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A fundamental challenge that people face is to figure out the right 
amount to save for retirement.  This is not an easy question, since it 
depends on…  

•  How long will you live? 

•  How much will you spend? 

•  What rate of return will you receive on your assets? 

•  How much will prices rise? 

•  What is the trajectory of future health and associated health 
expenses? 

While determining the right amount of retirement wealth is a 
fundamentally difficult question, many are convinced that 
Americans are doing an awful job with it. 



Current Practice:  Rules and Tools 

Most people turn, I think, to rules of thumb or on-line calculators. 

•  A workhorse concept for both approaches is the “replacement rate.”   
•  A common idea is that households should be able to “replace” 75 to 90 percent 
of pre-retirement income in retirement to be comfortable.   

There are a number of on-line financial tools, including ones from Fidelity, 
AARP, CNN Money and many others. 

•  The saving goals will naturally be affected by pre-retirement income, and 
income from Social Security and pensions.   
•  The calculators will also make additional implicit assumptions and seek 
additional external information. 

The results can nevertheless leave people scratching their heads. 



Consider “Melissa” and Her On-Line Experience 

Here’s a little bit about Melissa (her circumstances are simple) 

•  She is single and 53 in 2012, with an annual income of $55,000. 
•  She plans to retire at age 65 and has a planning horizon to 87. 
•  Melissa is thorough, so she uses two calculators 

•  This is darn confusing. 

Calculator	   Target	  RR	   Goal	  (in	  2024$)	  

Fidelity	   Default:	  	  85%	   $881,000	  

CNN	  Money	   Default:	  	  70%	   $420,094	  

CNN	  Money	   85%	   $610,260	  



Are Rules of Thumb More Promising? 

There are plenty of rules of thumb 

•  Net Worth should equal your age times pre-tax income divided by 10. 
•  Savings goal = (expected spending in your 1st retirement year) * 25. 
•  Save 20 times your gross annual income. 
•  Save 10% (or pre-tax income) for basics, 15% for comfort, 20% to escape. 
•  Save half of all raises in your life. 

I can say two nice things about these:  they are simple, and they get people 
thinking about saving (as do the retirement calculators). 

•  There is little solid conceptual grounding for these rules of thumb, however. 



The Underpinnings of a Better Way 

The life-cycle model (accounting for uncertain earnings, lifespan, and health) 
provides a natural benchmark. 

•  The jargon:  to maximize one’s lifetime well-being given available resources, 
households should equate the discounted marginal utility of consumption each 
period. 

•  The intuition:  smooth the satisfaction you get from your last bit of consumption 
each period. 

Given lifetime resources and preferences, the lifecycle model’s consumption 
choices will maximize appropriately discounted lifetime well-being. 

We examine the implications of the life-cycle model, household-by-household, 
using data from the Health and Retirement Study, linked to data from the Social 
Security Administration on lifetime earnings. 



More on Our Approach 

We model the tax, transfer, and social security systems, people get married and 
have children as they do in practice, and they face uncertain earnings, health 
and longevity. 

We calculate optimal consumption rules for households.  We then observe the 
earnings that households actually receive, based on their SS records. 

•  We then compare their actual wealth (observed in the data) with their optimal 
wealth, as determined by the model. 

We can be agnostic about whether people actually make the dynamic 
programming calculations that underlie our model solutions. 

•  The model provides a normative ideal.  Put differently, if our modeling 
assumptions are correct, we know precisely how much each household should 
save and consume each period to maximize their lifetime well-being, given their 
incomes, marriage and fertility profiles. 

•  In short, we create sophisticated financial planning software for HRS 
households that allows us to ask:  is the household on track for maintaining their 
living standards in retirement? 



Preliminary Results for 2008 

An earlier paper of ours examines households with an adult born between 
1931-41. 

•  We found 84 percent of households had accumulated more than their optimal 
wealth target in 1992. 

•  Of those who saved less than their optimal target, the median shortfall was only 
$5,300. 

An important question is whether the earlier results apply to other cohorts. 

•  We now study a set of households representative of all Americans born before 
1954 (and we have made many other improvements to our approach).  

Our preliminary results paint a somewhat less optimistic picture, but 
nevertheless are in contrast to the conventional wisdom that most Americans 
are doing a poor job preparing for retirement. 



Our 2008 Results:  Tabular Version 



The Numerical Results Are Consistent With 
Qualitative Responses 



Where Do We Go From Here? 

Most Americans are on track for financially secure retirements. 

•  There are nevertheless trouble spots, particularly among the economically 
disadvantaged. 

•  We continue to refine our model, most recently modeling health and health 
investments. 

Our longer-run objective is to develop rules of thumb that more closely mirror 
optimal behavior for households in specific circumstances.   



What Do I Tell People Now? 

You likely are in better shape than you think. 

•  Many calculators give inappropriately high levels of target wealth.  They 
typically fail to account sensibly for children. 

How much do you need?   

•  Track expenses to determine how much you need to live comfortably.   
•  Put yourself on a budget.   
•  Test yourself – live on the budget for several months. 
•  How much wealth needed to support this budget over your expected lifetime 
(with life tables, this is a straightforward present value calculation). 

For those damaged by financial market mishaps (or a late start):  there are no 
easy solutions. 

•  Work longer? 
•  Spend less in retirement? 
•  Save more if still in the labor market? 



Thank You! 

•  Nicole Truog for her work with CFS and the webinars 

•  My friends and colleagues at the Center for Financial Security  

•  Other panel participants, and  

•  My frequent collaborator and friend, Ananth Seshadri.  

•  And all those participating in the Webinar. 



Discussant	  

Brian	  Bullock 	  	  

AARP	  Financial	  Security	  Team	  	  
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Advancing	  Social	  Impact 	  	  

• Driving	  behavioral	  change	  by	  providing	  consumers	  and	  
professional	  audiences	  informaVon	  and	  guidance	  for	  informed	  
decision-‐making	  and	  self-‐advocacy	  
• Developing	  culturally	  appropriate	  strategies	  and	  messaging	  
that	  reflects	  key	  needs	  and	  interests	  
• Leading	  the	  AssociaVon	  with	  best-‐in-‐class	  outreach	  and	  
educaFonal	  resources	  
• Personalizing	  campaign	  issues	  by	  encouraging	  our	  members	  
and	  others	  to	  tell	  their	  stories	  

E&O	  -‐	  DRIVING	  MOMENTUM	  FOR	  CHANGE	  
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Our	  Challenge	  

How	  does	  AARP	  increase	  impact	  (behavior	  
change)	  and	  relevance	  among	  50+	  
consumers	  through	  financial	  educaFon	  and	  
engagement?	  
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1.	  Define	  Target	  Audience	  

50+	  Households	  

Working	  or	  In-‐the-‐Workforce	   ReVred	  or	  Out-‐of-‐the-‐Workforce	  

Raising	  Kids	  
(or	  Emptying	  the	  Nest)	  

No	  Kids	  (or	  Empty	  Nest)	  

(1)	  
True	  Blue	  
Families	  

(6)	  	  
Limited	  Resource	  

ReFrees	  
Not	  Struggling	  to	  Get	  By	  

(2)	  	  	  
Comfortable	  

Nests	  

(3)	  	  
Blue	  Collar	  
Backbone	  

(4)	  Working	  
&	  On	  the	  Go	  

(5)	  	  
TransiFoning	  
Comfortably	  

(7)	  
Engaged	  Golden	  

Years	  

(8)	  
	  ReflecFon	  

Years	  

Life	  Stage	  Segments	  
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2.	  Narrowing	  the	  Scope	  

•  Commissioned academic research to define the critical 
financial decision in retirement 

•  Tony Webb of Boston College (Center for Retirement 
Research) uncovered three key financial decisions in 
retirement: 

 When should consumers claim Social Security? 

 How should consumers produce income from 
retirement assets? (e.g., annuitizing assets, optimal 
asset allocation, appropriate withdrawal rates) 

 Should consumers repay any outstanding mortgage 
debt or take a reverse mortgage? 
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3.	  Know	  Your	  Target	  

• E&O (in collaboration with RSA) engaged Context-based 
Research Group to conduct ethnographic research that 
informs the positioning of our financial educational 
resources with middle-income consumers approaching 
retirement (58-62).   

• 29 Participants: Miami/Fort Lauderdale, Baltimore, Denver 
• Send-ahead Storybook Exercises 
• Ethnographic Field Visit 

o  3 Hours per Participant, Video and Photo Documented 
o  Debrief of Send-Ahead Exercises 
o  One-on-One Interview 
o  Retirement Inventory 
o  Online Inventory and AARP website Tour 
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3.	  Know	  Your	  Target	  
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4.	  Develop	  Program	  &	  Products	  
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4.	  Develop	  Program	  &	  Products	  
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4.	  Develop	  Program	  &	  Products	  
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4.	  Develop	  Program	  &	  Products	  
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5.	  Define	  Target	  Metrics	  

The key measure of success for this outcome is the 
number of engagements with targeted AARP personal 
retirement resources.  
•  3.4 million engagements with targeted AARP personal 

retirement tools, including 60,000 engagements 
targeted uniquely to 50+ African Americans/Blacks and 
Hispanics/Latinos.  
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6.	  Coordinate	  PromoFon	  
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7.	  Track	  Results	  

**Excludes state engagements, promotional engagements and page views 



Discussant	  

Kelli	  Send,	  CFP®,	  M.Ed.	  

Senior	  Vice	  President	  –	  Client	  Services	  

Francis	  Investment	  Counsel	  LLC	  
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Retirement Readiness: 
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Trenches  

April 25, 2012 

Center for Financial Security Webinar 
Series: Retirement Rules of Thumb 
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Francis Investment Counsel: 
Independent investment consultants  
and employee educators/advisors 

Kelli B. Send, CFP, M.Ed. 
Senior Vice President 
Francis Investment Counsel 
kelli.send@francisinvco.com 

  Qualified plans – firm’s sole focus 

  Investment consultants 

  Employee educators/advisors 

  $5 billion  - assets under advisement 

  Representative clients 
  Aspirus 
  Group Health Cooperative 
  Brady Corporation 
  Reinhart Boerner Van Deuren 
  DeWitt Ross & Stevens 

  ERISA Fiduciary 



Center for Financial Security Webinar Series: Retirement Rules of Thumb, April 2012 

Retirement Readiness: 
Perspectives from the Trenches  

1.  People want to retire sooner rather than later 

2.  Rules of thumb serve as planning tools, but…. 

3.  Workers ultimately retire when they want to, not 
when they achieve some planning benchmark  

4.  How can we help them? 
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People Want to Retire Sooner 
Rather Than Later  

 Most commonly stated retirement goal?   

 Despite some research, workers yearn for 
“life after work” 

 Workers often indicate willingness to work 
part-time…. although some state they’ve 
regretted it! 

 What stops them?  It’s all about health care, 
not recent market declines. 

1 
“I want to retire 
when I’m eligible 
for Social 
Security.” 
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Rules of Thumb Serve as 
Helpful Tools But…  

Wage replacement ratios: 
 Many think they can live on less than standard 

rule of 70-80% of income 

 Most workers are not on track to achieve this 
level of wage replacement, families that are 
pension eligible are generally in better shape  

  Clearly, a better WRR is needed 

 Workplace retirement plans are beginning to 
quantify plan success with this metric 

2 
“Look at all 
these expenses 
that go away in 
retirement!” 
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Rules of Thumb Serve as 
Helpful Tools But…  

Withdrawal rates: 
  At a 4% withdrawal, your money lasts 30 years 
  At a 5% withdrawal, your money lasts 25 years  

  These rules allow for an annual increase in 
income to keep pace with inflation – is that 
reasonable? 

  Perhaps a two-tiered income approach would be 
better: “active”  and “quiet” retirement years  

2 
“No way I’m 
living until I 
am 95!” 
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Workers Retire When The  
Math Works 3 

“As long as 
I can get 
Medicare I can 
make ends 
meet.” 

 In the end, it’s all about the retirement 
budget 

 Math gets easier if: 
 Worker waits to take Social Security 
 Worker is eligible for Medicare  
  Retiree health insurance is available 
  The house is paid off 
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So How We Can Help     
Workers Prepare? 4 

 Policymakers: understand that Medicare 
eligibility is key driver for  

 Industry: provide workers meaningful 
advice 
 Advice vs. education 
 Online vs. face-to-face 
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Does Advice Help? 

  According to several Francis Investment Counsel 
studies advised participants enjoyed over a 2% greater 
annualized rate of return over the time period studied 

  According to a recent study by Aon (Hewitt) referenced 
in the Wall Street Journal, advised participants earned 
2.9% greater return over five years ending 12/31/10. 

Aon study referenced  by Anne Tergensen (Encore Blog, SmartMoney.com) in the October 2, 2011 edition of the Wall 
Street Journal 



Q&A	  



May Webinar 
Tuesday, May 8th  

1pm – 2pm CDT / 2pm – 3pm EDT 

Wisconsin Poverty Measure 
Timothy Smeeding 

Director, Institute for Research on Poverty 
University of Wisconsin-Madison 

For more information on the 
2011-2012  CFS Webinar Series: 
cfs.wisc.edu 


