
The challenge: 
Fighting our natural instincts of mental accounting, 
overzealous market return expectations, or coveting a 
conservative portfolio short of beating inflation to  
meet goals.

Portfolios are often allocated among equities, bonds, 
and cash in a way that balances the need for current 
income and the desire for future growth. This is often 
a unified approach. Another approach seeks to divide 
assets into several “buckets.” The bucket concept is 
based upon this: Assets needed to fund near-term living 
expenses should remain in cash or low-yielding assets, 
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assets that won’t be needed for several years that can 
be held in a diversified portfolio of longer-term holdings. 
The cash buffer can provide the peace of mind to ride 
out periodic downturns that occur in the long-term 
portfolio.

Doing so can help mitigate the sequence of return 
risk that can often derail financial plans from having to 
liquidate investment assets at inopportune times (having 
to sell riskier assets that might have gone down in value 
to fund near-term living expenses, instead of allowing 
them to potentially rebound). 
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This bucket framework can be customized for the number of buckets and the type of assets in each bucket.  
We use a three-bucket approach.
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Liquidity Growth/
Surplus 

Core/
Lifestyle

Purpose

• �Provides the utility needed for daily  
spending/emergencies. It allows 
you to thrive through unstable 
markets. One might also consider 
including an emergency fund within 
this bucket to defray unanticipated 
expenses.

• �Asset accumulation to support 
future lifestyle spending needs.

• �You have a high degree of 
confidence your assets within the 
first two buckets will cover all your 
needs. This bucket is for long-term 
growth and gives you the flexibility 
to have a greater impact on loved 
ones or organizations you choose 
to support. It can be used to 
potentially leave a legacy.

Investments

• �Low-risk and highly liquid assets. • �Moderate-risk, income-generating  
assets to meet mid- to long-term 
goals. This could include high-
quality fixed income, high-quality 
dividend-paying equities, or a 
balanced portfolio of holdings.

• �Growth-oriented stocks and bonds, 
accepting short-term volatility for 
long-term growth. More aggressive 
assets with risk tolerance that can 
ride out market ups and downs.

Goal

• �Preserve capital and ensure quick 
access to cash. Funding amount is  
equivalent to 6 months to two 
years of expenses depending on 
life stage.

• �Generate stable income and/
or growth to outpace inflation 
without high volatility. This 
bucket will be funding most of 
your lifetime spending goals. 
This bucket can be used to refill 
the Liquidity bucket as those 
assets are depleted.

• �Assets will be invested differently 
today to impact your beneficiaries 
and future legacy with estate 
planning. Alternatively, you can 
help beneficiaries immediately by 
gifting assets during your lifetime.
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Bucket maintenance 
This isn’t a set it and forget it strategy. Maintenance is required. You will need to refill the liquidity bucket as needed. 
And the lifestyle bucket needs to be rebalanced occasionally.

Here is an example of how this framework works:

• Use income and cash holdings in the liquidity bucket for daily spending/emergencies.

• Refill the liquidity bucket as needed from the lifestyle bucket, using bonds before equities.

• �Rebalance the lifestyle bucket as needed. Maybe only sell equities that have increased in value. Avoid selling 
equities that are down.

• �Take principal withdrawals from the lifestyle bucket using the lowest-risk investments first and only those that 
have increased in value.

• Use principal withdrawals from the surplus bucket for legacy goals.

Benefits of using a bucket strategy Potential downsides

• �Reduce the sequence of return risk 
With readily available funds in the liquidity bucket, 
you’re less likely to need to sell investments at a loss 
during a market downturn to cover living expenses.

• �Provides peace of mind 
You will always know that your immediate needs 
will be covered. You can feel more confident about 
your portfolio. And you could have more confidence 
knowing that you have certain assets and income 
sources set aside for future expenses.

• �Flexibility and customization 
This can be customized for different risk tolerances.

• �Complexity 
You could have multiple accounts with different 
asset allocations that can be more complex than a 
traditional portfolio.

• �Potentially lower returns 
Due to the portion of assets held in low-risk, this  
could result in lower overall portfolio returns compared  
to a more aggressive portfolio.
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The Johnson family 
The Johnson family thought of their assets like most of us:  
one big pot. They thought of it like a blended soup rather 
than a complete meal where each part complements  
the other. After gathering all their statements from 
checking, savings, CDs, 401ks, and elsewhere, their  
financial picture started coming together. The following  
chart shows how after building a goals-based plan, the 
Johnsons’ assets could be bucketed to complement 
each goal’s amount, time horizon, and importance 

paired with the appropriate risk level in each portfolio. 
For the Johnsons, after the cash bucket was 
appropriately funded and allocated, a large portion of 
their assets resided in the lifestyle bucket. This portfolio 
strikes a balance between growth and stability to fund 
their children’s college and retirement. Finally, the 
remaining funds would be allocated toward the surplus 
bucket with an aggressive growth focus for travel and 
legacy funding for future generations. 

Emergency Fund 
$75,000

College (Years 3 – 4) 
$60,000

Travel Fund Growth 
$100,000

College (Years 1 – 2) 
$60,000

Retirement Bridge (Ages 65 – 70) 
$325,000

Legacy Funding 
$275,000

Short-Term Expenses 
$15,000

Core Retirement Funding 
$590,000

High-yield savings, 
Short-Term CDs

Bonds, dividend stocks, 
Income Investments

Global equities, 
alternative investments

Cash Bucket
$150,000 (10%)

Lifestyle Bucket
$975,000 (65%)

Surplus Bucket
$375,000 (25%)

Total Investable Assets: $1,500,000

Lifestyle Spending Timeline

The Johnson Family Bucket Strategy

Age 54

$0
Age 60 – 64

$0
Age 56 – 57

$30k/yr. (Cash)
Age 65 – 99

$90k/yr. (Lifestyle)
Age 58 – 59

$30k/yr. (Lifestyle)
Age 70

$90k/yr. + Travel
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Conclusion 
One challenge we all face is the uncertainty in the market and unknowns of life. Don’t be caught flat footed. Bucketing 
can bring more clarity, comfort, and intent to your investment decision-making.
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The Key Wealth Institute is a team of highly experienced professionals representing various disciplines within wealth 
management who are dedicated to delivering timely insights and practical advice. From strategies designed to better 
manage your wealth, to guidance to help you better understand the world impacting your wealth, Key Wealth Institute 
provides proactive insights needed to navigate your financial journey.

The Key Wealth Institute is comprised of financial professionals representing KeyBank National Association (KeyBank) and certain affiliates, such as Key Investment Services 
LLC (KIS) and KeyCorp Insurance Agency USA Inc. (KIA).

Key Wealth, Key Private Bank, Key Family Wealth, KeyBank Institutional Advisors and Key Private Client are marketing names for KeyBank National Association (KeyBank) and 
certain affiliates, such as Key Investment Services LLC (KIS) and KeyCorp Insurance Agency USA Inc. (KIA).

Any opinions, projections, or recommendations contained herein are subject to change without notice, are those of the individual author(s), and may not necessarily represent 
the views of KeyBank or any of its subsidiaries or affiliates.

This material presented is for informational purposes only and is not intended to be an offer, recommendation, or solicitation to purchase or sell any security or product or to 
employ a specific investment or tax planning strategy.

KeyBank, nor its subsidiaries or affiliates, represent, warrant or guarantee that this material is accurate, complete or suitable for any purpose or any investor and it should not 
be used as a basis for investment decisions. It is not to be relied upon or used in substitution for the exercise of independent judgment. It should not be construed as individual 
tax, legal or financial advice.

Investment products, brokerage and investment advisory services are offered through KIS, member FINRA/SIPC and SEC-registered investment advisor. Insurance products 
are offered through KIA. Insurance products offered through KIA are underwritten by and the obligation of insurance companies that are not affiliated with KeyBank. 

Non-deposit products are:

NOT FDIC INSURED • NOT BANK GUARANTEED • MAY LOSE VALUE • NOT A DEPOSIT • NOT INSURED BY ANY FEDERAL OR STATE GOVERNMENT AGENCY
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