
that can be applied to help maximize 
the amount of sustainable income that 
can be generated in a wide range of 
situations, from small to large sums  
of savings and through a spectrum  
of risk appetite.

AN INtegrAted FrAmework
Our simple drawdown framework is 
structured around three dynamics 
that influence the risk of running out 

of money: portfolio construction, 
drawdown rate and shortfall rate. 

First, we start with the key 
components of a drawdown strategy:
• The investment portfolio, including 

the portfolio’s strategy, construction 
and level of risk 

• The drawdown rate—the fixed 
percentage of initial savings at 
retirement that will be withdrawn  
each year 

All retirees want to make sure they 
don’t run out of money in retirement. 
Creating a drawdown strategy to achieve 
that goal can seem complicated, but 
through our conversations with plan 
sponsors, we have developed a simple way 
to approach this issue. 

By focusing on the common goal  
that retirees share—minimizing the  
risk of running out of money—we  
have devised a standard framework  

A simple framework for retirement income withdrawals  b y  A r i n  b r A t t

creating efficient 
DrawDown StrategieS

SSga-tP-wiSp15-17



The Participant Winter/Spring 2015 ssga.com/definedcontribution

When creating a drawdown strategy, 
people often become confused trying 
to determine the best combination of 
investment portfolio makeup and draw-
down rate. This is where the shortfall 
rate—the probability that participants 
will deplete their assets before the end 
of their lifetime—comes into play. A 
high shortfall rate is the alarm bell that 
sounds when the combination of portfo-
lio and drawdown increases the chance 
of retirees outliving their savings. 

 
the ImportANce oF  
ShortFAll rAteS
Interactions between portfolio design 
and drawdown rate can affect the short-
fall rate in many ways. For example: 
• Higher drawdown rates generally lead 

to higher shortfall rates. But accept-
ing greater investment risk by holding 
a larger equity stake can reduce the 
impact of a higher drawdown rate on 
shortfall rate. 

• Holding less in equities—which 
reduces investment risk—also can 
lead to higher shortfall rates, because 
it increases the odds that the portfolio 
will not grow enough to support with-
drawals throughout retirement. 

Figure 1 illustrates the influence of 
portfolio construction on shortfall rates 
for a hypothetical 65-year-old male  
participant at drawdown rates of 5%,  
6% and 7%.

Note that for each drawdown rate  
scenario there is a specific level of 
portfolio risk, measured by standard 
deviation, that provides the lowest pos-
sible shortfall rate. In Figure 1, a port-
folio with a standard deviation of 4.2% 
provides the lowest shortfall rate when 
choosing a 5% drawdown rate. A port-
folio with a high level of risk produces 
a higher shortfall rate, but so does a 
portfolio with too little risk. For example, 
for someone with a 5% drawdown rate, 
the lowest-risk portfolio (with a 2.5% 
standard deviation) presents more than 
twice the shortfall rate of the portfolio 
with a standard deviation of 4.2%. 
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6% drawdown rate
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All portfolios assumed to be on the efficient frontier. Shortfall rate is based on the full 
range of mortality, not a target age. Standard deviation is a historical measure of the 
volatility of returns. If a portfolio has a high standard deviation, its returns have been 
volatile; a low standard deviation indicates returns have been less volatile.

the riSk anD Shortfall rate relationShiP  (Figure 1)

portfolio riSK lEVEl (as measured by standard deviation)
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SourcE: State Street Global Advisors. the information contained above is for illustrative purposes only.  Past 
performance is not a guarantee of future results. the information contained above is hypothetical and is based 
upon estimates and reflects subjective judgments and assumptions. These results were achieved by means of a 
mathematical formula and do not reflect the effect of unforeseen economic and market factors on decision-making 
The hypothetical returns are not necessarily indicative of future performance, which could differ substantially.
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retirement reaDineSS workSheet  (Figure 3)

Annual income goal  $30,000

Acceptable shortfall rate  10%

Highest drawdown rate that does 
not exceed the acceptable shortfall rate  5.5%

Savings needed to achieve income goal                      $30,000/5.5%= $550,000 

Current savings  $400,000 

Additional savings and growth needed  $150,000 

To learn more about drawdown 
strategies, watch Matt Ketchum 
discuss tackling participant 
drawdown risks.

Once we understand this relationship, 
we see that reducing the shortfall rate in 
a drawdown strategy doesn’t automati-
cally mean accepting a lower drawdown 
rate. Instead, we can combine a desired 
drawdown rate with the right portfolio. 
The process is similar to the way we can 
reduce risk in an investment strategy 
without sacrificing potential return by 
moving portfolios to the efficient fron-
tier through optimal diversification.

An efficient drawdown strategy, 
therefore, combines a drawdown rate 
with a portfolio that has the lowest 
shortfall rate for that drawdown rate. 
For example, Figure 2 (above) shows the 
shortfall rates that optimal portfolios 
can produce at given drawdown rates.

By exploring a range of efficient 
drawdown strategy options, we can have 
a more informed discussion about the 
trade-offs between different drawdown 
rates and their potential shortfall rates. 

ApplyINg the FrAmework
Granted, drawdown strategies can be 
more nuanced than those illustrated 
above. For example, retirement income 
products or other investment solu-
tions may allow for the adjustment of 
drawdown rates in response to changes 
in market conditions, personal circum-
stances or inflation. In those situations, 

though, the same basic framework 
applies: An adjustment can strike a 
balance between portfolio risk level and 
drawdown rate to provide the high-
est possible income at an acceptable 
shortfall rate. 

This framework also can help  
answer questions about retirement 
readiness. For example, a 55-year-old 
with $400,000 saved could perform this 
type of analysis to see how close he is 
to his goal of withdrawing $30,000 per 
year in retirement. 

If the participant is willing to accept 
the risk of a 10% shortfall rate, he can 
draw down 5.5% of his savings at retire-
ment each year (as shown in Figure 2). 
To achieve his goal, the participant will 

need approximately $550,000  at retire-
ment—or $150,000 more than he has 
currently saved. (See Figure 3.)

The simplicity of this framework 
allows us to explain drawdown strate-
gies to participants in clear terms: If you 
want to draw down X% of your savings, 
you have to accept a Y% risk of running 
out of money. While the precise calcula-
tions behind this framework are beyond 
most participants’ capabilities, the 
framework provides a way to manage 
expectations and guide participants 
toward better decisions.

This framework also affirms the need 
for us to continue to develop retire-
ment products that deliver efficient 
drawdown strategies—just as we have 
created investment products that help 
participants achieve their accumulation 
needs by balancing risk and return over 
a specific time horizon.

State Street Global Advisors is looking 
closely at efficient drawdown strategies, 
and we expect to continue this discus-
sion in future issues of The Participant. 
In the meantime, we’d be happy to con-
tinue the conversation with plan spon-
sors as they seek to answer participants’ 
most pressing question: How do I live in 
retirement and not run out of money?  ●

efficient DrawDown StrategieS  (Figure 2)

Sh
o

rt
fa

ll
 r

at
E

60%

50%

40%

30%

20%

10%

0%
0%           1%          2%           3%           4%           5%          6%           7%           8%           9%          10%

DrawDown ratE (% of initial balance)

SourcE: State Street Global Advisors. the information contained above is for illustrative purposes only.  
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About Us
For nearly four decades, State Street Global Advisors has 
been committed to helping our clients, and the millions who 
rely on them, achieve financial security. We partner with 
many of the world’s largest, most sophisticated investors and 
financial intermediaries to help them reach their goals 
through a rigorous, research-driven investment process 
spanning both indexing and active disciplines. With trillions* 
in assets, our scale and global reach offer clients access to 
markets, geographies and asset classes, and allow us to deliver 
thoughtful insights and innovative solutions.

State Street Global Advisors is the investment management arm 
of State Street Corporation.

* �Assets�under�management�were�$2.24�trillion�as�of�December�31,�2015.�AUM�reflects�approx.�
$22.0�billion�(as�of�December�31,�2015)�with�respect�to�which�State�Street�Global�Markets,�LLC�
(SSGM)�serves�as�marketing�agent;�SSGM�and�State�Street�Global�Advisors�are�affiliated.

©�2015�State�Street�Corporation.�All�Rights�Reserved.
ID6103-�DC-2983��0316��Exp.�Date:�03/31/2019
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State Street Global Advisors’ publication
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Additional Articles 
For more articles like this, please visit  
ssga.com/dc/theparticipant 

Subscriptions 
To receive print and/or digital copies of The Participant,  
please email us at theparticipant@ssga.com.

Feedback  
We welcome your ideas, feedback and suggestions for  
consideration in future surveys or articles. Contact us at  
theparticipant@ssga.com.
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State Street Global advisors One�Lincoln�Street,�Boston,�MA�02111-2900.� 
T:�+1�617�664�7727.

SSGA�Target�Date�Fund�are�designed�for�investors�expecting�to�retire�around�the�year�
indicated�in�each�fund’s�name.�When�choosing�a�Fund,�investors�should�consider�whether�
they�anticipate�retiring�significantly�earlier�or�later�than�age�65�even�if�such�investors�
retire�on�or�near�a�fund’s�approximate�target�date.�There�may�be�other�considerations�
relevant�to�fund�selection�and�investors�should�select�the�fund�that�best�meets�their�
individual�circumstances�and�investment�goals.�The�funds’�asset�allocation�strategy�
becomes�increasingly�conservative�as�it�approaches�the�target�date�and�beyond.�The�
investment�risks�of�each�Fund�change�over�time�as�its�asset�allocation�changes.�

The�views�expressed�in�this�material�are�the�views�of�SSGA�Defined�Contribution�
through�the�period�ended�February�28,�2015,�and�are�subject�to�change�based�on�market�
and�other�conditions.�This�document�contains�certain�statements�that�may�be�deemed�
forward-looking�statements.�Please�note�that�any�such�statements�are�not�guarantees�of�
any�future�performance,�and�actual�results�or�developments�may�differ�materially�from�
those�projected.�The�information�provided�does�not�constitute�investment�advice�and�it�
should�not�be�relied�on�as�such.�It�should�not�be�considered�a�solicitation�to�buy�or�an�
offer�to�sell�a�security.�It�does�not�take�into�account�any�investor’s�particular�investment�
objectives,�strategies,�tax�status�or�investment�horizon.

There�are�risks�associated�with�investing�in�Real�Assets�and�the�Real�Assets�sector,�
including�real�estate,�precious�metals�and�natural�resources.�Investments�can�be�
significantly�affected�by�events�relating�to�these�industries.

Standard�deviation�is�a�historical�measure�of�the�volatility�of�returns.�If�a�portfolio�has�a�
high�standard�deviation,�its�returns�have�been�volatile;�a�low�standard�deviation�indicates�
returns�have�been�less�volatile.�Standard�Deviation�is�normally�shown�over�a�time�period�
of�36�months,�but�the�illustrations�noted�in�this�material�may�reflect�a�shorter�time�
frame.�This�may�not�depict�a�true�historical�measure,�and�shouldn’t�be�relied�upon�as�an�
accurate�assessment�of�volatility.

Unless�otherwise�noted,�the�opinions�of�the�authors�provided�are�not�necessarily�
those�of�State�Street.�The�experts�are�not�employed�by�State�Street�but�may�receive�
compensation�from�State�Street�for�their�services.�Views�and�opinions�are�subject�to�
change�at�any�time�based�on�market�and�other�conditions.�You�should�consult�your�tax�
and�financial�advisor.�All�material�has�been�obtained�from�sources�believed�to�be�reliable.�
There�is�no�representation�or�warranty�as�to�the�accuracy�of�the�information,�and�State�
Street�shall�have�no�liability�for�decisions�based�on�such�information.

Investing�involves�risk,�including�the�risk�of�loss�of�principal.�The�whole�or�any�part�of�this�
work�may�not�be�reproduced,�copied�or�transmitted�or�any�of�its�contents�disclosed�to�
third�parties�without�SSGA’s�express�written�consent.

Diversification�does�not�ensure�a�profit�or�guarantee�against�loss.�


