
Be Prepared to Retire in a Volatile Market

In an ideal world, your retirement would be timed perfectly. You would be ready to 
leave the workforce, your debt would be paid off, and your nest egg would be large 
enough to provide a comfortable retirement--with some left over to leave a legacy for 
your heirs.

Unfortunately, this is not a perfect world, and events can take you by surprise. In a sur-
vey conducted by the Employee Benefit Research Institute, only 44% of current retirees 
said they retired when they had planned; 46% retired earlier, many for reasons beyond 
their control. Yet even if you retire on schedule and have other pieces of the retirement 
puzzle in place, you cannot predict the stock market. What if you retire during a market 
downturn?

Sequencing risk
The risk of experiencing poor investment performance at the wrong time is called se-
quencing risk or sequence of returns risk. All investments are subject to market fluctua-
tion, risk, and loss of principal--and you can expect the market to rise and fall through-
out 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 de-
cide 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 appro-
priate times to buy or sell assets. 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.
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 Returns as of 12/31/16

 4th        Annual
 QTR 1 YR 3 YR 10 YR
Index 
S&P 500 (inc. div.) 3.8% 12.0% 8.9% 7.0%
Russell 2000 8.8% 21.3% 6.7% 7.1%
MSCI AC World xUS -1.3% 4.5% -1.8% 1.0%
REITs -3.1% 7.6% 11.8% 3.9%
Barcap Agg. Bond -3.0% 2.7% 3.0% 4.3%
90 Day T-Bills 0.1% 0.3% 0.1% 0.7%

2016 will be remembered for the 
election of Donald Trump as the 45th 
president of the United States and the 
surprise Brexit vote. The year also saw 
the Fed raise interest rates for the first 
time since last December, noting a 
strengthening labor market and a 
moderately expanding economy. While 
inflation remains below the Fed’s target 
of 2.0%, the Committee expects inflation 
to rise given anticipated improvements 
in energy, import prices and continued 
labor strengthening. Equities began the 
year hitting the skids as receding oil 
prices and a plummeting Chinese stock 
market pushed stock prices down and 
bond prices up. By midyear, equities had 
recovered, despite Great Britain’s 
decision to exit the European Union. At 
year-end, a post US presidential election 
market rally drove stocks to new highs. 

2016 also saw The Dow record its best 
performance since 2013, gaining almost 
13.5% from its 2015 closing value. The 
large-cap S&P 500 proved less volatile 
during the year, yet closed 2016 up 
almost 11.0%. The Russell 2000 proved to 
be the year’s biggest gainer, soaring 
more than 20.0% over last year’s closing 
value. Most of the gains in equities 
happened during the second half of the 
year as favorable corporate earnings, 
resurgent oil prices, and accelerating 
consumer income and spending 
encouraged investors to trade. Without 
doubt, the presidential election proved 
to be a pivotal point for the stock market 
as expectations of looser regulation, 
fiscal stimulus, and tax cuts fueled the 
market rally. The Dow, S&P 500, Nasdaq, 
and Russell 2000 each attained record-
high closing values during the latter part 
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Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any spe-
cific investment, investment strategy, or product made reference to in this commentary, will be profitable, equal any corresponding indicated historical performance level(s), or be suitable for your portfolio. Due to 
various factors, including changing market conditions, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion or information contained in this 
commentary serves as investment advice from New England Guild Wealth Advisors, Inc. To the extent that you have any questions regarding the applicability of any specific issue discussed above to your individual 
situation, you are encouraged to consult with the professional advisor of your choosing.
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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 initial-
ly 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 remain-
ing 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.

Asset allocation is a method used to help manage investment risk; it does not guarantee a 
profit or protect against investment loss. 
Employee Benefit Research Institute, “2016 Retirement Confidence Survey”

of the year. Yields on 10-year Treasuries 
rose for the second straight year as 
bond prices fell. The yield on the 
benchmark 10-year Treasury closed at 
2.44%, up from its 2.26% yield at the 
close of 2015.  As oil producing countries 
flooded the market, oil prices fell below 
$30 per barrel during the first quarter. 
However, by the end of the year, crude 
oil prices had achieved their biggest 
annual gain since 2008. With OPEC 
pledging to cut production, oil prices 
surged to almost $60 per barrel, finally 
settling at $53.89 (WTI) per barrel on 
December 30. The dollar remained 
strong throughout the year. The U.S. 
Dollar Index, a measure of the dollar 
relative to the currencies of most U.S. 
major trading partners, gained about 
4.0% over last year’s closing value.

The Year in Review: Improvement in 
the U.S. job market was slow but steady. 
The unemployment rate ended the 
year at 4.6%, lower than the 5.0% at the 
close of 2015. The economy maintained 
a roughly 2.0% average growth rate 
through the third quarter of 2016. 
Economic growth has maintained this 
pace since 2009. Inflation started to rise; 
manufacturing activity increased; and 
the housing market was strong for most 
of the year. The big news on the 
international front was the United 
Kingdom’s referendum vote in June to 
exit (“Brexit”) the European Union. The 
value of the pound remains near a 30-
year low and Britain lost its AAA credit 
rating, increasing the cost of 
government borrowing. However, both 
the FTSE 100 and the FTSE 250 closed 
the year trading higher than before the 
referendum. In other parts of the world, 
China’s economic growth slowed 
during the year, but later stabilized 
following further government stimulus. 
Central banks in Japan and Europe 
continued lowering interest rates to 
negative values, intending to motivate 
more lending and investing. 

Excursion: 
Arethusa al Tavolo (“at the table” in Italian), is a stylish wine bar and restaurant in the 
Bantam section of Litchfield, CT.  Their farm to table experience relies on many of its 
own farm’s products, like the creamery-fresh butter and soft spreadable farm cheese 
that are delivered to tables with fluffy home baked cheese biscuits or house baked 
ciabatta.  This place is a gem from the beautifully presented and delicious food of 
executive chef Dan Magill to the stylish interior with design influences from Italy.  Just 
to read the menu on the website makes the mouth water.  Arethusa’s deviled eggs 
blew us away; four halves, each deviled a different way and each more luscious than 
the last.  We also loved the lobster and avocado salad, Berkshire Pork, and on and on. 
Don’t pass up Arethusa’s desserts!  Book well in advance. Call 860-567-0043 to reserve 
a table, and then get ready for one of the best dining experiences you’ve ever had in 
the Litchfield Hills.  828 Bantam Rd. Bantam, CT  arethusaaltavolo.com

Eye on the Year Ahead: The Fed is expected to consider three more rate increases during 
2017. New economic policies promoted by President-elect Donald Trump during his first 
year in office will likely impact the economy and equities markets, both domestically and 
abroad. Will stock prices, which rose dramatically in the weeks following the election, 
continue their bull run in 2017? Will oil prices reach $60 per barrel as OPEC attempts to curb 
production? Will the dollar remain strong, impacting import and export prices? Will the 
presidential election outcomes in France and Germany surprise? This year may ultimately 
prove to be as eventful as 2016.                                  Source: Broadridge Investor Communication Solutions, Inc.


