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Rule of 72
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The rule of 72 is a simple formula to estimate the 
time it takes for money to double (or half in 
purchasing power due to inflation).

• Time to double investment = 72 / Annual 
Rate of return

• Example: At 8% returns, money doubles in ~9 
years (72 / 8 = 9).

Highlights the importance of staying invested for 
the long-term. 
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3 Phases of Retirement Investing

Accumulation

Protection

Distribution
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Abandonment Risk

4

What is abandonment risk?

• The risk that individuals stop contributing 
to their retirement plans or withdraw 
funds prematurely from the market

• Ground in principles of behavioral finance

• Most often triggered by market 
downturns, when investors shift to cash-
like investments – typically at the worst 
possible moment.

• As investors near retirement, their typical 
natural decline in risk tolerance can leave 
them especially vulnerable to 
abandonment risk.

Why it matters

• Data shows abandonment most often 
occurs after market drawdowns

• When investors exit or shift to cash like 
investments in these moments, they 
frequently lock in losses – undermining 
their long-term financial goals. 
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Target Date Fund glide path
Investor risk assumptions

IMPORTANT: The projections regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual investment results, and are not guarantees of future results. 
For illustrative purposes only.  

Investing involves risk, including possible loss of principal. 

The investment manager’s investment philosophy and strategy may not perform as intended and could result in loss or gain.
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Type of risk Risk assumptions

Shortfall risk

• Average participant starts saving for retirement at age 25 with annual salary of $34,000 with four merit 
increases during the accumulation phase and a 2% annual wage growth

• Participant contributions: tiers from 4.9% at age 25 up to a final of 8.4% at age 65 based on actual data from 
our retirement database

• Employer contribution match of 75% up to a maximum of 6%

Abandonment risk
• Loss threshold of -26% to -9%, more than that would cause the average investor to abandon their retirement 

investment strategy

Longevity risk

• Targeting high degree of confidence that assets will last at least 20 years past retirement (age 85)
• We target an income replacement ratio of 85% of ending salary (at age 65)
• From age 67 until the assets are depleted, the calculated replacement need at age 66 is grown at long term 

core inflation of 2%
• Based on these assumptions, it is an implied annual withdrawal rate range of 6.1% to 8.1%

Inflation risk • Need to account/plan for inflation before inflation sets in
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Risk tolerance changes over time
D E S I G N  I N F O R M E D  TA R G E T  D AT E  F U N D  G L I D E  PAT H

We believe younger 

investors will tolerate 

more risk than older 

investors before 

abandoning their 

portfolios. 

1For illustrative purposes only. Based on annualized returns and our modeling assumptions. Our expectations for future abandonment are based on a 2.00 to 2.25 standard deviation move coupled 
with our blended ex-ante portfolio risk and return assumptions, updated annually. For early accumulating investors (approximately ages 25-50) we have assumed that “pain point” to be at -25.9% 
annualized portfolio return over a two-year period. For the investors approaching retirement (approximately ages 50-65) we have assumed the threshold to be a -13.5% two-year annualized return. 
And for those in retirement (approximately ages 65+), we assumed a -9.0% two-year annualized return. Intended to be reflective of the views and opinions of the investment manager. The 
investment manager’s investment philosophy and strategy may not perform as intended and could result in loss or gain. See Important Information for additional details.
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INVESTOR STAGE
ABANDONMENT RISK 

ASSUMPTION1

Early accumulating

(Age 25-50)
-26%

Approaching retirement

(Age 51-65)
-14%

In retirement

(Age 65+)
-9%
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The effects of abandonment risk on retirement savings
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The Covid case study

Assumption: Participant has starting 
balance of $100K in 2016

During the Covid drawdown, an 
abandonment threshold for someone in 
the 40-65 age range is met (~14% 
drawdown)

The total potential balance EOY 2024 for 
different behavioral outcomes:

1. Stayed Invested: $227,155
2. 6mo abandonment: $186,737
3. 12mo abandonment: $160,861

4801365-032026c

The assumed rates of return in this chart are hypothetical and do not guarantee 
any future returns nor represent the returns of any particular investment. 
Amounts shown do not reflect the impact of taxes on pre-tax distributions. 
Individual taxpayer circumstances may vary. This is for illustrative purposes only.
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Staying the Course – Conclusions

Compounding can work in your favor

Understand the 4 risks of retirement investing

Stick to your plan of long-term investing
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Important Information
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Investing involves risk, including possible loss of principal.

Asset allocation and diversification does not ensure a profit or protect against a loss. Additionally, there is no guarantee this investment option will provide adequate income at or through 
retirement. Equity investment options involve greater risk, including heightened volatility, than fixed-income investment options. Fixed-income investments are subject to interest rate risk; as 
interest rates rise their value will decline. International and global investing involves greater risks such as currency fluctuations, political/social instability and differing accounting standards. 
These risks are magnified in emerging markets. Fixed-income and asset allocation investment options that invest in mortgage securities are subject to increased risk due to real estate exposure. 
The performance and risks of a fund of funds directly correspond to the performance and risks of the underlying funds in which the fund invests. Lower-rated securities are subject to additional 
credit and default risks. Small and mid-cap stocks may have additional risks including greater price volatility. Each index-based investment option is invested in the stocks or bonds of the index it 
tracks. Performance of indexes reflects the unmanaged result for the market segment the selected stocks or bonds represents. There is no assurance an index-based investment option will match 
the performance of the index tracked. 

There is no guarantee that a target date investment will provide adequate income at or through retirement. A target date fund’s (TDF) glide path is typically set to align with a retirement age of 
65, which may be your plan’s normal retirement date (NRD). If your plan’s NRD/age is different, the plan may default you to a TDF based on the plan’s NRD/Age. Participants may choose a TDF 
that does not match the plan’s intended retirement date but instead aligns more to their investment risk. Compare the different TDF’s to see how the mix of investments shift based on the TDF 
glide path.

This material covers general information only and does not take account of any investor’s investment objectives or financial situation and should not be construed as specific investment advice, a 
recommendation, or be relied on in any way as a guarantee, promise, forecast or prediction of future events regarding an investment or the markets in general. The opinions and predictions 
expressed are subject to change without prior notice. The information presented has been derived from sources believed to be accurate; however, we do not independently verify or guarantee 
its accuracy or validity. Any reference to a specific investment or security does not constitute a recommendation to buy, sell, or hold such investment or security, nor an indication that the 
investment manager or its affiliates has recommended a specific security for any client account. Subject to any contrary provisions of applicable law, the investment manager and its affiliates, 
and their officers, directors, employees, agents, disclaim any ex.

This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.
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Important Information, cont.
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Principal Asset Management is the global investment management business for Principal Financial Group® and includes the asset management operations of the following : Principal Global 
Investors, LLC; Principal Real Estate Investors, LLC; Principal Real Estate Europe Limited and its affiliates; Spectrum Asset Management, Inc.; Post Advisory Group, LLC; Origin Asset Management, 
LLP; Claritas Investimentos; Principal Global Investors (Europe) Limited; Principal Global Investors (Singapore) Ltd.; Principal Global Investors (Australia) Ltd.; Principal Global Investors (Japan) Ltd.; 
Principal Asset Management Company (Asia) Ltd. and include assets where we provide model portfolios. Marketing assets under management include certain assets that are managed by 
Principal International and Retirement and Income Solutions (RIS) divisions of Principal.

All figures shown in this document are in U.S. dollars unless otherwise noted. All assets under management figures shown in this document are gross figures and may include 
leverage, unless otherwise noted. Assets under management may include model-only assets managed by the firm, where the firm has no control as to whether investment 
recommendations are accepted, or the firm does not have trading authority over the assets. 

Principal Insurance products and plan administrative services provided through Principal Life Insurance Company®. Securities offered through Principal Securities, Inc., 800-547-
7754, member SIPC and/or independent broker/dealers. Principal Asset Management leads global asset management. Referenced companies are members of the Principal Financial Group®, Des 
Moines, IA 50392. Certain investment options and contract riders may not be available in all states or U.S. commonwealths.

May lose value. Not a deposit. No bank or credit union guarantee. Not insured by any Federal government agency.

Principal Asset Allocation is an investment team within Principal Global Investors. 

Principal Asset ManagementSM is a trade name of Principal Global Investors, LLC.

© 2025 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the logomark design are registered trademarks and service marks of 
Principal Financial Services, Inc., a Principal Financial Group company, in various countries around the world and may be used only with the permission of Principal Financial Services, Inc.
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