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Retirement Account Basics: 
A Quick Review

Retirement Accounts: A Quick Review
Traditional IRAs

• Tax deductible contributions (if you apply)

• Tax deferred growth

• Penalty plus tax on withdrawals before age 59 1/2 
*(with exceptions)

• Taxed at ordinary income rates upon withdrawal

• Required minimum distributions begin at 70 ½

• No contributions after 70 1/2
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• Non-deductible contributions 

• Tax-free growth and withdrawals

• No RMD requirement

• Early withdrawals may or may not be penalized and 
taxed

• Contributions can continue with earned income

Retirement Accounts: A Quick Review
Roth IRAs

Contribution limits
2014 2015

Traditional & Roth 
IRAs

$5,500 $5,500

Age 50 and older $6,500 $6,500

401(k), 403(b) & 
most 457 plans

$17,500 $18,000

Age 50 and older $23,000 $24,000

SIMPLE IRA & 
SIMPLE 401(k)

$12,000 $12,500

Age 50 and older $14,500 $15,500

SEP IRAs Lesser of 25% or 
$52,000

Lesser of 25% or 
$53,000

20% if self employed 20% if self employed
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Challenge Yourself to Save More in 2015

AFTER 20 YEARS AFTER 30 YEARS AFTER 40 YEARS

5% 7% 5% 7% 5% 7%

$20,552 $26,046 $41,613 $60,999 $76,301 $131,241

$41,103 $52,093 $83,226 $121,997 $152,602 $262,481

$205,517 $260,463 $416,129 $609,985 $763,010 $1,312,407

$411,034 $520,927 $832,259 $1,219,971 $1,526,020 $2,624,813

Increase in 
monthly 

contribution

$50

$100

$500

$1,000

Illustration shows how much savings may grow if the amount contributed each month is 
increased. Assumes contributions to a tax-deferred account.

The Balancing Act of 
Retirement: 

Can You Be Too 
Conservative?



5/20/2015

5

Volatile Markets vs. The Need 
for Income & Growth

The Balancing Act of Retirement: 
(Can you be too conservative?)

• The good news: We’re living longer

Source: Annuity 2000 Mortality Table, Society of Actuaries. 
Figures assume that individuals are in good health.

The Balancing Act of Retirement: 
(Can you be too conservative?)
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• The bad news:
• Living expenses are high and it will 

only get worse!

• The challenge:
• Building a portfolio that won’t run out 

before we do 

The Balancing Act of Retirement: 
(Can you be too conservative?)

Inflation

Eats away at the purchasing power of your portfolio over time

Source: Fidelity Investments, 2014. All numbers were calculated based on hypothetical 
rates of inflation of 2%, 3%, and 4% (historical average from 1926 to 2013 was 3%) to show 

the effects of inflation over time actual rates may be more or less and will vary.
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Inflation

• Affects all asset classes

• Can have a large impact on bonds. Why?

• Bond payments are usually fixed

• Purchasing power decreases as inflation 
rises

5% coupon vs. 2% inflation 
5% coupon vs. 3.5% inflation

• Inflation often accompanied by rising interest 
rates

• Higher interest rates typically means lower 
prices for bonds

• Ex: Year 1: Purchase 5% bond
Year 5: Bonds now paying 6%
What happens if you sell?

Inflation
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Portfolio Considerations for Inflation

Consider a higher percentage of stocks

• Greatest likelihood of outpacing inflation
• This can bring heightened volatility

Ibbotson SBBI 2015 Classic Yearbook; Morningstar
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TIPS – Treasury Inflation-Protected Securities
• A real rate that is adjusted for inflation.
• Adjustments are based on the Consumer Price 

Index 
• The principal also adjusts 
• Interest payments & increases in principal taxed in 

the year they occur  
• Backed by the full faith & credit of the U.S. 

Government 
• Can be bought individually or through a mutual 

fund or ETF 

Portfolio Considerations for Inflation

TIPS Example

• 10 year TIPS yielding 1%
• 10 year T-note yielding 3%
• Inflation of 2% is your 

breakeven point.  

Portfolio Considerations for Inflation
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Interest rate sensitivity

• General rule says as rates go up, bond 
values go down

• Not all bonds act the same
• 2014 Lord Abbett Study

Portfolio Considerations for Inflation

Lord Abbett “Market View : Bonds – How Have Key Sectors Performed During Rising 
Interest Rates” Additional sources: Morningstar and Bloomberg

Portfolio Considerations for Inflation
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Lord Abbett “Market View : Bonds – How Have Key Sectors Performed During Rising 
Interest Rates” Additional sources: Morningstar

Portfolio Considerations for Inflation

• Can erode investment returns & have a big 
impact on purchasing power over time

• Becomes a hot topic in retirement 

• Talk to your advisor about these & other 
ways to fight inflation

Portfolio Considerations for Inflation



5/20/2015

12

“The arithmetic makes it plain that inflation is a 
far more devastating tax than anything that has 
been enacted by our legislatures. The inflation tax 
has a fantastic ability to simply consume capital. 
It makes no difference to a widow with her 
savings in a 5% passbook account whether she 
pays 100% income tax on her interest income 
during a period of zero inflation, or pays no 
income taxes during years of 5% inflation.”  

— Buffett, Fortune (1977)

Portfolio Considerations for Inflation

1. The S&P 500 bull market is in its 75th month, having gained 
258% (total return) since bottoming on 3/9/09

2. The personal savings rate in the USA is 5.3%; The savings 
rate of the average Chinese household is 30% 

3. The government took in $471.8B of tax receipts in April 
2015, the largest monthly total ever

4. Out of approximately 2,000 NFL athletes who were drafted 
1996-2003, 1 out of 6 (15.7%) filed for bankruptcy within 
12 years of retiring from the league. 

Let’s Take a Breather…

Sources: 1.BTN Research; 2. US Department of Commerce; 3. Treasury Department 4. National Bureau of 
Economic Research. All information contained within MFS “By The Numbers” May 2015.
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Withdrawal Rates: 
Who Comes Up with This 

Stuff? 

• Considerations affecting withdrawal rates:

• Risk tolerance
• Liabilities/debts
• Behavioral tendencies – (Ex. Do you 

want to sell every time the market drops)
• Income need
• Flexible or uninterrupted?
• Desire to leave inheritance
• Long term approach?
• Age

Withdrawal Concepts
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• Study by Craig L. Israelsen, Ph.D

• Four asset classes tracked since 
1926

• U.S. Bonds
• U.S. Large Cap Stocks
• U.S. Small Cap Stocks
• Cash

Withdrawal Concepts

• U.S. Bonds have averaged 5.4% since 1926 with a 
standard deviation of 5.7%

• Bonds had a negative return nine out of 89 years or 
just over 10%. The average loss was -1.3%.

• Worst one year loss was -2.9%, in 1994

• From 1941 to 1969 bonds averaged only 2.2% while 
Large cap stocks averaged 12.8% and small cap 
stocks averaged 18.6%

Withdrawal Concepts
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• U.S. Large cap stocks (S&P 500) averaged 10.1% 
from 1926-2014 with a standard deviation of 20.1%

• Negative return 24 out of 89 years, or 27% of the 
time. 

• Average loss was 13.6%

• Worst one year loss was 43.3% in 1931

Withdrawal Concepts

• Small-cap U.S. Stocks averaged 11.4% from 1926-
2014 with a standard deviation of 31.8%

• Negative return 28 out of 89 years, or 32% of the 
time. 

• Average loss of 16.8%

• Largest one year loss of -58% in 1937

Withdrawal Concepts
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• Cash (measured by the 90-day U.S. T-bill) 
had an average return of 3.6% with a 
standard deviation of 3.3%

• The only year with a loss was 1938, losing 
.02%. 

Withdrawal Concepts

Six retirement portfolios

• 100% Cash
• 100% U.S. Bonds
• Age in Bonds
• 40% Stocks/60% Bonds 
• 60% Stocks/40% Bonds
• Four-Asset Portfolio

Withdrawal Concepts
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Assumptions

• $250,000 starting balance
• 3% COLA each year

• Data based on 55 rolling 35 year 
periods between 1926-2014

Withdrawal Concepts

Withdrawal Concepts
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Withdrawal Concepts

Withdrawal Concepts

• Study #2 by Gregg S. Fisher, CFA, CFP

• Assumptions of the Study:
– $1M Beginning Balance 
– 50/40/10 (S&P 500, intermediate term U.S. bonds, 

cash)
– 35 Years of Retirement
– Withdrawals taken monthly & adjusted at beginning 

of each year based on previous year’s actual 
inflation rate

Study information from Morningstar, Bloomberg and Gerstein Fisher Research
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Withdrawal Concepts

Withdrawal Concepts
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Withdrawal Concepts

• From 1926-2012, yield on a 50/50 
portfolio was very close to or higher 
than 4%

• There is no magic number. These 
studies help us with a starting point 
that should be tailored to each client’s 
specific needs

Study information from Morningstar, Bloomberg and Gerstein Fisher Research

Annual Returns Max Return Min Return Avg Annual 
Return

Times Positive 
(out of 89 yrs)

% Positive 
(in 89 years)

70% Stocks / 30% Bonds 38.68 (1933) -32.31 (1931) 10.20 68 76

50% Stocks / 50% Bonds 34.71 (1995) -24.70 (1931) 8.99 70 79

30% Stocks / 70% Bonds 34.72 (1982) -16.96 (1931) 7.82 72 81

5 Year Rolling Period Returns Max Return Min Return Avg Annual 
Return

Times Positive 
(out of 85 yrs)

% Positive 
(in 85 years)

70% Stocks / 30% Bonds 22.75 (1999) -6.31 (1932) 9.05 80 94

50% Stocks / 50% Bonds 20.99 (1986) -2.77 (1932) 8.26 80 94

30% Stocks / 70% Bonds 21.30 (1986) 0.12 (1969) 7.33 85 100

10 Year Rolling Period Returns Max Return Min Return Avg Annual 
Return

Times Positive 
(out of 80 yrs)

% Positive 
(in 80 years)

70% Stocks / 30% Bonds 17.31 (1991) 1.74 (1974) 9.35 80 100

50% Stocks / 50% Bonds 16.96 (1991) 1.98 (1974) 8.46 80 100

30% Stocks / 70% Bonds 16.49 (1991) 2.13 (1974) 7.43 80 100

Withdrawal Concepts

Ibbotson SBBI 2015 Classic Yearbook; Morningstar
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Information from Morningstar

Withdrawal Concepts

Let’s Take a Breather…
• The Oracle of Omaha – Warren Buffett (Chairman & CEO, 

Berkshire Hathaway)

• Returns have beat the S&P 500 43 out of 44 years (Five year 
rolling average basis)

• “Most of our large stock positions are going to be held for 
many years and the scorecard on our decisions will be 
provided by business results over that period, and not by 
prices on any given day” – 1977 letter to shareholders

• “We’ve long felt that the only value of stock forecasters is 
to make fortune tellers look good.” - 1992 letter to shareholders
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Warren Buffett

“We have no idea, and never have had, whether the market 
is going to go up, down, or sideways in the near or 
intermediate term future. What we do know however, is 
that occasional outbreaks of those two super contagious 
diseases, fear and greed, will forever occur in the 
investment community. The timing of these epidemics will 
be unpredictable. Therefore, we never try to anticipate the 
arrival or departure of either disease…Our goal is more 
modest; we simply attempt to be fearful when others are 
greedy and to be greedy only when others are fearful.”

– 1986 letter to shareholders 

Warren Buffett

• $71.4B – January 2015

• $31M/day in 2013

• $178,500
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Warren Buffett

• $1000 invested in Berkshire 
Hathaway in 1970 would be worth 
$4.86M today. (BRK closed at $41/share at 
the end of 1970. On 5/15/15 BRK.A closed at 
$218,640)

• “Value Investing” – Buying stocks at 
less than their intrinsic value

Warren Buffett

1. Wells Fargo ($23B / 9.0%)
2. Coca-Cola ($16B / 9.2%)
3. American Express ($13B / 14.5%)
4. IBM ($13B / 7.0%)
5. Wal-Mart ($4B / 1.8%)
6. Proctor & Gamble ($4B / 2.0%)
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Be Better than the
“Average” Investor

Be Better than the “Average” Investor

2015 Quantitative Analysis of Investor Behavior from 
DALBAR Inc.
• Investor results from mutual funds significantly 

lagged the performance of the funds themselves, as 
well as the broad market in every 12-month period 
over the last 30 years

• Average investor annualized returns for equity funds 
was 3.8% while the S&P 500 averaged over 11%

• Average investors buy after a hot streak and sell 
when a down market gets too stressful 

• Buy high and sell low



5/20/2015

25

• The worst performance for individual 
investors comes at critical points, 
when the market was facing a severe 
decline or bouncing back

• October 2008, equity investors lost more than 
24%, 7.5% more than the broad market.

• March 2000, index gained 9.8% while the 
average investor gained only 3.8%.

Be Better than the “Average” Investor

Information from Morningstar

Why You Can’t Beat the Market
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“What you are dealing with is a reaction to 
the market as opposed to a planned 
investment strategy…The problem isn't just 
the lagging returns and the bad timing, it’s 
the compounding effect from missing out on 
the good numbers. When you look at returns 
over time, the periods where investors 
underperform the funds they own or the 
indexes they are benchmarking winds up 
having a material effect on their portfolio for 
years or for a lifetime.” 

– Lou Harvey, DALBAR President.  

Be Better than the “Average” Investor

• Being too conservative can be as 
risky as being too aggressive

• Quality investments, 
diversification, and a long-term 
approach win the race

Be Better than the “Average” Investor
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