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The 4% rule: A starting point for your retirement
income strategy

Here's how it works.
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What if you could calculate the precise
amount to withdraw from your retirement
accounts? Is there a magical formula that can
give you enough to live on while ensuring you

never run out of money? That’s the basic—

@
although it’s not exactly magical—concept
behind the 4% rule. According to this rule, by It's a nice round number.
Withdrawing roughly 4% per year from your © Mustapha GUNNOUNI—iStock/Getty Images

tax-deferred accounts, you can achieve the
golden mean of retirement: living well, yet preserving your nest egg for the duration of

your lifespan.

In practice, the 4% rule can be inflexible and
may not work with your unique situation. But Key Points

understanding how it works can provide a ) ) ]
® The idea behind the 4% rule is to

useful starting point for choosing a retirement withdraw roughly 4% of your
. savings each year, adjusting for
drawdown strategy that will work for you. infl at?m Y Justng

® By keeping withdrawals low, the 4%
rule—or a similar strategy—helps
ensure you don't run out of money
in retirement.

What is the 4% rule in retirement?

Bill Bengen, a former financial advisor,

created the 4% rule after hearing the same @ The 4% rule isn't for everyone, but
. . it can be a good starting place for
question from many clients: How do you creating your retirement drawdown

. . trategy.
safely spend down your retirement savings strategy

without running out of money?

Bengen, who had been an aerospace engineer early in his career, couldn’t find a

satisfying answer to this question, so he decided to run the numbers himself. In 1994,


https://www.britannica.com/money/browse/retirement
https://www.britannica.com/money/browse/Retirement-Planning
https://www.britannica.com/money/browse/household-finance
https://www.britannica.com/money/browse/investing
https://www.britannica.com/money/browse/Trading
https://www.britannica.com/money/browse/retirement
https://www.britannica.com/money/browse/Companies
https://www.britannica.com/money/browse/Biographies
https://www.britannica.com/money/browse/history-and-theory
https://googleads.g.doubleclick.net/aclk?sa=l&ai=CpCjzPbBOafKkHrOHy-8P1YPwiAro_-XjggHaq4ip8RPAh_LVw0EQASDStpIcYMmusofco_AQoAGqwfPzA8gBBuACAKgDAcgDCqoE7QJP0MEkZtWfpjO__yMRuo-8KtGQvEoxlM3P0SyH8JrRWLF6_12B_aCdNgjGfHW-5CPwthOgcmDrp5QmMsfDeyYaCfqM03jCn_N43eiwQVkdNtbuKQmxJodEO2MuabvZ06u9PCqxEU5TjUY7ay3tR6awG3t8FA_YioFTU230ATFUaNlZ3tCJmjnbtvbh69GWrPp5lnHhsFxYIz3-MxK3kEf5wdOJBLlCc6zxF8nXJ5t118Ks8ovMJut9F2NcXayc89xTa7jYuARnlrHNRAuN0FBJyifuvfGphmO2ZchxKRlyWmdu2b8fjRQgtnvf94IWaUpwKAthB6Bmo2m1v4UXim6O2BrEj6jxQ-cLuxJAzltRAUjIenKBgMhEFOahv1aTYJ2gMG1XcwaPlZxWtrR_-12yAC6E9-fDofpsCesVohq20-An4pgWmpb_RZ3EAaqnrFLOgtWXPSkBjJoZcXf_smBDA-mPZB57sedHHkZ-BsAEhfvKn4gF4AQBiAWA8P2AU4AHvr6MDKgHp8yxAqgHpr4bqAfMzrECqAfz0RuoB5bYG6gHqpuxAqgHjs4bqAeT2BuoB_DgG6gH7paxAqgH_p6xAqgHr76xAqgH1ckbqAfZtrECqAeaBqgH_56xAqgH35-xAqgH-MKxAqgH-8KxAtgHAdIILwiAYRABGJ0BMgiKgoCAgICACDoNgECAwICAgICIgAKoA0i9_cE6WPXR1YXP25EDsQlDdAHDddAs6oAKA5gLAcgLAaIMCCoGCgTW2LECqg0CVVPIDQHiDRMIsvnWhc_bkQMVs8PyBx3VARyh6g0TCOrS14XP25EDFbPD8gcd1QEcofANAogO____________AdgTDNAVAcoWAgoA-BYBgBcBshcOGAEqCjU0MjA5NTIxMTW6FwI4AaoYFwkAAACAFjhEQRIKNTQyMDk1MjExNRgBshgJEgKzTxgBIgEA0BgB6BgBwhkCCAE&ae=1&gclid=EAIaIQobChMIsrfZhc_bkQMVs8PyBx3VARyhEAEYASAAEgKFvfD_BwE&num=1&cid=CAQSswEAwksa0S7mI4XQkLWamyNcLHhvlInAbQxRI3m4OmPY7yxYOUYdFgUAgi2OmjmUSRhTQw6O1djp5Ub5DjjlJnIpUrpGVzJPCzLky4JIUyEFNAOVqW8zbOz1BSs1jaUZl_4Kqp_tT3k9SzvEWQ4N6zJzaxSabYnWoqdx14RL6iBjXLuHHcjjy1jKOjYoL6s7i7Zovvpsy2GGUv83IZizx3PXPTDTJNYDmVi_zTrGON12Eu12KBgB&sig=AOD64_1EeGWkz5Vd88XoAYRZYlzKFXOhyQ&client=ca-pub-2804842558535487&rf=4&nb=0&adurl=https://lp.photoshelter.com/digital-asset-management-buyers-guide%3Fkw%3D%26id%3Dle0778%26utm_source%3Dgoogle%26utm_medium%3Dcpc%26utm_campaign%3Dda-ps-pmax%26utm_adgroup%3Dretargeting%26utm_term%3D%26utm_offer%3Ddam-guide%26gad_source%3D5%26gad_campaignid%3D22282205184%26gclid%3DEAIaIQobChMIsrfZhc_bkQMVs8PyBx3VARyhEAEYASAAEgKFvfD_BwE
https://googleads.g.doubleclick.net/aclk?sa=l&ai=CpCjzPbBOafKkHrOHy-8P1YPwiAro_-XjggHaq4ip8RPAh_LVw0EQASDStpIcYMmusofco_AQoAGqwfPzA8gBBuACAKgDAcgDCqoE7QJP0MEkZtWfpjO__yMRuo-8KtGQvEoxlM3P0SyH8JrRWLF6_12B_aCdNgjGfHW-5CPwthOgcmDrp5QmMsfDeyYaCfqM03jCn_N43eiwQVkdNtbuKQmxJodEO2MuabvZ06u9PCqxEU5TjUY7ay3tR6awG3t8FA_YioFTU230ATFUaNlZ3tCJmjnbtvbh69GWrPp5lnHhsFxYIz3-MxK3kEf5wdOJBLlCc6zxF8nXJ5t118Ks8ovMJut9F2NcXayc89xTa7jYuARnlrHNRAuN0FBJyifuvfGphmO2ZchxKRlyWmdu2b8fjRQgtnvf94IWaUpwKAthB6Bmo2m1v4UXim6O2BrEj6jxQ-cLuxJAzltRAUjIenKBgMhEFOahv1aTYJ2gMG1XcwaPlZxWtrR_-12yAC6E9-fDofpsCesVohq20-An4pgWmpb_RZ3EAaqnrFLOgtWXPSkBjJoZcXf_smBDA-mPZB57sedHHkZ-BsAEhfvKn4gF4AQBiAWA8P2AU4AHvr6MDKgHp8yxAqgHpr4bqAfMzrECqAfz0RuoB5bYG6gHqpuxAqgHjs4bqAeT2BuoB_DgG6gH7paxAqgH_p6xAqgHr76xAqgH1ckbqAfZtrECqAeaBqgH_56xAqgH35-xAqgH-MKxAqgH-8KxAtgHAdIILwiAYRABGJ0BMgiKgoCAgICACDoNgECAwICAgICIgAKoA0i9_cE6WPXR1YXP25EDsQlDdAHDddAs6oAKA5gLAcgLAaIMCCoGCgTW2LECqg0CVVPIDQHiDRMIsvnWhc_bkQMVs8PyBx3VARyh6g0TCOrS14XP25EDFbPD8gcd1QEcofANAogO____________AdgTDNAVAcoWAgoA-BYBgBcBshcOGAEqCjU0MjA5NTIxMTW6FwI4AaoYFwkAAACAFjhEQRIKNTQyMDk1MjExNRgBshgJEgKzTxgBIgEA0BgB6BgBwhkCCAE&ae=1&gclid=EAIaIQobChMIsrfZhc_bkQMVs8PyBx3VARyhEAEYASAAEgKFvfD_BwE&num=1&cid=CAQSswEAwksa0S7mI4XQkLWamyNcLHhvlInAbQxRI3m4OmPY7yxYOUYdFgUAgi2OmjmUSRhTQw6O1djp5Ub5DjjlJnIpUrpGVzJPCzLky4JIUyEFNAOVqW8zbOz1BSs1jaUZl_4Kqp_tT3k9SzvEWQ4N6zJzaxSabYnWoqdx14RL6iBjXLuHHcjjy1jKOjYoL6s7i7Zovvpsy2GGUv83IZizx3PXPTDTJNYDmVi_zTrGON12Eu12KBgB&sig=AOD64_1EeGWkz5Vd88XoAYRZYlzKFXOhyQ&client=ca-pub-2804842558535487&rf=4&nb=1&adurl=https://lp.photoshelter.com/digital-asset-management-buyers-guide%3Fkw%3D%26id%3Dle0778%26utm_source%3Dgoogle%26utm_medium%3Dcpc%26utm_campaign%3Dda-ps-pmax%26utm_adgroup%3Dretargeting%26utm_term%3D%26utm_offer%3Ddam-guide%26gad_source%3D5%26gad_campaignid%3D22282205184%26gclid%3DEAIaIQobChMIsrfZhc_bkQMVs8PyBx3VARyhEAEYASAAEgKFvfD_BwE
https://googleads.g.doubleclick.net/aclk?sa=l&ai=CpCjzPbBOafKkHrOHy-8P1YPwiAro_-XjggHaq4ip8RPAh_LVw0EQASDStpIcYMmusofco_AQoAGqwfPzA8gBBuACAKgDAcgDCqoE7QJP0MEkZtWfpjO__yMRuo-8KtGQvEoxlM3P0SyH8JrRWLF6_12B_aCdNgjGfHW-5CPwthOgcmDrp5QmMsfDeyYaCfqM03jCn_N43eiwQVkdNtbuKQmxJodEO2MuabvZ06u9PCqxEU5TjUY7ay3tR6awG3t8FA_YioFTU230ATFUaNlZ3tCJmjnbtvbh69GWrPp5lnHhsFxYIz3-MxK3kEf5wdOJBLlCc6zxF8nXJ5t118Ks8ovMJut9F2NcXayc89xTa7jYuARnlrHNRAuN0FBJyifuvfGphmO2ZchxKRlyWmdu2b8fjRQgtnvf94IWaUpwKAthB6Bmo2m1v4UXim6O2BrEj6jxQ-cLuxJAzltRAUjIenKBgMhEFOahv1aTYJ2gMG1XcwaPlZxWtrR_-12yAC6E9-fDofpsCesVohq20-An4pgWmpb_RZ3EAaqnrFLOgtWXPSkBjJoZcXf_smBDA-mPZB57sedHHkZ-BsAEhfvKn4gF4AQBiAWA8P2AU4AHvr6MDKgHp8yxAqgHpr4bqAfMzrECqAfz0RuoB5bYG6gHqpuxAqgHjs4bqAeT2BuoB_DgG6gH7paxAqgH_p6xAqgHr76xAqgH1ckbqAfZtrECqAeaBqgH_56xAqgH35-xAqgH-MKxAqgH-8KxAtgHAdIILwiAYRABGJ0BMgiKgoCAgICACDoNgECAwICAgICIgAKoA0i9_cE6WPXR1YXP25EDsQlDdAHDddAs6oAKA5gLAcgLAaIMCCoGCgTW2LECqg0CVVPIDQHiDRMIsvnWhc_bkQMVs8PyBx3VARyh6g0TCOrS14XP25EDFbPD8gcd1QEcofANAogO____________AdgTDNAVAcoWAgoA-BYBgBcBshcOGAEqCjU0MjA5NTIxMTW6FwI4AaoYFwkAAACAFjhEQRIKNTQyMDk1MjExNRgBshgJEgKzTxgBIgEA0BgB6BgBwhkCCAE&ae=1&gclid=EAIaIQobChMIsrfZhc_bkQMVs8PyBx3VARyhEAEYASAAEgKFvfD_BwE&num=1&cid=CAQSswEAwksa0S7mI4XQkLWamyNcLHhvlInAbQxRI3m4OmPY7yxYOUYdFgUAgi2OmjmUSRhTQw6O1djp5Ub5DjjlJnIpUrpGVzJPCzLky4JIUyEFNAOVqW8zbOz1BSs1jaUZl_4Kqp_tT3k9SzvEWQ4N6zJzaxSabYnWoqdx14RL6iBjXLuHHcjjy1jKOjYoL6s7i7Zovvpsy2GGUv83IZizx3PXPTDTJNYDmVi_zTrGON12Eu12KBgB&sig=AOD64_1EeGWkz5Vd88XoAYRZYlzKFXOhyQ&client=ca-pub-2804842558535487&rf=4&nb=8&adurl=https://lp.photoshelter.com/digital-asset-management-buyers-guide%3Fkw%3D%26id%3Dle0778%26utm_source%3Dgoogle%26utm_medium%3Dcpc%26utm_campaign%3Dda-ps-pmax%26utm_adgroup%3Dretargeting%26utm_term%3D%26utm_offer%3Ddam-guide%26gad_source%3D5%26gad_campaignid%3D22282205184%26gclid%3DEAIaIQobChMIsrfZhc_bkQMVs8PyBx3VARyhEAEYASAAEgKFvfD_BwE
https://adssettings.google.com/whythisad?source=display&reasons=AUJjZ_5WbUS_KR15R9SIUFhyh-gIifQhoE1IBPVO15s-sQoQKIHI97rV25rv0SvouRuRYfQ5yNxyB8bFRySvwqKi7vonyZ_jKkzEiNfVweZvvHr3kR9c-0FqUknE2_T9TNyLxz-qx0za-lfACAppO04NfFtzYeTQfDkyStiVmhXqmKfbT-MyGtxGVcfSjyAnmm0EQtoShlwkc7M_xSmLaQqDOQB3TC_yfDxyPTizEzVTVeDOGTLXzEadz-zHTOpumgVsbFNJTEP_KNZHoFwnotyGsq9HDzSA0oyYN7KjcIOOcoKBSV7pjVZg60AXmquXfKaiVw-ulvKLtdwlX0KR983bs4ScCR3I5POXq3G5SwzysXv_ClMfz7I8ABKYu0mbtwh7j9b9FbeMauXvG3TYgC1vT_d3TxvTKeRzYJX81WOhuMjn7qyMr3dS0s64sNYYqy4YeCgLOvVoP-o25F_xNedMztIow_RVvFfkfL6Kw_9rUjNHeK3omuTsqfRXtn9b1C7yAI2ykK9mBxTmCSMw2g5_OevaYw4IakkUdUjqd9WkYi_jgc-X2_xJxEvrQvAdf89k6bzqYtFKHk-A77WIRw9A5CoBGI4myCGCmA4hNe9rcY_mSrRulFFVCUL2NJ3jfBiTTxWzkT20pwKies6xDkjfqNw4MVhJPir7H0szpnT9AdpSnzWqxcOyqdW20yx2ntGLa5JPvigLTbqecx8ksqk2vGLxUAzPQhxfG7kbbCwardb36UsHxBG6JmwD2L7lCRCVgGkSYiOc5lzn-xnwebtVbgk94m4HjAwr3wkBCzuoYnWbKyMKV2GxDJlYXydNuz4s4Vs4RkAvduA6_Lj0F7Oy29BTW72I86m64p8mXJe0Kj7OtlHs_soMzfdyBsKgwK0Kkb6inhxtda5FSkkBvM-fyUBRHGJzIA9d4MEpT01EnvjcNAPMvr8TRRHlSFKRoRjGwl9wv7136lInQLVTzcs3vRA__QvEPheTqdufHmZdgvHYuOf7wUNqUbXfuXYvfUP3ENvnIwEseeCW7BfPBWpE0qR7tQw0J5T2TK5DbqubM843BB-ic1JqPnlfhiA1uorGQtamSBRRR57KcEHMslX2LSI2lE5wYBGeJwtXc_EkigfGmUIXnA5Ig4cfZOfl7MJmbFuSFeVmweQpvYBW2yp3y37jUkE_O__qy9IWw5J7p_cPt6KL9oXshzFDwHDlrpOmC05LiSyQ4iUMAoNVkkd3Q1F-QZC_Gw00Lqcu1BVlq3VQVYI8M5j1tFczymDoEkjJhNm6-BgV9Ard9hDVvcW9Ohh2yMlDri4mE5EsOhvFHCDKrcmyJZGw2C5VRgm3BJv2VGDvCYqWlQj2-zAAhQMs7Z_JV5jMR3rX09YSWSZ5UdmD5iZH2EGrixgFlrJIYFbCUcNhhuSTQ1O7nFOWxcuODzIZc_CobRqHN7ro8I4zYHg4VYfViD36RMIMe0TTKX6-GoVBhgOZBEAnoCU2IECVZ4jjSR11HaXB5aTEFOVaUl7N96uuRHy1CEwy65j_nCVxfV43QmxdcaqDSCOvmZ9nsOvCNMHFm-r4JVXtjQ7T2OnDTHheW3f1YF1WB4jIVRW5O5hboG09XridF7HPGSNezLJHa6i7Wal5jAH5V8bJTvJmLmBJ7HBpAh4y47mjbZKrb9wYK4zjd8FYtSuw0NVYbC5nxP22j2kfFwgXsG9fW3cza5dN5AW408BwAglEr800yigaDoCkq9r1yB9HqhmD0OBKd0nRxjekwju19fE1-42OFJVh01Iqk74G4QTO67lBYp2H2oado4uTPvnrJk5ZmZTUydrRRP0cCJCk7aIllVyHTvXsHlcabdnhFRRCSaYhLudiGVECfnrk6VSNKSeb1YWFN2fzJIpOEzHNWPNdQoUy18oHvDrWF2XWHc5DrkC8ZQpyCyhrv4mQW4DbtcfwuMXML3TFdMcewhKdScWlR1ZMINkrDcxB95b8vJ-EIbZ4leldY9SQ6mzxF-GNArBePTOAaqHYqNxjIHbHJ8gnuSyNzW8Ax_57ZGxpR3bIebLfJvk5u7A6mLxxM7ed2re-gYP8FcVubh6kvHkHQFEgiAVp6-EXw4UFWkjjuYcGjfl8S9KgMAMO5ALHu_WXMHkBYyOfvUUFENjROUzWYTxVqiJqLf9JiHSdmS8HwzmKGJPjhPUOFf5nu0sbCz5JWradyMP-NhofFWdU6z1w6ZBfKc6PhA8BWopOfiDwNFGHmWjv664b51uBf3jbS4a_Qv71D4qjbdK-tsEZOPMQFwo7ThheKzIw2JKLzYJ1w8Spx9sNTeUKpABwcP-jnzugi-w7E1bLAhD3DOlyfENoCmsCcF_1o9ZMSFDlPrMwbuY4L8wt0ikPv2TwQHkmLb1AQ1cDTLBfDjURtIYNEcGWeFAGkk1hGtot33tVhlWqpbFGlKKH0cCqxgzBgaHAO6dWfJO_4FFokhqhQeC0bIwV5o5pZWz4yMTcY7AmFmyv5PHrC1XObHW17gLRUqYAYK2ee2mR2-S-4zUf0yd2B0aCgmu6wwzj4A4xrtCYb4Huim0zUfop4jriMqM-jQgVG0l6aI3YSLrrswQUuXOHAfsnMDwM21r1ybG2Hpdig-ov_5wOCfAvWrORU9uY4bRKKvMdk5ZBEPkPuukKzbMnGtJjVN-n5-XYoPdgqSxXN2Mb0IS8sp-aMRo2rTcXUZtlqOk4vAGddmakzE9TKi7qhLcVvkbDCmo3PvFXEMv8oByecR-Q0cMML-ukqGyQdTjX4estjE8K-InUhJe-2uB33u4vHEVRA_7_1eOokXicDdqdB2zT&opi=122715837
https://adssettings.google.com/whythisad?source=display&reasons=AUJjZ_5WbUS_KR15R9SIUFhyh-gIifQhoE1IBPVO15s-sQoQKIHI97rV25rv0SvouRuRYfQ5yNxyB8bFRySvwqKi7vonyZ_jKkzEiNfVweZvvHr3kR9c-0FqUknE2_T9TNyLxz-qx0za-lfACAppO04NfFtzYeTQfDkyStiVmhXqmKfbT-MyGtxGVcfSjyAnmm0EQtoShlwkc7M_xSmLaQqDOQB3TC_yfDxyPTizEzVTVeDOGTLXzEadz-zHTOpumgVsbFNJTEP_KNZHoFwnotyGsq9HDzSA0oyYN7KjcIOOcoKBSV7pjVZg60AXmquXfKaiVw-ulvKLtdwlX0KR983bs4ScCR3I5POXq3G5SwzysXv_ClMfz7I8ABKYu0mbtwh7j9b9FbeMauXvG3TYgC1vT_d3TxvTKeRzYJX81WOhuMjn7qyMr3dS0s64sNYYqy4YeCgLOvVoP-o25F_xNedMztIow_RVvFfkfL6Kw_9rUjNHeK3omuTsqfRXtn9b1C7yAI2ykK9mBxTmCSMw2g5_OevaYw4IakkUdUjqd9WkYi_jgc-X2_xJxEvrQvAdf89k6bzqYtFKHk-A77WIRw9A5CoBGI4myCGCmA4hNe9rcY_mSrRulFFVCUL2NJ3jfBiTTxWzkT20pwKies6xDkjfqNw4MVhJPir7H0szpnT9AdpSnzWqxcOyqdW20yx2ntGLa5JPvigLTbqecx8ksqk2vGLxUAzPQhxfG7kbbCwardb36UsHxBG6JmwD2L7lCRCVgGkSYiOc5lzn-xnwebtVbgk94m4HjAwr3wkBCzuoYnWbKyMKV2GxDJlYXydNuz4s4Vs4RkAvduA6_Lj0F7Oy29BTW72I86m64p8mXJe0Kj7OtlHs_soMzfdyBsKgwK0Kkb6inhxtda5FSkkBvM-fyUBRHGJzIA9d4MEpT01EnvjcNAPMvr8TRRHlSFKRoRjGwl9wv7136lInQLVTzcs3vRA__QvEPheTqdufHmZdgvHYuOf7wUNqUbXfuXYvfUP3ENvnIwEseeCW7BfPBWpE0qR7tQw0J5T2TK5DbqubM843BB-ic1JqPnlfhiA1uorGQtamSBRRR57KcEHMslX2LSI2lE5wYBGeJwtXc_EkigfGmUIXnA5Ig4cfZOfl7MJmbFuSFeVmweQpvYBW2yp3y37jUkE_O__qy9IWw5J7p_cPt6KL9oXshzFDwHDlrpOmC05LiSyQ4iUMAoNVkkd3Q1F-QZC_Gw00Lqcu1BVlq3VQVYI8M5j1tFczymDoEkjJhNm6-BgV9Ard9hDVvcW9Ohh2yMlDri4mE5EsOhvFHCDKrcmyJZGw2C5VRgm3BJv2VGDvCYqWlQj2-zAAhQMs7Z_JV5jMR3rX09YSWSZ5UdmD5iZH2EGrixgFlrJIYFbCUcNhhuSTQ1O7nFOWxcuODzIZc_CobRqHN7ro8I4zYHg4VYfViD36RMIMe0TTKX6-GoVBhgOZBEAnoCU2IECVZ4jjSR11HaXB5aTEFOVaUl7N96uuRHy1CEwy65j_nCVxfV43QmxdcaqDSCOvmZ9nsOvCNMHFm-r4JVXtjQ7T2OnDTHheW3f1YF1WB4jIVRW5O5hboG09XridF7HPGSNezLJHa6i7Wal5jAH5V8bJTvJmLmBJ7HBpAh4y47mjbZKrb9wYK4zjd8FYtSuw0NVYbC5nxP22j2kfFwgXsG9fW3cza5dN5AW408BwAglEr800yigaDoCkq9r1yB9HqhmD0OBKd0nRxjekwju19fE1-42OFJVh01Iqk74G4QTO67lBYp2H2oado4uTPvnrJk5ZmZTUydrRRP0cCJCk7aIllVyHTvXsHlcabdnhFRRCSaYhLudiGVECfnrk6VSNKSeb1YWFN2fzJIpOEzHNWPNdQoUy18oHvDrWF2XWHc5DrkC8ZQpyCyhrv4mQW4DbtcfwuMXML3TFdMcewhKdScWlR1ZMINkrDcxB95b8vJ-EIbZ4leldY9SQ6mzxF-GNArBePTOAaqHYqNxjIHbHJ8gnuSyNzW8Ax_57ZGxpR3bIebLfJvk5u7A6mLxxM7ed2re-gYP8FcVubh6kvHkHQFEgiAVp6-EXw4UFWkjjuYcGjfl8S9KgMAMO5ALHu_WXMHkBYyOfvUUFENjROUzWYTxVqiJqLf9JiHSdmS8HwzmKGJPjhPUOFf5nu0sbCz5JWradyMP-NhofFWdU6z1w6ZBfKc6PhA8BWopOfiDwNFGHmWjv664b51uBf3jbS4a_Qv71D4qjbdK-tsEZOPMQFwo7ThheKzIw2JKLzYJ1w8Spx9sNTeUKpABwcP-jnzugi-w7E1bLAhD3DOlyfENoCmsCcF_1o9ZMSFDlPrMwbuY4L8wt0ikPv2TwQHkmLb1AQ1cDTLBfDjURtIYNEcGWeFAGkk1hGtot33tVhlWqpbFGlKKH0cCqxgzBgaHAO6dWfJO_4FFokhqhQeC0bIwV5o5pZWz4yMTcY7AmFmyv5PHrC1XObHW17gLRUqYAYK2ee2mR2-S-4zUf0yd2B0aCgmu6wwzj4A4xrtCYb4Huim0zUfop4jriMqM-jQgVG0l6aI3YSLrrswQUuXOHAfsnMDwM21r1ybG2Hpdig-ov_5wOCfAvWrORU9uY4bRKKvMdk5ZBEPkPuukKzbMnGtJjVN-n5-XYoPdgqSxXN2Mb0IS8sp-aMRo2rTcXUZtlqOk4vAGddmakzE9TKi7qhLcVvkbDCmo3PvFXEMv8oByecR-Q0cMML-ukqGyQdTjX4estjE8K-InUhJe-2uB33u4vHEVRA_7_1eOokXicDdqdB2zT&opi=122715837
https://www.britannica.com/money
https://premium.britannica.com/premium-membership/?utm_source=premium&utm_medium=global-nav-money&utm_campaign=evergreen

Bengen found that if you withdrew no more than 4.2% of your portfolio in the first
year of retirement, and adjusted the amount annually thereafter for inflation, there
was a 90% chance your nest egg would last about 30 years. (In some of his test cases,
portfolios lasted 50 years.)

Are you ready to start planning your retirement savings? Check out the calculator in
this article, plug in the appropriate numbers, and see how much you might need to

save — and how long those savings might last. Are you on track?

Retirement Calculator

How much per year do you need to

How the 4% rule works

Since then, using the 4% rule in retirement save for retirement?
planning has sparked an ongoing debate

. . . Current Age 35
among financial advisors and researchers. To
understand why, it helps to have a basic Current Savings $ 10,000
example of how the 4% rule can work.

Retirement Age 65

Let’s say you've saved $1 million in an IRA
and you plan to retire now. If you withdraw Retirement Income o -\ o0
4% from that IRA the first year, that’s (in today's dollars)
$40,000. You’d supplement that amount with Social Security / s 20.000

. o Pensions !
your Social Security income and any other
income you might have, such as a pension. Savings Run Out ... Age 1C v
The following year you’d adjust your 4% Investment Return

. o , 6 7.00

withdrawal to account for inflation. Let’s (vearly, post tax)

assume your account value appreciated such Expected Inflation % 3.00
that the balance was still $1 million, and the
inflation was 3%. You’d withdraw $41,200

that year ($4O’OOO X 1'03)' (results appear below)

Remember: The amount you withdraw each
. L. . Retirement Calculator
year is based on the principal balance. So if
your account lost value over the year and was
worth, say, only $950,000, your withdrawal
in that second year (adjusted for 3% inflation)

would be:

$950,000 X 0.04 X 1.03 = $39,140.

In theory, the advantage of this strategy is that by keeping your annual withdrawal
rate fairly low, and assuming a modest growth rate for your portfolio, over time you’d
be unlikely to run out of money.

This strategy may be helpful even for those who are retiring into a downturn and

period of high inflation, according to a 2022 study by T. Rowe Price.

Although portfolios can suffer when the market is down, and retirees’ money doesn’t
stretch as far when inflation balloons, the study—which examined periods starting in
1973, 2000, and 2008—showed that taking modest 4% withdrawals in tough times
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may give portfolios a certain resilience, enabling balances to recover as market

conditions improve.

The challenge, though, is that most retirees have to consider a number of variables
when setting up their income plan. A one-size-fits-all approach may not work.

Does the 4% rule make sense?

As Bengen himself noted, the 4% rule was a guideline for retirees, not a

commandment nor a guarantee.

After all, the 4% rule that Bengen had proposed applied to a tax-deferred portfolio—
such as a 401(k) or individual retirement account (IRA)—with a 50-50 allocation to
stocks and fixed-income investments, and a 30-year retirement time horizon. For
those with a different allocation, or longer or shorter time horizons, withdrawal rates
could be substantially different.

A number of variables can influence your

ideal retirement drawdown amount, Retirement Q&A

including: Is $1 million enough to retire? Can | rely
on Social Security? What is a Roth? Your
retirement questions, answered.
e Your total account balance(s) at

retirement
e Your risk tolerance and asset allocation
e Unpredictable retirement expenses (such as health care)
e Inflation

o Market conditions, including market returns and volatility

That last point—the inevitable fluctuations of the market—is often cited as a flaw in
the 4% rule, which recommends a fairly fixed withdrawal rate. A more sustainable
approach for many retirees might be a flexible one that allows you to adjust your
withdrawals depending on market conditions and portfolio returns, as well as

personal spending needs.

Pros and cons of the 4% rule

Is the 4% rule right for you and your long-term retirement strategy? Here are some

pros and cons to consider:

Pros

e Simple. The 4% rule is a straightforward formula for providing steady

income.

o Can be flexible. It’s not set in stone. You can use it as a starting point for

establishing your own fixed or variable withdrawals.

e Part of your estate plan. In many cases, the 4% rule can leave enough of
your nest egg intact so that you can pass along more of it to your heirs.
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Cons

e Subject to market whims. Without taking actual market conditions into
account, plus your particular asset allocations and real-life spending needs
(which rise and fall), you run the risk of withdrawing too much or too little.

o Not guaranteed. Even Bengen’s initial research gave the 4% rule a 90%
certainty rate, which implies there’s a 10% likelihood of falling short. The
odds may be in your favor, but it might be a gamble not worth taking.

o Ignores costs and fees. The 4% rule doesn’t take into account the impact
of investment costs and portfolio management fees. Make sure you
understand the expense ratios of the funds in your portfolio, as well as how

much you’re paying your financial advisor, if you use one.

The bottom line

The 4% rule was groundbreaking in its time, and there’s no doubt it changed how
professionals and individuals have structured retirement income plans. But it might
be wise to consider the 4% rule more as a jumping-off point versus a mandate for your

own retirement strategy.

Having a steady retirement income that won’t deplete your nest egg would be ideal,
but there are a number of ways to combine income streams (including Social Security
benefits, pensions, annuities, and so on) that may be more flexible so you can tailor

them to your specific needs.
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