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Should you use your age to determine your asset 
allocation? Conventional wisdom says yes. We 

say no—emphatically. Using some simple simulations 
and predicated on the critical assumption that a  
retiree has set aside two years’ of living expenses in  
cash, we make the case for a 0% allocation to bonds 
in a retiree’s portfolio. If you have no liabilities, 
then the corresponding allocation to equities 
should be 100%.

Simulations showing how various portfolio allocations 
performed for someone retiring at a stock market  
peak such as 2000 or 2007 can be misleading, favoring 
bonds, for two reasons. First, the unprecedented 
30-year bull market in bonds beginning in the mid-
1980s, during which interest rates dropped from 15% 
to 3%, has fully run its course. Total returns during 
this period skewed so far from their longer-term  
averages that they are useless as guides for prospec-
tive returns. Second, these simulations typically apply 

As unapologetic capitalists, we love Wall Street—
mostly. Unfortunately, it’s not always pretty. 

Let’s quickly review the positives and negatives.

The Good, the Ugly and the Bad
First, the good. Over time, Wall Street has delivered 
easy and frictionless access to the top publicly traded  
companies in the world. Why is this important? 
Because equities are the only asset class that mone-
tizes human ingenuity.

Today, courtesy of Wall Street, any individual in a 
free country can own an asset class with a long-term 
compounded return of about 10%. The best way to 
do this is by purchasing shares in a highly diversified, 

the “4% rule” as the amount of the portfolio to 
be liquidated annually—meaning equities are sold 
automatically under all circumstances.

Our reserve fund approach is a better solution to 
effectively solving what is known as the “sequence 
of return” problem. Setting aside two years’ worth 
of living expenses enables the suspension of equity 
withdrawals if a long or steep bear market strikes 
relatively early in retirement. This is explained in detail 
using case studies in “Asset Allocation Made Easy.”

Defining “Risk”
In Modern Portfolio Theory, risk equals volatility, 
as measured by the standard deviation of returns. 
From a theoretical perspective, the issue boils down 
to a simple question:  Do you believe the central 
underpinning of MPT, that volatility and risk are 
one and the same? We do not.

low cost, tax efficient equity index mutual fund—
which itself owns shares in the leading businesses of 
the world. Amazing.

Next, there is the ugly—the Wall Street charlatans, 
criminals and capers that the financial media love to 
spotlight. The less said about them, the better.

The Case for a 0% Allocation to Bonds in Retirement

Introducing the Keating Wealth “101 Series”

Please see 0% Bonds page 2

Please see 101 Series page 4
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In “Volatility Does Not Equal Risk,” we provided a 
different perspective and definition of risk. Because 
we think in decades, not days, our definition of risk 
is derived from two core principles:  (i) money is 
purchasing power, and (ii) the safety of an asset class 
is its ability to preserve purchasing power over time. 
Thus, the relative safety or riskiness of a particular 
security or asset class can be measured by the reduc-
tion or increase in purchasing power over time, not 
by short-term fluctuations in price.

To maintain purchasing power, and assuming the cost 
of living increases 2.25% per year due to inflation,  
a 65-year-old spending $100,000 per year after taxes 
would need $149,094 at age 75 (a 25% increase), 
$187,261 at age 85 (a 56% increase), and $233,927 
at age 95 (a 95% increase). This is the quantification 
of longevity risk—an increasingly common concern— 
and ignores the accompanying potential peril of an 
increase in inflation.

Empirical Proof
Using sophisticated financial planning software, we 
ran simulations to compare the hypothetical ending 
portfolio values for three different asset allocation 
scenarios.1 

We begin by making a series of assumptions. James 
and Penny Bond are married, both 65 years old, in 
good health and recently retired. Based on their 
actuarial joint life expectancy, the Bonds need their 
money to last for nearly 30 years, to age 94.

0% BONDS
Continued from Page 1

We further assume that James and Penny each have 
$1 million in a retirement account, for a total of $2 
million, and they have no other assets or liabilities. 
Their annual living expenses are $120,000, they 
receive $24,000 in combined annual Social Security 
income, and both these amounts increase annual-
ly at a rate of 2.25% due to inflation. Finally, we 
assume the net annual return of intermediate-term 
bonds and stocks are 5% and 9%, respectively.

The tables accompanying each scenario detail the 
inflows (Social Security income and investment 
earnings), the outflows (taxes2 and living expenses), 
and the corresponding ending portfolio values, 
displayed in 10-year increments until death. The 
portfolio withdrawal rate is the sum of Social Secu-
rity income less outflows, divided by the preceding 
year’s ending portfolio value.

Scenario 1:  40% Stocks/60% Bonds  
(6.6% net hypothetical return)

The “100 minus age” rule of thumb is intended to 
systematically reduce portfolio “risk” by steadily  
reducing the allocation to stocks over time, with 
100 – age being the percentage allocation to equities.  
For simplicity, this scenario keeps the allocation at 
40% stocks, typical for a 60-year-old, rather than 
reducing it as time goes on (as is the case in a  
“target-date fund”).

In this simulation, the Bonds would run out of money 
at age 92. If they followed the “100 – age” rule, their 
allocation to bonds would be progressively higher 
over time, their return lower, and they would run 
out of funds even sooner.

Scenario 1:  40% Stocks/60% Bonds (6.6% Hypothetical Return)

Ages/
Event Year

Beginning 
Portfolio 

Value

Post 
Retirement 

Income

Investment 
Earnings Taxes Living 

Expenses

Ending 
Portfolio 

Value

Portfolio 
Withrdrawal 

Rate

65 2019  $2,000,000  $24,000  $124,155  $22,863  $120,000  $2,005,292   (5.9%)

75 2029  $1,909,060  $29,981  $116,198  $28,560  $149,904  $1,876,775   (7.8%)

85 2039  $1,268,088  $37,452  $71,452  $35,677  $187,261  $1,154,054   (14.6%)

94/End 2048  $-    $45,756  $-    $1,801  $228,780  $-   Depleted: 
2046

1 The simulations are based on a set of simplified assumptions to illustrate a concept. Ask your financial adviser to run scenarios based on your own unique facts  
 and circumstances.
2  The tax calculation is robust, and the annual amount is largely a function of the annual withdrawal from the tax-deferred accounts, which is treated and taxed  
 as ordinary income.
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Scenario 2:  60% Stocks/40% Bonds  
(7.4% net hypothetical return)

Here we flip the allocations, and the Bonds end 
up with a final portfolio value of $755,667. Their 
money outlives them, but just barely. Considering 
their ending portfolio withdrawal rate of 24.4%, it’s 
dangerously close.

Scenario 3:  90% Stocks/10% Cash  
(8.3% net hypothetical return)

In this portfolio, the Bonds have set aside 10% of 
their $2 million in a cash account. This strategy 
results in an ending portfolio value of $2,639,536—
nearly 3.5x the ending value of the 60% stocks/40% 

bonds portfolio. If the market takes a sudden down-
turn, they can draw their living expenses from that 
account rather than from their equities fund (though 
this is not modeled here).

Some people don’t need to set 10% of their portfolio  
aside in cash. For those with a pension or other income 
that covers their living expenses, a 100% equities 
portfolio might be more appropriate. This same  
$2 million portfolio allocated 100% to stocks would 
have an ending value of more than $4.2 million.

The charts below vividly illustrate the magnitude of 
differences in the ending portfolio values under the 
three scenarios.

Scenario 2:  60% Stocks/40% Bonds (7.4% Hypothetical Return)

Ages/
Event Year

Beginning 
Portfolio 

Value

Post 
Retirement 

Income

Investment 
Earnings Taxes Living 

Expenses

Ending 
Portfolio 

Value

Portfolio 
Withrdrawal 

Rate

65 2019  $2,000,000  $24,000  $139,204  $22,863  $120,000  $2,020,342   (5.9%)

75 2029  $2,118,841  $29,981  $145,806  $28,560  $149,904  $2,116,164   (7.0%)

85 2039  $1,871,812  $37,452  $124,788  $35,677  $187,261  $1,811,114   (9.9%)

94/End 2048  $930,212  $45,756  $52,066  $43,588  $228,780  $755,667   (24.4%)

Scenario 3:  90% Stocks/10% Cash (8.3% Hypothetical Return)

Ages/
Event Year

Beginning 
Portfolio 

Value

Post 
Retirement 

Income

Investment 
Earnings Taxes Living 

Expenses

Ending 
Portfolio 

Value

Portfolio 
Withrdrawal 

Rate

65 2019  $2,000,000  $24,000  $156,134  $22,863  $120,000  $2,037,272   (5.9%)

75 2029  $2,374,442  $29,981  $184,755  $28,560  $149,904  $2,410,713   (6.3%)

85 2039  $2,691,004  $37,452  $207,958  $35,677  $187,261  $2,713,476   (6.9%)

94/End 2048  $2,680,776  $45,756  $202,647  $60,863  $228,780  $2,639,536   (9.1%)

40% Stocks/60% Bonds

0

1.0

2.0

3.0 million$

65
Ages

75 85 94/End

90% Stocks/10% Cash

0

1.0

2.0

3.0 million$

65
Ages

75 85 94/End

60% Stocks/40% Bonds

0

1.0

2.0

3.0 million$

65
Ages

75 85 94/End

Ending portfolio value = $0 
(depleted at age 92)

Ending portfolio value = $2,639,536Ending portfolio value = $755,667

Please see 0% Bonds page 4
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8400 East Crescent Parkway, Suite 600
Greenwood Village, CO 80111

www.keatingwealth.com 
(720) 408-5250

Keating Wealth Management, LLC is a registered investment adviser. Information presented is for educational purposes only and does not intend to make an offer or solicitation for the sale or purchase of any specific 
securities, investments, or investment strategies. Investments involve risk and, unless otherwise stated, are not guaranteed. Be sure to first consult with a qualified financial adviser and/or tax professional before implementing 
any strategy discussed herein. Past performance is not indicative of future performance.

Our concern with Wall Street is the bad—specifically,  
bad financial advice provided to individual investors. 
You know what it looks like: long, incomprehensible  
reports; complex portfolios with so many asset classes  
and individual securities that clients don’t even know 
what they own or why; and wishy-washy, generic 
recommendations offered in language sanitized by 
big-firm compliance departments.

Sophisticated Financial Advice,  
Delivered With Simplicity
Keating Wealth Management is totally different. 
We provide sophisticated financial advice, delivered 
with simplicity, to successful people navigating the 
financial implications of life transitions.

Unlike many financial advisers, who focus on irrele-
vancies and discredited conventional thinking, we 

Bond Return Assumption Is  
More than Double Current Yields
Based on research from Vanguard and Princeton 
professor/author Burton Malkiel, and looking at 
rolling 10-year periods going back to 1906, about 
90% of the subsequent returns on bonds are ex-
plained by their initial yields. In Malkiel’s words, 
“Over the long run, the yield that a bond investor 
receives is approximated by the yield to maturity 
of the bond at the time it is purchased.”3 Notwith-
standing the recent bond bull market outlier, over 
more than 100 years, capital gains and losses have 
had almost no impact on return.

The Barclays U.S. Aggregate Bond Index, the bench-
mark for publicly traded government and corporate 

bonds, had a yield of 2.14% on August 30, 2019. 
In our scenarios, we assumed a net bond return of 
5%—more than double the current yield of the 
bond index.

Revisiting the Definition of Risk:   
Outliving Your Money
Adding bonds to an equity portfolio lowers the port-
folio’s volatility as well as its overall return, and these 
differentials correspond precisely to the differentials 
between bonds and equities in volatility and returns. 
Remember, volatility is not risk; and a temporary 
decline only becomes a permanent loss if you sell. True 
risk is the possibility of outliving your money. Steadily 
increasing your allocation to bonds based on your age 
can be a recipe for financial ruin over the long term.

forcefully advocate an investment philosophy that 
focuses solely on the few variables that actually 
govern successful long-term financial outcomes.

Instead of complexity and confusion, we provide 
precise, evidence-based, actionable answers—bringing 
you the peace of mind that comes from knowing 
you are on track to achieve your financial goals.

Introducing Our “101 Series”
Given all the upheaval in the industry over the 
past few years, and as an antidote to the rampant 
complexity and confusion, we are publishing a 
series of four-page briefings, each of which answers 
a common financial planning question clearly and 
succinctly. Each one is highly visual and conveys the 
numerical message in one or two key charts. Readers 
will know the critical takeaway and requisite action 
by the end of the first page. We hope you will find 
these guides useful as you navigate important aspects 
of your financial life.

3 “A Random Walk Down Wall Street,” 11th edition.


