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USING A “TIME BUCKET” APPROACH IN YOUR INVESTING 
By Ken Lydecker and Dave Nicholson, August 2016 

In the first few weeks of 2000, right after the incredible upward run of the stock market between 1995 

and 1999, we read an article that discussed the topic of when someone might have enough money to 

retire. The article was fairly straightforward in its approach, but what caught our attention was that it 

used “long-term averages” of the stock market to explain whether someone could be in a position to be 

able to stop working.  

It used an example of someone with $1,000,000 of invested assets who sought to have $50,000 of extra 

annual income on top of their Social Security or pension benefits. It said that taking $50,000 from the 

“$1M nest egg” would be a 5% withdrawal rate. At the time, with CD and U.S. Treasury rates hovering 

about 5%, withdrawing that much appeared to be a fairly prudent part of a plan.  

The article went on to say that the “30-year average” of the S&P500 Index was in excess of +10% per 

year, so having a well-diversified stock portfolio should not only provide the person with the desired 

income, but should, over time, also generate growth on their overall investment nest egg to help deal 

with inflation and future changes to the person’s income needs. The article was not incorrect, but it was, 

in our opinion, somewhat oversimplified in using “long-term investment averages” as the basis for 

determining (a) how to invest, and (b) how much income to take in planning your retirement.  

Averages are always important, be they financial averages or baseball batting averages. In baseball, 

when the hits occur is often more important than the hits themselves. The same is true in investing 

since “sequence of returns” is often more critical than the stated long-term averages. In 2000, 2001, and 

2002, the U.S. stock market decline more than (-40%) over those three years. Had someone followed the 

guidance of the article, retired, and taken $50,000 out of their S&P 500 based nest egg during those 3 

years, they would have found themselves on 12/31/2002 with over 50% of their investment savings 

gone. The $50K withdrawal would then represent over 10% of the balance instead of 5%, and the 

stability of their retirement would have been severely damaged.  

Concerned about the generic tone of the article, we sought to design an income strategy that could 

allow the averages to work to your advantage. The two primary cornerstones of our “time bucket 

approach” are: (1) the longer you can allow equity-based assets to go untouched, the better chances 

you have of the stock markets working for you instead of against you; and (2) if you are able to withdraw 

funds for income from non-equity, less-volatile assets, it should help reduce stress during times when 

the stock market is highly volatile.  
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In 2000, an investor could secure CDs or U.S. Treasuries generating the desired 5% income without being 

exposed to the ups and downs of the stock market. However, interest rates have steadily declined over 

the last 16 years, and those same investment options only generate between ½% and 3%. This has often 

made investors feel even greater stress over how to generate the desired income without taking too 

much risk. In 2016, we believe our “time bucket” approach works just as well as it did in 2000.  

We can design a “customized time bucket approach” for you, but in the meantime, here is an overview 

of how the “time bucket” approach works: 

DURING THE “ACCUMULATION STAGE” OF INVESTING: 

 

 Set aside funds into safe, low-risk assets as an “emergency bucket” for unexpected expenses that 

can arise at any time and that insurance possible does not cover.  

 Set aside funds into safe, low-risk assets to be used for known larger, short term expenses that are 

NOT emergencies. This would be a “short-term bucket” of money for things such as a major trip, 

upcoming wedding, new car, or educational expenses.  

 Funds you feel you will possibly need to access in the next 5 years would also go into low-risk 

holdings because if the stock market suffers a large decline, you likely would not have enough time 

to recover from the steep drop in value. We call this Time Bucket # 1.  

 Funds you feel you will need to access between 6-10 years would be positioned into a more 

“balanced portfolio,” using a combination of stocks and bonds that fits your risk tolerance. We refer 

to this portion of your investments as Time Bucket # 2.  

 Funds you identify as likely NOT being needed for 10 years or more would go into what we refer to 

as Time Bucket # 3. This is where the largest percentage of allocation to stocks/equities would occur 

because this is where we believe the long term “averages” linked to investing in the stock market 

have a better chance of being generated.  

 

DURING THE “INCOME PAYOUT STAGE” OF YOUR RETIREMENT PLANNING: 

 

 Retirement, for many, can often be a 20, 25, 30 years (or more) experience as people live longer or 

retire sooner. It is often hard to know how much money you will need over a 20-30 year time frame. 

But we believe the “Time Bucket approach” can be applied to income planning.  

 You would maintain the same type of “emergency bucket” as you had during accumulation.  

 You would maintain the same “non-emergency bucket”, to again be used for larger expenses that 

you know will occur in the next few years.   

 Once we know how much income you want during the first 5 years of retirement, we seek to set 

aside enough money into Retirement Income Bucket # 1 that is designed to get that income to you 

without exposing that money to the uncertain volatility of the stock market.  

 We collectively assess how much income you’ll want in years 6-10 of retirement, factor in inflation, 

and then allocate the money needed to fill that income need into a “balanced” investment portfolio. 

This would be your Income Time Bucket # 2.  
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 Assets not needed to generate the income to you during years 1-10 of retirement can then be 

allocated for growth in Income Time Bucket # 3. By leaving these assets untouched for 10 years or 

more, the “averages” should be able to work well in your favor. This is where we would have a much 

higher allocation to equities/stocks.  

 As you progress through retirement, we evaluate market and economic conditions, as well as your 

ongoing income needs. When suitable, we seek to “refill” the first two time buckets so that once 

again, the income is being taken from less volatile assets. 

 

This is just an overview of the concept. Since each of you is unique, with different objectives and risk 

tolerances, our “time bucket approach” is intended to be “customized” for each of you, and designed 

around the income, investment, and risk objectives that are personal to you.  

To see how the “time bucket approach” could work for you, please call and schedule a meeting with 

us in our office: 847.375.0505. 

 

 

   

 

  

 


