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Putting money into an investment portfolio is a
lot easier than taking it out. The techniques that
apply to accumulating assets—asset allocation,
diversification and dollar-cost averaging—remain
critical, but with the added complexity in retirement of the need to generate income from the
portfolio.

is not so much “When can I retire?” but “What
lifestyle do I desire (or can I afford) in retirement?”
Expenses during retirement are not linear but tend
to be “U-shaped.” For the first years after retirement, when health and energy are good, many
retirees do not see a big reduction in their spending.
Travel, second homes, and oft-deferred luxuries or
gifts are often high priorities. In later years, however,
spending tends to decline. Travel may become less
interesting or more onerous, much of the bucket
list has been accomplished and so on. Finally, in the
latter third of one’s retirement, spending may pick
up again, especially on healthcare.

Saving money may be hard, but it is not complex.
Most people simply try to save as much as they can,
hoping it will grow to a large, but often non-specific, amount. An investment advisor can be useful
to help figure out how much to save and how to
invest it, but often the retirement nest egg is managed by an employer’s 401(k) plan. It is often said
that there is a retirement crisis in America and one
of the reasons is that people tend to assume that
if they are contributing 3% to a retirement plan,
that will be enough. Sadly, it is not.

But what if you live longer than you expect? This
so-called “longevity risk” should be hedged in
some manner. The financial industry is ready with
a withering array of annuities to offer, but these
are often so loaded with expenses, options, bells
and whistles that it is nearly impossible for most
people to determine whether they are appropriate. Longevity risk can most directly be offset by
accumulating more assets or delaying retirement,
concepts which are much easier to understand.

So determining saving goals presents issues that
some people need help with. The complexity of
managing retirement investments however, is of a
different order and, as a result, many more people
need help. For one thing, most 401(k) plans are
very poor at offering investors any sort of advice on
how to turn their accumulated assets into income.

Another prominent risk is referred to as “sequence
of returns” risk. Though balanced portfolio
returns have averaged 6-8% per year over decades,
you cannot know what the sequence of returns
will be to generate that outcome. If returns are low
or negative in the early years after retirement, the
consequences could be much greater than if poor
performance happened later. Depending on your
financial situation, it may make sense to reduce
your investment risk in the years surrounding your
retirement date.

When faced with the issue of generating retirement income, the first question is how long must
the income last? The average life expectancy of
males at age 65 is another 17.7 years. For females,
the average is 20.3 years. For the past half-century or so, the life expectancy of 65-year-olds has
increased by about one year per decade. Someone
in their mid-30’s today may expect to live three
years longer than today’s 65-year-olds. Lifestyle
and family history are good starting points for
determining whether one’s own life expectancy is
higher or lower than the average.

Other issues abound. Which accounts should I
spend from first? Can I afford to pay for my grandchildren’s education? How can I minimize taxes? It
is for all these reasons—and more—that good professional advice can be even more valuable in the
asset “decumulation” phase than before.

How much income is needed also requires thoughtful analysis. For many, the most relevant question
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AS LEAN AS THIS
GROWTH IS, AT
LEAST IT HAS
PERSISTED, MAKING
THE CURRENT
EXPANSION—
WHICH HAS LASTED
EIGHT YEARS—THE
THIRD LONGEST
IN US HISTORY.
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