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The “4% rule” has long been the go-to approach for 
drawing down income in retirement. But can one “rule” 
really apply to everyone? We look at some hypothetical 
examples to test out retirement income strategies.
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The question “what now?” looms large for many of the roughly 11,000 Baby Boomers retiring daily. 
This applies to the choices they face around occupying their time, as well as the more immediate 
practical matters such as navigating the morass of Medicare decisions, claiming Social Security, 
and how to spend accumulated defined contribution assets so that they last for as long as they 
will live. 

For the latter question, owing in large part to its simplicity, the 4% rule remains the preeminent 
rule-of-thumb for drawing down assets in retirement. In fact, 61% of advisors use the 4% rule 
when working with clients.1 Given the rule’s ubiquity, we decided to compare our IncomeWise™ 
retirement income strategy to the 4% rule to judge its relative merits. As a reminder, our 
IncomeWise strategy pairs a deferred annuity (technically a qualified annuity contract, or 
“QLAC”) with a proprietary automatic spending methodology to draw down from a participant’s 
liquid assets and provide immediate monthly income.

In projecting outcomes, we developed the following personas and simulated their retirement 
outcomes. Let’s meet the retirees who will test out the different approaches to retirement income.

Stevie is a 62-year old retiree. She is retiring to serve as a caregiver for her husband (Mick, also 
aged 62). Her stylized circumstances featuring an early retirement are quite common: nearly 7 in 
10 retirees indicate that the decision to retire was out of their control (with caregiving being one of 
the top reasons).2 Stevie saved in her 401(k) plan and accumulated a balance of $213,000.3 She 
plans on drawing down this balance, together with Social Security4 to fund retirement. 

Stevie* 

*The information contained above is for illustrative purposes only.
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Let’s first examine the possibilities associated with the tried-and-true 4% rule. In this case, 
Stevie rolls her assets out of her employer-sponsored plan and invests the money in a balanced 
mutual fund.5 For the sake of simplicity, let’s assume her balanced mutual fund does not carry 
an expense ratio and that long-term returns align with the capital market expectations of State 
Street Global Advisors. Under the 4% rule, Stevie will keep the money invested in the fund 
and annually withdraw 4% of the initial balance. This withdrawal amount is updated every year 
for inflation.

In simulating6 the possible outcomes, longevity risk rears its head. It combines with market risk 
to amplify uncertainty (think of it as turning up the volume knob on the uncertainty of outcomes). 
Under the 4% rule, the underlying investment fueling the withdrawals is subject to market risk. 
The market return does not directly impact the drawdown rate (4% of the initial balance adjusted 
annually for inflation), so there remains a very real risk of running out of money. Although Social 
Security provides a backstop, the liquid portion of Stevie’s nest egg could become prematurely 
exhausted.7 Figure 1 below illustrates the probability of exhausting assets at various ages.

Figure 1
4% Rule Probability 
of Exhausting Assets

Figure 2
Probability of 
Attaining Ages for a 
62-Year Old Couple8

Source: State Street Global Advisors, November 2024. The information contained above is for illustrative purposes only.
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Although the probability of exhausting assets appears low, consider it in the context of joint 
life expectancy.

Given that nearly half of the time, one or both individuals will live to 90, the 40% chance of 
exhausting assets by age 90 instills a little more anxiety than it would in the absence of such 
actuarial context. 

Each month, Stevie draws down assets to pay expenses and experiences the market impact 
(could be good….could be bad) on her portfolio. Her initial balance predetermines the annual 
drawdowns; therefore, the only variables are whether the assets can sustain the drawdown and if 
Stevie and/or her husband are still living.

Age 75 
(%)

Age 80 
(%)

Age 85 
(%)

Age 90 
(%)

Age 95 
(%)

Stevie 84 72 53 31 13

Mick 80 65 45 23 7

Either 97 90 74 47 19

Source: State Street Global Advisors, November 2024. The information contained above is for illustrative purposes only.
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Figure 3
4% Rule Outcomes 
(Age 62 to 95)

Figure 4
Comparison of 4% 
Rule to IncomeWise

Cumulative Payouts Income (62–95) Residual Balance (Age 95)

90th $289,925 $180,052

Median $264,343 -$20,907

10th $170,544 -$124,354

Source: State Street Global Advisors, November 2024. The information contained above is for illustrative purposes only.

Cumulative Payouts Income (62–95) Residual Balance (Age 95)

4% Income Wise 4% Income Wise

90th $289,925 $392,302 $180,052 $9,006

Median $264,343 $326,571 -$20,907 $3,736

10th $170,544 $275,082 -$124,354 $2,450

Source: State Street Global Advisors, November 2024. The information contained above is for illustrative purposes only.

The figure above shows the cumulative total payouts9 as well as the remaining balance at age 95. 
The outcome for the 90th percentile is an example of an outcome where the balance is not 
exhausted and can sustain the 4% drawdown: basically all goes according to plan. The projected 
residual balances demonstrate the randomness of outcomes. 

In the rosy outcome scenario (90th percentile), the remaining balance stays healthy at nearly 
$180k, meaning Stevie and her husband lived below their means in retirement and have assets 
for a sizable bequest. At the other extreme, the 4% drawdown prematurely depletes the 
balance, leaving Stevie and Mick with an exhausted balance (and, by extension, no bequest). 
In the negative balance scenarios, they would most likely adjust their spending as they see their 
balance depleting. This occurs, by age 95, in roughly 57% of the outcomes (see Figure 1, hence 
the median outcome is depleting assets by age 95). 

Consider though if, instead of the 4%-rule, Stevie utilized a hybrid strategy that incorporates 
a guarantee in the form of a QLAC10 with a dynamic spending strategy. State Street Global 
Advisors utilizes such an approach with our IncomeWise™ retirement income solution.11 In the 
IncomeWise™ scenario, Stevie opts to use 25% of her defined contribution balance to purchase 
a QLAC. The remaining 75% of her balance remains liquid and is drawn down according to 
State Street’s spending methodology. The IncomeWise results are captured in Figure 4 below.

Figure 5
Cumulative Payments

Source: State Street Global Advisors, November 2024. The information contained above is for illustrative purposes only.
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In comparing outcomes, the IncomeWise approach provides for higher income levels across the various 
scenarios (e.g., “the good” — 90th, and the “not-so-good” — 10th worst). In fact, the IncomeWise 
approach, largely due to the fact that its methodology is able to respond to market movements, provides 
better spending outcomes (61% and 35% better) when there are extreme outcomes, both good and 
bad. This stability owes in large part to the fact that from age 78 on, a large proportion of Stevie’s income 
comes in the form of guaranteed payouts from the QLAC she previously purchased. 

It is important to note that, with the 4% rule, there is more upside in the form of a residual balance 
relative to the IncomeWise approach. However, this must be weighed against the chance of assets being 
fully depleted. The safety of the QLAC ensures Stevie and Mick are protected if the landslide brings 
them down; at the same time, the spending methodology doesn’t stop them thinking about tomorrow — 
and this flexible adjustment provides for better-managed, consistent spending throughout retirement. 

Our next retiree is Bob. Bob is 68, married to Lindsey (also aged 68), and worked in trucking and 
logistics for 30 years for the same employer. Given his long tenure, Bob accumulated a balance of 
$420,00012 in his employer-sponsored defined contribution plan. Bob expects to spend down his 
defined contribution assets to augment his Social Security benefits ($3,835/month per the Social 
Security Benefits Calculator). As with Stevie, we examine the potential outcomes for Bob under 
the 4% rule as well as the dynamic spending approach. 

Figure 6
4% Rule Probability of 
Exhausting Assets

Source: State Street Global Advisors, November 2024. The information contained above is for illustrative purposes only.
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Under the 4% scenario, starting the drawdown six years later means the odds of depleting assets 
are lower than in the case when the drawdown occurs at age 62. This makes intuitive sense; with 
less time to deplete assets, there is less probability of running out of money. The roughly 20% 
probability of exhausting assets by age 90 is weighed against a roughly 50/50 chance of one or 
both being alive at age 90.

Figure 7
Probability of 
Attaining Ages for a 
68-Year Old Couple13

Age 75 
(%)

Age 80 
(%)

Age 85 
(%)

Age 90 
(%)

Age 95 
(%)

BOB 86 70 48 24 7

89 75 56 33 13

Either 98 93 77 49 20

Source: State Street Global Advisors, November 2024. The information contained above is for illustrative purposes only.

*The information contained above is for illustrative purposes only.
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Note that the 90th and Median outcome are the same. Since the 4% rule calls for a set amount 
of spending, in both the 90th and Median cases, assets are there to meet the preset distribution 
amount, therefore the outcomes are same. So in a sense, the upside scenarios are captured in 
the residual balance. 

Over the extended time horizon (up to age 95), the residual balance shows a wide range of 
potential outcomes. In the rosiest 10th percentile, Bob and his wife would leave behind a nearly 
$400,000 bequest, while in the 10th-worst percentile, they exhaust assets (at age 95, assets 
are exhausted at the 40th percentile of outcomes and below). Overall, the 4% rule fares better 
with the shorter time horizon. As in the case of Stevie, variability in projected outcomes must 
be weighed against participants’ preferences for stability and predictability. 

Instead of the 4% rule, Bob could utilize the in-plan retirement income option. In this case, Bob 
uses 15% of his balance to purchase a QLAC and employs the dynamic spending strategy with 
his remaining assets. Figures 9 and 10 below summarize the projected outcomes.

Figure 10
Cumulative Payouts 
(68–95)

 IW Median

  4% Median

Figure 8
4% Rule Outcomes 
(Age 68 to 95)

Cumulative Payouts Income (68–95) Residual Balance (Age 95)

90th $470,400 $379,442

Median $470,400 $33,395

10th $336,000 -$146,507

Source: State Street Global Advisors, November 2024. The information contained above is for illustrative purposes only.

Figure 9
Comparison of 4% 
Rule to IncomeWise

Cumulative Payouts Income (68–95) Residual Balance (Age 95)

4% Income Wise 4% Income Wise

90th $470,400 $710,800 $379,442 $36,623

Median $470,400 $575,893 $33,395 $17,984

10th $336,000 $476,971 -$146,507 $8,174

Source: State Street Global Advisors, November 2024. The information contained above is for illustrative purposes only.
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Similar to Stevie, Bob achieves a higher cumulative payouts and a lower variability in outcomes. 
But this comes with a cost: he does not have the upside in his projected balance (though he 
likewise cuts off the downside). From age 78, the QLAC and dynamic spending approach 
provides Bob with a portion of his retirement income guaranteed (QLAC payments + Social 
Security) while spending from his liquid defined contribution assets reacts to market movements.

In both the case of Stevie and Bob, quantitative analysis struggles to address the other benefit of 
an embedded guarantee: peace of mind. Knowing that some portion of income is “guaranteed” 
and insulated from market returns brings a certain psychological benefit. Although we do not 
factor this into our analysis, it is important to mention. Research supports this point. A study of 
truck drivers found a link between financial well-being and lower accident rates.14 Another study 
found15 that retirees will spend twice as much each year in retirement if they shift investment 
assets into guaranteed income wealth. Taken together, one can infer material benefits from a 
guarantee that falls outside of the net-present-value measure we used. 

For participants as different as Stevie and Bob, the QLAC + dynamic spending approach yields 
higher income (6% and 9% respectively) over the observed time horizon compared to the 4% 
rule. The advantages extend to a narrower range of potential outcomes as well as the peace of 
mind that comes with a guarantee. While these advantages must be weighed against the upside 
in residual balance provided by the 4% rule, that is the beauty of optional income features. 
Both Stevie and Bob have the option to model out these outcomes and, if desired, elect these 
retirement income plans — giving themselves a better outcome at the median and reassurance 
for any storms that may come.

The Bottom Line 

Endnotes 1 Prudential Market Insights Survey, Conducted 
January 20–22, 2024.

2 EBRI Retirement Confidence Survey 2024.

3 This balance represents the average balance held by 
those in their 60s. Source EBRI Issue Brief No. 582, 
“What Does Consistent Participation in 401(l) Plans 
Generate” March 23, 2023.

4 Per the Social Security Administrations “Quick 
Calculator”  benefits estimate (ssa.gov/OACT/
quickcalc), Stevie and her husband will draw $2,800 
a month ($33,600 a year) in benefits. 

5 The balanced portfolio in this case is invested in 60% 
global equity and 40% broad fixed income

6 The simulation involved imposed State Street’s capital 
market expectations on the balanced portfolio and 
cover 5,000  scenarios each year of the hypothetical 
retirement period.

7 In reality, retirees would most likely adjust their 
spending as assets are depleted rather than risk an 
empty account.

8 Society of Actuaries Pri-2012 tables reflecting 
retiree sample.

9 All numbers are real and strip out the impact of 
projected inflation.

10 The QLAC will begin paying out income if Stevie or Mick 
live to age 78. This income is paid monthly and includes 
a 2% cost-of-living-adjustment

11   For more information about the IncomeWise 
methodology, please see Welcome to the Machine: 
Our Retirement Income Methodology (ssga.com).

12 This balance represents the average balance held 
by those in their 60s with 30 or more years of 
tenure. Source EBRI Issue Brief No. 582, “What Does 
Consistent Participation in 401(l) Plans Generate” 
March 23, 2023.

13 Society of Actuaries Pri-2012 mortality tables 
reflecting retiree sample.

14   Leana, C. (2019). The Cost of Financial Precarity. 
Stanford Social Innovation Review, 17(2), 42–47. 
https://doi.org/10.48558/FK07-R967.

15 Blanchett, David and Finke, Michael S., Guaranteed 
Income: A License to Spend (June 28, 2021). Available 
at SSRN: https://ssrn.com/abstract=3875802 or http://
dx.doi.org/10.2139/ssrn.3875802.

http://www.ssa.gov/OACT/quickcalc
http://www.ssa.gov/OACT/quickcalc
https://www.ssga.com/us/en/institutional/insights/welcome-to-the-machine-our-retirement-income-methodology
https://www.ssga.com/us/en/institutional/insights/welcome-to-the-machine-our-retirement-income-methodology
https://doi.org/10.48558/FK07-R967
https://ssrn.com/abstract=3875802
http://dx.doi.org/10.2139/ssrn.3875802
http://dx.doi.org/10.2139/ssrn.3875802
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For institutional/professional investors 
use only.

State Street Global Advisors  
Worldwide Entities

Important 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.

The views expressed in this material are 
the views of the Defined Contribution team 
through the period ended November 15, 2024, 
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. 

All information is from State Street Global 
Advisors unless otherwise noted and has been 
obtained from sources believed to be reliable, 
but its accuracy is not guaranteed. There is no 

representation or warranty as to the current 
accuracy, reliability or completeness of, nor 
liability for, decisions based on such information 
and it should not be relied on as such. 

Past performance is not a reliable indicator 
of future performance. 

Equity securities may fluctuate in value and can 
decline significantly in response to the activities 
of individual companies and general market and 
economic conditions. Investments in small-
sized companies may involve greater risks than 
in those of larger, better known companies. 
Investments in mid-sized companies may 
involve greater risks than in those of larger, 
better known companies, but may be less 
volatile than investments in smaller companies. 

Diversification does not ensure a profit or 
guarantee against loss. 

IncomeWise Retirement Income is comprised 
of two features available for eligible participants 
to elect: Deferred Guaranteed Income and 
Immediate Income, subject to conditions 
and limitations. 

The guaranteed lifetime income benefit is a 
type of deferred income annuity that 
guarantees money at a future date, typically for 
the rest of an individual’s life. Participants who 
redeem from the fund prior to the QLAC 
purchase will not be eligible for the QLAC 
benefits. Payment of the lifetime income is 
subject to the claims-paying ability of the 
issuing insurance company; it is possible that 
the issuing company may not be able to honor 

the annuity payouts at any time. The QLAC is 
subject to regulatory limitations. The QLAC 
purchase is subject to market availability and 
cannot be guaranteed in any given year. The 
QLAC is not provided by or guaranteed by State 
Street Global Advisors, or any affiliate of SSGA. 
Neither IncomeWise nor the QLAC are insured 
by the FDIC or by another governmental agency; 
they are not obligations of the FDIC or deposits 
or obligations guaranteed by SSGA. You cannot 
reverse the purchase of the QLAC and its 
purchase is subject to market availability. QLAC 
purchases are subject to eligibility requirements 
and regulatory limitations. QLAC purchases are 
subject to a regulatory maximum purchase 
amount determined by the Internal Revenue 
Service (“IRS”) from time to time and purchases 
exceeding the IRS cap will fail to technically 
qualify as a QLAC and will be subject to required 
minimum distribution (RMD) rules and 
penalties. Plan participants are responsible for 
ensuring compliance with these regulatory 
limitations and State Street Global Advisors 
disclaims all liability for participant’s 
compliance with this regulatory cap. 

Immediate Income is an option available only 
to eligible plan participants who elect Deferred 
Guaranteed Income. Immediate Income is 
not guaranteed, may fluctuate based on 
several factors (e.g., market conditions and 
the participant’s asset level, withdrawals and 
selections within the strategy), may not last until, 
and will decrease when, Deferred Guaranteed 
Income begins and may not continue thereafter. 

Plan participants should not rely on the 
drawdown rate for their financial planning. 

There is no guarantee that drawdown rates 
willaccurately reflect the particular retirement 
income needs or actual circumstances of any 
plan participant. Further, State Street Global 
Advisors’ methodology may impose limitations 
on changes in the drawdown rate intended to 
prevent retirement income volatility, which may 
lead to insufficient or excess retirement income 
in a given year based on actual circumstances. 
There can be no guarantee that State Street 
Global Advisors’ assumptions and forecasts 
will accurately reflect future events, investment 
returns and plan participant’s savings activities 
or actual circumstances.

Deferred Guaranteed Income/QLAC payments 
and Immediate Income distributions are not 
insured by the FDIC or any other governmental 
agency; they are not obligations of the FDIC or 
deposits or obligations guaranteed by State 
Street Global Advisors or any of State Street 
Global Advisors’ affiliates, including State Street 
Bank and Trust Company, or any other bank. 

IncomeWise Retirement Income is not intended 
to be a complete investment program, but 
rather is intended to supplement a plan 
participant’s retirement savings strategy. Plan 
participants should consult their own advisers 
as to the role of the Lifetime Income Features in 
their overall retirement savings approach. There 
is no guarantee that IncomeWise Retirement 
Income will satisfy a plan participant’s 
retirement goals or needs. IncomeWise 
Retirement Income does not protect against the 
risk that a plan participant depletes or outlives 
the plan participant’s retirement savings. 

For over four decades, State Street Global Advisors has served the world’s governments, 
institutions, and financial advisors. With a rigorous, risk-aware approach built on research, 
analysis, and market-tested experience, and as pioneers in index and ETF investing, we are 
always inventing new ways to invest. As a result, we have become the world’s fourth-largest 
asset manager* with US $4.73 trillion† under our care. 

* Pensions & Investments Research Center, as of December 31, 2023.  
† This figure is presented as of September 30, 2024 and includes ETF AUM of $1,515.67 billion USD of which approximately 
$82.59 billion USD in gold assets with respect to SPDR products for which State Street Global Advisors Funds Distributors, 
LLC (SSGA FD) acts solely as the marketing agent. SSGA FD and State Street Global Advisors are affiliated. Please note all 
AUM is unaudited.

About State Street 
Global Advisors

http://ssga.com
https://www.ssga.com/us/en/footer/state-street-global-advisors-worldwide-entities
https://www.ssga.com/us/en/footer/state-street-global-advisors-worldwide-entities
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State Street Global Advisors does not make any 
recommendation or determination regarding 
whether the QLAC feature or the Immediate 
Income feature is suitable for any particular 
plan, or whether the Immediate Income feature 
or amount or drawdown rate is suitable for any 
individual plan participant. The election to 
purchase Deferred Guaranteed Income and 
the election to receive Immediate Income 
distributions are made by each individual 
plan participant. State Street Global Advisors 
does not provide financial or investment 
advice or recommendations or otherwise 
act as a fiduciary to plans, plan sponsors, 
plan fiduciaries or plan participants in 
connection with this determination or 
these elections.

Ages and expected retirement dates are 
approximate and may not accurately reflect 
a plan participant’s actual age or retirement 
date at each phase or stage of the strategy. 
Participants are responsible for selecting 
their own target retirement date.
 
The IncomeWise Target Retirement strategies 
(vintages) are designed for plan participants 
expecting to retire around the year in each 

vintage’s name. When selecting vintages, 
participants should consider if they anticipate 
retiring significantly earlier or later than age 65. 
There may be other considerations relevant to 
vintage selection and participants should select 
the vintage that best meets their individual 
circumstances and investment goals. The target 
date 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. An investment in the 
vintages is neither insured by the FDIC or any 
other governmental agency, nor guaranteed by 
State Street Global Advisors’ or any of State 
Street Global Advisors’ affiliates.

The State Street IncomeWise Spending 
Securities Series Fund is a diversified portfolio 
of primarily equities and fixed income that is 
designed for participants who purchase the 
QLAC and seeks primarily to generate inflation 
protected income while guarding against 
market and longevity risk. There may be other 
considerations relevant to the selection of this 
fund and participants should select the strategy 
that best meets their individual circumstances 
and investment goals. The funds’ asset 

allocation is static targeting approximately 45% 
equity and other assets (e.g., commodities and 
REITs) and 55% fixed income. An investment in 
the fund is neither insured by the FDIC or any 
other governmental agency, nor guaranteed by 
State Street Global Advisors’ or any of State 
Street Global Advisors’ affiliates.
 
Asset allocation is a method of diversification 
and may be used in an effort to manage risk and 
enhance returns; however, it does not guarantee 
a profit or protect against loss.

Assumptions and forecasts used by State 
Street Global Advisors may not be in line with 
future capital market returns and participant 
savings activities or actual retirement date, 
which can result in losses or in IncomeWise not 
providing adequate or any income, before, near, 
at or after the anticipated or actual retirement 
year, or the target year in a Target Retirement 
strategy, or throughout retirement or life. 

Projections or other illustrations showing 
various potential investment or income 
outcomes are in real (today’s) dollars, 
hypothetical in nature, do not reflect actual 
investment results, QLAC payments or 

Immediate Income monthly distributions 
and are not guarantees of future results. Draw 
down or distribution rate estimates are for 
educational purposes only and should not be 
considered individualized investment advice.

The trademarks and service marks referenced 
herein are the property of their respective 
owners. Third-party data providers make no 
warranties or representations of any kind 
relating to the accuracy, completeness or 
timeliness of the data and have no liability 
for damages of any kind relating to the use of 
such data.

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. You should 
consult your tax and financial advisor. 
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