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Consider a Bond Tent

History has shown that the sequence of returns generated by a port-
folio from one year to the next can hugely impact the total return 
generated over time. While long-term average returns impact how 

much money you make, the timing of those returns is equally important. 
For example, if you retire at the bottom of a bear market, you will see your 
holdings rise as the market recovers, but you will also see the overall port-
folio growth reduced because of the amount of money that was withdrawn 
in early retirement.  

An important strategy to consider is building a bond tent before you 
retire. This strategy increases the allocation of bonds during the 10 years 
or so prior to retirement, and then the bonds are sold from this portion of 
your portfolio during the first 10 to 15 years of retirement, providing you 
with an income stream.  

This strategy is called a bond tent because if you were to look at it on 
a line graph, the bonds in the portfolio steadily rise until it reaches a peak 
at retirement and then falls as bonds are sold, making a tent shape. 

The strategy works by reallocating a traditional 60/40 mix of stocks 
and bonds to an allocation of 50% or 60% in bonds by the time you retire. 
The bond holdings are then sold during the first half of retirement until the 
original mix is once again reached. This provides portfolio protection 
against major losses due to a market downturn during the first half of 
retirement. The portion of your portfolio that is still in stocks will continue 
on the path for long-term growth to fund your later years of retirement as 
well as provide protection against inflation.     444     

Watch Out for Estimating Mistakes

W hen determining how 
much to save by retire-
ment age, several vari-

ables must be considered, some 
requiring estimates that will span 
decades.  Err significantly on those 
estimates and you can end up with 
little or no money left during the 
later years of your life.  Three of the 
most significant estimating mistakes 
to watch out for are: 

4Underestimating how much 
income you’ll need in retire-

ment. The entire point of your retire-
ment savings is to ensure you have 
sufficient income to spend your 
retirement how you’d like, so make 
sure you have a good estimate of 
how much that will cost. Various 
rules of thumb indicate you’ll need 
anywhere from 70% to over 100% of 
your preretirement income.  At first 
glance, it seems like you’ll need  
less than 100%, because work-relat-
ed expenses, lunches out, profession-
al clothes, and commuting costs will 
be gone.  But look carefully at your 
current expenses and how you plan 
to spend your retirement years before 
deciding how much you’ll need.  If 
you pay off your mortgage, remain in 
good health, live in a city with a low 
cost of living, and engage in inex-
pensive hobbies, you might need less 
than 100% of your preretirement 

income.  However, if you plan to 
travel extensively, must pay for 
health insurance, or carry significant 
debt, you may find that 100% of your 
preretirement income is not enough.  
You need to look closely at your cur-
rent expenses and planned retirement 
activities to decide on a reasonable 

estimate. 

4Underestimating how long 
you’ll live.  Today, the average 

life expectancy is 84.3 years for  
a 65-year-old man and 86.6 years for 
a 65-year-old woman.  But don’t use 
those figures without further  
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Watch Out 
continued from page 1

analysis.  Average life expectancy 
means the woman has a 50% chance 
of dying before age 86.6 and a 50% 
chance of living past age 86.6.  Since 
you can’t be sure which will apply to 
you, you should probably assume 
you’ll live at least a few years 
beyond your life expectancy.  When 
deciding how many years to add, 
consider your health and how long 
other family members have lived. 

4Overestimating how much 
you can withdraw annually 

from your retirement savings.  
With a retirement that could span 
decades, it’s important to withdraw a 
reasonable amount so you don’t 
deplete those savings too soon.  A 
number of factors can make that a 
difficult number to calculate.  First, 
as noted above, you can’t be sure 
how long you’ll be making with-
drawals.  Live significantly beyond 
your average life expectancy and you 
could find yourself with little in the 
way of savings.  Second, inflation 
over such a long period means you’ll 
have to withdraw increasing amounts 
just to maintain the same purchasing 
power.  Third, your rate of return on 
your investments will significantly 
affect how much you can withdraw 
annually.  When withdrawals are 
being made, down markets can have 
a devastating effect on your savings.  
Not only will your investment value 
go down, but you will be withdraw-
ing the same amount from a smaller 
balance.  Thus, when the market 
rebounds, you’ll have less capital 
available to participate in that 
rebound.  Especially if a major mar-
ket downturn occurs early in your 
retirement, withdrawing an amount 
that may have been reasonable dur-
ing an up market may quickly 
deplete your assets.  Thus, it’s gener-

ally prudent to keep your withdrawal 
percentage as low as possible, per-
haps 3% or 4% of your balance.  
With that level of withdrawal, your 

funds should last for decades. 
If you’d like help making these 

estimates, please call.     444
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Manage Your Nest Egg after Retirement

Y ou may think that after 
retirement you can sit back 
and stop worrying about 

money. If not for inflation and mar-
ket volatility, you might be right, 
but you still need to keep a careful 
eye on your portfolio.  

The current U.S. rate of infla-
tion is a little over 3%, but it fluctu-
ates constantly. A 3% rate of infla-
tion per year means that after 23 
years, a fixed sum of money has 
lost half its value. And unfortunate-
ly, safe assets do not keep you 
ahead of inflation in the long run. 

Managing your portfolio in 
retirement can be difficult and com-
plicated, but by doing so, you can 
keep it growing and combat the 
threat of inflation. Here are some 
key points to consider: 

4Keep some of your portfolio 
invested in stocks.  

4Keep your rate of withdrawal 
below your annual rate of 

return. This is no more than 3% or 
4% per year, so the remaining bal-
ance can be reinvested to continue 
growing your savings. 

4Keep your essential expenses 
separate from nonessential 

expenses in your budget. Consider 
structuring your portfolio to have 
assets like dividend-paying stocks 
or long-term bonds pay for your 
essential expenses, but are other-
wise untouched. 

4Lower your portfolio risk and 
boost your long-term returns 

by rebalancing. This means selling 
off a portion of the assets in an asset 

class or sub-class that has grown 
larger than your intended alloca-
tion. Use the proceeds from the 
sell-off to purchase assets in classes 
or sub-classes that have shrunk in 
value. While it is wise to rebalance 
once per year, it is also good to con-
sider rebalancing when any catego-
ry of assets has grown or shrunk by 
5% to 10% off your designated 
allocation percentage. 

4Withdraw as little as possible 
from your investments and 

review them regularly. If your 
investments have decreased in 
value, you will deplete your bal-
ance quickly by continuing the 
same withdrawal rate as before. 

4Build up a reserve of invest-
ments not tied to the stock 

market, preferably totaling three or 
four years of retirement expenses. 
If you have this reserve to fall back 
on, you will not need to sell stock 
investments during periods of mar-
ket decline. 

4Withdraw funds in a tax-effi-
cient way to make them last 

longer. For example, you should 
withdraw your taxable investments 
first so that tax-deferred investments 
can continue to grow. By age 73, you 
will likely have to start taking mini-
mum required distributions from tax-
deferred investments, but going back 
to work part-time may help push that 
timeline back even further. 

4Reassess your asset allocation 
periodically. Make changes 

gradually to increase diversification 
in your portfolio.     444
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What’s Better: Saving or Paying Down Debt?

D ebt can be dangerous to your 
financial health. Thus, is it 
better to save or pay down 

your debt first? The answer depends 
on a lot of factors that are unique to 
each individual, such as your age, 
how much you’ve already saved, 
what rate of interest you’re paying, 
and more.  

A review of the basics of finan-
cial planning is a good way to 
approach the subject. Here we outline 
how you should use income not ded-
icated to day-to-day expenses, in 
order of priority. 

First Priority: Insurance 
One of the best routes to finan-

cial ruin is to not have adequate 
insurance, so your first priority 
should be to have the right kinds of 
policies in the right amounts to pro-
tect you and your family.  

If you’re young and unmarried, 
this means having basic health insur-
ance. Beyond that, if you have a fam-
ily, you should have life insurance as 
well as short- and long-term disabili-
ty insurance. In each case, you’re 
looking to provide yourself or your 
survivors with a replacement for 
income you and they count on.  

The bottom line: if you have 
debt, consider making only the mini-
mum payments until you’re properly 
insured and you have the next two 
priorities covered as well. 

Second Priority: An  
Emergency Fund 

Even if you don’t have a family, 
you need to protect yourself against a 
job loss or major unexpected 
expense. The rule of thumb is to cre-
ate an emergency savings fund equal 
to three to six months of your 
income. Not only does this give you 
breathing space against hardships, it 

also affords you the flexibility to 
move in connection with a job 
change you might want to make. 

You should make creating an 
emergency savings fund a priority. If 
you can’t take care of priorities one 
and two while also paying for basic 
necessities, like groceries and gaso-
line, you’re living beyond your 
means and should cut back on your 
spending. 

Third Priority: Retirement 
Savings 

Finally, it’s imperative to start 
saving for retirement as soon as pos-
sible. Time is both the best ally and 
worst enemy of the saver. Start sav-
ing too late, and it’s possible that 
you’ll need a rate of return you can 
only achieve in your dreams to accu-
mulate enough for a worry-free 
retirement. On the other hand, even 
small amounts — as little as $25 a 
month — put away early enough can 
grow to sizable amounts by the time 
you’re ready to retire. 

With these three priorities cov-
ered, if and when you have money 
left over, it’s time to consider making 
extra payments to tackle your debt.  

Guidelines for Debt  
Reduction 

There are a number of factors to 
consider when you’re ready to start 
paying down debt: 

4Start with the debt with the 
highest interest rate. Instead 

of paying more on every one of your 
debts, concentrate on the one that 
charges the highest interest rate, like 
Visa and MasterCard credit cards. 
Use all your spare cash flow to pay 
down one at a time. 

4Is it tax deductible? Debt that 
you can write off against your 

taxes is generally considered good 
debt. In effect, the tax deduction 
reduces the interest rate by your mar-
ginal tax rate. In most cases, this 
means home mortgage interest.  

4What rate of return can you 
expect? The most important 

consideration is whether you can 
earn more by investing your money 
than the interest rate you’re being 
charged on debt. If you can earn 
more in the financial markets, you 
should invest your money instead of 
paying off debt. If not, it’s worth it to 
pay off debt. 

4How long until you retire? 
This is a key consideration 

when you’re thinking of paying off 
your mortgage, especially if it’s near 
the end of its term. At that point, the 
tax benefits are minimal because 
most of your payments consist of 
principal, not interest. In addition, if 
you’re 50 or older, the monthly cash 
flow you’d free up could be devoted 
to the extra $5,000 a year you can 
contribute, pretax, to an IRA or 
401(k). On the other hand, if you 
have 10 years or more to go on your 
mortgage, it could be smarter to keep 
making the minimum payments to 
retain the tax advantages.  

Smart debt management is often 
overlooked as a way to improve your 
finances, yet it can be as powerful as 
smart investment management.     
444
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The Role of Bonds in Your Portfolio
Before purchasing bonds for your portfolio, consider the 

following questions: 4How much of your total investment portfolio do you 
want allocated to bonds?  The percentages you allocate 

to cash, stocks, and bonds will depend on your personal situa-
tion and financial objectives, but over time the percentage of 
bonds you own is likely to change.   

4When do you need your principal back?  If you’re a 
buy-and-hold investor, you’ll probably select a maturity 

date that coincides with your need for your principal.  Investors 
who actively trade may be more interested in yield differences 
among maturity dates.   

4What types of bonds interest you?  Treasury securities 
are the safest since the U.S. government guarantees the 

timely payment of principal and interest if held to maturity. 
However, they typically have the lowest yields.  Municipal 
bonds contain more risk than Treasury securities, but typically 
less risk than corporate bonds.   

4What are the tax consequences of bonds you are inter-
ested in?  Interest income is taxed differently for differ-

ent types of bonds.  Your tax bracket and the tax consequences 
of the interest income will impact your yield comparisons. 

4How much risk are you willing to tolerate?  Bonds are 
typically subject to interest rate risk, reinvestment risk, 

inflation risk, default and credit risk, and call risk.  Each bond 
type is affected to a varying degree by each risk type.     444

Market 
Data

                                                                                       MONTH END                     % CHANGE 

STOCKS:                            JUN 25     MAY 25     APR 25        YTD     12-MON. 

Dow Jones Ind.            44094.77   42270.07   40669.36         3.6%    12.7% 

S&P 500                        6204.95     5911.69     5569.06         5.5        13.6

Nasdaq Comp.             20369.73   19113.77   17446.34         5.5        14.9 

Total Stock Market      61309.50   58393.30   54949.64         5.0        13.7 

PRECIOUS METALS:                                                           

Gold                               3281.00     3288.90     3302.05       25.4        40.8     

Silver                                 35.98         32.89         32.72       22.2        22.9 

INTEREST RATES:              JUN 25      MAY 25     APR 25    DEC 24   JUN 24 

Prime rate                            7.50           7.50           7.50        7.50        8.50 

Money market rate              0.44           0.45           0.45        0.42        0.50 

3-month T-bill rate              4.20           4.26           4.20        4.23        5.24 

20-year T-bond rate             4.79           4.93           4.68        4.86        4.61 

Dow Jones Corp.                 5.18           5.38           5.38        5.45        5.51

Bond Buyer Muni                4.96           4.93           4.93        4.46        4.33 

Sources:  Barron’s, Wall Street Journal.  An investor may not invest directly in an index. 

This newsletter was produced by Integrated Concepts Group, Inc. on behalf of Morgan Stanley Financial Advisors Judith Wilkens Lev, Corey D. Lev, CFP® Ronald R. Rourk, CFP®. The 
opinions expressed in this newsletter are solely those of the author and do not necessarily reflect those of Morgan Stanley. Morgan Stanley can offer no assurance as to its accuracy or com-
pleteness and the giving of the same is not deemed an offer or solicitation on Morgan Stanley’s part with respect to the sale or purchase of any securities or commodities. 
Tax laws are complex and subject to change. This information is based on current federal tax laws in effect at the time this was written. Morgan Stanley Smith Barney LLC (“Morgan  
Stanley”), its affiliates, and Morgan Stanley Financial Advisors do not provide tax or legal advice. Individuals should consult their personal tax advisor for matters involving taxation and tax 
planning and their attorney for matters involving personal trusts, estate planning, and other legal matters. 
Investments and services offered by Morgan Stanley Smith Barney LLC, Member SIPC.         2025-PS-486

Morgan Stanley Smith Barney LLC offers a wide array of brokerage and advisory services to its clients, each of which may 
create a different type of relationship with different obligations to you.  Please visit us at 

http://www.morganstanleyindividual.com or consult with your Financial Advisor to understand these differences.
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