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Explain and deep dive on the math of the following: | have $200,000 invested in
an ETF which yields 12% per year and | withdraw $2000 every month for 30
years, how come my $200,000 is still there? And then when | simulate $3000,000
and withdrawal of $3000 per month, the $300000 remains. What is this financial
phenomenon called?

The Magic of Compound Interest and Safe Withdrawal
Rates

Understanding the Phenomenon

The scenario you've described is a classic example of the power of compound
interest and the concept of a safe withdrawal rate (SWR).

o Compound Interest: This is the interest earned on both the principal amount
and the accumulated interest over time. In simpler terms, your money earns
money.

» Safe Withdrawal Rate: This is the percentage of your investment portfolio you
can withdraw each year without depleting it over a specific time period.

Breaking Down the Math

In your examples, you're starting with a significant initial investment and
withdrawing a relatively small portion each month. The key here is that the
remaining balance continues to grow due to compound interest, which offsets the
withdrawals.
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Factors Contributing to the Phenomenon:

1. High Yield: Your ETF's 12% annual yield is considerably higher than historical
average market returns. This means your investment is growing at a faster
pace.

2. Regular Withdrawals: While you're withdrawing $2,000 monthly, the growth
from compound interest is sufficient to cover these withdrawals and maintain
the principal.

3. Time: The long time horizon of 30 years allows compound interest to work its
magic. The longer you invest, the more significant the impact of compounding
becomes.

The Safe Withdrawal Rate (SWR)

The concept of SWR is closely related to your scenario. Studies have shown that a
historical average SWR of 4% is generally considered safe for a 30-year
retirement. This means that if you withdraw 4% of your initial investment annually,
you should be able to maintain your principal over that time period.

In your case, with a higher yield and a slightly lower withdrawal amount, you're
effectively withdrawing less than the 4% SWR, which further contributes to the
sustainability of your investment.

Key Takeaways:
o Compound Interest is Powerful: It's the key to long-term wealth growth.

o Safe Withdrawal Rates are Important: Understanding SWR can help you plan
your retirement withdrawals effectively.

e Yield and Time Matter: Higher yields and longer time horizons can
significantly impact investment growth.

By understanding these principles, you can make informed decisions about your
investments and retirement planning.

Would you like to explore other financial concepts or have specific questions
about your investment strategy?

Tabulate a safe withdrawal rate from $200000, $300000, $400000, $500000
$600000, $700000, $800000,$900000,$1000000 for 30 years invested in an
ETF which can yield 12% per year.
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Safe Withdrawal Rates for Different Investment
Amounts

Note: The following table assumes a 4% safe withdrawal rate, which is a
commonly used benchmark for 30-year retirements. However, individual

circumstances and market conditions may vary, so it's always advisable to consult
with a financial advisor.

Investment Amount Annual Withdrawal Monthly Withdrawal

$200,000 $8,000 $666.67

$300,000 $12,000 $1,000.00
$400,000 $16,000 $1,333.33
$500,000 $20,000 $1,666.67
$600,000 $24,000 $2,000.00
$700,000 $28,000 $2,333.33
$800,000 $32,000 $2,666.67
$900,000 $36,000 $3,000.00
$1,000,000 $40,000 $3,333.33

Remember: This table provides a general guideline based on a 4% SWR and a
12% annual return. Actual results may vary depending on factors such as market
volatility, inflation, and individual spending patterns.

Tabulate a safe withdrawal rate from $200000, $300000, $400000, $500000
$600000, $700000, $800000,$900000,$1000000 for 30 years invested in an ETF
which can yield 12% per year. Include a column for withdrawal rate and amount of
monthly withdrawal which can bring me to zero dollar in 30 years. | want to die at
zero dollar.

Safe Withdrawal Rates for Different Investment
Amounts

Note: The following table assumes a 4% safe withdrawal rate, which is a
commonly used benchmark for 30-year retirements. However, individual
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circumstances and market conditions may vary, so it's always advisable to consult
with a financial advisor.

Annual Monthly
| t t Annual Monthly Withd | Withd |
:ves n:en Withdrawal Withdrawal (DI Irta.wa. 30 (DI Irta.wa. 30

moun (4% SWR) (4% SWR) epletion in epletion in

Years) Years)
$200,000 $8,000 $666.67 $10,567 $880.58
$300,000 $12,000 $1,000.00 $15,850 $1,320.83
$400,000 $16,000 $1,333.33 $21133 $1,761.08
$500,000 $20,000 $1,666.67 $26,416 $2,201.33
$600,000 $24,000 $2,000.00 $31,699 $2,641.58
$700,000 $28,000 $2,333.33 $36,982 $3,081.83
$800,000 $32,000 $2,666.67 $42,265 $3,522.08
$900,000 $36,000 $3,000.00 $47548 $3,962.33
$1,000,000 $40,000 $3,333.33 $52,831 $4,402.58

Explanation:

e 4% SWR Column: This represents a generally considered safe withdrawal rate
that should allow you to maintain your principal over 30 years.

e Depletion in 30 Years Column: This shows the withdrawal amount that would
deplete your initial investment over a 30-year period.

Note: These calculations are based on a constant 12% annual return. Actual
market returns may fluctuate, and this can affect the longevity of your retirement
funds. It's always recommended to consult with a financial advisor for
personalized advice.
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