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1. THE iDEa THaT anyOnE can TiME THE STOck MaRkET:
“Buying low and selling high”, getting out at exactly the right time, only to wait for the 
next bottom, to then buy again, and repeating over and over. 

“we do not have an opinion about where the stock 
market, interest rates, or business activity will be 
a year from now. We’ve long felt the only value of 
stock forecasts is to make fortune tellers look good. 
We believe that short term market forecasters are 
poison and should be kept locked up in a safe place, 
away from the children and also from grown-ups 
who behave in the market like children” 

    -Warren Buffett

Note: There are Four key factors  “R.T.I.P.” 
towards baby boomer success in retirement: 

1. Risk Tolerance 

2. Time horizon 

3. Income needs 

4. Proper tools 

HOw MUcH cOULD i LOOSE in THE nExT MajOR STOck MaRkET MELTDOwn?

Here is Some historical perspective- look at a 
graph of the DOW JONES AVERAGE the past 
century.

95% of the returns of the past 117 years have 
come in the past 35 years, and with the inception 
of your 401k and the abolition of your pension 
plan, between the late 1980s’ – 2001, just after 
the .com bubble. Here this acceleration away from 
pensions to 401k plans really kicked into overdrive 
with large corps exiting the pension business. 

Volatile stock stock markets, low interest rates, 
and ever-expanding life expectancies where the 
catalysts from pension to defined contribution 
plans(401k’). Just Google search “graph of the 
Dow Jones since the turn of the century” and you 
will see what I mean.

Think about it. Your safe comfortable guaranteed 
retirement income has been replaced by “phantom 
stock market” income. We’ve now had TWO huge 
bubbles, two huge market meltdowns of 40% and 
with a market that has now run for 9 years, you 
know you are in bubble number three, but this time 
you don’t have the time to recover.

Furthermore, each time we’ve had a major market 
run up for over a decade, as in the 1980s-1990’s, 
or in 2000-2008, we’ve had higher highs and even 
lower lows: “Regression to the Mean”.  Look, 
again, at that graph of the Dow. The NASDAQ just 
recently passed the high water mark from the dot 
com bubble. This was nearly two decades ago, 
pre-google, think about it? 
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The Risk Tolerance Test: 

High Risk, High Level of Loss

If you are approximately 60  
with $500,000 saved & take  

another 40% loss = -$200,000  
= $300,000 left 

This would require about an 80% gain to get  
back to even due to the “arithmetic of loss “

Moderate Risk, Moderate Level of Loss

If you are approximately 60 
with $500,000 saved & take  

another 20% loss = -$100,000 
 = $400,000 left

This would require about an 40% gain to get  
back to even due to the “arithmetic of loss” 

Lower Risk, Lower Level of Loss

If you are approximately 60 
 with $500,000 saved & take  
another 10% loss = -$50,000 

= $450,000 left 

This would require about an 20% gain to get  
back to even due to the “arithmetic of loss “

A portfolio this aggressive, with such a high 
level of risk, is generally unsuitable since 60 
year olds cannot stomach this level of loss, 
it does not fit their risk tolerance.

A portfolio this aggressive, with a moderate 
level of risk, is generally unsuitable for most 
60 year olds since cannot stomach this level 
of loss, it does not fit their risk tolerance

A portfolio with this fairly low level of risk may 
or may not be suitable for a 60-year-old. 

What type of emotional 
reaction would this create?

• Fear, Anger, Shock, Depression? 
• Can you stomach this? 
• Would you sell? 
• Lose sleep, etc.?

R - Risk Tolerance

• The crux of any individuals’ retirement portfolio is risk tolerance. 

• It is an emotional pain threshold and tied into other the factors 
such as time horizon till income is needed, and liquidity. 

Each individual is different. Its depends the individual’s, age, years till retirement, and the amount of 
assets they have saved for retirement, but most importantly, number 2.
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2. THE iDEa THaT acTivE TRaDinG iS THE kEy TO biG pROFiTS 
   anD a SaFE cOMFORTabLE RETiREMEnT

STEp TwO: There are  Four key factors  “R.T.I.P.” 
towards baby boomer success in retirement:

1. Risk Tolerance 

2. Time horizon 

3. Income needs 

4. Proper tools

T - Time Horizon
“Boomers”, individuals within   2-10 years of 
retirement, or currently in it, do not have the time 
to recover from huge stock market losses, nor let 
the long term upward trend of the capital markets 
benefit them. Simply put, with their real money 
(retirement savings) baby boomers are no longer 
‘long term investors” relative to their income needs. 
Their time horizon is compressed. 

The risk tolerance quiz above is tied directly to time 
horizon. They are two sides of the same coin and 
form the foundation of the advisor client relation-
ship. This has been the case since the creation of 
the SEC in the 1930’s and regulations placed upon 
financial advisors to protect the public

• Here below is how “cherry picking” a selected 
period of time in the market can give off 
misleading data relative to retirement income 
planning, essentially making “numbers lie”

Missing the Best days in the stock market, 
-1 H. Nejat Seyhun, University of Michigan, “Stock Market Extremes 
and Portfolio Performance,” commissioned by Towneley Capital 
Management, 1994

  “Almost all big stock market gains and drops 
are concentrated in just a few trading days each 
year. Missing only a few days can have a dramatic 
impact on returns. Figure 4-2 illustrates how an 
investor who hypothetically remained invested in 
the S&P 500 Index throughout the 20-year period 
from 1994 to 2013 (5,037 trading days) would 
have earned a sizable 9.22% annualized return, 
growing a $10,000 investment to $58,352. When 
the five best-performing days in that time period 
were missed, the annualized return shrank to 
7.00%, with $10,000 growing to $38,710, and if an 
investor missed the 20 days with the largest gains, 
the returns were cut down to just 3.02%. If the 40 
best-performing days were missed, an investment 
in the S&P 500 turned negative, with $10,000 
eroding in value to just $8,149, a loss of $1,851.”
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University of Michigan Professor H. Nejat Seyhun analyzed 7,802 trading days for the 31 years from 1963 to 1993 and concluded that just 90 days 
generated 95% of all the years’ market gains — an average of just three days per year.1
The expected return of the market is essentially constant and positive. Therefore, investors who are out of the market for any period of time can 
expect to lose money relative to a simple and low-cost buy-and-hold strategy.
-1 H. Nejat Seyhun, University of Michigan, “Stock Market Extremes and Portfolio Performance,” commissioned by Towneley Capital Manage-
ment, 1994

HERE aRE SOME appROxiMaTE avERaGE MaRkET RETURnS On THE S anD p 500 inDEx 

1900-1998, approximately 4% average returns, not 
including fees, which for the average investor, proba-
bly averages about 2%, most of which are hidden.

1998- today, still only about 4% average return due to 
two huge 40% pull backs In 2000 and 2008.

Plug in what many of you at 50ish to 60ish have 
saved: approximately $500,000 +/-  on a financial 
calculator, or an on line calculator like bank rate.com, 
as a time value of money equation. 

For example, we know that $500,000 invested in the 
s and p 500 in 1998 is about $1,200,000 as of today, 
$1,200,000 on paper, monopoly money. Monopoly 
money produces A “phantom retirement income”, 
a phantom sense of security, you see my point. So, 
what has been your average rate of return on your 
retirement savings? Let’s run the numbers. 

If we set up the equation as follows:

n: nUMbER OF yEaRS: 19 
pv: pRESEnT vaLUE:  

              $500,000 invested in 1998 
Fv: FUTURE vaLUE (TODay’S vaLUE): 
         approximately $1,200,000 
i: inTEREST RaTE: ( SOLvE FOR THiS):  

        =@4% Average Annual Return 

Note: Stocks move in the direction of yet to be 
announced earnings (cash flows). The “frothy” 8+ 
year old bull market of the early part of 2017, the 
so called “Trump Bump” is all policy based, and 
not based in fundamentals.  It’s all “if come.”.  
The market has all these potentially great, 
factors, like lower taxes, oil and gas pipelines, 
more jobs, etc., already baked into the cake. 
All factors to be known about the market   are 
already known and this is factored into a stocks’ 
and a markets’ price. This is how an efficient 
market works. However, when policy does not 
deliver, earning suffer, and a market pull back 
occurs. In the face of a bull market run that is   
very long in the tooth, a 105+ year record of less 
than a 5% pullback, since 2008, This is not an if 
proposition, but a when.

For more info: “Why are stocks so risky” Center for Retirement 
research at Boston College

 http://crr.bc.edu/wp-content/uploads/2009/11/IB_231.pdf
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3. THE iDEa THaT THE FinanciaL nEwS (cnbc, ETc.) acTUaLLy HavE THEiR 
FinGER On THE pULSE OF THE MaRkET (wHEn TO bUy anD SELL) anD aRE 
THERE TO  HELp yOU SUccEED

• To the Wall street pundits on tv, and the financial media on the internet, the narrative and the tools of a safe 
comfortable retirement income all rests in the stock market and the stock market alone: Some magical mix of 
60% stocks and 40% bonds, or maybe 40% stocks and 60% bonds. It just depends upon which “expert” you 
listen to and when. 

• The business of wall street, your 401k plan, and the financial services industry is fees. No matter how you slice it 
there is no free lunch

All retirement planning is retirement income planning, 
replacing the check that no longer will be coming in 
from your employer 

Note: There are  Four Key Factors “R.T.I.P.” towards 
baby boomer success in retirement: 

1.Risk tolerance

2.Time horizon

3.Income needs

4.Proper tools 

i - Income Needs
How much income do you need, and when do you need 
it? This is simple math if you are using investments that 
that contain the proper characteristics: Real numbers 
vs. totally theoretical, stock market based solutions. 
All asset types have different characteristics, and uses. 
What mix is suitable and correct for you and your 
family?

For the average ‘baby booming retirement saver”, 
50ish to 60ish with a low risk tolerance and shortened 
time horizon, based upon the empirical and objective 
academic research, The combination of  financial saving 
tools containing  the following characteristics,  may be 
the best mix for a safe comfortable retirement 

• Protection of Principal- to protect against another 40% 
loss, and keep your gains  
• Compounding Interest- To grow your nest egg 
• Guaranteed lifetime income- to replace your paycheck 
in retirement  
• Liquidity – because, life happens  

• A rising income to combat inflation:  For that portion of 
your money that is actually at risk in the stock market  “ 
Indexing” , along with, some active management in the 
form of rebalancing,  in a low cost asset allocation, like 
“The Four Asset Portfolio”  For Growth and Income 
in Retirement, is empirically is the  best mix of assets

The “Four-Legged Stool” refers to the, “textbook”, 
and tried and true, means by which Americans have 
historically saved for, and funded their retirements. Each 
“leg” represents a different bucket, or cash flow. The 
combination of all, each with different characteristics, 
forms a guaranteed lifetime income, liquidity, and a 
rising income, to guard against purchasing power 
risk(inflation). 

1. Pensions

2. Social security

3. Cash in bank (emergency fund)

4. Securities (stocks or mutual funds) in a conservative 
asset allocation, to build a rising income to guard 
against erosion to purchasing power risk (inflation)

The reason why “FLS” has always been the gold stan-
dard of a successful retirement plan is that the whole 
is far greater than just the sum of its parts, since no 
financial vehicle has all the necessary characteristics to 
solve all problems inherent in a retired life, that currently, 
may be if 40 years, equaling or exceeding ones work-
ing career. The new life expectancy for a male being 
approximately 84, with a woman being nearly 90. To 
plan for, and build a solid plan to live well in retirement, 
savers must now target age 100 as life expectancy.  
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4 .  THE iDEa THaT pUTTinG aLL OF yOUR MOnEy inTO THE STOck MaRkET 
aS yOU aRE aLwayS TOLD TO DO by THE TaLkinG HEaDS, THE biG 
bROkERaGE HOUSES, anD FEE OnLy FinanciaL aDviSORS iS TRUE DivER-
SiFicaTOn, anD THUS, acTUaL “RETiREMEnT incOME pLanninG”

Here is the grim reality - A port of 15 mutual funds, 
or 20 individual, even blue chip stocks are not true 
diversification; not decoupled from the risks of the 
market

In 1952 an academic named Harry  Markowitz won 
a Nobel Prize for his paper on diversification 

Here was his theory, and the different components, 
that together, made up the paper:

• Add in bonds to soften the blow, to your 
losses, in a falling market 

• All of us have a pressure point, or a tipping 
point at which we, as rational creatures, 
decide as to whether we’d rather choose 
a guaranteed rate of return, a bond or cd 
interest rate, our “risk free alternative”, or 
take more risk, due to a higher “expected 
rate of return”. 

•  This mental calculus of safety, vs potential 
gains, coaxes us towards more,or less risk 
based upon our options, and our mental 
outlook. It is like why most of us do not rob 
banks. Too much risk for too little return, 
since we don’t want to do the time .

So, this was about it. He created formulas, as 
academics do, and put together a paper, calling it 
“revolutionary”

The past 20+ years, as your pension went away, 
this “diversification” has morphed into what wall 
street has called “asset allocation” 

Here is the problem with the theory, the math, and 
the real numbers:

• “Diversification“ was never intended to solve 
your retirement income problem. Your pension 
did this and now it’s gone.  

• Your 401k/IRA was never intended to be the 
vehicle to carry you. It was always just the little 
brother add on the “big kahuna” the defined 
benefit pension plan, which is now gone . 

• There is really no “risk free alternative” that 
offers protection of principal and pays any 
discernible guaranteed interest rate today- 
cd’s, bonds,etc 

• Retirement savers, who’s pensions (guaranteed 
income) have now been replaced by 401k 
plans(phantom income ) have been forced to 
throw caution to the wind, taking them well 
out of their comfort level with risk tolerance, 
and  chase stock market returns,  praying  the 
market keeps going up, saving their retirement 

• The recommended withdrawal rate off money 
in the market has gone from a 6% spend rate 
in the 1990’s  to a 4% withdrawal rate (the 4% 
withdrawal rule) 2000-2008, to now maybe 
2%, unless an asset allocation known as “The 
Four Asset Portfolio for Growth and Income” 
in Retirement, is utilized and most prudently, 
as an add on to a pension or a fixed annuity 
with a guaranteed income feature.
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Another important issue in a retirement portfolio is 
the sequence of returns/sequence of losses,   that 
is, the order in which returns occur has a dramatic 
impact on the longevity of a retirement portfolio. 
Market-based losses (or very low returns) in the 
early years (just after the person has retired) can be 
disastrous to the longevity of the portfolio. Thus, a 
retirement portfolio needs to be sufficiently diversi-
fied to minimize “timing-of-returns” risk. Building a 
retirement portfolio that has a very large allocation 
in any one asset class is simply asking for trouble 
because of the lack of diversification.

 In fact, based upon “sequence risk”, the sequence 
of when you incur losses, extensive research from 
the Stanford Center on the Study on Longevity, 
indicates that, if you incur significant losses in 
the four years just prior to retirement, and/or the 
first four years into retirement, odds are quite high 
that you run out of money before you run of life.  
Considering the ever expanding life expectan-
cies,(about 84 for a man and 87 for a woman),  

this could be in your late 70’s or late 80’s. At a 
minimum, you may suffer a lower standard of 
living, or worse yet, “run out of money before you 
run out of life”  in your late 70’s , 80’seve, or even 
90’s, not a good time to be looking for work, or 
moving in with your 65 year old children. To be 
safe, in today’s world, you must plan to live to 100, 
and a rising cost world of 3% inflation.

Note: If you had retired Jan. 1, 2000, with an 
initial 4% withdrawal rate and a portfolio of 55% 
stocks and 45% bonds rebalanced each month, 
with the first year's withdrawal amount increased 
by 3% a year for inflation, your portfolio would 
have fallen by a third through 2010, according to 
investment firm T. Rowe Price Group. And you 
would be left with only a 29% chance of making 
it through three decades, the firm estimates.
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wHaT iF yOUR FiRST TEn yEaRS inTO RETiREMEnT LOOk LikE THiS??

What if you are currently retirement age and the next ten years look like these 10 years?

This table is designed to show the devastating effect of “sequence risk” on a retirees portfolio, due to a 
lack of proper diversification  

65 year old who retired in 2000 
with 1m saved and pulled 4% 

annually + 3% increase for inflation 
from the s and p 500 index    

Disclaimers:

• ASSUMES 100% INVESTMENT IN S AND P 500 index  
• DOES NOT NOT ACCOUNT FOR INSTITUTIONAL FEES OR ADVISOR  
   FEES WHICH TYPICALLY AVERAGE  APPROX. 2% IN TOTAL ANNUALLY 
• Table for illustrative purposes only, your returns could be more or less.  

yEaR
pORTFOLiO 

vaLUE

iniTiaL  
wiTHDRawaL 

RaTE:  (4% + 
incREaSE FOR 

inFLaTiOn)
MaRkET 
RETURn Gain/LOSS

REMaininG 
pORTFOLiO 

vaLUE

nEw wiTH-
DRawaL RaTE 

REqUiRED 

2000 $ 1,000,000.00  $40,000.00 -9.10%  $(91,000.00) $859,000.00 4.00%

2001 $ 859,000.00  $41,200.00 -11.89% $(102,135.10) $707,074.90 4.80%

2002 $ 707,074.90  $42,436.00 -22.10% $(156,263.55) $501,304.60 6.00%

2003 $ 501,304.60  $43,709.08 28.68%  $143,774.16 $596,356.63 8.72%

2004 $ 596,356.63  $45,020.35 10.88%  $64,883.60 $610,256.31 7.55%

2005 $ 610,256.31  $46,370.96 4.91%  $29,963.58 $587,746.37 7.60%

2006 $ 587,746.37  $47,762.09 15.79%  $ 92,805.15 $626,911.97 8.13%

2007 $ 626,911.97  $49,194.95 5.49%  $34,417.47 $605,865.36 7.85%

2008 $ 605,865.36  $50,670.80 -37.00% $(224,170.18) $324,965.72 8.36%

2009 $ 324,965.72  $52,190.93 26.46%  $85,985.93 $355,511.07 16.06%

2010 $ 355,511.07  $53,756.66 15.06%  $53,539.97 $351,739.27 15.12%

• Past performance is no guarantee of future returns  
• This is not an offer to purchase securities. 
• Consult your financial advisor before investing
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5. iDEa THaT THE SMaRTEST pEOpLE in THE wORLD aRE THE bEST invESTORS, 
or that you can study your way into being Warren Buffett, an expert investor

According to the hedge fund research firm Preqin, 
September marked the fourth consecutive month 
of negative returns, making this the longest nega-
tive period since June to November in 2008. In 
other words, it's the longest period of negative 
returns since the height of the financial crisis, yet 
there's no crisis at the moment. The average hedge 

fund is up only 0.18% year to date, putting hedge 
funds on track for the lowest returns since 2011, 
Preqin said. The strategies getting hit the hardest 
are equity and event-driven.  Relative value funds 
have been the only bright spot, with the average 
fund posting gains of 4.11% so far this year. 

THE TiTanS GETTinG bRUiSED

Numerous big names have been getting bruised, especially after the volatility in August.

Here’s a scorecard based on performance data from HSBC, investor updates, and media reports:

• Third Point Offshore (Dan Loeb): -4.4% (through September 30)

• Pershing Square Holdings (bill ackman): -9.6% (performance through October 13)

• Marcato International (Mick McGuire): -11.6% (through September 30)

• Paulson Advantage (john paulson): -12% (through September 30)

• Omega Overseas Partners (Leon cooperman): -12.02% (through September 30)

• Glenview Capital (Larry Robbins): -13.5% (through September 30)

• Greenlight Capital Offshore (David Einhorn): -16.88% (through September 30)

• Fortress Macro Fund (Mike novogratz): -17.49% (fund closing)

wHaT abOUT THE FEES?

Still, the less-than-stellar returns have renewed 
questions about hedge fund compensation. Gener-
ally speaking, hedge funds aim to control risk and 
generate profits, no matter what the market is 
doing. For some, that performance just isn’t there.

Hedge fund managers are usually paid through a 
compensation structure commonly known as the 
“2 and 20,” which stands for a 2% management 
fee and a 20% performance fee. That means a 
hedge fund manager would charge investors 2% 
of total assets under management and 20% of any 
profits. 

http://www.businessinsider.com/hedge-funds-re-
turns-in-2015-2015-10 julio la roche 
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SUMMaRy:  
Dalbar’s 21st Quantitative Analysis of Investor Behavior

Since 1994 Dalbar’s quantitative analysis of inves-
tor Behavior has measured the effects of investor 
decisions to buy sell and switch into and out of 
mutual funds over short and long-term time frames 
The results consistently show that the average 
investor earns less, and in many cases, much 
less, than usual fund performance reports would 
suggest. 2015 examines real investor returns and 
Equity fixed income and asset allocation funds 
as well as composite returns. no matter what the 
state of the mutual fund industry, boom or bust, 
investment results are more dependent on investor 
behavior than fund performance.

• In 2014 the average mutual fund investor under-
performed the s and p 500 by  8.19%

• The 2014 20 year ave annualized s and p 500 
return was 9.85% The have mutual fund inves-
tor was only 5.19%, a gap of 4.66%

invESTOR bEHaviORS: a caUSE OF 
pOOR DEciSiOn-MakinG
After decades of analyzing investor behavior and 
good times and in bad times and after enormous 
efforts by thousands of industry experts to  
educate millions of investors, imprudent action 
continues to be widespread. It has become clear 
that improvements through investor education 
have only produced marginal benefits. To put this 
in context, it is also helpful to look back at what  
we have learned over the past 30 years about 
investor behavior. 

When discussing investor behavior, it is helpful to 
first understand the specific thoughts and actions 
that lead to poor decision-making.  

Investor behavior is not simply buying and selling 
at the wrong time, it is the psychological traps, 
triggers, and misconceptions that caused investors 
to act irrationally. That rationality leads to buying 
and selling at the wrong time, which leads to under 
performance.

There are 9 distinct behaviors that tend to plague 
investors, based on their personal experiences and 
unique personalities. 

1. Loss Aversion: Expecting to find High 
returns with little risk

2. Narrow Framing: Making decisions without  
 considering all implications

3. Anchoring: Relating to the familiar experi-
ences even when inappropriate

4. Mental Accounting: Taking undue risk 
inone area and in avoiding rational in risk 
other’s

5. Diversification: Seeking to reduce risk but 
simply using different sources 

6. Herding: Copying the behavior of others 
even in the face of unfavorable outcomes

7. Regret: Treating errors of commission more 
seriously than errors of omission

8. Media Response: Tendency to react to news  
without reasonable examination

9. Optimism: Believe that good things happen  
 to me and bad things happen to others

*This study was conducted by an independent third party Dalbar Inc a research firm specializing in financial services Dalbar is not associated with 
Mann Financial Group the information hearing is a believed to be reliable but accuracy and completeness cannot be guaranteed. It is being for 
informational purposes only and is not a solicitation to buy or sell securities 
Dalbar  |  Federal reserve Plaza  |  600 Atlantic Ave, FL 30, Boston, MA 02210  |  www.dalbar.com
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wHy DO yOU nEED a FinanciaL aDviSOR anyway?

Nobel Prize winner Daniel Kahneman is one 
of the founding fathers of behavioral finance. 
Although he holds a doctorate in psychology, not 
economics, he has had a profound effect on the 
financial services industry. We as human beings 
are fundamentally and “systematically irrational 
“when it comes to the decision making required 
to be effective managers of our own funds in the 
stock market, and when to buy and sell securi-
ties, Furthermore, we are even less emotionally 
equipped to execute on a lifetime income plan that 
may need to last some 35-40 years.

SySTEM 1 vS. SySTEM 2 THinkinG
The two main ways that our minds process the 
world: System 1 and System 2. System 1 thinking 
he calls “fast thinking”. This characterized by snap 
assessments of situations, subconscious thinking, 
and thoughts processed in the brain. IE: ow your 
mind works when listening to a speech, your 
mind does not process every single word for its 
importance. In contrast, Kahneman calls System 2 
thinking “slow thinking.” It is characterized by deep 
analysis, and is thus taxing, like when you preform 
multiplication in your head.

aSSOciaTivE THinkinG
Our minds like associative thinking. The brain likes 
to respond to causes. An example of this is “prim-
ing,” For example the following sentence: “How 
many animals did Moses take into the Ark?” The 
problem here is that it was Noah, not Moses, who 
took animals into an ark. This works, because the 
System 1 brain hears Moses, priming us for other 
biblical information. 

pREjUDicES
Despite the many examples of our minds having 
two components, most of us subjectively feel that 
we are System 2 thinkers. And, in fact, System 2 
spends a lot of time covering up much of System 
1’s thinking

pEOpLE aRE OvERcOnFiDEnT
Day traders churn because they tell themselves 
coherent stories. But even Fortune 500 CFOs tell 
themselves stories that are much more coherent 
than the facts justify. 

OUR MinDS SEEk cOHEREncE
Another effect of System 1 is that it tends to 
generate answers in situations in which there is an 
absence of information. we are not often stumped 
by a question or situation. On average people 
know very little about the stock market and yet 
they feel that they know a lot about it. 

Parts taken from Enterprising Investor Authored  
by Jason A. Voss, CFA 

https://blogs.cfainstitute.org/investor/2012/05/14/
daniel-kahneman-psychology-for-behavioral-finance
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1. THE iDEa THaT yOU can DO THiS aLL by yOURSELF
 or your spouse, in your absence

HOw MUcH DO i nEED SavED TO  
MainTain My cURREnT LiFESTyLE  
in RETiREMEnT??

You need enough saved to generate, maybe, 80% 
of your working income based upon your debt, and 
how much fun you want to have in retirement.

In addition to a volatile, and likely overvalued stock 
market, chronically low interest rates, and a low 
growth world economy, a condition respected econ-
omists have called “THE NEW NORMAL”, another  
major concern is the increasing life expectancies. 
Retirees must plan to live till 100 to be safe. 

Given improvements in life expectancies, the 
money set aside for retirement may need to last a 
long time—potentially 20 to 30 years or more. An 
additional challenge is that individuals don’t know 
how long their money needs to last, given the 
unpredictable nature of individual lifespans.

Figure 2.3 shows that for a 65-year-old man, 
there’s a:

• 50% chance he’ll live to age 85,

• 30% chance he’ll live to age 90  
(almost one out of three), and

• 12% chance he’ll live to age 95 
 (greater than one out of ten).

Similarly, for a 65-year-old woman, there’s a:

• 50% chance she’ll live to age 87,

• 41% chance she’ll live to age 90  
(greater than one out of three), and

• 21% chance she’ll live to age 95 
 (greater than one out of five).

For a male and female couple, both age 65, 
there’s a:

• 50% chance at least one will live until age 91, 
and

• 31% chance at least one will live to age 95  
(almost one out of three)
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Retirees are planning to spend assets at an unsustainable rate.

Many retirees are drawing down or planning to draw down their savings at rates that have a high chance of 
savings depletion. (In other words, many retirees may outlive their money.) One survey from Wells Fargo8 
shows the median annual rate that retirees plan to withdraw from their invested savings is 10% of assets; at 
this rate, retirees have a very high chance of outliving their savings, as shown in Figure 2.5.

The sustainable withdrawal rate — one that offers retirees a high probability of making their savings last for 
life — has been the subject of considerable analysis and debate, but no credible analyst would ever suggest 
a withdrawal rate as high as 10%. 

This is evident in Figure 2.5, which shows the chances of depleting assets over various periods for different 
withdrawal rates. A 10% withdrawal rate has more than a 90% chance of failure after 15 years of retirement. 
(The withdrawal amounts shown below are real; the dollar amounts of retirement income are adjusted for 
inflation during retirement.)

Information and graphs borrowed from The Next Evolution in Defined Contribution Retirement Plan Design By Steve Vernon, FSA, and can be 
found at longevity.stanforn.edu/financial.security
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Hypothetical Example :  Jim and June

Jim: 59.5, $500,000 in his 401K at a major Oil & Gas Company. The problem is that he lost 40% in 2000, 
40% in 2008. If this happens again, he will not be able to retire or do all of the wonderful things with his 
family, friends, kids or grandkids that comes with retirement.

invEnTORy OF aSSETS

Leg Two
Social Security at $50,000 Total Annual Income 
between Jim and June. 

Leg Three
• Cash in the bank = $50,000, For emergency 

purposes. 

Leg Four 
Securities: (re-fund the 401K bucket from age 
59.95 until age 65) The Four Asset Portfolio For 
Growth And Income In Retirement Allocation. 

Total approximate guaranteed and rising annual 
income =$100,000

Leg One
Very Powerful: in-service 401K rollover, since Jim 
is over 59.5, still working and plans to do so until 
the age 65. 
 Note: This will not invalidate future contribu-

tions to his 401K.

Roll $500,000 401K into an IRA he controls. Attach 
a feature to it that says every year he leaves it, for 
income purposes, it will grow by 6%. $500,000 
in 5 years (age 65) will be at approximately 
$750,000. Guaranteed income value. It will pay a 
guaranteed lifetime income of about $40,000 for 
life. $40,000/$500,000=@ Delayed Yield/Effective 
Distribution Rate of about 8%

If he lives to age 90, 25 years X @$40,000 income 
per year = $1,000,000 in lifetime income. 

 Remember: Likely still cash/death benefit 
they control. 
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wHaT abOUT a RiSinG incOME TO cOMbaT inFLaTiOn anD STiLL 
nOT RUn OUT OF MOnEy bEFORE yOU RUn OUT OF LiFE?

Let’s go back to Jim and June’s illustration. 
Four Legs: “The Four Legged Stool”

1. Fixed index annuity @$40,000/yr. in guar-
anteed lifetime income (from $500,000 1st 
service total income)

2. Social Security 2x payments =@ $50,000/
yr. in guaranteed lifetime income 

3. Cash in bank for emergency purposes : 
$50,000

4.  The “Four Asset Portfolio”- For Growth 
And Income In Retirement—Approximately 
$10,00 income annuallya + 4% increase 
annually for inflation. 

Leg Four 

Let’s say you are now 65—bucket number four 
is for a rising income to combat inflation

Jim “‘re-funded” his 401k the past 5 years, it’s 
now worth approximately $250,000

Here is the best math we have, from Lipper 
Analytics inc.: 

We’ll use something, loosely, called a “Four 
Asset Portfolio”- For Growth And Income In 
Retirement, by the academics at the University 
Of Chicago, who seem to be the smartest 
guys in the room right now In studying lifetime 
income distribution rates off money invested In 
the stock market .

If you looked back the past approximately 100 
years, a portfolio of:

• 25% S and P 500 Index

• 25% Small/Mid/International - index funds/
mutual funds

• 25% Short term bond index funds/mutual funds

• 25% Cash/money market mutual funds 

Researchers were able to make a 4% with-
drawal rate work to a 98.2% probability of not 
running out of money for a 

A 65 year or who lives to age 100, and increase 
the income by 3% annually to combat inflation. 
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Generally, retirees approach funding their retire-
ment income needs in one of six ways. There 
may be thought to be Six index-based retirement 
portfolios.         

• Portfolio 1: 100% Cash—90-day U.S. Treasury 
bills from 1926 through 2014.

• Portfolio 2: 100% U.S. Bonds—U.S. Interme-
diate Government Bonds index from 1926 through 
1975 and the Barclay’s Capital Aggregate Bond 
index from 1976 through 2014.

• Portfolio 3: “Age-in-Bonds”— U.S. bonds in a 
percentage equal to the age of the investor from 
age 65 to age 99, with the remaining balance allo-
cated to the S&P 500 index. For example, an  80 
year old would have , 80% U.S. bonds and 20% 
large-cap U.S. stocks. 

• Portfolio 4: 40% Stocks/60% Bonds—a 60% 
U.S. Intermediate Government Bond index from 
1926 through 1975 and A Bond index from 1976 
through 2014 and a 40% allocation to the S&P 500 
index from 1926–2014. This portfolio was rebal-
anced annually to maintain the 40/60 weighting.

• Portfolio 5: 60% Stocks/40% Bonds—a 40% 
allocation to U.S. Intermediate Government Bonds 
index from 1926 through 1975 and the A Bond 
index from 1976 through 2014, as well as a 60% 
allocation to the S&P 500 index from 1926 through 
2014. This portfolio was rebalanced annually 

• Portfolio 6: Four-Asset Portfolio- for growth 
and income in retirement —an allocation of 25% 
to the S&P 500 index, 25% to small-cap U.S. 
stocks(Small-Company Stock index from 1926 
through 1978 and the Russell 2000 index from 
1979 through 2014), 25% to U.S. bonds (as 
described in 2. and 25% to 90-day U.S. Treasury 
bills, rebalanced annually.

TRaDiTiOnaL RETiREMEnT pORTFOLiO OpTiOnS FOR “bOOMERS”

The time frame of this analysis of retirement port-
folio durability was 1926 to 2014, over which there 
were 55 rolling 35-year periods. The start of each 
35-year retirement period was assumed to begin at 
age 65. Each portfolio was analyzed over all of the 
55 rolling periods. A starting balance of $250,000 
at age 65 was assumed. Five different initial rates 
of withdrawal were employed, ranging from 3% 
up to 7%. The initial withdrawal rate specified the 
amount of the first year’s withdrawal from the port-
folio. Thus, using an initial withdrawal rate of 3%, 
the first year’s withdrawal was $7,500. The next 
year’s withdrawal was determined by the cost-of-
living adjustment (COLA), which was assumed to 
be 3% in this study. The COLA is the equivalent 
of an inflation factor. Based on the 3% COLA, the 
withdrawal in the second year was $7,725, in the 
third year $7,957, and so on. The annual withdraw-
als occurred at the end of each year.

RETiREMEnT DURabiLiTy

The “survival” analysis of all six retirement portfo-
lios is reported in the table below, this reports the 
percentage of time each portfolio remained solvent 
until age 100. 

Table 1. Likelihood of a Retirement  
Portfolio Lasting 35 Years   

The data below shows the frequency at which 
each portfolio lasted until a person retiring at age 
65 lived to age 100, given a specified withdrawal 
rate. The withdrawal rate was the initial distribu-
tion taken from a starting balance of $250,000. 
Subsequent withdrawals were taken annually and 
were increased each year by 3% to account for 
increases in the cost of living. The data is based 
on analysis of 55 rolling 35-year periods between 
1926 and 2014. Values below 100% indicate the 
portfolio ran out of money during at least some of 
the rolling 35-year periods. 
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WITHDRAWAL RATE 3% 4% 5% 6% 7%

100% Cash Portfolio 56.4 41.8 29.1 0.0 0.0

100% Bond Portfolio 69.1 43.6 30.9 23.6 9.1

age-in-Bonds Portfolio 100.0 81.8 54.5 25.5 12.7

40% stoCk/60% Bond 
Portfolio 100.0 96.4 81.8 34.5 16.4

60% stoCk/40% Bond 
Portfolio 100.0 .4 89.1 69.1 43.6

“Four-Asset PortFolio” 
For growth & income  
in retirement

100.0 98.2 89.1 83.6 50.9

% LIkELIHOOD OF PORTFOLIO LASTING 35 YEARS

*25% large stock, 25% small stock, 25% bonds, 25% cash.
Data source: Lipper, author calculations.

All of the portfolios with high amounts of cash or 
bonds had very low survival rates, indicating that a 
higher allocation to stocks (and therefore a corre-
spondingly lower allocation to bonds) was needed 
to withstand a higher withdrawal rate. 

• The overall winner was the diversified 
four-asset portfolio, for growth and income in 
retirement, which had the highest survival rate 
across all five withdrawal rates. 

• You will notice it may also allow for a poten-
tially higher withdrawal rate, 5% or 6%, 
retirement income flexibility? If the retiree needs 
more income. Although no more than a 4% 
withdrawal rate with a 3% increase for COLA 
is recommended, some individuals may simply 
need more income. Near the end of one’s likely 
life expectancy, depending upon the current 
value of the account, the market conditions(per-
formance) and the interest rate(inflation) a 
higher distribution rate (spend rate) MAY thus 
be sustainable. 

Information borrowed from The Importance of Diversification in Retirement Portfolios by Craig Israelsen and can be found at   
www.aaii.com/conference. Chart replicated for this document.
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ROLLinG 35-yEaR pERiODS

The viability of retirement portfolios is highly time-frame-dependent—meaning that the specific 35-year period 
being studied can make a big difference in the outcome. Figure 1shows the years the 100% U.S. Bonds 
Portfolio, the Age-in-Bonds Portfolio and the Four-Asset Portfolio succeeded and failed assuming a 4% rate. 
The success rates and the average ending balance are also shown. 

Figure 1. When Each Retirement Portfolio Survived or Failed
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DivERSiFicaTiOn FOR LiFE

The importance of a building a diversified  
portfolio for retirement has been clearly illustrated—
particularly at higher initial rates of withdrawal.

For those retirees seeking an initial withdrawal rate 
of 5% or higher, it will be essential to build a diver-
sified portfolio that has growth potential combined 
with prudent downside protection—the hallmarks of 
what diversification is able to achieve. An all-bond 
portfolio or an age-in-bonds approach ignores the 
virtues of diversification when it is arguably needed 
the most—during the  
retirement years.

There is no perfect retirement portfolio because 
every investment faces some type of risk, whether 
it’s volatility risk, interest rate risk, inflation risk, 
currency risk, etc. The key is to build a portfolio that 
is assembled in such a way that it contains asset 
classes that address each unique risk while main-
taining adequate exposure to needed 
portfolio growth.

Information borrowed from The Importance of Diversification in 
Retirement Portfolios by Craig Israelsen and can be found at   
www.aaii.com/conference.

Diversification across a variety of asset classes 
is one such way. While it is not perfect, a lack of 
diversification is likely to be far less perfect. In 
Selecting lifetime income solutions.  A lifetime 
income solution is intended to provide a stream 
of income that lasts for the remainder of a retir-
ee’s life.  While there are a variety of products or 
services that are designed to achieve this objec-
tive, only those offered by insurance companies 
can guarantee this result.(source: Stanford center 
on the study on Longevity:  The Next Evolution in 
Defined Contribution Retirement Plan Design: A 
guide for DC Plan Sponsors to Implementing Retire-
ment Income Programs)

Conclusion: 

It is the financial advisors job, to ONE:  function as 
part psychologist, to help the individual retirement 
saver to remember the four  “big picture” keys 
to a safe, comfortable retirement.  As previously 
mentioned, the four steps to a safe comfortable 
retirement for baby boomers, (RTIP) TWO: operate 
as a Financial quarterback to help the individual 
to execute on a safe comfortable retirement plan, 
building the “Four-Legged Stool” the gold standard 
of a safe, comfortable retirement. 

Through this process of support, guidance and 
execution, the individual baby boomer retirement 
saver can have a guaranteed lifetime income 
(ss, pensions, annuities), and a rising income to 
combat inflation (***note: securities, not guaran-
teed, may lose value, past returns is no guarantee 
of future performance).

 For the risk adverse baby boomer, with a short 
time horizon till retirement, and income needs, the 
mix of the Four Asset Portfolio ,for growth and 
income in retirement,  along with a guaranteed 
lifetime income vehicle, like a pension, or a fixed 
index annuity, with a guaranteed lifetime income 
feature,  is empirically, based upon the research, 
considering all factors,  MAYBE,  best mix of 
guaranteed income in retirement along with the 
potential for a rising income to combat the rising 
costs inherent in a retirement life that may span 
30+ years, plug the potential to leave assets to 
ones heirs.  Note, each individual’s risk tolerance 
and income needs are different. 

Maybe the two greatest intangibles a client can 
attain from a relationship with a financial advisor, 
is “sleep equity” and the ability to do all the great 
things planned with those you love in retirement, 
priceless!! 

Information and borrowed from The Next Evolution in Defined 
Contribution Retirement Plan Design By Steve Vernon, FSA, and 
can be found at longevity.stanforn.edu/financial.security
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abOUT THE aUTHOR:

In addition to holding a State of Texas Life Insurance License, Scott Has also received the following Financial 
Planning Training, and completed, through The College for Financial Planning and Texas A and M University: 

CERTIFIED FINANICAL PLANNING I: Financial Planning and Insurance  
CERTIFIED FINANCAIL PLANNING II: Investment Planning  
CERTIFIED FINANCIAL PLANNING III: Income Tax Planning  
CERTIFIED FINANCIAL PLANNING IV: Retirement Planning and Employee Benefits 
CERTIFIED FINANCIAL PLANNING V: Estate Planning  
CERTIFIED FINANCIAL PLANNING VI: Plan Presentation 

The Retirement Cash Flow Example provided by SCOTT MANN is a hypothetical example that should be used only an approximate guide for the 
individual investor.  You should not rely upon the Example as our guarantee, promise, or representation of your retirement cashflows being the same, 
since your situation may be different, and investment vehicles, along with their features, rates, and variables, such as in “fixed index annuities with 
lifetime income riders” are constantly changing.  Furthermore, non-principal protected “non-guaranteed investments” or Investing strategies, such as 
“four asset Portfolio” asset allocation, diversification, or rebalancing do not assure or guarantee better performance and cannot eliminate the risk of 
investment losses. There are no guarantees that a portfolio employing these or any other strategy will outperform a portfolio that does not engage in 
such strategies. Funds and ETFs are subject to risk, including loss of principal. All investments have inherent risks. There can be no assurance that 
the investment strategy proposed will obtain its goal. Past performance does not guarantee future results.  Material discussed is meant for general 
illustration and/or informational purposes only, and it is not to be construed as tax or legal advice. Although the information has been gathered from 
sources believed to be reliable, we do not guarantee its accuracy or completeness. Please note that individual situations can vary, therefore, the infor-
mation should be considered when coordinated with individual professional advice. Investors should be aware that there are risks inherent in all non 
-guaranteed investments, such as fluctuations in investment principal or risk of loss. Neither the information in this document nor any option expressed 
herein constitutes an offer to sell or solicit any person to purchase any security. Investment decisions should not be made based on information in this 
document. Individuals should rely exclusively on the offering material when considering whether to invest.  Receipt of this investors kit acknowledges 
these factors. It is understood that the recipient of this investors kit has read the above disclosure, and will not hold SCOTT MANN responsible if the 
retirement cash flow shown in the Example is not achieved.
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