stocks drops to 
about 8%, annualized. For government bonds, that after-tax return is around 3.6%. Adjusting 
for the purchasing power of a dollar, which has fallen over the years, the annualized return on 
stocks drops even further, to about 5%, annualized. The real, after tax returns on bonds almost 
vanishes, to less than 1%.

There may not be much that retirees can do about inflation’s impact on returns. Moving to a 
lower-cost area of the U.S. might help to maintain or even increase purchasing power, though. 
On the other hand, many tax-saving tactics can add value. For instance, waiting to take profits 
until an investment is held for more than a year will qualify for lower long-term capital gains 
tax rates, now no higher than 20%. Selling before that year is up, on the other hand, means 
that any gains will be taxed as ordinary income, with rates as high as 37% now. In the future, 
tax rates might move higher.

IRS TAX RATE TABLES FOR 20207

TABLE 1: MARRIED INDIVIDUALS FILING JOINT RETURNS AND SURVIVING SPOUSES

If Taxable Income Is: The Tax Is:

$0 - $19,750 10% of the taxable income 
$19,751 - $80,250 $1,905 + 12% of the amount over $19,750

$80,251 - $171,050 $8,907 + 22% of the amount over $80,250
$171,051 - $326,600 $28,179 + 24% of the amount over $171,050
$326,601 - $414,700 $64,179 + 32% of the amount over $326,600
$414,701 - $622,050 $91,379 + 35% of the amount over $414,700

$622,051 + $161,379 + 37% of the amount over $622,050
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POTENTIAL EFFECTS OF SEQUENCE OF RETURNS RISK, FIGURE 2

LITTLE SISTER JILL

Year Beginning 
Value

One-Year 
Index Return

Change in 
Value Income

Annual 
Withdrawal

Year End 
Value

1999 $1,000,000 19.53 % $195,300 $40,000 $1,155,300
2000 $1,155,300 -10.14% ($117,147) $41,200 $996,953
2001 $996,953 -13.04% ($130,003) $42,436 $824,514
2002 $824,514 -23.37% ($192,689) $43,709 $588,116
2003 $588,116 26.38% $155,145 $45,020 $698,241
2004 $698,241 8.99% $62,772 $46,371 $714,642
2005 $714,642 3.00% $21,439 $47,762 $688,319
2006 $688,319 13.62% $93,749 $49,195 $732,873
2007 $732,873 3.52% $25,797 $50,671 $707,999
2008 $707,999 -38.49% ($272,509) $52,191 $383,299
2009 $383,299 23.45% $89,884 $53,757 $419,426
2010 $419,426 12.78% $53,603 $55,370 $417,659
2011 $417,659 0.00% $0 $57,031 $360,628
2012 $360,628 13.41% $48,360 $58,742 $350,246
2013 $350,246 29.60% $103,673 $60,504 $393,415
2014 $393,415 11.39% $44,810 $62,319 $375,906
2015 $195,300 -0.73 % ($2,744) $64,189 $308,973
2016 $308,973 9.54% $29,476 $66,115 $272,334
2017 $272,334 19.42% $52,887 $68,098 $257,123
2018 $257,123 -6.24% ($16,044) $70,141 $170,938
2019 $170,938 28.88% $49,367 $72,245 $148,060

ASSUMPTIONS

• Investment Amount: $1,000,000
• Index Illustrated: SP500
• Time Period: 1999 - 2019
• Annual Income Withdrawal: 4.00%
• COLA on Desired Income: 3.00%

ENDING BALANCE

• Average One Year Index Return: 6.58%
• Total Annual Withdrawal: $1,147,066
• Total Change in Account Value: -85.19%

Bill didn’t succeed because of skillful investing, in this example—his holdings had the same 
initial value as Jill’s. Both Bill and Jill had the same withdrawal strategy. The huge difference in 
results is solely because of when they retired, and because of the stock market returns in their 
first three years away from their jobs.
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that they both started with similar amounts, held in similar portfolios, and followed the same 
withdrawal plan.
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PAGE 26 - TAXES AND INFLATION IMPACT RETURNS

PAGE 18 - CRASH COURSE
(From Little Sister Jill Chart)

PAGE 17 - CRASH COURSE (CONTINUED) 
(From Big Brother Bill Chart)
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TABLE 3: UNMARRIED INDIVIDUALS  
(Other than surviving spouses and heads of households) 

If Taxable Income Is: The Tax Is:

$0 - $9,875 10% of the taxable income 
$9,876 - $40,125 $952.50 + 12% of the amount over $9,875

$40,126 - $85,525 $4,453.50 + 22% of the amount over $40,125
$85,526 - $163,300 $14,089.50 + 24% of the amount over $85,525 

$163,301 - $207,350 $32,089.50 + 32% of the amount over $163,300
$207,351 - $518,400 $45,689.50 + 35% of the amount over $207,350

$518,401 + $150,689.50 + 37% of the amount over $518,400

TABLE 4: MARRIED INDIVIDUALS FILING SEPARATE RETURNS 

If Taxable Income Is: The Tax Is:

$0 - $9,875 10% of the taxable income 
$9,876 - $40,125 $952.50 + 12% of the amount over $9,875

$40,126 - $85,525 $4,453.50 + 22% of the amount over $40,125
$85,526 - $163,300 $14,089.50 + 24% of the amount over 85,525

$163,301 - $207,350 $32,089.50 + 32% of the amount over $163,300
$207,351 - $311,025 $45,689.50 + 35% of the amount over $207,350

$311,026 + $80,689.50 + 37% of the amount over $311,025

TABLE 2: HEADS OF HOUSEHOLD

If Taxable Income Is: The Tax Is:

$0 - $14,100 10% of the taxable income 
$14,101 - $53,700 $1,360 + 12% of the amount over $14,100
$53,701 - $85,500 $5,944 + 22% of the amount over $53,700

$85,501 - $163,300 $12,698 + 24% of the amount over $85,500 
$163,301 - $207,350 $30,698 + 32% of the amount over $163,300
$207,351 - $518,400 $44,298 + 35% of the amount over $207,350 

$518,401 + $149,298 + 37% of the amount over $518,400

PAGE 27 - TAXES AND INFLATION IMPACT RETURNS (CONTINUED)
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TERM DEFINITION

STRETCH  
IRA

A tax planning concept that is applied to defer the distribution—and accompanying 
income tax—of a qualified employer account or an Individual Retirement Account (IRA) 
to a beneficiary or beneficiaries. A stretch IRA strategy allows the original owner of an 
IRA to distribute assets to a designated beneficiary. By using this strategy, the IRA can 
be passed on while beneficiaries enjoy tax-deferred growth as long as possible. Non 
spousal IRA beneficiaries generally take taxable distributions of all funds within 10 
years of death of the account owner whom they inherited it from. The term "stretch" 
does not represent a specific type of IRA; rather it is a financial strategy that allows 
people to stretch out the life—and therefore the tax advantages—of an IRA

TERM LIFE 
INSURANCE

Term life insurance is a policy with a set duration limit on the coverage period. Once  
the policy is expired, it is up to the policy owner to decide whether to renew the term 
life insurance policy or to let the coverage end. This type of insurance policy contrasts 
with permanent life insurance, in which duration extends until the policy owner  
reaches 100 years of age (i.e. death) or lapses due to insufficient funds.

THRIFT  
SAVINGS  

PLAN

A retirement savings plan created by the Federal Employee's Retirement System Act  
of 1986 for current or retired employees of the federal civil service. The thrift savings 
plan is a defined-contribution plan designed to give federal employees the same 
retirement savings related benefits that workers in the private sector enjoy with 401(k) 
plans. Contributions to the plan are automatically deducted from each paycheck.

TRADITIONAL 
IRA

A traditional individual retirement account (IRA) allows individuals to direct pretax 
income towards investments that can grow tax-deferred; no capital gains or dividend 
income is taxed until it is withdrawn. Individual taxpayers are allowed to contribute 
100% of any earned compensation up to a specified maximum dollar amount.  
Contributions to a traditional IRA may be tax-deductible depending on the taxpayer's 
income, tax-filing status and other factors.

TRUST
A trust is a fiduciary relationship in which one party, known as a trustor,  
gives another party, the trustee, the right to hold title to property or assets for  
the benefit of a third party, the beneficiary. 

UNIT 
INVESTMENT 
TRUST (UIT)

A unit investment trust (UIT) is an investment company that offers a fixed portfolio, 
generally of stocks and bonds, as redeemable units to investors for a specific period  
of time. It is designed to provide capital appreciation and/or dividend income.  
Unit investment trusts, along with mutual funds and closed-end funds, are defined  
as investment companies.
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TERM DEFINITION

REQUIRED 
MINIMUM 

DISTRIBUTION 
(RMD)

A required minimum distribution (RMD) is the amount that traditional, SEP or SIMPLE 
IRA owners must begin distributing from their retirement accounts by April 1 following 
the year they reach age 72. Qualified employer plan participants may be able to defer 
RMDs until April 1 of the calendar year following the year in which they retire. RMD 
amounts must then be distributed by December 31 of year following the year in which 
they reach age 72 based on the current RMD distribution calculation amounts.

REVERSE 
MORTGAGE

A type of mortgage in which a homeowner can borrow money against the value of his 
or her home. No repayment of the mortgage (principal or interest) is required until the 
borrower dies or the home is sold. After accounting for the initial mortgage amount, 
the rate at which interest accrues, the length of the loan and rate of home price appre-
ciation, the transaction is structured so that the loan amount will not exceed the value 
of the home over the life of the loan.

REVOCABLE 
TRUST

A revocable trust is a trust whereby provisions can be altered or canceled dependent 
on the grantor. During the life of the trust, the principal and income earned is usually 
available to the grantor, and only after death does property transfer to the beneficia-
ries. This type of agreement provides flexibility and income to the living grantor; He is 
able to adjust the provisions of the trust and earn income, all the while knowing that 
the estate will be transferred upon death. The revocable trust is used primarily as a 
tool to avoid probate.

ROTH IRA

Named for Delaware Senator William Roth and established by the Taxpayer Relief Act 
of 1997, a Roth IRA is an individual retirement plan (a type of qualified retirement plan) 
that bears many similarities to the traditional IRA. The biggest distinction between the 
two is how they’re taxed. Since traditional IRAs contributions are made with pretax 
dollars, you pay income tax when you withdraw the money from the account during 
retirement. Conversely, Roth IRAs are funded with after-tax dollars; the contributions 
are not tax deductible. Qualified distributions—those taken after the taxpayer is older 
than 59.5 and five years after the first Roth contribution—are tax free.

RULE OF 
100/110/120

According to a traditional rule of thumb, the percentage of stock allocation should be 
equal to 100 minus your age with the remaining percentage allocated to a bond port-
folio. So if your age is 25, then 75% of the portfolio should be allocated toward stocks 
and 25% allocated to a bond portfolio. With increased longevity, you can use 110 or 
even 120 minus your age to determine your asset mix.

SEP IRA

A SEP IRA is a type of traditional IRA for self-employed individuals or small business 
owners. (SEP stands for Simplified Employee Pension.) Any business owner with one 
or more employees, or anyone who has business income (as opposed to employment 
income), can establish a SEP.
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This material should be accompanied by “Rethink Retirement - Volume 1” (TC2000117-0222). This material is intended 
for financial educational purposes only and is not intended to give any tax or legal advice, nor is this material to be 
used to avoid any federal tax penalties. You are encouraged to seek advice from your own tax or legal counsel. You are 
encouraged to work with an estate planning team, including your own personal legal or tax counsel for your estate 
planning needs. 
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