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Since research published in 1994 by Bengen et al suggested that an initial safe
withdrawal rate from a balanced portfolio is 4% of the initial asset value assuming a 30
year time horizon and withdrawals adjusted for inflation, investors and advisors have
almost ubiquitously accepted this figure as fact. Now that bond returns, and likely
equity returns, are expected to be notably lower than in the years leading up to 1994,
and expected longevity has improved by approximately two years since 1994, it is very
likely that the 4% rule is no longer the rule.
In January 2017, researchers at Morningstar published a paper that challenged the 4%
rule and attempted to determine the new safe withdrawal rate.
The three primary findings of the paper were:
• Historical performance of Canadian securities is similar to global securities and
future expected returns in Canada are likely to be considerably lower going forward
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• Given lower future expected returns, safe withdrawal rates are low and may
decrease further considering improvements in mortality
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• Given the low future expected returns of fixed income at the current time, Canadian
retirees can no longer rely solely on fixed income to provide income and a mostly
equity or balanced portfolio is likely the best asset allocation for Canadian retirees
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The Morningstar paper suggests that the new safe withdrawal rate, at an 80%
confidence level, ranges from 2.7% for a purely fixed income portfolio to 3.6% for a
purely equity portfolio. A portfolio consisting of 50% equity and 50% fixed income is
expected to provide a safe withdrawal rate of 3.4%. That said, this 3.4% withdrawal
rate is only at an 80% confidence level. If we wish to provide say 95% confidence, a
confidence level that is comparable to the original 4% rule, the safe withdrawal rate
drops to 2.8%. This is only for a 30-year period, which may be too short for some.
Assuming a balanced $1,000,000 portfolio value and using the 4% rule, an investor
could theoretically withdraw $40,000 in today’s dollars for 30 years. If the new rule is
the 2.8% rule, the annual income from a $1,000,000 portfolio falls to $28,000, a 30%
decline in income relative to the mid-1990s.
While we are not advocates of using a rule of thumb to determine one’s retirement
income, we believe it is important for investors to recognize the significant change
return expectations since the 1990s and how this affects one’s retirement income. The
retirement projections we provide our clients pins down retirement income more
effectively and incorporates fairly conservative return expectations.
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• As a result of solid economic data and encouraging
words from the U.S. Federal Reserve, investors have
attributed over 90% odds to a 0.25% U.S. rate hike
in March. Further, investors have once again priced
in three U.S. rate hikes in 2017. While a U.S. rate
hike in March would make three U.S. rate hikes in
2017 possible, a lot would have to go right
economically to support three rate hikes.
• The southern Ontario housing market is
experiencing its most pronounced active listing
shortage in at least thirty years. As of February,
residential months of inventory in Toronto, the GTA
and most surrounding communities sits below one
month meaning the market depends on new listings
to maintain current sales activity. Affordability is no
longer a metro Toronto problem.

• General Mills (GIS-US) and Kimberly Clark (KMB-US) are two ideas related to this theme.
• General Mills appears inexpensive trading at ~19x trailing normalized earnings versus prepared food
peers at 21x and higher. General Mills is down over 15% from its 2016 high as a result of higher interest
rate expectations and investors fleeing defensive stocks for cyclical stocks. Having priced in three U.S.
interest rate hikes in 2017, the market’s interest rate expectations may be too high. General Mills could
be a good fit for Kraft Heinz if the company is adamant on buying a consumer staple with a large food
business. If interest rate expectations continue to climb, GIS would likely resume its decline.
• Kimberly Clark current trades at a valuation of ~22x trailing normalized earnings, roughly in line with
global consumer staples peers. Kimberly Clark is by far the most similar company to Unilever and makes it
Heinz’s most likely potential acquisition target after the failed Unilever bid. Like General Mills, Kimberly
Clark could benefit from a decline in interest rate expectations and an investor shift from cyclicals to
defensives. Additionally, Kimberly Clark is underleveraged relative to peers and could boost its earnings
should it bring its financial structure more in line with peers. If interest rate expectations continue to
climb or if Kraft Heinz states it will not make an acquisition, KMB shares could come under pressure.
• Feel free to ask a member of our team for more information on these securities.
Please note that return of capital data will be processed through client accounts on April 4, 2017. If you require
updated gain/loss information with these reflected – the information can be generated directly through your online
access. Select the specific account under ‘My Portfolio’, then using the ‘Gain/Loss’ tab you can select the date
range. This information is exportable to Excel.

Taking Stock with Steele | Your Monthly Newsletter
________________________________________________________________________________________________

Any bond, debenture or preferred share ratings listed within this newsletter are those of DBRS (Dominion Bond Rating Service).
All rates mentioned within this newsletter are as of March 10, 2017, unless otherwise stated. Rates have been sourced from Bloomberg. All stock
information has been sourced from Market-Q.
This newsletter has been prepared by Steele Wealth Management and expresses the opinions of the author and not necessarily those of Raymond
James Ltd. (RJL). Statistics, factual data and other information are from sources RJL believes to be reliable but their accuracy cannot be
guaranteed. This newsletter is furnished on the basis and understanding that RJL is to be under no liability whatsoever in respect thereof. It is for
information purposes only and is not to be construed as an offer or solicitation for the sale or purchase of securities. RJL and its officers, directors,
employees and their families may from time to time invest in the securities discussed in this newsletter. This newsletter is intended for distribution
only in those jurisdictions where RJL is registered as a dealer in securities. Any distribution or dissemination of this newsletter in any other
jurisdiction is strictly prohibited. Securities-related products and services are offered through Raymond James Ltd. Member-Canadian Investor
Protection Fund. Insurance products and services are offered through Raymond James Financial Planning Ltd., which is not a Member-Canadian
Investor Protection Fund.
Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the
prospectus before investing. The indicated rates of return are the historical annual compounded total returns including changes in unit value
and reinvestment of all distributions and do not take into account sales, redemption, distribution or optional charges or income taxes payable
by any security holder that would have reduced returns. Mutual funds and other securities are not insured nor guaranteed, their values change
frequently and past performance may not be repeated.
As the investment products listed in this newsletter may not be appropriate for everyone, a recommendation would only be made following a
personal review of an individual’s portfolio and risk tolerance.

