SSEN Product Submit L
& Subscribe  a Browse  Rankings Blog 2  Contact =

https: .ssrn. : s
(https:/fwww.ssrn.com/)g e - ices paper (https://papers.ssrn.com/sol3/ShoppingCar

% Download This Paper (Delivery.cfm/SSRN_ID2201323_code388906.pdf?abstractid=2201323&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID2201323_code388906.pdf?abstractid=2201323&mirid=1&type=2)

* Add Paper to My Library
Share: ¥ ¥ = &

The 4 Percent Rule is Not Safe in a Low-Yield World

15 Pages
Posted: 16 Jan 2013
Last revised: 17 Jan 2013

Michael S. Finke (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=57590)

The American College

Wade D. Pfau (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=388906)

The American College for Financial Services; Retirement Researcher

David Blanchett (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1769864)
PGIM

Date Written: January 15, 2013

Abstract

The safety of a 4% initial withdrawal strategy depends on asset return assumptions. Using historical averages to guide simulations for failure rates for retirees spending an
inflation-adjusted 4% of retirement date assets over 30 years results in an estimated failure rate of about 6%. This modest projected failure rate rises sharply if real returns
decline. As of January 2013, intermediate-term real interest rates are about 4% less than their historical average. Calibrating bond returns to the January 2013 real yields offered
on 5-year TIPS, while maintaining the historical equity premium, causes the projected failure rate for retirement account withdrawals to jump to 57%. The 4% rule cannot be
treated as a safe initial withdrawal rate in today’s low interest rate environment. Some planners may wish to assume that today’s low interest rates are an aberration and that
higher real interest rates will return in the medium-term horizon. Although there is little evidence to support this assumption, we estimate how a reversion to historical real
yields will impact failure rates. Because of sequence of returns risk, portfolio withdrawals can cause the events in early retirement to have a disproportionate effect on the
sustainability of an income strategy. We simulate failure rates if today's bond rates return to their historical average after either 5 or 10 years and find that failure rates are much
higher (18% and 32%, respectively for a 50% stock allocation) than many retirees may be willing to accept. The success of the 4% rule in the U.S. may be an historical anomaly,
and clients may wish to consider their retirement income strategies more broadly than relying solely on systematic withdrawals from a volatile portfolio.

Keywords: retirement, systematic withdrawals, 4% rule, safe withdrawal rates
JEL Classification: C15, D14, G11, G17
Suggested Citation >

Show Contact Information >

% Download This Paper (Delivery.cfm/SSRN_ID2201323_code388906.pdf?abstractid=2201323&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID2201323_code388906.pdf?abstractid=2201323&mirid=1&type=2)

0 References

Fetch References

0 Citations

WettlseCipalkées that are necessary to make our site work. We may also use additional cookies to analyze,

improve, and personalize our content and your digital experience. For more information, see our Cookie

licy (https://www.elsevier.com/legal /copkienotice .
B %u RS e TS negative r SERS TS yo)ur research you'd like to share?

Res

Accept all cookies

Cookie Settings



https://www.ssrn.com/
https://papers.ssrn.com/sol3/ShoppingCart.cfm
https://www.ssrn.com/index.cfm/en/subscribe/
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm
https://papers.ssrn.com/sol3/DisplayJournalBrowse.cfm
https://blog.ssrn.com/
https://www.ssrn.com/index.cfm/en/contactus/
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID2201323_code388906.pdf?abstractid=2201323&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID2201323_code388906.pdf?abstractid=2201323&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=57590
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=388906
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1769864
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID2201323_code388906.pdf?abstractid=2201323&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID2201323_code388906.pdf?abstractid=2201323&mirid=1&type=2
https://www.ssrn.com/index.cfm/en/Negative-Results/
https://www.elsevier.com/legal/cookienotice

Paper statistics

DOWNLOADS 10,094

ABSTRACT VIEWS 42,393

RANK 1,017
18  Citations

15  References

PlumX Metrics

https //pl ssrnfa/?
Related Flngrmats

Behavioral & Experimental Finance (Editor's Choice) eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1175282)

Follow ®

Household Finance ejournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1552954)

Follow ®

View more >

| Recommended Papers

The Equity Premium Consensus Forecast Revisited (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=285169&rec=1&srcabs=2201323&pos=1)
By Ivo Welch (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=418)

The Worldwide Equity Premium: A Smaller Puzzle (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=891620&rec=1&srcabs=2201323&pos=2)
By Elroy Dimson (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=937), Paul Marsh (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=938), ...

The Market Risk Premium: Expectational Estimates Using Analysts' Forecasts (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=252671&rec=1&srcabs=2201323&pos=3)
By Robert S. Harris (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17166) and Felicia C. Marston (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?
per_id=252672)

View more >

Feedback ¢

Submit a Paper > (https://hq.ssrn.com/submissions/CreateNewAbstract.cfm)

SSRN Quick Links v
SSRN Rankings v
v

About SSRN

f (https://www.facebook.com/SSRNcommunity/)
in (https://www.linkedin.com/company/493409?
trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityld%3Acompany_493409%2Cidx%:
W (https://twitter.com/SSRN)


https://www.facebook.com/SSRNcommunity/
https://www.linkedin.com/company/493409?trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3A0
https://twitter.com/SSRN
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=285169&rec=1&srcabs=2201323&pos=1
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=418
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=891620&rec=1&srcabs=2201323&pos=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=937
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=938
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=252671&rec=1&srcabs=2201323&pos=3
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17166
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=252672
https://plu.mx/ssrn/a/?ssrn_id=2201323
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1175282
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1552954
javascript:void(0);
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm

(http://www.elsevier.com/)

Copyright (https://www.ssrn.com/index.cfm/en/dmca-notice-policy/) Terms and Conditions (https://www.ssrn.com/index.cfm/en/terms-of-use/)

Privacy Policy (https://www.elsevier.com/legal/privacy-policy)

All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, Al training, and

similar technologies. For all open access content, the Creative Commons licensing terms apply.

We use cookies to help provide and enhance our service and tailor content.

To learn more, visit Cookie Settings.

(http://www.relx.com/)

https://papers.ssrn.com/sol3/updatelnformationLog.cfm?process=true
ps://pap! p g p


http://www.elsevier.com/
http://www.relx.com/
https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true
https://www.ssrn.com/index.cfm/en/dmca-notice-policy/
https://www.ssrn.com/index.cfm/en/terms-of-use/
https://www.elsevier.com/legal/privacy-policy

