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Most working Americans have only one source of steady income before they retire: their jobs. But 
when you retire, your income will likely come from a number of sources, such as retirement 
accounts, social security benefits, pensions, and part-time work. When deciding how to manage 
your various assets to ensure a steady retirement income stream, there are two main strategies to 
consider: the total return approach and the investment pool—or bucket—approach. 
 
The total return approach 
With the total return approach, you invest your assets in a diversified portfolio of investments 
with varying potential for growth, stability, and liquidity. The percentage you allot to each type of 
investment depends on your asset allocation plan, time horizon, risk tolerance, need for income, 
and other goals you may have.  
 
The objective of your investment portfolio generally changes over time, depending on how close 
you are to retirement. 
 

• Accumulation phase: During this phase, your portfolio’s objective is to increase in value as 
much as possible, focusing on investments with growth potential.  

• Approaching retirement-age phase: As you near retirement, your portfolio becomes more 
conservative, moving toward more stable and liquid assets in order to help preserve your 
earnings.  

• Retirement phase: Once you retire, the idea is to withdraw from your portfolio at an even 
rate that allows you to enjoy a sustainable lifestyle.  

 
A widely quoted withdrawal rate for the first year of retirement has usually been 4 percent. 
Ideally, that 4 percent should be equal to the amount left over after you subtract your yearly 
retirement income (e.g., pensions, social security) from your total cost of living, including 
investment management fees. Each year, you will most likely increase your withdrawal percentage 
to keep up with inflation. Keep in mind, however, that the appropriate withdrawal rate for you will 
depend on your personal situation as well as the current economic environment.  
 
The bucket approach 
The bucket approach also begins with a diversified portfolio, following the total return approach 
throughout most of the accumulation period. Then, as retirement approaches, you divide your 
assets into several smaller portfolios (or buckets), each with different time horizons, to target 
specific needs.  
 
There is no “right” number of buckets, but three is fairly common.  
 

• The first bucket would cover the three years leading up to retirement and the two years 
following retirement, providing income for near-term spending. It would likely include 
investments that historically have been relatively stable, such as short-term bonds, CDs, 
money market funds, and cash.  



• The second bucket would be used in years three through nine of retirement. Designed to 
preserve some capital while generating retirement income, it would include more assets 
with growth potential, such as certain mutual funds and dividend-paying stocks.  

• The third bucket, designated to provide income in year 10 and beyond, would contain 
investments that have the most potential for growth, such as equities, commodities, real 
estate, and alternatives. Although the risk profile of this bucket is typically higher than the 
other two, its longer time horizon can help provide a buffer for short-term volatility.  
 

As you enter the distribution phase, you draw from these buckets sequentially, using a withdrawal 
rate based on your specific lifestyle goals in a particular year.  
 
The big picture 
Many people are familiar with the total return approach, but the bucket approach has been 
gaining popularity, thanks in large part to its simplicity. It also accounts for different time periods 
during retirement, potentially allowing you to allocate money more effectively based on your 
personal situation.  
 
Perhaps the greatest benefit of the bucket approach is that it can help provide a buffer during 
times of market volatility. If the value of the investments in buckets two and three fluctuates due 
to market conditions, your immediate cash income is coming from bucket one, which is likely to be 
less volatile. This may also alleviate the need to sell investments that have lost money in order to 
generate retirement income.  
 
While the bucket approach has its advantages, some investors feel more comfortable using the 
total return approach. The best strategy for your retirement is unique to you and your personal 
preferences and needs. However you choose to pursue your retirement dreams, it’s important to 
work with a financial professional who can help you create the most appropriate strategy based on 
your goals and situation.  
 
Contact us today to learn more about the different paths you may take to pursue a sustainable 
and enjoyable retirement.  
 
Diversification does not assure against market loss, and there is no guarantee that a diversified portfolio will 
outperform a non-diversified portfolio.   
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