
My Notes Feb 1, 2021

Keeping a Retirement Portfolio Intact for 25 Years

Most people saving for retirement have wondered whether they will outlive their money. How they
withdraw from accounts will strongly affect their answer. This analysis looks at the impact of three
common withdrawal styles on the survival of the same portfolio for 25 years.

It’s highly likely that every retiree (or soon-to-be retiree) has pondered the question “Will

we run out of money before we die?” Of course, that depends on a whole host of variables,

not the least of which is the retiree’s spending habits. Clearly, another key variable is the

method of withdrawing money.

The analysis in this article drills down on three common ways that money can be

withdrawn from a portfolio during retirement and how that impacts portfolio survival over

a 25-year period.

A four-asset retirement portfolio with a starting balance of $500,000 was modeled over a total of 70 rolling 25-year

periods from 1926–2019. The four equally weighted assets in the portfolio were large-cap U.S. stock, small-cap U.S.

stock, U.S. bonds and cash. Annually rebalancing was assumed. An annual expense ratio of 100 bps was applied, which

effectively reduced the index-based returns downward to reflect actual costs of investing in “real life.”

Table 1. The first method of withdrawal is not a choice, but rather a command. It is the required minimum distribution,

or RMD. The current RMD divisors found in the Uniform Lifetime Table were used beginning at age 72. The results of

each rolling 25-year period are provided in Table 1.

Table 2. The second option was a fixed-dollar withdrawal amount in the first year, followed by a cost-of-living (COLA)

increase in subsequent years. Specifically, in this analysis I used a four percent initial withdrawal rate, which set the first-

year withdrawal at $20,000 (assuming a starting portfolio balance of $500,000). The withdrawal in the second year was

$20,000 × 1.03 = $20,600 (using a COLA of three percent). In the third year, it was $20,600 × 1.03 = $21,218, and so

on. This approach sets in motion a pattern that allows a retiree to know in advance what each years’ withdrawal will be.

In this analysis using the assumptions of a $500,00 starting balance, a four percent initial withdrawal rate, and a three

percent COLA, the total withdrawal over each of the 70 25-year periods was $729,185—for an average of $29,167 each

year. The results are outlined in Table 2.

Table 3. The third withdrawal option involved withdrawing money based on a specific percentage of the portfolio value

at the end of each year. In this analysis, I used a withdrawal rate of four percent each year. Inasmuch as the portfolio

value fluctuated over time (and over the various rolling 25-year periods based on the varying sequence-of-returns) the

amount withdrawn each year also fluctuated up and down. These portfolio results are found in Table 3.

One of the criticisms of this approach is that the annual withdrawal can decline year-over-year based on the fluctuations

in the portfolio’s value. That is true. The question is how often and by how much? The answer is 35% of the time and by
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an average of $805 (using the assumptions in this analysis). In other words—not a big deal.

Good news
The summary table shown just below provides an overview of the results.

Good News: Results From 70 Rolling 25-Year Periods 1926–2019Good News: Results From 70 Rolling 25-Year Periods 1926–2019
Starting Balance of $500,000Starting Balance of $500,000

  Table 1: 
RMD withdrawals

Table 2: 
Fixed-dollar first withdrawal
followed by annual 3% COLA

Table 3: 
4% withdrawal each year

Average balance a�er 5 years $622,588 $632,426 $628,579

Percent of time portfolio balance lower than starting balance
a�er 5 years

17.1% 17.1% 14.3%

Average balance a�er 25 years $714,686 $1,820,316 $1,508,174

Percent of time portfolio balance lower than starting balance
a�er 25 years

27.1% 7.1% 0%

Percent of time portfolio ending balance a�er 25 years higher
than balance a�er 5 years (The “stay with it” measure)

60% 94.3% 100%

Average 25-year total dollar withdrawal $1,326,295 $729,185 $906,753

Percent of time portfolio failed within 25 years 0% 1.43% 0%

Percent of time the annual withdrawal declined in the following
year during each 25-year period

0% 0% 35% 
Average decline was $805

Source: Craig Israelsen, PhD

The first piece of good news is that in each of the three withdrawal systems, the average portfolio balance after five years

of withdrawals was higher than the starting balance. More specifically, the account balance five years after starting

withdrawals was lower than the starting balance only 17.1% of the time for RMD and COLA-based withdrawals. If

withdrawing four percent of the portfolio balance each year, the balance five years later was below the starting balance of

$500,000 only 14.3% of the time.

RMD withdrawals. The average ending balance after 25 years of withdrawals under the RMD was $714,686 and

the ending balance was below the starting balance only 27.1% of the time. The fact that the ending balance after 25

years was “underwater” (below the starting balance) 27.1% of the time is not terribly surprising, considering that the

average amount of money withdrawn under the RMD (in total) over each 25-year period was over $1.3 million.

Interestingly, with RMD withdrawals, the ending balance after 25 years was higher than the balance after five years

in 60% of the rolling 25-year periods. You might think of this as a “stay-with-it” measurement. In other words, a

rough sequence of returns in a retirement portfolio during the first four or five years does not

necessarily mean the portfolio is headed for destruction.

Based on this analysis, more often than not, the portfolio will finish on higher ground if the retiree stays with it and

doesn’t bail out. In no case did the portfolio run out of money within 25 years using the RMD. That

outcome is simply baked into the math of only withdrawing a percentage of the portfolio’s value each year—which is

what the RMD does.

COLA withdrawal method. If withdrawing money with a COLA option, the final balance after 25 years averaged

$1.8 million after withdrawing $729,185 in each 25-year period. The ending balance after 25 years was lower than the

starting balance only 7.1% of the time and higher than the balance after five years 94.3% of the time. The COLA-

based withdrawal system caused one portfolio failure within 25 years (the period from 1929–1953).



Four percent withdrawals. Finally, if withdrawing four percent of the portfolio value at the end of each year, the

portfolio had an average ending balance of $1.5 million after 25 years and never had an ending balance after 25 years

that was below the starting balance of $500,000. Even better, the balance after 25 years was higher than the balance

after five years 100% of the time. On average, the retiree withdrew $906,753 over each 25-year period. Based on

these results, the portfolio obviously never failed within 25 years.

With such encouraging findings from this analysis, is there any bad news for retirees that are withdrawing money from

their portfolio? Of course. A ridiculous initial withdrawal rate, such as eight percent, followed by a four percent COLA

will break most any portfolio before 25 years. In fact, that particular scenario led to failure in 81.4% of the rolling 25-year

periods. (The spreadsheet used to do this analysis was developed by the author. For information, contact me at

Craig@7TwelvePortfolio.com.)

The key to keeping a retirement portfolio alive for at least 25 years is a broadly diversified asset mix, a modest

withdrawal rate, and patience. Stay with it!
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Table 1: $500,000 Retirement Portfolio With RMD-Based WithdrawalsTable 1: $500,000 Retirement Portfolio With RMD-Based Withdrawals
Equally weighted 4-asset portfolio, 100 bps expense ratioEqually weighted 4-asset portfolio, 100 bps expense ratio

Source: Craig Israelsen, PhD



Table 2: $500,000 Retirement Portfolio With 4% First-Year Withdrawal ($20,000) Followed by 3% Annual COLATable 2: $500,000 Retirement Portfolio With 4% First-Year Withdrawal ($20,000) Followed by 3% Annual COLA
Equally weighted 4-asset portfolio, 100 bps expense ratioEqually weighted 4-asset portfolio, 100 bps expense ratio

Source: Craig Israelsen, PhD
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Table 3: $500,000 Retirement Portfolio With 4% of Portfolio Balance Annual WithdrawalsTable 3: $500,000 Retirement Portfolio With 4% of Portfolio Balance Annual Withdrawals
Equally weighted 4-asset portfolio, 100 bps expense ratioEqually weighted 4-asset portfolio, 100 bps expense ratio

Source: Craig Israelsen, PhD
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