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Retirement Planning 2.0  

Retiring in a Down Market 
 
 

How many years will you work?  20 years, 30 years, even 40 years?   

 

What does retirement look like to you? 

 

Some people talk about spending more time with their kids, or traveling or just 

relaxing. Other people talk about leaving the rat race but finding a part time job close 

to home, because they will need to do “something.”    

 

Through the years I have heard all different kinds of dream scenarios of what the 

“golden years” will look like.  In these dream scenarios, what most people have in 

common is what they believe their financial situation will be at time.  

 

“Mortgages and other debts will be paid off,  401k’s and IRA’s will be filled 

with more than enough money to replace their income, a need for over-

spending will be reduced, because we are older.” 

 

All of these goals are wonderful.    

 

I help people everyday try to accomplish all of these things.   

 

Unfortunately, the stock market does not know your plan, nor does it care.  And that is 

a big deal.   

 

The markets have been on a tear since 2010 so it’s conceivable you might have 

forgotten that they actually go down too. Or maybe the credit crisis didn’t faze you 

because you were still growing your nest egg and had the opportunity to buy in then.   

 

But what if the next downturn happens the day, week, or month before you are finally 

about to punch out!  

 

Or during the first year of your retirement!  

 

How would you be affected?   

 

You might be wondering if there are strategies to build a better retirement income 

plan.   
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Well that is what this paper is all about.   

 

Sequencing risk 
 

The risk of experiencing poor investment performance at the wrong time is called 

sequencing risk or sequence of returns risk. All investments are subject to market 

fluctuation, risk, and loss of principal--and you can expect the market to rise and fall 

throughout your retirement.  

 

However, market losses on the front end of your retirement could have an outsized 

effect on the income you might receive from your portfolio. If the market drops 

sharply before your planned retirement date, you may have to decide between retiring 

with a smaller portfolio or working longer to rebuild your assets.  

 

If a big drop comes early in retirement, you may have to sell investments during the 

downswing, depleting assets more quickly than if you had waited and reducing your 

portfolio's potential to benefit when the market turns upward. 

 

Dividing your portfolio 
One strategy that may help address sequencing risk is to allocate your portfolio into 

three different buckets that reflect the needs, risk level, and growth potential of three 

retirement phases. 

 
Short-term (first 2 to 3 years): Assets such as cash and cash alternatives that you 

could draw on regardless of market conditions. 

 
Mid-term (3 to 10 years in the future): Mostly fixed-income securities that may 

have moderate growth potential with low or moderate volatility. You might also have 

some equities in this bucket. 

 

Long-term (more than 10 years in the future): Primarily growth-oriented 

investments such as stocks that might be more volatile but have higher growth 

potential over the long term. 

 

Throughout your retirement, you can periodically move assets from the long-term 

bucket to the other two buckets so you continue to have short-term and mid-term 

funds available. This enables you to take a more strategic approach in choosing 

appropriate times to buy or sell assets.  
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Although you will always need assets in the short-term bucket, you can monitor 

performance in your mid-term and long-term buckets and shift assets based on 

changing circumstances and longer-term market cycles. 

 

If this strategy appeals to you, consider restructuring your portfolio before you retire 

so you can choose appropriate times to adjust your investments. 

 

Determining withdrawals 
 

The three-part allocation strategy may help mitigate the effects of a down market by 

spreading risk over a longer period of time, but it does not help determine how much 

to withdraw from your savings each year.  

 

The amount you withdraw will directly affect how long your savings might last under 

any market conditions, but it is especially critical in volatile markets. 

 

One common rule of thumb is the so-called 4% rule. According to this strategy, you 

initially withdraw 4% of your portfolio, increasing the amount annually to account for 

inflation. Some experts consider this approach to be too aggressive--you might 

withdraw less depending on your personal situation and market performance, or more 

if you receive large market gains. 

Another strategy, sometimes called the endowment method, automatically adjusts for 

market performance. Like the 4% rule, the endowment method begins with an initial 

withdrawal of a fixed percentage, typically 3% to 5%.  

 

In subsequent years, the same fixed percentage is applied to the remaining assets, so 

the actual withdrawal amount may go up or down depending on previous withdrawals 

and market performance. 

 

A modified endowment method applies a ceiling and/or a floor to the change in your 

withdrawal amount. You still base your withdrawals on a fixed percentage of the 

remaining assets, but you limit any increase or decrease from the prior year's 

withdrawal amount. This could help prevent you from withdrawing too much after a 

good market year, while maintaining a relatively steady income after a down market 

year. 

 

You need a plan 

You should not be entering your retirement without a plan.  Actually, you should be 

doing your planning way before you enter retirement! 
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 I have outlined a retirement asset location strategy, as well as, a withdrawal strategy 

that should assist you in your retirement income planning.   

 

Let’s start the conversation! 

Info@redwoodplanning.com 

www.Redwoodfinancialplanning.com 
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