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I'm pleased to have been asked to write an
introduction to the paper Optimal Withdrawal
Strategy for Retirement-Income Portfolios by
David Blanchett, Maciej Kowara, and Peng Chen.
This is a wonderful paper for starting the
discussion around a metric developed to help
evaluate alternative withdrawal plans. The authors
name this metric the 'Withdrawal Efficiency Rate
(WER)'. I believe this approach will find its
footing among practitioners looking to evaluate
alternative approaches to withdrawal programs
during retirement – and to explain their proposals
to clients.

In the practical literature, we frequently encounter
statistically feasible approaches to withdrawal
strategies. Some are shown to work well relative
to historical returns data and others are shown to
work well against pseudo returns generated by
Monte Carlo simulation. Conversely in the academic

literature, the typical approach is to posit a
particular utility function or class of functions and
derive an optimal plan subject to a particular
distribution of returns. In this paper, the authors
attempt to bridge the gap between statistical
feasibility and optimal planning by comparing the
utility of following a particular withdrawal rule
when risk is present to a perfect-foresight
sustainable withdrawal rate.

I find this paper exciting for three very different
reasons. First, it provides a powerful tool for
teaching retirement-income specialists how to
distinguish between approaches that they may want
to use in their retirement-income careers. Second,
it provides a tool for advisers to evaluate plans and
(with a little tweaking) illuminate to clients why they
are proposing a particular plan over some other
candidate plans. Third, it is sure to spur other
researchers to try alternative measures and
approaches to measuring the effectiveness of plans
against a benchmark.

This is a welcome addition to both the toolbox and
literature on retirement income and helps to move
the needle toward discussions about withdrawal
strategies and potential product solutions
relative to a benchmark. I look forward to the
incorporation of tools like this in the evaluation of
alternatives and to the discussions that this
methodology will engender. �
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