PURPOSE

The Retirement Rule of $20
How much money do you need for a financially healthy retirement? Can your
retirement savings keep up with inflation? How will market volatility impact your nest
egg? And the biggest question of all: How long will my money last?
The Retirement Rule of $20 (Rule of $20) may help provide
the answers. It is an innovative, but simple, rule of thumb that
helps you estimate the amount of retirement income you can
expect to drawdown annually – taking into account important
factors such as inflation, market volatility and longevity risk.
Basically the Rule of $20 states that every $20 in retirement
savings can generate $1 of retirement income annually,
adjusted for inflation.
The Rule of $20 starts with the following basic
assumptions:


Net-of-fee portfolio return is 4.2% annually



Annual payout is indexed to inflation (assumed at 2.5%
a year)



Portfolio is comprised of 35% equities, 65% fixed income



Investor is married and retires at a minimum age of 65

As an example, a couple heading into retirement with $1
million in savings can expect to generate $50,000 a year
(increasing by 2.5% annually) in annual retirement income,
exclusive of other sources such as the Canada or Quebec
Pension Plan, Old Age Security or any other pension income,
for a period of approximately 25 years.

Potential risks
The rate of inflation
The Rule of $20 projects funds to last about 25 years using
a 2.5% annual inflation rate. If the annual inflation rate is
higher, the funds will deplete more quickly, whereas if the
annual inflation rate is lower, the funds will last longer. If
you are concerned about the possibility of higher inflation in
the future, it may be prudent to save more than this rule of
thumb suggests.
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Longevity

The Rule of $20 projects funds to deplete at age 90 for an
investor who retires at 65. While that is a decent lifespan,
it does leave open the possibility you may run out of
money in your lifetime. Again, saving more would alleviate
this concern, as would opting for a smaller annual payout.
Market volatility

This is an obvious concern for recent retirees. While
equities are needed for growth, it might be prudent to
consider a dynamically managed portfolio that aims for
absolute returns, which can help smooth out the ride
through retirement.
Age of retirement and marital status

The Rule of $20 assumes the investor is married and
retires at the age of 65. Retiring at an earlier age would
require saving more, while retiring later would require less.
Similarly, a single investor requires fewer savings.
Taxes

For a true picture of your financial situation, you should
always treat income tax as part of the total expenses
your income needs to cover. Based on your portfolio
composition (taxable versus registered investments)
the worst-case scenario would be to have all your
retirement income drawn down from registered
investments. This type of income is fully taxed at an
appropriate effective income tax rate for the individual.
A competent advisor can help you structure your
portfolio to reduce your tax burden.

/1

Retirement Rule of $20 adjusted for duration of payout
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A note about probability:
Like all rules-of-thumb, the Rule of $20 is an average expectation. In statistical terms, that means it has a
50% probability of certainty. To increase the chance that it works for your particular circumstance, talk to
your financial advisor about the Russell Investments funded ratio tool. This tool can help you determine your
specific retirement plan and may help give you peace of mind about the future.

IMPORTANT INFORMATION
Commissions, trailing commissions, management fees and expenses all may be associated with mutual
fund investments. Please read the prospectus before investing. Mutual funds are not guaranteed, their
values change frequently and past performance may not be repeated.
Nothing in this publication is intended to constitute legal, tax, securities or investment advice, nor an opinion
regarding the appropriateness of any investment, nor a solicitation of any type. This information is made
available on an "as is" basis. Russell Investments Canada Limited does not make any warranty or
representation regarding the information. Always consult a lawyer or tax professional regarding your specific
legal or tax situation.
Please note all information shown is based on assumptions. Expected returns employ proprietary
projections of the returns of each asset class. We estimate the performance of an asset class or strategy by
analyzing current economic and market conditions and historical market trends. It is possible that actual
returns will vary considerably from these assumptions.
Russell Investments is the operating name of a group of companies under common management, including
Russell Investments Canada Limited.
Russell Investments’ ownership is composed of a majority stake held by funds managed by TA Associates
with minority stakes held by funds managed by Reverence Capital Partners and Russell Investments’
management.
Copyright © Russell Investments Canada Limited 2018. All rights reserved.
Frank Russell Company is the owner of the Russell trademarks contained in this material and all trademark
rights related to the Russell trademarks, which the members of the Russell Investments group of companies
are permitted to use under license from Frank Russell Company. The members of the Russell Investments
group of companies are not affiliated in any manner with Frank Russell Company or any entity operating
under the “FTSE RUSSELL” brand.
Date of first publication: August 2018

RETAIL-02279 [EXP-08-2020]

Russell Investments Canada Limited / The Retirement Rule of $20

/2

