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Executive Summary

Assume an individual entering retirement has an objective of converting her 

retirement balance into as much income as possible over the remaining lifetime, 

and then passing away leaving no more wealth than intended. In this report, I 

address one component of this complex problem: asset exposure. The general 

conclusion is that a retired individual is more likely to be better off with higher 

equity exposure, while restricting her allocation to fixed income. At the same time, 

she needs to accept that this raises some potential to end up worse off. The next 

several pages show how and why I arrive at this conclusion. 

What if the retiree has no capacity to bear the risk of running out of assets during 

retirement? Someone in this situation may have two choices. One is to restrict 

drawdowns so that the money lasts, and possibly further reducing them if returns 

are poor. The other choice is to buy annuities. Indeed, annuities might be preferred 

over fixed income if an element of defensive exposure is required.

Dr. Geoff Warren is an Associate Professor at the Australian National University, where 
he is Convenor of the Student Managed Fund. He is also a member of the Brandes 
Institute Advisory Board.
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Assume that an individual entering retirement has an objective of 

converting her retirement balance into as much income as possible over 

the remaining lifetime, and then passing away leaving no more wealth than 

intended. This is a complex problem. It entails making decisions about how to 

invest the funds, how much income to draw from the account, and how much to 

leave behind as a bequest, if anything. These decisions are being made under 

uncertainty about what the future holds, in particular investment returns and 

how long one might live (i.e. longevity risk). Here I address one component of 

this complex set of decisions: the asset mix within the retirement account. I ask 

whether it might be more beneficial to hold higher exposure to growth assets—

which is called “equities”—to seek higher returns, notwithstanding their higher 

volatility. Or whether defensive assets—which is called “fixed income”—should 

be added to limit volatility. 

The general conclusion is that a retired individual is more likely to be better off 

with higher equity exposure, but needs to accept there is some possibility she 

could end up worse off. Further, the probability of being worse off declines with 

horizon. How this trade-off might be viewed depends on the circumstances. 

I conclude that most retirees likely should keep a higher equity exposure (vs. 

fixed income), except under three situations:

1. They cannot tolerate short-term volatility in their account balance. 

2. They have a relatively short time horizon with respect to retirement. This 

might occur as a consequence of a short life expectancy or anticipation 

that the funds might need to be utilized earlier. 

3. They are particularly pessimistic about equity market prospects, 

especially over the next few years. 

The general 
conclusion is 
that a retired 
individual is 

more likely to be 
better off with 

higher equity 
exposure... 

Introduction
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I also raise the point that an individual may be better combining high equity 

exposure in the retirement account with annuities to hedge any income risk they 

are not willing to bear, rather than employing fixed income for defense.     

This report draws on my own prior work, as well as that of fellow Brandes Institute 

Advisory Board member Barry Gillman. In particular, I extend Gillman’s 2012 

Brandes Institute white paper titled “Boomers Behaving Badly,” found at this link. I 

am informed by a body of analysis on retirement strategies, which is summarized 

into a set of principles and rules at this link. Both of these referenced studies 

indicate that, in many cases, the better investment strategy during retirement 

is based around combining growth assets with annuities, in particular deferred 

annuities. The intuition is that equity exposure presents the best chance for 

sustaining higher income for longer periods, while the annuities provide downside 

income protection for those who need it, including insurance against outliving 

the savings. Outliving one’s savings is referred to as “money death” in the 2012 

Brandes Institute paper: a term I also use here.

https://www.brandes.com/docs/default-source/brandes-institute/boomers-behaving-badly-a-better-solution-to-the-money-death-problem
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3777664
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EQUITY EXPOSURE IN RETIREMENT:
THE TRADE-OFFS 

The underlying intuition behind favoring growth 
assets like equities in retirement is that they have 
tended to offer higher returns and hence potential to 
accumulate more wealth over the long run. This in 
turn may increase the chances of drawing a larger 
income stream for longer and possibly a bigger 
bequest upon death. The obvious retort is that higher 
returns come with higher risk, so the potential of 
accumulating more wealth must also be associated 
with a possibility of worse outcomes. In fact, I 
suggest the choice between more or less equity 
exposure is a matter of trading off the potential 
upside versus the associated risks. I believe there 
are three dimensions to the risk of holding equities 
during retirement. 

1. The first element is that more equities will result 
in a more volatile account balance. Volatility 
shouldn’t matter if the objective is to generate 
income and a bequest over the long run—
providing that any losses are recouped by higher 
average returns over time. However, volatility in 
the account balance can matter to some retirees. 
Not everyone has the fortitude to stoically hold 
the course in the face of falling markets. Some 
may suffer psychologically, or take action that 
is detrimental for their long-term wealth. It is 
important for retirees to establish that they can 
tolerate the volatility before deciding to hold 
higher equity exposure.

2. The second element is there will always be some 
possibility that equities could do worse than 
fixed income—even over long horizons such 
as decades, which is the relevant time frame 
for retirement. While the probability of equities 
underperforming tends to decline with time, it is 
not unprecedented for equities to generate poor 
returns over multiple decades. For example, the 
Japanese TOPIX Total Return Index1 was still 

9.3% below its level at the end of 1989 at the end 
of 2019, i.e. 30 years later. Meanwhile, investors 
would have done much better in Japanese bonds, 
with 10-year Japanese government bond yields 
moving from 5.52% to -0.03% over the same 
period.2 While such market events are rare, the 
probability is not zero.  

3. The third element is the “sequencing risk” that 
occurs when drawing down on the retirement 
account assets. Selling assets to fund income 
after returns have been negative notionally 
crystallizes the losses and accelerates the 
reduction in the account balance available to 
support future income or bequests. Sequencing 
risk tends to matter more under fixed drawdowns, 
as withdrawing a given amount from a reduced 
account balance has a larger impact on what 
remains than if a percentage was taken such 
that income drawn adjusts with the balance. 
Sequencing risk means it is not just about the 
returns on equities versus fixed income, but also 
the interaction between the return pattern and 
the drawdown strategy. It implies that negative 

returns incurred earlier can 
have a larger impact than 
incurring them later  
in retirement.

The upshot is that, while 
equity exposure is more 
likely to leave the retiree 
better off over the long run, 
there are no guarantees. 
Equities could still leave 
the retiree worse off—

bringing forward the time of money death if they 
either underperform over an extended period, or 
amplifying sequencing risk by underperforming 
earlier in retirement before recovery occurs. One aim 
of this paper is to profile this trade-off. The analysis 
generates no absolute answers, and ultimately leads 

...while equity 
exposure is more 

likely to leave 
the retiree better 
off over the long 
run, there are no 

guarantees.

1 Based on data downloaded from Thomson Reuters-Datastream.
2 Based on data reported by the Federal Reserve of St. Louis, see https://fred.stlouisfed.org/series/IRLTLT01JPM156N.
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us to the conclusion the most suitable strategy 
for a retiree will depend on the circumstances. 
Nevertheless, our analysis does seem to suggest 
that higher growth exposure might be appropriate in 
a majority of situations.

ANALYSIS BASED ON HISTORICAL DATA

Our initial analysis uses US historical data for equities 
and fixed income to compare the hypothetical 
historical experience of a retiree who allocates 100% 
of her retirement balance to equities versus one who 
invests in a “60/40 balanced” portfolio composed 
of 60% equities and 40% fixed income. The baseline 
analysis assumes a 30-year horizon and a fixed 
(real) drawdown amount, with the latter set at an 
initial withdrawal rate of 6% of balance at retirement 
and held constant in real terms thereafter.3 Basing 
drawdowns around an aspirational rather than a 
“safe” withdrawal rate assists in highlighting the 

impact of holding more equities in the retirement 
account.4 The assumption of fixed drawdowns also 
heightens the sequencing effects.  

I summarize the resulting outcomes using two main 
measures. The first is the probability of the account 
balance being exhausted at various ages, i.e., the 
probability of money death. This measure compares 
how long the income stream might be sustained 
under the two alternative investment strategies. The 
second group of measures focuses on the account 
balance remaining in each year following retirement. 
Up to year 30 after retirement, this measure reflects 
the value of any bequest upon death. The residual 
remaining at year 30 represents the funds available 
to support additional income and/or a bequest 
beyond the 30-year horizon. I plot the median of the 
balance remaining as the main summary measure, 
but also present percentiles for balance remaining in 
the Appendix. Further details on the analysis appear 
in Exhibit 1 titled “Details of the Historical Analysis”.

3 The treatment is similar to the well-known approach applied by Bengen (see Bengen, WP, “Determining Withdrawal Rates Using Historical Data”, Journal of Financial Planning, 7(4), 1994, 171-80), with 
the exception that we aim to base the analysis around a withdrawal rate that is affordable and aspirational rather than “safe.”  

4 In practice, more thought might be put into specifying an appropriate drawdown strategy, which might be altered dynamically in response to investment experience and other developments. 



brandes.com/institute   |   brandesinstitute@brandes.com Page 7

GROWTH ASSET EXPOSURE IN RETIREMENT:  THE UPSIDE AND THE RISK

EXHIBIT 1: Details of the Historical Analysis

Time series of yearly real returns for US equities (S&P 500 Index), 10-year bonds and 1-year fixed income (a mixture of government and 
commercial paper) over the period 1873-2020 are constructed by combining data from Robert Shiller’s website (see http://www.econ.
yale.edu/~shiller/data.htm) and the Federal Reserve Board of St. Louis (see https://fred.stlouisfed.org/). Real returns are generated through 
deflating by the Consumer Price Index.

Returns on a 60/40 balanced portfolio are created from a portfolio comprising 60% in equities, 30% in 10-year bonds and 10% in 1-year 
fixed income, assuming yearly rebalancing and zero investment costs.

Summary statistics for the real return series are as follows:
ASSET COMPOUND RETURN AVERAGE RETURN STANDARD DEVIATION

Equities 6.9% 8.4% 17.6%

10-year Bonds 2.7% 3.1% 8.6%

1-Year Fixed Income 2.4% 2.6% 6.2%

60/40 Balanced 5.6% 6.2% 11.5%

Drawdowns are set to an initial withdrawal rate of 6%, which is then held constant in real terms over 30 years. Sensitivity testing is con-
ducted for 4% and 8% withdrawal rates. Drawdowns occur at the beginning of each year.

The data is used to create 148 overlapping return series spanning 30 years in length.

The analysis reveals the hypothetical income and retirement account balance outcomes that may have arisen under the assumed invest-
ment and drawdown strategies across 148 observed return experiences in US markets. 

Measures include the probability of exhaustion of the retirement account in each year following retirement (i.e. probability of money 
death) and metrics reflecting the account balance remaining at the end of each year.

The analysis is notionally scaled to an initial balance at retirement of $100,000, implying a real drawdown of $6,000 per annum at the 6% 
withdrawal rate. (The assumed balance level is inconsequential to the findings.)

 
All illustrations are hypothetical and used for illustrative purposes only. They do not reflect any specific investment or investor’s experience. Actual results will vary. One cannot invest directly in an index, Past 
performance is not a guarantee of future results.          

http://www.econ.yale.edu/~shiller/data.htm
http://www.econ.yale.edu/~shiller/data.htm
https://fred.stlouisfed.org/
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FIGURE 1: PROBABILITY OF ACCOUNT EXHAUSTION (MONEY DEATH)

Notes: Based on US historical data over rolling 30-year periods, 1873-2020. Estimates generated by the author using data from Robert Shiller’s website and the 
Federal Reserve Bank of St. Louis.  

Figure 1 plots the probability of account exhaustion. 
It indicates a zero probability of account exhaustion 
under both investment strategies until 12 years after 
retirement. The 100% equity portfolio then yields 
a slightly higher probability of account exhaustion 
up until year 20, with the difference averaging 2.1% 
over this 8-year period. The 100% equity portfolio 
then generates an increasingly lower probability of 
account exhaustion in years 21-30 after retirement, 
with the probability difference averaging -9.8% across 
these 10 years and peaking at -17.6% in year 30. 
These results indicate that equity exposure slightly 
raises the probability of money death occurring 
earlier, reflecting the possibility of weak initial returns 
and their interaction with drawdowns. Meanwhile, 
in this simulation, equities reduce the chance of 
money death occurring later in retirement, including 
increasing the probability of the account lasting the 
full 30 years by nearly 18% (vs. the 60/40 mix).

Figure 2 plots the median balance remaining over 
the 30 years after retirement. Under the portfolio 

with a 100% equity allocation, median balance 
remaining is relatively stable at near $100,000 with 
some modest drop-off beyond year 20. This means 
that the central result after 30 years is for the retiree 
to still have most of her balance intact to fund 
income or a bequest beyond year 30. In contrast, the 
median result under the 60/40 balanced portfolio is 
near-exhaustion of the account balance by year 30, 
leaving little to fund income or a bequest beyond that 
point. These results reflect a stark point of difference 
between the two strategies: the potential upside 
arising under the 100% equities strategy is much 
greater than the relative downside. This is confirmed 
by percentiles for balance remaining at 5-year 
intervals as reported in Table 2 in the Appendix. For 
example, Table 2 reports the maximum difference 
in balance between the 100% equity and the 60/40 
balanced portfolio of -$8,614 in year 5 at the 10th 
percentile. However, the maximum difference at the 
90th percentile is +$272,334 in year 30 in favor of the 
100% equity portfolio.
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Further investigation is conducted through two other 
pieces of analysis. First, I estimate the number of 
years earlier that the account balance is exhausted 
under the 100% equity portfolio relative to the 60/40 
portfolio. There are only four analysis periods out 
of 119 where the difference is five years or more 
(maximum is 7 years), plus a further 10 periods 
where the 100% equity portfolio is exhausted 1-2 
years earlier. In the other 105 periods (i.e. 88% 
of instances), the 100% equity portfolio is either 
exhausted in the same year or later than the 60/40 
balanced portfolio. 

I also estimate results under initial withdrawal rates 
of 4% and 8%, and present the summary charts 
in Figure 5 in the Appendix. As expected, the 4% 
withdrawal rate leads to a lower probability of 
account exhaustion (maximum probability is only 
2.5% over 30 years), along with the likelihood of 
building substantial balances. But it also delivers a 
one-third lower income stream, and in most cases 
fails to use of the available balance effectively. 

The 8% withdrawal rate significantly increases the 
probability of the balance being exhausted earlier. 
Nevertheless, changing the withdrawal rate has 
no meaningful impact on the relative outcomes 
between the 100% equity and 60/40 balanced 
portfolios. The storyline remains that the 100% 
equity portfolio is more likely to deliver better 
outcomes over the course of the full 30 years, albeit 
with a modestly higher probability of delivering an 
exhaustion of balance at an earlier time.

FIGURE 2: MEDIAN ACCOUNT BALANCE REMAINING PER $100,000 INVESTED

Notes: Based on US historical data over rolling 30-year periods, 1873-2020. Estimates generated by the author using data sourced from Robert Shiller’s website 
and the Federal Reserve Bank of St. Louis.  
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A CONSERVATIVE RE-EXAMINATION     

The analysis presented above makes the assumption 
that US market history over nearly a century-and-
a-half is a reasonable guide to what might happen 
going forward. There are (at least) two issues with 
using historical data in this way. First, I am drawing 
data from a country and time period where equities 
have substantially outperformed fixed income. 
The US equity market has been a relatively good 
performer over a long time frame, ranking third out of 
26 countries for the period 1900-2020 based on real 
US$ returns.5 It is hardly surprising to find that equity 
exposure does better over long holding periods when 
conducting analysis using this data: it is almost 
pre-ordained! Second, I suggest that markets are 
currently in an unusual phase where interest rates 
are flirting with all-time lows and equity markets are 
richly priced. This implies that expected returns are 
probably much lower than through most of history. 
What happens if the expected return structure 
reverts upwards, resetting markets so they become 
priced to deliver returns more in line with historical 
norms? Might the associated downward adjustment 
in market prices and hence negative returns bring 
sequencing risk into play? Further, is it possible that 
equities might be hit much harder than fixed income 
under any such adjustment? 

I evaluate this issue by running a scenario. I first 
form expected returns for the next 5 years under the 
assumption that market pricing structures revert 
to being more in accordance with historical norms, 
after which expected returns are reset in line with 
those norms. I then run simulations involving 10,000 
random draws of equities and fixed income returns6 
where the mean (i.e. expected) returns differ for the 
5-year market adjustment period and the remaining 
25 years from year 6 to year 30. The assumptions 
are ballpark for the purpose of illustration only, and 
should not be interpreted as precise numbers or as 
market predictions. 

For equities, expected returns over the first 5 years 
are estimated by assuming a 40% contraction in the 
market Price/Earnings (P/E) multiple, real earnings 
growth of 4% annualized and a 40% dividend payout 
ratio. The 40% multiple contraction would be similar 
to the S&P 500 Index P/E declining back to its 
historical average of 15.7 times (as per the Shiller 
data) having started from 26.1 times. Assuming 
that inflation remains at 1.5%, I estimate that this 
adjustment would lead to a compound real equity 
return of -5.6% p.a. over 5 years. We then assume 
that equities generate a compound real expected 
return of 6% thereafter, which equates to an equity 
risk premium of 4.5%. For both 10-year and 1-year 
bonds, I assume that yields rise to 3.0% nominal or 
1.5% real. I then calculate the return on a portfolio 
comprising a 10-year bond (75% weight) and a 1-year 
bond (25%) on the basis that yields trend from their 

respective end-2020 levels 
of 0.93% and 0.20% over 
5 years. This delivers a 
-1.9% real return in fixed 
income. I then assume 
that the fixed income 
portfolio generates an 
expected real return of 
1.5% thereafter. Table 1 in 
the Appendix details the 
return assumptions.

Figure 3 plots the probability of account exhaustion 
under the market adjustment scenario, also showing 
results under the historical data for reference. 
While the probability of account exhaustion 
rises substantially for both portfolios versus the 
historical estimates, the 100% equity portfolio has 
become much less relatively attractive on this 
measure. A 100% equity portfolio is more likely 
to lead to account exhaustion than the 60/40 
balanced portfolio between year 7 and year 16 after 
retirement, with the probability difference peaking 

5 Global Investment Returns Yearbook 2021: https://www.credit-suisse.com/about-us/en/reports-research/csri.html
6 We assume that real returns on equities and fixed income follow lognormal distributions with the mean varying through time, while applying the same standard deviation throughout. Equities and fixed 

income are treated as uncorrelated.

AWhat happens 
if the expected 

return structure 
reverts upwards, 

resetting 
markets?
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at +15.4% in year 12. While 100% equities still offers 
a lower probability of account exhaustion later in 
retirement, the difference flattens out at around 
-12% from year 25. Under the assumptions for our 
market adjustment scenario, a 100% equity portfolio 
generates a greater chance of account exhaustion 
in the middle portion of the retirement phase that 
is not dissimilar in magnitude to the reduction in 
probability generated in the latter part of the 30-year 
horizon, relative to the 60/40 portfolio. 

Figure 4 plots the median balance remaining under 
the market adjustment scenario, again showing the 
historical results for reference. These results further 
highlight that the case for 100% equities versus the 
60/40 balanced portfolio is now much more evenly 
pitched, with the two lines running close together. 
Table 3 in the Appendix reports the percentiles 
for balance remaining. It confirms that the 100% 
equity portfolio offers both greater scope for better 

outcomes along with higher risk of money death 
occurring earlier.   

Under the market adjustment scenario, the case for 
equity versus fixed income exposure has become 
much more finely balanced. It also suggests that 
horizon has become a more important consideration. 
Given these results, two matters take on greater 
significance. The first is life expectancy. A retiree 
who suspects that she could struggle to survive 
up to 15-20 years may prefer more fixed income; 
whereas one expecting to live longer may still prefer 
more equities. The second is the possibility that the 
savings might be needed earlier, e.g. to fund some 
unanticipated expenditure. In this case, a higher 
equity exposure increases the chances that the 
funds may not be there when needed.

It should be borne in mind that the market 
adjustment scenario is somewhat extreme. To place 
it in context, a real decline in equity returns of -5.6% 

FIGURE 3: PROBABILITY OF ACCOUNT EXHAUSTION—
 SIMULATIONS WITH MARKET ADJUSTMENT

Notes: “Market adjustment” estimates are generated by the author using simulations from lognormal distribution with a lower mean (i.e. expected) return as 
markets adjust their pricing in years 1 to year 5, followed by reversion to mean returns in year 6 to year 30 that are more representative of those experienced 
historically. Historical estimates are based on US data over rolling 30-year periods, 1873-2020. Drawdowns are based on a 6% initial withdrawal rate.  

...the 100% 
equity portfolio 

offers both 
greater scope for 
better outcomes 

along with higher 
risk of money 

death occuring 
earlier.
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FIGURE 4: MEDIAN ACCOUNT BALANCE REMAINING—
 SIMULATIONS WIT  H MARKET ADJUSTMENT

Notes: “Market adjustment” estimates are generated by the author using simulations from lognormal distribution with a lower mean (i.e. expected) return as 
markets adjust their pricing in years 1 to year 5, followed by reversion to mean returns in year 6 to year 30 that are more representative of those experienced 
historically. Historical estimates are based on US data over rolling 30-year periods, 1873-2020. Drawdowns are based on a 6% initial withdrawal rate.

or greater has occurred only seven times out of 
the 144 periods spanning 5 years within the Shiller 
dataset, for a hit rate of 4.9%. It constitutes a total 
-25% decline in the value of a real return index and 
a decline of about -32% in real equity prices. The 
assumed relative underperformance of equities 
versus fixed income of -3.6% has been exceeded 
in about 15% of 5-year periods within the Shiller 
data. I believe that medium-term underperformance 
by equities of this magnitude would need to be 
envisaged as quite plausible before rendering the 
case for higher equity exposure as tenuous.  

IF AN INCOME OR LONGEVITY HEDGE IS 
DESIRED, WHAT ABOUT ANNUITIES?     

Consider a retiree who has no capacity to bear 
the risk of money death occurring either sooner 
or later. This situation could emerge where 
she might be left in poverty if her assets were 

exhausted, possibly because she is largely self-
funded in retirement with limited access to other 
support such as a government pension that might 
underwrite a minimally adequate income. Under 
these circumstances, neither equities or fixed 
income offer any guarantees. Equities raise the 
probability of money death occurring earlier on if 
returns are initially poor; while fixed income leaves 
the retiree exposed to a higher probability of money 
death later in retirement. Neither asset provides 
complete insurance against longevity risk. A retiree 
in this situation has two choices. One is to manage 
drawdowns so that the money lasts. This would 
entail restricting drawdowns, and possibly further 
reducing them if returns turn out to be poor. The 
other choice is to buy annuities. 

Annuities may be considered similar to a fixed 
income asset with a key difference being that they 
offer longevity risk protection by promising to pay 
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an income for life. For those largely interested in 
the longevity insurance, deferred annuities that 
begin payments at some later age (e.g. age 85) 
might be preferred. Immediate life annuities may 
be considered by those needing some income 
guarantee in the earlier years of retirement, say 
because their balance might not be enough to see 
them through until deferred annuity payments kick in. 
The case for deferred annuities is made in the 2012 
Brandes Institute paper cited at the beginning and 
by Don Ezra in a Financial Analysis Journal7 article, 
which reminds the reader to only pay for insurance 
they might need. The papers mentioned earlier 
that I and others have written find that the optimal 
investment strategy often involves combining growth 
asset (i.e. equity) exposure with annuities, with 
annuities both underwriting a level of income while 
providing longevity insurance. The main point is that 
there are more choices available than just between 
equities and fixed income once annuities are thrown 
into the mix. Indeed, annuities tend to crowd out 
fixed income for defensive exposure when modelling 
“optimal” investment strategies in retirement.

   
WRAPPING IT ALL UP     

My analysis shows that a retiree raises the likelihood 
of getting more out of her retirement balance 
by boosting equity (i.e. growth asset) exposure. 
However, this does not come without some additional 
risk. In particular, the retirement account may be 
exhausted sooner if equities perform poorly either 
over an extended period, or over the short-to-medium 
term so that sequencing risk is realized—particularly 
when drawing a fixed amount from the account. 

While my analysis indicates that higher equity 
exposure—potentially 100%—should be considered 
by most retirees, there are three situations where 
they might view a high level of equity exposure as 
inappropriate:

1. They feel that they do not have the capacity 
to tolerate too much volatility in their account 
balance—even though they are more likely to be 
financially better off in the long run. While the 
better solution may be for retirees to prepare 
themselves for volatility rather than avoid it, I 
recognize this is easier said than done.

2. There may be good reasons to adopt a shorter 
horizon, including holding a strong suspicion 
that they may not live to a ripe old age, or that 
there may be a need to access funds earlier. My 
analysis indicates the zone where retirees are 
more at risk of doing worse by holding equities 
sits in the middle part of the retirement phase, e.g. 
10-20 years after retirement. A risk-averse retiree 
who has her sights fixed on this time frame might 
not want to bet entirely on equities, where the 
clearest benefits are related to prospects later in 
retirement. 

3. They are particularly pessimistic about the 
equity market outlook, especially over the years 
immediately ahead. I warn that predicting markets 
is difficult, and there is risk of missing out if the 
anticipated sell-off doesn’t arrive. Nevertheless, 
those holding a cautious view on equity markets 
with conviction might want to remain defensively 
invested, intending to switch to a more growth-
orientated portfolio if a sell-off occurs.   

Finally, this article has largely focused on growth 
versus a defensive mix within the retirement 
account in isolation. A broader view suggests that 
annuities may be considered as an alternative form 
of defensive exposure to fixed income. From this 
perspective, the preferred investment strategy for 
some retirees may involve combining annuities to 
lock-in some minimal amount of income for life, with 
the remaining assets placed in a retirement account 
with as much growth assets as can be tolerated.

7 https://www.tandfonline.com/doi/abs/10.2469/faj.v72.n2.3.

https://www.tandfonline.com/doi/abs/10.2469/faj.v72.n2.3
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COMPOUND REAL EXPECTED RETURN, p.a.

YEARS 1-5 YEARS 6-30 YEARS 1-30 STANDARD DEVIATION

ASSETS

Equities -5.6% 6.0% 4.0% 17.5%

10-year Bonds -2.5% 1.5% 0.8%

1-year FIxed Income -0.4% 2.6% 1.2%

PORTFOLIOS

FIxed Income (75/25) -1.9% 1.5% 0.9% 7.5%

60/40 Balanced 5.6% 6.2% 2.8% 10.9%

TABLE 1: Assumptions Used in the Market Adjustment Scenario

Notes: Estimates generated by the author with reference to data sourced from Robert Shiller’s website and the Federal Reserve Bank of St. Louis. Equities and fixed income are assumed uncorrelated for 
the purpose of the simulations.
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Table 2: Percentiles for Balance Remaining, Selected Years After Retirement—6% Withdrawal Rate

 AVERAGE
 BALANCE __________________________  BALANCE PERCENTILES (PER $100,000 INVESTED) _________________________

YEARS AFTER (PER $100,000 0% 10% 25% 50% 75% 90% 100%
RETIREMENT INVESTED) (MINIMUM)  (QUARTILE 1) (MEDIAN) (QUARTILE 3)  (MAXIMUM)

100% EQUITIES

5 108,742 32,628 58,227 79,317 104,176 127,421 165,496 274,053

10 121,175 12,538 30,990 61,880 109,283 164,882 239,466 330,933

15 135,169 0 7,752 41,938 102,257 183,776 326,463 468,182

20 143,441 0 0 16,428 110,832 214,366 362,662 635,220

25 150,727 0 0 0 90,734 228,041 403,867 690,951

30 163,127 0 0 0 91,693 312,182 391,342 756,954

60/40 BALANCED

5 98,073 35,988 63,155 77,999 96,728 113,233 136,296 183,094

10 96,017 20,582 35,070 62,326 89,060 132,963 158,029 232,981

15 90,577 0 11,638 36,600 83,648 139,061 185,268 294,136

20 80,515 0 0 6,152 64,118 125,773 203,837 310,679

25 70,862 0 0 0 31,905 109,193 192,963 341,355

30 65,583 0 0 0 5,830 106,310 211,541 316,918

DIFFERENCE

5 10,669 -30,075 -8,614 -2,720 8,322 19,706 37,590 90,959

10 25,158 -38,108 -6,658 -1,231 13,331 36,799 77,474 165,779

15 44,592 -38,901 -5,797 606 21,261 55,217 144,112 273,879

20 62,926 -25,697 0 104 25,815 81,410 173,212 432,101

25 79,864 -29,911 0 0 36,652 107,118 220,343 566,334

30 97,544 0 0 0 53,586 143,554 272,334 652,137

Note: Years  
Earlier Account   
is Exhausted

0.30 0 0 0 0 0 1 7

Notes: Based on US historical data over rolling 30-year periods, 1873-2020. Estimates generated by the author using data sourced from Robert Shiller’s website and the Federal Reserve Bank of St. Louis.
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Notes: Based on US historical data over rolling 30-year periods, 1873-2020. Estimates generated by the author using data sourced from Robert Shiller’s website and the Federal Reserve Bank of St. Louis.

FIGURE 5: Estimates Under Alternative Initial Withdrawal Rates

PANEL A: Initial Withdrawal Rate of 4%

PANEL B: Initial Withdrawal Rate of 8%
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TABLE 3: Percentiles for Balance Remaining, Selected Years After Retirement—
 Market Adjustment, 6% Initial Withdrawal Rate

 AVERAGE
 BALANCE ________________________  BALANCE PERCENTILES (PER $100,000 INVESTED) ________________________

YEARS AFTER (PER $100,000 0% 10% 25% 50% 75% 90% 100%
RETIREMENT INVESTED) (MINIMUM)  (QUARTILE 1) (MEDIAN) (QUARTILE 3)  (MAXIMUM)

100% EQUITIES

5 54,738 651 26,389 35,353 49,354 68,317 90,485 252,985

10 42,571 0 0 9,143 29,288 59,785 101,651 509,032

15 35,888 0 0 0 2,701 44,914 106,694 1,438,375

20 36,215 0 0 0 0 23,654 112,758 2,370,455

25 42,118 0 0 0 0 0 115,516 3,752,538

30 53,168 0 0 0 0 0 121,062 8,823,332

60/40 BALANCED

5 56,646 11,501 37,154 44,480 54,388 66,489 79,359 158,560

10 37,173 0 9,240 18,870 32,564 50,250 70,755 194,655

15 18,863 0 0 0 5,582 28,077 55,214 410,487

20 10,009 0 0 0 0 205 35,054 495,141

25 6,617 0 0 0 0 0 8,233 678,581

30 5,285 0 0 0 0 0 0 848,509

DIFFERENCE

5 -1,908 -24,939 -13,320 -10,046 -4,923 2,884 13,161 114,348

10 5,398 -37,068 -13,406 -8,720 -1,962 10,763 32,560 365,183

15 17,025 -39,098 -4,336 0 0 17,619 55,386 1,027,888

20 26,206 -39,245 0 0 0 16,514 81,472 1,875,314

25 35,500 -34,885 0 0 0 0 101,139 3,081,391

30 47,882 -13,902 0 0 0 0 115,252 7,974,822

Note: Years  
Earlier Account   
is Exhausted

1.00 0 0 0 0 2 3 9

Notes: Estimates generated by the author using simulations from lognormal distribution with a lower mean (i.e. expected) return as markets adjust their pricing in years 1 to year 5, followed by reversion 
to mean returns in year 6 to year 30 that are more representative of those experienced historically. Drawdowns are based on a 6% initial withdrawal rate. 



THE BRANDES INSTITUTE

11988 El Camino Real, Suite 600 , P.O. Box 919048   |   San Diego, CA 92191-9048
858/755-0239   |   800/237-7119

GET THE LATEST RESEARCH AND IDEAS:

BRANDES.COM/INSTITUTE   |    BRANDESINSTITUTE@BRANDES.COM

Tokyo Stock Price Index (TOPIX): TOPIX with gross dividends measures performance of all domestic common stocks listed on the Tokyo 
Stock Exchange First Section.

S&P 500 Index: The S&P 500 Index with gross dividends measures equity performance of 500 of the top companies in leading industries of 
the US economy. 

Consumer Price Index (CPI): Published by the US Bureau of Labor Statistics, CPI is a measure of the average change over time in the prices 
paid by urban consumers for a market basket of consumer goods and services. Indexes are available for the US and various geographic 
areas.

Price/Earnings: Price per share divided by earnings per share. 

Dr. Geoff Warren’s views do not necessarily reflect the views of the Brandes Institute or Brandes Investment Partners. He is not a Brandes 
employee nor is he involved in Brandes’ investment management business.  

Withdrawals from tax-deferred retirement plans, such as traditional 401(k) plans or IRAs, are typically taxed as ordinary income and, if taken 
prior to age 59 1/2, may be subject to an additional 10 percent federal income tax penalty. To qualify for the tax-free and penalty-free with-
drawal of earnings (and assets converted to a Roth), Roth 401(k) and IRA distributions must meet the five-year holding requirement and take 
place after age 59 1/2 or as a result of the owner’s death, disability, or a qualifying first-time home purchase ($10,000 lifetime maximum).

Annuities have fees and expenses, and they carry a certain level of risk. Any guarantees are contingent on the claims- paying ability of the 
issuing company. Annuities typically have surrender charges that are assessed during the early years of the contract if the contract owner 
surrenders the annuity. In addition, if the contract is surrendered before age 59 1/2, you may be subject to a 10 percent federal income tax 
penalty. The earnings portion of annuity withdrawals is typically subject to ordinary income taxes.

Rebalancing is a taxable event that may result in a taxable gain or loss, thus rebalancing in non-tax-deferred accounts may result in a 
current tax liability, and are potentially subject to investment fees and expenses.

The information provided in this material should not be considered a recommendation to purchase or sell any particular security. = Interna-
tional and emerging markets investing is subject to certain risks such as currency fluctuation and social and political changes; such risks 
may result in greater share price volatility.  Please note that all indices are unmanaged and are not available for direct investment.

The Brandes Institute is not a tax expert and does not provide tax advice. It is recommended that you consult a tax advisor on matters 
pertaining to taxes and your account.

This material was prepared by the Brandes Institute, a division of Brandes Investment Partners®. It is intended for informational purposes 
only.  It is not meant to be an offer, solicitation, or recommendation for any products or services. The foregoing reflects the thoughts and 
opinions of the Brandes Institute.

Copyright © 2021 Brandes Investment Partners, L.P.  ALL RIGHTS RESERVED.  Brandes Investment Partners® is a registered trademark of 
Brandes Investment Partners, L.P. in the United States and Canada. Users agree not to copy, reproduce, distribute, publish, or in any way 
exploit this material, except that users may make a print copy for their own personal, non-commercial use.  Brief passages from any article 
may be quoted with appropriate credit to the Brandes Institute.  Longer passages may be quoted only with prior written approval from the 
Brandes Institute.  For more information about Brandes Institute research projects, visit our website at www.brandes.com/institute.

https://www.brandes.com/institute



