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policy response. But that still doesn’t 
mean the markets will react as you 
assume. 
     A third way is to reflect on how 
markets price risk. Over the long 
term, we know there is a return on 
capital. But those returns are rarely 
delivered in an even pattern. There 
are periods when markets fall pre-
cipitously and others when they rise 
inexorably. 
     The only way of getting that 
“average” return is to go with the 
flow. Think about it this way. A sign 
at the river’s edge reads: “Average 
depth: three feet.” Reading the sign, 
the hiker thinks: “OK, I can wade 
across.” But he soon discovers the 
“average” masks a range of every-
thing from 6 inches to 15 feet. 
     Likewise, financial products are 
frequently advertised as offering “av-
erage” returns of, say, 8%, without 
the promoters acknowledging in a 
prominent way that individual year 
returns can be many multiples of that 
average in either direction.
     Now, there may be nothing wrong 
with that sort of volatility if the 
individual can stomach it. But others 
can feel uncomfortable. And that’s 
OK too. The important point is being 
prepared about possible outcomes 
from your investment choices. 
     Markets rarely move in one direc-
tion for long. If they did, there would 
be little risk in investing. And in the 
absence of risk, there would be no 
return. One element of risk, although 
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lobal markets are provid-
ing investors a rough ride 
at the moment, as the focus 

turns to China’s economic outlook. 
But while falling markets can be 
worrisome, maintaining a longer 
term perspective makes the volatility 
easier to handle.
     A typical response to unsettling 
markets is an emotional one. We quit 
risky assets when prices are down 
and wait for more “certainty.” 
     These timing strategies can take a 
few forms. One is to use forecasting 
to get out when the market is judged 
as “overbought” and then to buy 
back in when the signals tell you it is 
“oversold.” 
     A second strategy might be to 
undertake a comprehensive macro-
economic analysis of the Chinese 
economy, its monetary policy, global 
trade and investment linkages, and 
how the various scenarios around 
these issues might play out in global 
markets. 
     In the first instance, there is very 
little evidence that these forecast-
based timing decisions work with 
any consistency. And even if people 
manage to luck their way out of the 
market at the right time, they still 
have to decide when to get back in.
     In the second instance, you can be 
the world’s best economist and make 
an accurate assessment of the growth 
trajectory of China, together with the (Continued on page 4)

t the September 17th meet-
ing the Federal Reserve 
Board decided to leave 

the Federal Funds Rate unchanged.  
They feel that inflation is still too 
low, the financial markets have 
pulled back in recent weeks, and 
global economic growth is uncertain.  
They feel that now is simply not the 
time.  
     You may recall that in the first 
quarter of this year many metal com-
modity prices were down and in the 
second quarter it was oil that was 
wreaking havoc.  As we have said, 
there are always issues that can affect 
the global markets in negative ways.  
However, it is important to ignore 
these periods of short-term volatility 
and “white noise”. 
     So what should investors do?  
Since 1945 there have been 59 
pullbacks in the S&P 500 Index of 
between 5% and 7%.  They were 
about one month in duration and 
it took about two months for the 
index to recover to its previous level.  
Remember, most market returns oc-
cur over a small number of days so 
trying to time when to be in or out 
of the market can be costly.  Sit tight 
and remember you are investing for 
the long-term.  You will be glad you 
did.



Four Retirement Portfolio Withdrawal Mistakes to Avoid
ome errors in retirement-
portfolio planning fall into the 
category of minor infractions 

rather than major missteps. Did you 
downplay foreign stocks versus stan-
dard asset-allocation advice? It’s prob-
ably not going to have a big impact on 
whether your money lasts throughout 
your retirement years.
     But withdrawal rate errors can have 
more serious repercussions for retire-
ment-portfolios. If you take too much 
out of your portfolio at the outset of re-
tirement, and that coincides with a diffi-
cult market environment--you can deal 

your portfolio a blow from which it 
may never recover. Other retirees may 
take far less than they actually could, 
all in the name of safety. The risk is 
that they didn’t fully enjoy enough of 
their money during their lifetimes.
     Mistake 1. Not Adjusting With Your 
Portfolio’s Value and Market Condi-
tions. Even though the popular “4% 
rule” assumes a static annual-dollar-
withdrawal amount, adjusted for infla-
tion, retirees would be better off staying 
flexible with their withdrawals.
     What to Do Instead: The simplest 
way to tether your withdrawal rate to 

your portfolio’s performance is to with-
draw a fixed percentage, versus a fixed 
dollar amount adjusted for inflation, 
year in and year out. That’s intuitively 
appealing, but this approach may lead 
to more radical swings in spending than 
is desirable for many retirees. It’s pos-
sible to find a more comfortable middle 
ground by using a fixed percentage rate 
as a baseline but bounding those with-
drawals with a “ceiling” and “floor.”
     Mistake 2. Not Adjusting With 
Your Time Horizon. Taking a fixed 
amount from a portfolio also neglects 
the fact that, as you age, you can safely 

lthough the improvements 
in auto sales have greatly 
outstripped the housing 

recovery, that trend should flip in the 
coming years. The chart below is a tale 
of two recoveries: the recovery in the 
auto industry and the recovery in the 
housing industry. Both of these seg-
ments comprise about 3% of the GDP 
and have knock-on employment effects 
throughout the entire economy. The 
chart shows that both of these indus-
tries suffered from 2005-08--coming to 
a real crescendo when things collapsed 
in 2008. Since then, both segments 
have improved nicely. However, the 
auto industry has done far better. The 
auto industry is now at its previous 
high, meanwhile, the housing industry 
still has a long way to recover. Look-
ing forward, Morningstar economists 
expect a changing of the guard where 
the housing industry continues to ac-
celerate and the fully-recovered auto 
industry will continue to plateau.

A Changing of the Guard for Auto



take more from your portfolio than 
you could when you were younger. 
The original “4%” research assumed a 
30-year time horizon, but retirees with 
shorter time horizons (life expectan-
cies) of 10 to 15 years can reasonably 
take higher amounts.
     What to Do Instead: To help factor 
in the role of life expectancy retirees 
can use the IRS’ tables for required 
minimum distributions as a starting 
point to inform their withdrawal rates. 
That said, those distribution rates may 
be too high for people who believe 
their life expectancy will be longer than 
average.
     Mistake 3. Not Adjusting Based on 
Your Portfolio Mix. Many retirees take 
withdrawal-rate guidance, such as the 

4% guideline, and run with it, without 
stopping to assess whether their situ-
ations fit with the profile underpin-
ning that guidance. The 4% guideline 
assumed a retiree had a balanced 
stock/bond portfolio. But retirees with 
more-conservative portfolios should 
use a more-conservative (lower) figure, 
whereas those with more-aggressive 
asset allocations might reasonably take 
a higher amount. 
     What to Do Instead: Be sure to 
customize your withdrawal rate based 
on your own factors, including your 
portfolio mix. 
     Mistake 4. Not Factoring In the 
Role of Taxes. The money you’ve 
saved in tax-deferred retirement-
savings vehicles might look comfort-

ingly plump. However, it’s important 
to factor in taxes when determining 
your take-home withdrawals from those 
accounts. A 4% withdrawal from an 
$800,000 portfolio is $32,000, but that 
amount shrivels to just $24,000, assum-
ing a 25% tax hit.
     What to Do Instead: It pays to be 
conservative in your planning assump-
tions. To be safe it’s valuable to assume 
a higher tax rate than you might actu-
ally end up paying. 

     Disclosure: This is for informational pur-
poses only and should not be considered tax or 
financial planning advice. Please consult with a 
financial or tax professional for advice specific 
to your situation.
     This article contributed by Christine Benz, 
Director of Personal Finance with Morningstar. 

age growth is an important 
leading metric of consumer 
behavior, as higher wages 

increase disposable income, which in 
turn drives more spending. The chart 
depicts nominal hourly wage growth 
and the inflation rate (represented by 
the consumer price index) since 2010. 
Both metrics are on a year-over-year 
basis, and averaged for 3 months in 
order to smooth out the monthly sea-
sonality. 
     What really stands out is that nomi-
nal hourly wages have been growing 
at a steady 2% rate for many years 
now, and they have recently acceler-
ated just slightly to about 2.2%. What 
contributed to a huge increase in the 
real wage growth (not shown on the 
chart), however, was the collapse of the 
inflation rate that began in the second 
half of 2014, driven by lower oil and 
gasoline prices. 

Inflation and Hourly 
Wage Growth



bonds have been doing well. 
     Markets are constantly adjusting to 
news. A fall in prices means investors 
are collectively demanding an addition-
al return for the risk of owning equities. 
But for individual investors, the price 
decline, if temporary, may only matter 
if they need the money today. 
If your horizon is five, 10, 15, or 20 
years, the uncertainty will soon fade 
and the markets will worry about some-
thing else. Ultimately, what drives your 
return is how you allocate your capital 
across different assets, how much you 
invest over time, and the power of 
compounding. 
     But in the short term, the great-
est contribution you can make to your 
long-term wealth is exercising patience. 
And that’s where your advisor comes 
in.
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not the whole story, is the volatility of 
an investment. 
     Look at a world stock market bench-
mark such as the MSCI World Index, in 
US dollars. In the 45 years from 1970 
to 2014, the index has registered annual 
gains of as high as 41.9% (in 1986) and 
losses of as much as 40.7% (2008). 
     But over that full period, the index 
delivered an annualized rate of return 
of 8.9%. To earn that return, you had to 
remain fully invested, taking the unset-
tling down periods with the heartening 
up markets, but also rebalancing each 
year to return your desired asset alloca-
tion back to where you want it to be. 
     Timing your exit and entry success-
fully is a tough task. Look at 2008, the 
year of the global financial crisis and 
the worst single year in our sample. 
Yet, the MSCI World index in the fol-

lowing year registered one of its best 
ever gains. 
     Now, none of this is to imply that 
the market is due for a rebound anytime 
soon. It might. It might not. The fact 
is no one can be sure. But we do know 
that whenever there is a great deal of 
uncertainty, there will be a great deal of 
volatility.
     Second-guessing markets means 
second-guessing news. What has hap-
pened is already priced in. What hap-
pens next is what we don’t know, so we 
diversify and spread our risk to match 
our own appetite and expectations. 
     Spreading risk can mean diversify-
ing within equities across different 
stocks, sectors, industries, and coun-
tries. It also means diversifying across 
asset classes. For instance, while stocks 
have been performing poorly, often 
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MSCI World Index (net div USD) 1970-2014
Best Years Worst Years

1986 41.9% 2008 -40.7%
1985 40.6% 1974 -25.5%
2003 33.1% 2002 -19.9%
1975 32.8% 1990 -17.0%
2009 30.0% 2001 -16.8%
2013 26.7% 1973 -15.2%

Source: MSCI, MSCI data © MSCI 2015, all rights reserved. Indices are not available for direct 
investment; therefore, their performance does not reflect the expenses associated with the manage-
ment of an actual portfolio. Past performance is not a guarantee of future results.
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