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Quality Asset Management 
Grow Your Wealth with Peace of Mind 

The Imaginary Line in Retirement 
By Gil Hanoch, January 6, 2006 

Updated Data December, 2009 

The previous article, “The Imaginary Line” (Hanoch, December 2005), demonstrated how to never 
worry again about your investments.  This article assumes that you have read the previous one, and 
presents a modified approach for retirees making annual withdrawals. 

How would you like to achieve growing security throughout your retirement?  You already know that 
your portfolio grows at a pace that is hard to believe: simulated average yearly returns of 17.2% since 
1970.  How would you like to see your portfolio constantly growing?  Let’s see how this can be done: 

Stretching the Imaginary Line:  Assume that you are retired and hold the portfolio Long-Term 
Component by QAM.  Based on the portfolio value on your retirement date, you withdraw 5% annually, 
adjusted for inflation.  You can view this as your 5% inflation-protected dividend. 

Take the highest peak of the portfolio, and imagine that your portfolio never declines below that level, 
despite any recessions and despite the growing annual withdrawals.  No matter how much the 
portfolio declined recently, view it as if it did not decline at all. 

Your portfolio value is likely to keep up with the imaginary line of growth within a few years, for 
reasons explained in the previous article. 

Example:  Assume that you retired with $1,000,000 in the portfolio Long-Term Component, in 1973, at 
the beginning of the worst recession in the 40-year simulated history.  Also, assume that you withdraw 
$50,000 per year, growing with inflation.  The graph below presents the portfolio value and the 
Imaginary Line from 1973 to 2009.  In most of the years, the portfolio has the same value as the 
Imaginary Line, meaning that it keeps growing despite the 5% inflation adjusted withdrawals – 
normally very fast.  In the few years when the Imaginary Line was higher than the portfolio, it was 
limited to less than 2 years in most cases, and 4-5 years in the worst case. 

By expecting the portfolio to never decline, you were right most of the time, and, when measured over 
periods longer than 4 years, you were right at all times!   

By tracking the Imaginary Line, you stayed positive at all times, while your portfolio grew from 
$1,000,000 to $107,000,000, doubling on average every 6 years, while you lived off it! 
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Let’s view the details of the worst recession period since 1970.  The following data is highlighted:  

1. Portfolio value: actual portfolio value. 

2. Total Value: the value of the Imaginary Line. 

3. Distance: the percent gains needed for the portfolio to match the Imaginary Line. 

Year Portfolio Inflation Imaginary Line 
Value Annual 

Change 
Income 

(5%+inflation) 
Total Value Distance 

1972 $1,000,000 - - - $1,000,000 - 
1973 $778,880 -22% $50,000 8.8% $1,000,000 28% 
1974 $518,640 -33% $54,390 12.2% $1,000,000 93% 
1975 $725,756 40% $61,026 7.0% $1,000,000 38% 
1976 $831,027 15% $65,303 4.8% $1,000,000 20% 
1977 $1,213,342 46% $68,451 6.8% $1,213,342 - 
1978 $1,738,956 43% $73,085 9% $1,738,956 - 
… … … … … … … 
2008 $70,893,103 -46% $247,986 0.1%  $130,154,392 84% 
2009 $107,457,552 52% $248,212 2.7% $130,154,392 21% 

As you can see in the table, the portfolio declined by 48% over 2 years (1973-1974).  In order to reach 
the recent peak, the portfolio has to grow by 93%!  You might say, “It would never recover, especially 
considering the growing annual withdrawals!” 

But since the average growth of the portfolio including the decline years is so high (17.2% simulated 
since 1970), it is most likely to grow at a very high rate.  In less than 3 years it fully recovered, despite 
the growing withdrawals, and by the 4th year, the portfolio tripled its value! 

How can you make things even better? 

1. Short-term security: Hold money outside of the portfolio for short-term security, and use it 
during severe recessions.  This would reduce the decline level and duration. 

2. Other income: use social security income, pension payments and available annuities to 
reduce the portfolio withdrawals, the decline amount and its duration. 

3. Deferral of expenses: defer some expenses during severe declines to reduce the impact of 
withdrawals. 

Don’t try this with bonds!  A 5-year government bond portfolio never survived 5% inflation adjusted 
withdrawals over the same period of time – it was depleted completely! 

Can the approach work for other portfolios?  Please review the previous article for limited 
applicability to other portfolios. 

Note that past performance does not guarantee future returns.  Each individual should have a 
personal plan to deal with cases worse than those seen in the past. 

To Summarize 

The portfolio Long-Term Component has a combination of global diversification and rapid growth that 
result in the combination we all dream about: relatively short declines and rapid recoveries.  It allows 
the portfolio to withstand 5% annual withdrawals that grow with inflation.  Instead of the portfolio 
decreasing with your age, it grows out of hand as the years go by.  Instead of consuming your capital 
in your retirement, or preserving it, it keeps growing indefinitely! 
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Past performance may not be indicative of future results. Simulated data was used for periods prior to the 
inception of mutual funds (see Performance Data Disclosure at http://www.qualityasset.com/disclosure.htm). 
Different types of investments involve varying degrees of risk, and there can be no assurance that the future 
performance of any specific investment, investment strategy, or product made reference to directly or 
indirectly in this article, will be profitable, equal any corresponding indicated historical performance level(s), 
or be suitable for your portfolio. Due to various factors, including changing market conditions, the content 
may no longer be reflective of current opinions or positions. Note that services are limited to investment 
advice and do not include financial planning and/or non-investment related consultation services. You 
should not assume that any discussion or information contained in this article serves as the receipt of, or as 
a substitute for, personalized investment advice from Quality Asset Management. If you have any questions 
regarding the applicability of any specific issue discussed above to your individual situation, you are 
encouraged to consult with the professional advisor of your choosing. A copy of our current written 
disclosure statement discussing our advisory services and fees is available for review upon request.  
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