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The Retirement We Imagine, the Retirement We Live
Examining the potential differences between assumption & reality.
Provided by Frank DeMaio*

Financially, how might retirement differ from your expectations? To some degree, it will. Just
as few weathercasters can accurately predict a month’s worth of temperatures and storms, few
retirees find their financial futures playing out as precisely as they assumed.
As you approach or enter retirement, you may find that your spending and your exit from your
career don’t quite match your expectations. You may be surprised by these developments, even
pleasantly surprised by some of them.
Few retirees actually outlive their money. If this was truly a crisis, we would see federal and
state governments and social services agencies addressing it relentlessly. The vast majority of
retirees are wise about their savings and income: they don’t spend recklessly, and if they need
to live on less at a certain point, they live on less. It isn’t an ideal choice, but it is a prudent one.
Health crises can and do impoverish retirees and leave them dependent on Medicaid, but that
tends to occur toward the very end of retirement rather than the start.
You may not need to retire on 70-80% of your end salary. This is a common guideline for new
retirees, but according to some analysts, you may not need to withdraw that much for long.
In the initial phase of retirement, you will probably want to travel, explore new pursuits and
hobbies and get around to some things you may have put on the back burner. So in the first few
years away from work, you might spend roughly as much as you did before you retired. After
that, you could spend less.
Bureau of Labor Statistics data is very revealing about this. JP Morgan Asset Management
recently studied U.S. household spending and found that it peaks at age 48. The average U.S.
household headed by people aged 65-74 spends only 63% as much as a household headed by
people aged 55-64. Additionally, the average household headed by people 75 and older spends
only 72% as much as the average household headed by people aged 65-74.1
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In the big picture, households run by those 75 and older typically spend about half as much per
year as households headed by people in their late forties.1
Further interesting analysis of BLS statistics and retirement spending patterns comes from
David Blanchett, the head of retirement research at Morningstar Investment Management. He
sees a correlation between career earnings and retirement spending, one contrary to many
presumptions. Comparatively speaking, he notes that higher-earning retirees commonly have
to replace less of their income once their careers conclude. As he commented to Money
Magazine, “the household that makes $40,000 a year might have an 85% replacement rate, and
the household making $100,000 a year might need 60%.”2
Why, exactly? The upper-income household is watching its costs fall away in retirement. The
home loan, the private school tuition, dining out due to convenience, the professional
wardrobe, the car payment, the workplace retirement plan contribution – this is where the
money goes. When these costs are reduced or absent, you spend less to live. Blanchett believes
that the whole 70-80% guideline may “overestimate the true cost of retirement for many
people by as much as 20%.”2
Your annual withdrawal rate could vary notably. Anything from healthcare expenses to a
dream vacation to a new entrepreneurial venture could affect it. So could the performance of
the stock or bond market.
You could retire before you anticipate. You may want to work well into your sixties or beyond
– and the longer you wait to claim Social Security benefits after age 62, the greater your
monthly payout. Reality, on the other hand, shows that most people don’t retire at age 66, 67
or 70: according to Gallup, the average retirement age in this country is 61. The
aforementioned JP Morgan Asset Management study determined that less than 2% of
Americans wait until age 70 to claim Social Security benefits. So if your assumption is that you
will work to full retirement age (or later), you should keep in mind that you may find yourself
electing to claim Social Security earlier, if only to avert drawing down your retirement savings
too quickly.1
You don’t have to be a millionaire to have a happy retirement. In a 2011 Consumer Reports
poll of U.S. retirees, 68% of respondents were “highly satisfied” with their lives irrespective of
their financial standing. Backing that up, JP Morgan Asset Management found that retiree
satisfaction increased only incrementally the more retirement spending surpassed $40,000 a
year.1
The retirement you live may be slightly different than the retirement you have imagined.
Fortunately, retirement planning and retirement income strategies may be revised in response.
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