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			Praise for How to Retire

			“The financial services industry paints a picture of retirement as walks on the beach and a life of leisure, where the only key to success is accumulating enough dollars to make it happen. In reality, though, retirement is an entirely new phase of life... one that we’re often thrust into, with no context on how different it will actually be. In Christine Benz’s How to Retire, prospective retirees gain valuable perspective on why the day-to-day experience of life in retirement can be more challenging than anticipated, and how they need to prepare—both financially, and beyond their finances—to ensure they actually find fulfillment in their decades to come!” 

			—Michael Kitces, MSFS, MTAX, CFP®, chief financial planning nerd, Kitces.com

			“In a series of easily accessible interviews, Christine Benz asks the retirement questions that we are all pondering—and then lays out with clarity and specificity the steps to help answer them.”

			—Jill Schlesinger, CFP®, CBS news business analyst, author of The Great Money Reset

			“Retirement planning is hard because you only get one shot at it and everyone’s circumstances are different. This unique book gives you diverse perspectives from a wide range of experts. And it looks at both sides of every topic so you can make more informed decisions. This book has you covered when it comes to the most important financial event of your life.”

			—Ben Carlson, author of A Wealth of Common Sense

			“I’ve been a financial planning practitioner for over 40 years and How to Retire is a home run for investors. It is a unique book chock-full of important concepts and advice from an amazing list of the ‘best of the best’ brains in the financial planning world. The intellectual capital Christine captured in the book is amazing and every investor will be well rewarded by owning and reading How to Retire.”

			

			—Harold Evensky, founder, Evensky & Katz/Foldes Wealth Management

			“Forget stuffy retirement advice! Christine Benz’s book is a breath of fresh air for us all. As a Certified Financial Planner® who values holistic financial engagement, I admire how Christine and her all-star financial contributors harmoniously balance the financial IQ and emotional EQ of retirement. The research-backed and real-life strategies provide keen insight into aligning your vision, peace of mind, and retirement income, paving the way for a life well-lived in your golden years.”

			—Lazetta Rainey Braxton, MBA, CFP®, CEO, The Real Wealth Coterie

			“Imagine if you could sit down with the nation’s leading experts in every aspect of retirement, tax, and estate planning. Now you can! Christine Benz, a skilled interviewer, has asked all the questions you would have asked, plus the bigger questions you might not have even thought about. The ‘My takeaways’ at the end of each chapter are invaluable.”

			—Ed Slott, CPA, and retirement expert, author, and founder of www.irahelp.com, founder of Ed Slott’s Elite IRA Advisor GroupSM

			“Personal finance guru Christine Benz has chosen the best minds in the retirement business to interview on the most important aspects of retirement planning and execution. This is a treasure trove of retirement advice in one volume and a must-read guide to a happy, successful, and wealthy retirement.”

			—Consuelo Mack, anchor, Consuelo Mack WealthTrack

			“No one is more qualified to guide you through meaningful conversations about how to retire than Christine Benz, and this book is full of them. Treat it like a cheat code for some of the most important financial decisions you will ever make!”

			—Carl Richards, CFP®, creator of Behavior Gap

			“How to Retire channels wisdom on this most important life transition like no book before it. Christine Benz has done a masterful job curating broad and rich perspectives on both the financial and human elements of retirement, among them happiness, relationships, love, regret, and legacy. What a meaningful and inspiring book.”

			

			—Brian Portnoy, founder, Shaping Wealth

			“Are you excited to reach retirement but wish you had a financial GPS to safely guide you there? Look no further. In How to Retire, Christine Benz identifies the key questions—both quantitative and qualitative—that will enable you to craft a highly personalized roadmap. With insights from some of the top minds in financial planning, Christine has created the first truly comprehensive guide to modern day retirement (spoiler alert: it looks nothing like your grandparents’ retirement!). How to Retire will teach you the inside secrets for maximizing all aspects of your journey into this priceless chapter of life.”

			—Manisha Thakor, MBA, CFA, CFP®, author of MoneyZen and founder of MoneyZen LLC

		

	
		
			

			For Greg, forever my comfort and joy.

		

	
		
			

			Foreword: Jonathan Clements

			When i started thinking about retirement in my 20s and early 30s, I viewed it as a simple financial endeavor: Save like crazy for three or four decades, slap a 4% withdrawal rate on the accumulated savings, and then head off for a life of fun, fun, fun.

			Ah, the embarrassing ignorance of youth.

			Today, after a decade of semi-retirement, I see retirement as not just a practical financial issue but also a topic chock-full of intellectually fascinating questions about risk, purpose, happiness, family, peace of mind, legacy, and more. In the pages ahead, you’ll get a chance to noodle those fascinating questions, while picking up some useful pointers along the way.

			In this volume, Christine Benz—herself a leading voice on retirement issues, and a wonderful person, to boot—has gathered some of the financial world’s most insightful thinkers, and the range of subjects they tackle is an indication of what a rich topic retirement is. The knowledge you’ll acquire will help you turn retirement into what it should be—not simply your final financial goal, but rather a captivating journey that allows you to explore both your personal passions and the wider world.

			On your journey, the two dimensions you’ll constantly juggle are time and money. How can you best use the money you’ve accumulated and the time you have left? Planning is crucial, but you’ll also find those plans are constantly revised. You might imagine life’s turmoil stops when you quit full-time work. But don’t fall prey to the end-of-history illusion, the misplaced notion that all change is behind you and that all will be calm in the years ahead. In truth, life’s upheaval—both bad and good—will continue apace.

			

			The bad upheaval includes everything from stock market crashes to health issues to family turmoil to cognitive decline. But what about the good upheaval? And how can upheaval be good? You might enter retirement confident that you know what you want to do with your time and money—but there’s a good chance you’ll quickly discover you’re dead wrong.

			Partly, that’s because we aren’t very good at figuring out what will make us happy. But it’s also because we keep changing. What makes for a fulfilling life at age 60 will likely be quite different at age 80. But that’s the beauty of retirement: You have the time and the mental breathing room to explore what you truly want from your life.

			I’ve only been at this semi-retirement thing for a decade, and the changes have already come thick and fast. Some of the things I thought I wanted to do—like teach personal finance at the college level—proved to be a bust. Similarly, I thought I’d found the place where I’d spend the rest of my life, only to find myself moving again five years later.

			Meanwhile, what I do with my money and time keeps evolving. I’ve learned that I enjoy working so much that I don’t want to give it up entirely. My financial priorities have also shifted. Today, my two biggest expenditures are travel and financial gifts to my kids and grandkids. Who imagined, after decades of fierce frugality, that I could be so happy to spend and give away money?

			But what I’m doing with my portfolio and time is not a roadmap for you. It used to be that retirement preparedness boiled down to a single question: Do I have enough money? But as retirement has become “a thing”—not just a few years’ reprieve after four decades of toil, but rather a life phase that might account for a third of your time on earth—the questions have proliferated.

			Among them: Should I work longer or work part-time in retirement? Where will I live? Who will be my friends? How can I best use my time? How can I generate a stream of income that lasts as long as I do? How do I switch from being a diligent saver to a happy spender? What if the stock market crashes? What about inflation? How will my spending change over time? How can I best maintain my mental and physical health? What should I do if I can no longer live independently? What will be my legacy?

			

			As you’ll learn in the pages ahead, there’s no one right way to retire. Some folks will want to use retirement to retreat from the wider world to a calmer, quieter life. Others will be anxious to stay fully engaged. Some will want financial security above all else. Others will be happy to continue bearing investment risk. Some will want to leave oodles of money to charity and the kids. Others will be happy to spend it all.

			There are no wrong choices here, except choosing not to choose and instead drifting through retirement, with scant thought to how you’ll make the most of your time and how you’ll ensure you’re financially okay up until the end.

			What to do? Let me leave you with two pieces of advice. First, read the pages ahead with pen in hand, underlining the issues that are raised and the suggestions that are made. (Oh dear, is that a library copy you’re reading?)

			Second, view retirement not as a done deal, but as a long period of trial and error—which, let’s face it, is what your life has been up until now. Test drive the retirement life you want, trying out the activities you think you’ll enjoy and spending many months in the place you might move to. See if you can take a phased approach to retirement, rather than quitting work cold turkey. And don’t imagine the life you want at 62 will be the life you want at 72, or 82, or 92. As with your life up until now, you’re going to be making it up as you go—and that’s a big part of the fun.

		

	
		
			

			Introduction

			When it came to financial matters, my parents had what I’ve come to understand was a very common configuration for married couples of their generation. My mom was the household financial manager, handling all the bills (and running a very tight ship, I might add—as she did with most things). Meanwhile, my dad was the investor, and he also figured out the logistics of their retirement: how their funds were invested, how much they could spend, and when to start Social Security, for example.

			In his mid-80s, my dad began to show signs of cognitive decline. The first indication was that he began to struggle with technology, which until then had been one of his strong suits. He fell prey to a phishing scam. Always easygoing and kind, he began to get irritable about small things. When he stopped and then drove through a red light as though it were a stop sign, we realized that it was time for him to hang up the keys. That also confirmed what we had been suspecting: that we had a serious problem on our hands.

			The ensuing years were challenging on many fronts, but I was glad that I was at least there to pick up where my dad left off with his finances. When he was compos mentis, my dad and I frequently talked over investment matters; he loved that I worked at Morningstar and that he could alert his friends when his youngest daughter was going to be on CNBC. Most importantly, he and my mom trusted me. They gave me full discretion over their investment accounts and allowed me to make decisions on their behalf. Eventually I took over household bill-paying for them, including monitoring and paying their in-home caregivers.

			That experience crystallized my desire to learn more about retirement planning, and to focus my work there. My parents’ handoff of their financial affairs to me had been about as seamless as it could have been. But what about all of the people who are sorting out retirement on their own, without the help of a trusted adult child who works on investing and financial planning for her day job? Even people who have competent financial advisors need to know the right questions to ask.

			

			As I began to work in earnest on retirement planning, feedback from readers and viewers came in fast and furiously, confirming the appetite for more information. I heard from single women looking to simplify overwrought portfolios set up by commission-based advisors. Pre-retirees told me how much comfort they found in the “bucket” approach to retirement planning, which I had enthusiastically embraced since I first learned about it from financial planner Harold Evensky. When I shared my parents’ long-term care story at an individual investor conference, I couldn’t walk five feet without being deluged with personal stories and questions about aging parents, long-term care, and how to pay for it.

			Is it any wonder people need assistance? After all, we’ve seen a seismic shift in the retirement system in the U.S. since the launch of the first 401(k) in the late 1970s, with most employers in the private sector dumping pensions and shifting the responsibility for retirement savings onto their employees. As Wall Street Journal columnist Jason Zweig once memorably put it when we were both panelists on Consuelo Mack’s PBS show, the pension system was akin to everyone riding the bus toward a destination, in this case retirement. When the bus arrived at its terminus (retirement), everyone filed off in an orderly fashion and that was that. By contrast, the defined-contribution (401(k)) system requires everyone to hop into their own private cars to drive on roads they haven’t yet navigated. Some of the drivers have licenses while others don’t. They may not even be sure where they’re going! If people find retirement planning chaotic and confusing, that’s because it is.

			As I’ve proceeded on my own journey to learn more about retirement planning and to share what I’ve learned with others, one of the most heartening aspects has been realizing that I don’t have to figure out everything on my own. That’s because there are deep wells of information on various aspects of retirement planning all over the place. For matters of tax planning in retirement, for example, Mike Piper, Ed Slott, and Jeff Levine are my go-tos. For sober, research-based guidance on constructing in-retirement portfolios, I can turn to Bill Bernstein, Dana Anspach, and my colleagues in Morningstar Investment Management, among others. For every single aspect of retirement planning, there’s someone—and usually more than just one person—whose knowledge of that topic is nothing short of encyclopedic. Someone who wants to help others for the greater good.

			

			Harnessing all of that wisdom in one spot was the impetus for this book. I asked some of my favorite retirement thought leaders to go deep in conversation with me to discuss a single aspect of retirement planning. Each chapter is essentially a lesson about how to manage some aspect of retirement, taught by some of the best-credentialed people in the world.

			While managing your finances in retirement is a key thrust of the book (and my personal wheelhouse), you’ll notice that the lessons aren’t all about dollars and cents. That’s because the more I’ve learned about retirement planning, the more I’ve come to understand that whether, when, and how to retire is less than 50% related to money. Yes, you need to have funds. But more important, you need a network of people who care about you. You need to practice healthy habits and take care of your body. You need a plan for your days. You need activities that bring you joy. Those things are more important to a happy and satisfying retirement than a well-designed portfolio and a carefully calibrated spending rate.

			As you read through this book, my hope is that you’ll gain confidence in the financial aspect of your retirement. That’s a given. But most of all I hope that you’ll find real wisdom in these pages, and along with it the inspiration and courage to make this next chapter of your life as satisfying and joyful as it can be.

		

	
		
			

			Lesson 1: Michael Finke

			Visualize Your In-Retirement Lifestyle

			The first time i saw Michael Finke speak in front of a roomful of financial planners, his topic was kind of surprising to me. Michael has his PhD in finance and is a professor of wealth management, but his talk was about what makes people happy in retirement. He went on to share data about what activities and habits contribute to in-retirement satisfaction and joy, and he brought his talk to life with colorful examples of how his own family members had pursued different paths during their later years (with varying degrees of success). I witnessed that day—and I’ve witnessed on many occasions since—Michael’s genuine interest in the human aspect of retirement planning. Of course he recognizes that financial matters are important; it’s difficult to be happy or even content if you’re worrying about money. But at the end of the day everything he does is in consideration of real human beings: their relationships, their goals, their failings, what they want out of their lives. Retirement planning is not an academic exercise for him.

			So when I asked him what lesson he’d like to discuss for this book, I wasn’t surprised that he didn’t choose a nitty gritty financial topic like lifetime income or withdrawal rates, even though he has contributed some important research in those areas. Instead, he said he wanted to discuss how people can visualize their in-retirement lifestyle and then put in place habits to make it happen.

			[image: ]

			

			Structure and healthy habits

			Christine Benz: I’ve found that people seem to focus a lot on the financial aspect of retirement. But do you sense that people are overly concerned with how much money they can spend versus how they’ll spend their time and what they want their day-to-day lives to be like? And if so, why do you think that is?

			Michael Finke: Our traditional view of retirement is that it is something to look forward to, something that we toil and accumulate for so that we can finally enjoy ourselves. It is sort of a myth that we’ve built up in our heads about what retirement is. It’s freedom, it’s autonomy. It’s the ability to do whatever it is that we want to do.

			And so we focus a lot on the financial aspects, because that’s going to support our ability to have that autonomy. For some people, and especially people who are likely to read this book, it is more of a math problem, and they feel like they’ve succeeded if they have saved enough, if they’re financially comfortable, if they don’t have to worry about money. Of course that’s a very important part of living well in retirement—not feeling like money is a barrier to doing the kind of things that actually make us happy.

			But you also have to develop the skills to figure out how to be happy in a time of leisure, if that’s what you’re doing. And that’s a big question. Is this just a long weekend? Is this just a big vacation? And are you set up to be able to live?

			Christine: Let’s talk about the steps that people should take to sort through those big questions.

			Michael: You know a great way of thinking about retirement is that your life is basically a row of dots. A healthy woman, for example, is going to get 90 years of life. That’s like nine rows of ten dots, and if you retire at 65, retirement is two rows of ten dots and one row of five dots. That’s all you get.

			And then the question becomes, how do you think ahead of time about not just your money over those two rows of ten dots and that row of five dots, but also, what are you going to do to fill that time? The goal is to feel as if you have achieved something that made that period of your life worthwhile. But it’s not a big, long period of life, is it? Like two rows of ten dots and one row of five dots?

			

			Christine: No. Just thinking about it makes me feel a little panicky.

			Michael: One of the things the pandemic taught us is that a lack of structure can sometimes make time go faster. That can mean that we have these ideas about what we’re going to accomplish, but we don’t necessarily accomplish them without that structure, without the foresight to actually plan and figure it out. Have we decided what the primary ten things are that we hope to achieve in retirement? What sort of habits do we want to develop? What’s going to get us to where we want to be during those years?

			Christine: How can people develop habits and a structure that’s conducive to accomplishing things while also enjoying themselves and savoring the relaxation that comes along with not working?

			Michael: If you’re pulling away from the workforce entirely, you may lose a sense of status and purpose that you got from your job. If retirement is all about leisure, ask yourself, are you good at leisure? I’m not good at leisure—I’ve enjoyed vacations, but after a certain amount of time, I want to get back into it. If you’re that kind of person, you’re not going to be happy spending your time doing very little in retirement. You see this so often. People will say, “I don’t understand how I’m supposed to fill my days.” That lack of structure is a big problem, because having to create your own structure is something that a lot of us aren’t very good at.

			Christine: I do think a lot of people approach retirement thinking, “Well, it’s going to be like I’m on vacation, or it’ll be like a perpetual weekend. I’m going to watch all the Netflix shows I ever wanted to see. I’ll take trips.” That sounds lovely. Why isn’t that a good way to envision retirement?

			

			Michael: The weekend, or a vacation, is a relief from life in the workplace. It is doing something different. It’s relaxing. But you’re relaxing from something. And when you’re relaxing all the time, when you have a complete lack of structure, what is it that’s actually providing you joy?

			Financial services companies are great at giving you images to help you imagine why you’re saving so much money. One of my favorites is the couple who’s sitting on a beach. Every financial services company feels like they need to take a picture of a couple sitting in beach chairs and looking out over the ocean.

			And have you done that? I’ve done that before. I’ve sat by the ocean and just looked, and I can last maybe an hour. Maybe I’ll read a book. But by the time I get to the end of the week, I’m done. I’m ready to do something different. And when it’s just a vacation, it’s glorious to be on a beach where it’s warm, and to be doing something different than the regular grind. You appreciate the change in your routine. But when the leisure activity becomes the routine, is it really going to provide the same amount of satisfaction as it used to when it was the thing that you did when you were on vacation, or the thing that you did on the weekends? 

			Christine: What about people who are really purposeful about their leisure, and they come into retirement with a big bucket list of activities they’d like to pursue—the European cruise, the family trip to Disney World, and so on. What’s your take on bucket lists?

			Michael: If they are episodic, like visiting a specific place, then it is likely that accomplishing the goal won’t be as satisfying as you’d imagined. Think back to the most memorable experience you’ve had while traveling. Most of them likely involve shared experience with others that deepen long-term relationships.

			So should your goals be episodic, or should they be more about habits? To me the most constructive goals are about establishing habits. If achieving goals becomes episodic, then it can be a letdown, and there may also be a moment of, “So what?” after it has happened. “Now I’ve done it. Now what do I do?”

			

			We tend to be terrible at imagining what’s going to actually make us happy. Oftentimes it ends up being different than what we expect. And when we create our bucket list, usually earlier on in life, our estimation of what’s going to give us fulfillment and satisfaction doesn’t necessarily align with our new reality of being a retired person.

			So my perspective is that you should be very deliberate about your habits, create these grooves that you are going to follow for decades. And establish those grooves early on, so that you can develop productive habits that are not going to lead to a disappointing retirement. It seems like you probably want a combination. You want those healthy habits that you’re practicing every day punctuated with those joyful, exciting big plans.

			The role of working longer

			Christine: This is a book about retirement, but I can’t help but wonder, should more people consider working longer? It seems to tick a lot of boxes: purpose, relationships, staying active, and so on.

			Michael: One idea that is ingrained in us socially is that we just step away from the workforce at a certain age. That’s what retirement means. In the future I hope that we will increasingly see retirement as the ability to control one’s own schedule. It doesn’t necessarily mean that we stop working forever.

			Golfing is a good metaphor for this. During the working week we have so many intellectual challenges that it feels good to be able to get away from all that and just relax. So maybe we go golfing on the weekend. You have a very simple objective, you’re out in nature, you’re walking around. But when you get to play golf every single day, then, all of a sudden, golf is like work. You might want to get back to that challenging environment that you used to have. Having that variety can actually make us happier.

			

			Christine: It seems like framing is really important—working by choice versus working because you have to.

			Michael: When someone gets laid off when they’re 60 years old we consider it a bad thing. If it’s not your choice you experience a sense of rejection. In fact, the data show that it takes years to recover the same level of happiness after being laid off at the age of 60. It takes men four years to get back to the level of life satisfaction after forced retirement. For women it’s about two to three years to get back to where they were before.

			But if you voluntarily choose to retire at the age of 62, people celebrate, they give you a party, they give you a watch.

			Why is that? You’re in the exact same situation. You no longer are working full time, and you have to live off of your savings. One is planned and one’s unplanned. But is it really a tragedy that you’re no longer working at the place that you were working before? A lot of it depends on what you were doing before you retired.

			I often go on retiree discussion boards, and some of the posters hated their jobs. What they’ll often say is, “I should have retired earlier. I’m so much happier now than I was before.” These are people whose job was a major sacrifice. Getting away from that job makes them a lot happier.

			But there are a lot of other people, and especially white-collar professionals, who enjoyed their jobs, and they had a lot more flexibility to decide what they wanted to do. They were able to specialize, learn a skill. They were rewarded for that skill. They had a lot of status when they were doing that thing.

			Serotonin gets released by our body as a way of rewarding us for maintaining a higher social status, and we lose that when we leave the workforce. In fact, it’s as if we had a steady supply of a drug while we were working, and then we leave the workforce and no longer receive it. One of the things that people say is, “I used to have respect, but I’ve lost that. How do I regain that respect?” In some cases that can be difficult to do unless you’re doing the thing that you are an expert on. If your hobby is something like playing golf, where you don’t get that level of respect, then you’ve lost something. You’ve lost a part of your life. 

			

			It’s a little bit controversial to say, but all of the data suggest that as we get older we do lose our physical and cognitive capabilities, and that means that it becomes more difficult to do some of the higher-order tasks at our workplace that we used to be able to do in our 40s or 50s as we enter our 60s and 70s.

			Christine: Would one idea be to continue working but perhaps tweak the type of work to accommodate the changes that might come along with aging?

			Michael: Yes. I know people who are doing it right. We have an assistant at the American College of Financial Services who we pay to do student interaction in the Retirement Income Certified Professional (RICP) program. He’s a really interesting character. He was a former engineer, and he was very likely well paid; he probably has a pension and doesn’t need the money from work, but it’s always nice to get paid. One of the things that I admire about him is that he works to the point where he stops enjoying his job and then he tells us to buzz off if we ask him to do more.

			He likes working with students. He likes learning and explaining things. He gets a kick out of it, and those are things that he always enjoyed when he was working full time. He has identified the aspects of the job that he had before that he wants to continue doing. But he won’t do anything else. I will try to rope him into additional projects, and he’ll say, “No, I’m going to go bicycling in Europe. I don’t have time for that.” That, to me, is doing it right—asking yourself, “What about being in the workplace made me the happiest?”

			Forty hours a week is a lot of time to be at a job, to essentially hand your freedom to do what you want with your time over to an employer. If you can get some of that back because you have achieved financial independence, while at the same time keeping the parts of that job that you really enjoyed, that seems a better strategy to me than just simply giving up every aspect of the job that you had before—going cold turkey. It’s a big lifestyle change.

			

			Maintaining health and relationships

			Christine: Your research points to the importance of health and relationships in retirement, and investing in them just as we’d invest in financial assets. How do all of those things fit together?

			Michael: We have to remember, money is not what makes us happy. Money is just dots on a computer screen. It’s just green paper. It is an input into activities that can make us happy. But of course, money matters. Money is important as an input into those activities—it means that we can join a country club to have more social engagement, go on more vacations, or join our friends for dinner more often. In those examples, having money can make us happier. But money in and of itself is not actually going to make us happy. We have to give it some thought, and that means we also have to think about the other investments that we need to make to create a happy retirement. What is an investment? Investment is a sacrifice that we make today in order to live better in the future. In my research, what I find is that the best investments are in personal relationships and in health.

			Christine: Let’s talk about investing in health.

			Michael: Let’s say I want to go hiking when I retire. That’s one of the things I want to have more time to do. If I don’t maintain a good level of physical fitness as I approach retirement, I won’t be able to hike a mountain. I need to invest time and resources in working out and keeping fit to support my retirement goal. If I don’t make that investment, I can throw that goal out the window. I’m just not physically capable of achieving it. 

			

			That means that I have to make a concerted effort now, when I’m in my 50s. What’s the use of saving the money to go on a hiking vacation if I can’t physically do it? Investing that time and effort might be unpleasant. But every day I’ve got to do something that helps maintain my physical capabilities.

			Christine: And how about investing in relationships?

			Michael: It’s valuable to think about activities that enhance social engagement, and that includes where you move or where you live. In many cases our old friendships are an extremely important input into our life satisfaction. Living near our old friends can actually have a positive impact on how happy we are in retirement.

			So can living in an environment that is conducive to more frequent social interaction. Oftentimes what happens is when people reach their 80s, they’re at high risk of becoming socially isolated, especially if they’re living in their own home. I had a professor at Texas Tech who had done some research on this, and he found that people who lived in their own houses were happier throughout their lives up into their late 70s. Once they hit their 80s, people who live in apartments are actually happier than people who live in houses because they’re less at risk of becoming socially isolated.

			The other thing we can think about is: How do we create habits where we maintain these opportunities for social engagement? Does that mean going to the gym on a regular basis? You’re probably doing that to maintain your health, but also for social interaction. Or volunteering, being a docent in the art museum. That sounds like a great opportunity to have a little bit of a challenge, especially if being in front of people is something that you enjoy. If it’s something that you’re good at, make the effort to establish that habit at the beginning of retirement. Otherwise you could easily find yourself, maybe four or five years into retirement, thinking, that’s something that I ought to do. By that point you may never actually get around to doing it.

			

			You’ve created an investment policy and an investment plan, but you also have to create a plan for figuring out what you’re actually going to do. You need to set yourself up in advance, so that you can establish those habits early on.

			Christine: I was thinking about the importance of socialization, how it helps keep our brains active. But the opposite is also true: When people are isolated, their social skills might go backward, and it becomes kind of self-fulfilling. If they’re totally self-absorbed and only want to talk about whatever is going on in their own little world, that’s not very fun to be around, either.

			Michael: It’s definitely something to be aware of. I honestly feel like social media can be great. Some of these social media groups of retirees have evolved into something that is incredibly healthy, where people are honest and funny. They’re having these deep conversations with others who are in the same situation trying to navigate what it means to be retired in a modern environment. It’s great.

			But there are so many opportunities for unhealthy social interaction or isolation that are not great. And you’re right. It’s a downward spiral, you become more and more isolated. For a lot of people when they get older, they have this feeling that they’re becoming invisible. It’s one of the tragedies of aging; it does become so hard to maintain the sense of relevance.

			Christine: Let’s talk about some other ways that people might tend to change as they age, and how thinking through some of these changes in advance can help them adjust and thrive.

			Michael: We become more vulnerable to scams as we get older, as our ability to recognize when people are taking advantage of us deteriorates by the time we get to our 80s and 90s. It’s not like it was when we were in our 60s and 70s. We need to recognize that vulnerability is an important part of retirement—and to anticipate that we will change as we get older. We will lose some of these capabilities that we had when we were younger. It’s just natural, this tendency to think that we’re going to be able to maintain the person that we are at the very beginning of retirement throughout retirement. But the data show that does not happen, we do become more vulnerable, and to the extent that we can recognize that ahead of time, that’s for the best.

			

			For example, it’s a great idea to pick an age at which we will transition from our home to a different type of living environment. That’s better than having our kids force us to go into an assisted living facility, one that we may not necessarily want to go into.

			That’s not the right way to do it. It’s not the way anybody wants to make that transition. If we recognize that we’re going to want to move to a different kind of living environment as we get older, then let’s do a little bit of searching. Let’s figure out where we want to live, what kind of place we want to live in, and how much it costs, and plan for that transition at some point, start selling off our stuff as a way of getting to that point to make it easier for everybody.

			One of the ways we’re failing in retirement is that we’re not recognizing that cognitive and physical decline are inevitable, and that they are going to mean that we are different people when we’re in the latter stages of retirement than we were in the early stages.

			Christine: I met a couple who did exactly what you just suggested—they pre-emptively moved into an independent living facility in their 70s, well before many people make that transition. They said they wanted to travel; they didn’t want to burden their kids. The amazing thing is that they were both in their 90s when I met them, but they looked and acted 20 years younger.

			Michael: One likely explanation is that they didn’t become vulnerable to social isolation. It takes a lot of cognitive effort to communicate with another human being. There are so many aspects of our brain that are firing. We’re shooting stuff into memory. We’re trying to sense how the other person is responding. We’re looking for cues. It’s a muscle, and if we’re not using that muscle, then we can lose it over time.

			

			So you might have two people: one who is socially and physically active in their mid-80s, who, as you mentioned looks like they’re maybe in their early 70s, and another who just retired and watched TV and went to bingo and didn’t actually maintain their social networks or their physical capabilities. And they look like they’re 20 years apart. One looks sad and the other looks vibrant. That vibrancy is what we should be shooting for. But to get there we have to be cognizant of what we’re fighting against, and we are fighting against nature. Nature didn’t intend for us to live this long. All nature cares about is whether we lived long enough to reproduce. But there is evidence that human social groups whose elders are beyond child-bearing years impart wisdom to the rest of the social group, making the younger generations more successful. So there is an evolutionary rationale for keeping us alive for a while. But after a certain amount of time we’re gone. It’s up to us to fight against that, to be able to maintain the ability to enjoy our lives into old age.

			My takeaways

			

			
					Well before retirement begins, start thinking about some of the key things you want to achieve during your retirement years. They can be small but satisfying tasks, like finally giving the garage a good emptying out, or they can be bigger, such as writing a memoir. 

					If you like your job and are in a position to continue working in some capacity, approach your employer with the suggestion that you continue doing the parts of your job that you enjoy the most. In addition, I’d suggest you also compile a list of tasks that you want to stop doing because they sap your energy.

					Plan to build structure into your days during retirement. Your schedule doesn’t need to be as rigid as it was when you were working, but having structured activities and tasks to accomplish will help you enjoy your downtime that much more.

					Invest in relationships and your health just as you would invest in stocks: Start early and make ongoing investments.

					If a lot of your social interactions come through work, aim to expand your social reach by volunteering, joining a meet-up group, or joining a club of people with similar interests. Don’t be shy about being the first to suggest a get-together when you meet new people who you click with.

			

			Related resources

			“Michael Finke: Here’s What Makes Retirees Happy,” morningstar.com, October 2, 2019: www.morningstar.com/retirement/michael-finke-heres-what-makes-retirees-happy.

			“Examining Financial Fraud Against Older Adults,” National Institute of Justice Journal, March 20, 2024: nij.ojp.gov/topics/articles/examining-financial-fraud-against-older-adults.

			“Having Your Retirement Cake and Slicing It, Too,” morningstar.com, September 30, 2021: www.morningstar.com/economy/having-your-retirement-cake-slicing-it-too.

		

	
		
			

			Lesson 2: Fritz Gilbert

			Lay the Groundwork 

			Fritz gilbert’s career had nothing to do with finance or retirement planning. But he writes one of the most useful retirement blogs out there, The Retirement Manifesto. One of the key reasons Fritz’s blog has taken off is that he has lived it. He retired from his corporate job in 2018 and is candid about the highs and lows of new retirement, as well as the planning that can make everything go smoothly. Fritz’s blog is also incredibly practical and specific. Fritz says that his most popular post ever relates to the steps you should take before you retire—not just having a plan for your days and figuring out how much you’ll need to live on, but also handling pesky details like routing personal emails to your personal address and tracking how your spending might change. That’s the territory I asked him to cover in this conversation: What steps should you take before you retire?

			[image: ]

			Setting a date

			Christine Benz: I wanted to start by talking about how to go about setting a retirement date. Do you have any wisdom to share on that front? 

			Fritz Gilbert: I remember people saying to me, “You’re just going to know when it’s time.” And I always said to myself, “What does that mean?” But I found it to be true in my case, and for a lot of people I’ve talked to.

			

			I don’t know if it’s a burnout factor, or if it’s because you’ve been planning for it, or if it’s because you’re looking at your numbers. Obviously, you’ve got to focus on the financials. And until your financials say you’re ready, it doesn’t even matter. You’ve got to get your financials to the point where you know they’re going to be able to sustain your retirement. That’s going to drive the car.

			But once you get to the point where the financials show when you’re going to be ready, if you’re a planner, you’ll know that at least a year ahead of actually quitting work.

			What I encourage people to do is take that last year and think about all the nonfinancial aspects of retirement, to make sure you’re emotionally and mentally ready for the transition as well. If you get the financial piece in order, and you’ve spent some time thinking about the nonfinancial piece, the “when” is going to become fairly obvious between the two of those combined.

			Christine: A few of the people I’ve interviewed for this book—Laura Carstensen at Stanford, the retirement researcher Michael Finke—have talked about how, for many people, continuing to work in some fashion is really the right answer. Working oftentimes brings a sense of purpose, some level of physical activity, and social engagement. Would you agree that continuing to work might be the right answer for a lot of people?

			Fritz: It might be the right answer for some people, but if financially you no longer have to work, then your decision to continue to work should not be driven by the financials. It’s surely the nonfinancial elements that you’re looking at. What I encourage people to do—and what I did in my case—is to take a year and say no to everything. Because you’re going to get opportunities. You’re going to get offers. Everybody told me I would, and I did. Consulting opportunities. People I knew who said, “Hey, can you come over to do a project for us?” after they heard I was retiring. I did accept a board of directors position, but I didn’t accept it for the financial elements as much as “Hey, that’d be kind of fun.” It was a way to leverage my expertise. It kept me a little bit involved in the industry. So I broke my own rule, and I did say yes to one thing.

			

			But I really encourage people, even if they’re thinking about working as a consultant or going back to work in some reduced capacity, to take a year before they say yes. Give yourself time to see if you can find satisfaction in replacing those nonfinancial aspects that you’re missing through things other than work. Because it may be that you get involved in a charity, and you start getting all these rewards from it. And you’re like, “Man, I’m so glad I didn’t go back to work. Now I have the freedom to do what I want to do when I want to do it, and I’m still getting that same sense of purpose and reward.”

			So going back to work is fine, but don’t make it your default. Try to explore as many different avenues as you can. Absolutely keep continuing to work as an option, but don’t keep it as the only option. Try to expand your horizons and get involved in different things, just for the experience of it. You no longer need the money, so just do it for the experience and the fun of experimenting with different ways of spending your time.

			Finding purpose and friendships

			Christine: Your retirement is a good example of continuing to pursue a purpose, finding fruitful relationships, and prioritizing physical activity. Can you talk about how you hit on your particular mix of retirement activities?

			Fritz: I tended to be pretty structured throughout my career. You’re looking at a three- and a five-year plan. You’re trying to get the promotion, and so on. My wife and I made a conscious decision to take more of a serendipitous approach to retirement and see what we got excited by. The concept is that you’ve got all these different aspects in your life, like spokes on a bicycle. You’ve got to really take some time to think about the length of all your spokes and think about where and especially when you’re moving into retirement. Some of those spokes are going to change lengths, right? And they’ll change pretty dramatically if all your relationships were at work and you’ve not been tending the home fires very well. Suddenly you’re going to have a really short spoke and it’s going to be obvious. You need to work on it. Grey divorce—divorce involving couples aged 50 or above—is a real thing. Thinking about life as a set of spokes and being intentional in trying to decide where you want to invest, to grow those spokes, is not a bad framework to think about those areas that might need some development.

			

			Christine: Can you take a minute and talk about your wife’s charity project, Freedom for Fido, that has now become your project, too? It sounds like it wasn’t an express goal as you embarked on retirement. You ambled into it. But I find it so inspiring.

			Fritz: My wife was a stay-at-home mom for the last 25 years. She worked a little bit, early in our marriage, but then she stayed at home and cared for our daughter. Our daughter went off to school, and my wife’s mother moved in with us. She had Alzheimer’s. So my wife became a full-time caregiver to her mom, and we didn’t recognize it at the time, but that was basically her job.

			Whereas in my case I was very focused on preparing for retirement, I was starting to write The Retirement Manifesto blog. I was really thinking about this stuff. We were talking about it all the time, so we had prepared for how my life was going to change, and how we thought it would affect us as a couple. But we hadn’t really thought about how much my wife’s life was going to change when her mom inevitably passed on.

			I retired in July of 2018. My wife’s mom passed away just two months later. For my wife it was akin to one of those situations where a person suddenly gets severed from their job and didn’t see it coming. She was kind of in a headspin, because we hadn’t really anticipated the change that her mother’s passing would bring to our lives.

			

			So I can relate to people who really struggle with that transition. My transition was very smooth, but hers was kind of rocky, because we hadn’t really thought about that as being the transition that it was.

			Christine: So how did she get out of it? And where did your charity, Freedom for Fido, start?

			Fritz: The broader answer is, keep your mind open and look for opportunities. My wife happened to see a show on Facebook with Mike Rowe, the guy who does dirty jobs. The show is called Returning the Favor, where he profiles different charities. She had never seen the show before, but this one time she did it was looking at this charity called Fences for Fido, based in Oregon. They were building free fences for low-income families with dogs on chains. She thought, “We need that here.” We live in Appalachia; there are a lot of dogs on chains. And I agreed. But we also wondered how we would start a 501c3 charitable organization. We’d never built fences. We didn’t know how to get volunteers. We didn’t know anything. But I said, “I think you should try it. Let’s figure it out.” So she got in touch with an accounting firm that set up the charity’s 501c3 tax status. We just started taking those first steps. Next it was, “Who knows how to build a fence? There’s a guy who runs that dog kennel—maybe he’ll help us.” He helped us build our first fence. We figured it out as we went.

			It has turned into a huge part of our retirement, and we’re absolutely loving it. We’re celebrating our 100th fence build next week. It’s not only rewarding for us running it, it’s also rewarding for our volunteers who are now involved. We have over 200 volunteers, many of them retired people, and we hear the same thing from them all the time: “This is so great. I’m outdoors. I’m working.” It’s a great group of people. We have fun, we’re helping people, and we’re helping dogs.

			So everybody’s benefiting from it. But it all started with her trying to figure out what she was going to do. I didn’t really anticipate I was going to be in this space. She saw this show, she liked the idea. She just started down that path and it evolved from there. That’s how a lot of people find the things in retirement that really bring them purpose.

			

			It’s kind of left brain, right brain, right? If you’re mathematical and you do spreadsheets, and you do all this financial planning for retirement, that’s left brain. This whole discussion on how to find purpose and freedom, it’s the other side of the brain. It’s artistic and explorative, and about seeing where it leads. And it takes some practice; you may not have used those muscles very much in your career unless you were in that kind of field.

			Christine: I’m sure the charity has been great for your social network.

			Fritz: Yes. There’s the purpose, the physical activity outside. And there’s also the relationship piece. Starting this charity work has gone far beyond what we ever imagined in building that sense of community. That’s probably the biggest reward that we felt from doing this work. Obviously giving to others is very rewarding. But on an ongoing basis we’ve got this group of friends now, and we’ll randomly get together on a Friday night at a microbrewery. Somebody will shoot out a group text, “Hey, you want to meet at Grumpy’s?” There’s a whole sense of community; we call it the “Fido family.” We’re all focused on doing the same thing. And we intentionally keep it light. We don’t talk politics. It’s about the dogs. We have all kinds of inside jokes, we’re laughing all the time. And it’s just a blast.

			Practical steps to take: five years before retirement

			Christine: Let’s get into the nitty-gritty practical steps that people should contemplate as their retirement draws close. Your Retirement Manifesto website has lots of practical guidance: checklists, calculators, tools, about how to get ready for retirement. And you’ve helpfully grouped those checklists by proximity to retirement.

			

			Let’s start with people who are roughly five years from retirement. You think the starting point for planning retirement at that life stage is to think about retirement lifestyle. Maybe you can talk about what that would entail.

			Fritz: I chose five years intentionally. If you’re more than five years from retirement, you shouldn’t worry about it too much. Make sure you’re saving and continually increasing your savings rate if you can. If you get a 3% raise, save 2% of it and only take home the extra 1%. Automate everything you can. But don’t sit there and obsess about retirement when it’s ten years away. Enjoy your life as you’re living it, because you might not make it to retirement. And what a shame that would be if you spent all your time thinking about tomorrow instead of enjoying today.

			But when you get to five years before retirement, that’s the time to start thinking about it. That’s the time to start doing some very high-level math and just get a sense of where you stand. Look at a couple of retirement calculators. But the emphasis should be more about “What do you want your life to be?” Because ultimately all the math should be driven by that. What does your ideal life look like to you?

			Do you want to stay where you’re at? Fine. That’s Scenario A, but maybe you’d like to consider moving to a cabin up in the mountains, which is what we did. That’s Scenario B. At a certain point we bought a second home to rent out and have it pay for itself. We had my mother-in-law living with us at the time, so it was a place we could go with her and get away from the city. But it was also the beginning seeds of “Hey, maybe we’ll relocate. Let’s spend some time there.” Five years before retirement is not too early to start thinking about this stuff, because ultimately, where you live, whether you’re going to downsize, whether you’re going to travel to Europe every year, whether you’re going to get a big RV, all those types of things have major implications on your retirement, the timing of it, and your retirement spending.

			It’s important to get those thoughts going first, because they should drive your retirement planning when you get into the nitty-gritty detail on the numbers.

			

			Christine: Let’s stick with this topic of relocation, because it’s a big one. Relocating can be a big-ticket saving in some cases, particularly for people who are moving from a major metropolitan area. But let’s talk about the different dimensions that people should think about when mulling over relocation.

			Fritz: If you’re thinking about relocating, start spending your vacations traveling to four or five different areas that you’re thinking about moving to. When you get there, put yourself in that place. Try to imagine your life there in detail. For us there were some things that we only recognized after we’d moved, like internet access. You move to a more rural area. Guess what you might not get? High internet speeds. There are some factors that aren’t so obvious that might surprise you after the fact.

			But what drove our decision to relocate was thinking about what we wanted to do with our time and what place best met that expectation. We like to hike in the mountains. We like to go kayaking, we like to camp. We like to be on lakes. We like to be outside. So obviously, being in metropolitan Atlanta wouldn’t accommodate those things that we were looking for. Now, maybe alternatively, you’re stuck in some small town, and you’re thinking, “I really want to enjoy the city life.” Think about what activities you want to do in your retirement and then think about what areas best match those activities.

			Then think about the social aspects of it. If you spent 30 years in your house, you know everybody, your kids grew up there, and you’ve got this whole community, don’t underestimate how big that’s going to be to leave. Think about where you’re going and ask, “What do I need to do to intentionally start establishing a sense of community again?” This stuff takes time. The next step might be, “Maybe I’ll get a weekend place, and I’ll start getting involved in charity and I’ll start making some friends, I’ll start finding ways to get engaged with people.” See if the people who live in this area are the type of people who you have friendships with now.

			

			Another question is where your kids are going to be. Kids are mobile these days; where they are today is probably not where they’re going to stay. They’re going to move a couple of times, most likely. So do you want to be near an airport? How close is the nearest airport? Is that a big consideration?

			And obviously, utilities, taxes, the financial side of it is worth looking into. I don’t see that as being the big driver; if it’s an area that enables you to do the things that you want to do in your retirement life, then the economic realities of what it would take to move to that area are just pieces that go into the formula later. Don’t just be driven by the idea of, “I’ve got to move somewhere low cost.” Well, guess what? You could go out in the middle of Wyoming and probably have really low costs. But what are you going to do? Have the activities and the social engagement and the environment drive it and then start thinking about all of the other implications if you were to make this move.

			Christine: You get into some specific financial aspects of retirement planning in this five-year checklist. Some of these jobs are straightforward and probably things that people have been doing to some extent all along, like tracking their net worth. But let’s talk about forecasting retirement spending and income levels. Some people, pre-retirement, might think these are straight lines. Especially retirement spending, where we assume that people want to spend the same amount every year. But in reality it’s not like that. So how can people get their arms around forecasting their retirement spending as well as how their incomes might ebb and flow?

			Fritz: Ultimately, the financial aspect of retirement is a math problem. You’ve got to figure out how much income you can safely generate from your portfolio, and how much other income you can count on from Social Security, a pension, or maybe a part-time job.

			To me, the biggest question—and one that probably doesn’t get enough attention—is figuring out what your spending is going to be. My wife and I never really budgeted when I was working. We were always aggressive with our savings rate, and we spent the rest, and we knew our savings were automatically getting withdrawn from checking. If we had money in our checking account, we could spend it, and we never really budgeted, so I couldn’t have given you a realistic spending forecast. But I knew for retirement you have to have that building block. It’s essential.

			

			What we did, and what I really encourage other people to do, was to track spending for at least a year. Make the effort. If you’re not a big tracker, you don’t do budgets, well, suck it up for a year. We tracked every single dime we spent. We did it manually. We had a spreadsheet, and every single day I’d just stick the receipts in my pocket or take a photo of the gas pump. We entered it all in a spreadsheet and we did that for a year. We broke it out by category. We found some surprises. We realized we hadn’t shopped around for insurance for a while. We saved a few bucks. It turned into a little bit of a money-saving effort at the same time, which is nice. So really track your current spending, because it’s such an important factor in the “Can I retire?” question that you’ve got to get it right.

			Now start thinking about how that spending is going to change in retirement. For us a big factor was health insurance. Because I retired at 55 we were going to be on private-pay health insurance for ten years, so we did some research. We estimated it on the high side, and we built a spreadsheet that we took out to age 95. We used an inflation adjustment for each one of the major categories. For health insurance, we didn’t assume 2% annual inflation. We were again conservative. We planned for 5% or 6% annual inflation for healthcare. We knew that paying for health insurance was going to be a big increase.

			Then we asked, “What expenses are going to go down?” We’re going to sell the big house. We’re going to use the equity in the house to pay off the cabin. Our mortgage is going to go away.

			Another big category is vacation. We knew we were going to start traveling in our RV. Let’s say it costs $40 a night to stay in a campground. And then how many miles are we going to drive pulling this thing? And let’s assume we get eight miles a gallon. We got that specific on all areas that we could, to try to build up a projected retirement spending estimate.

			

			Then we said, “Okay, how long do we think we’ll travel? Well, let’s say ten years.” We put the traveling for ten years in the spreadsheet and then we ramped it down. You can model some of these things that will change over time.

			But really, what we focused on were the first two or three years of retirement, because we wanted to make sure we had a really solid conservative spending estimate that was as grounded as we could make it.

			Christine: And how about the income side of the ledger?

			Fritz: Focus on the spending obsessively, and then on the income side and do your work with Social Security. Find out whether you should claim at 62, or 70, or somewhere in between. And again, don’t guess. Get on the Social Security website and figure out your real numbers. Understand your pension if you’re going to have one.

			If you think you’re going to keep working when you retire, you might go down to 20 hours a week, so you’ll only make half as much money as you do now. Be conservative. What if you can’t continue to work, or decide you don’t want to? You don’t want to be obligated to work because that was in your assumption.

			Then look at the safe withdrawal rate assumptions. Let’s say you’re five years from retirement right now. You’re going to continue to contribute to your savings. They’ll likely continue to grow. So project that out and say, “Okay, in five years my investments should be in this range.”

			And then look at 3%, 3.5%, and 4% of that number. And compare that to what you’re spending. That’s how you determine when you can retire. Because ultimately those numbers have to match, and you might have to wait, or you can reduce your spending. It’s just math. But you’ve got to understand the spending side of it first, and then project your income from all the sources you expect it to come from.

			

			The math really does matter, so use a calculator. I used a spreadsheet because I really liked being able to see the nitty-gritty of it. But I also used retirement calculators. Having multiple sources that run the numbers for you gives you an added sense of assurance that you’re not missing something big.

			Christine: In terms of being conservative and thinking about income, is it also worth factoring in the potential for a big market downdraft in that intervening five years, and thinking about how that might affect your retirement date and so forth? Sequence-of-returns risk—the idea that someone might encounter a really bad market and big portfolio losses just before or right after retirement—is a huge risk factor that people need to protect against. 

			Fritz: It’s important to recognize sequence-of-returns risk doesn’t start on the day you retire. It actually starts a couple of years before, and if you get into a bear market two years before you plan on retiring, and your portfolio is taking a 25% hit, it may very well delay your ability to retire. That said, you can find a lot of excuses for delaying your retirement. There’s always something to worry about. You’ll never have a perfect situation.

			At the same time, you’ve got to start changing the way you manage your portfolio as you get closer to retirement, to start building a buffer against that sequence-of-returns risk. Start building cash in your last three to five years of work. It’s not too early to start taking some percentage of your savings, and instead of just blindly throwing it into the S&P 500 index fund, maybe you ought to throw 25% of it into cash. In my last three years of work, for example, I put 100% of my annual bonus in a money market fund. Start building up your cash bucket to mitigate your risk of encountering a bear market before you retire. It’s not too early to think about it, but you also can’t get obsessed about it, right?

			

			Practical steps to take: three years before retirement

			Christine: You have a checklist for people who are three years from retirement. You suggest that they get even more granular when thinking through their in-retirement cash flows, including taxes. Can you talk us through that?

			Fritz: Taxes are something that people don’t necessarily spend enough attention on when they’re thinking about their retirement cash flows. For example, if you’ve got a lot of money in a pretax 401(k) and you’re going to retire before age 65 to 70, that means you’ve got a couple of years before you’re going to start taking required minimum distributions. [Required minimum distributions, or RMDs, apply to tax-deferred accounts once someone reaches age 73.] In that case you could consider getting some of that pretax money converted to Roth before you’re forced into taking distributions; Roth accounts aren’t subject to RMDs and qualified withdrawals are also tax free. That’s cash flow mapping, because if you’re converting pretax dollars to Roth, that’s going to be an extra tax burden you’re going to have to cover. When you’re doing this spending estimate you’d better include it. Then consider how much you think you’ll convert each year, and what the tax burden is going to be. It might be a big number. You’ve got to start making quarterly estimated tax payments, which you have probably not done before. You’ve got to have the cash flow to handle those estimated quarterly taxes because it is a drain on your liquidity that you’ve got to be prepared for.

			Christine: You mentioned Roth conversions. What are the key advantages of doing those conversions, in your opinion?

			Fritz: The main thing that I like about converting pretax dollars to Roth is that if you convert before you’re forced to take RMDs, you have the ability to optimize your tax burden. Let’s use an example. Say you’ve got $50,000 left in your tax bracket [before your income puts you into a higher tax bracket]. In that instance, you could convert $50,000 from pretax to Roth. Not $60,000, because that will push you into the next-highest tax bracket. If you wait until RMDs kick in, your tax bill is out of your control. Your RMD is a mandated number. It might throw you into that higher tax bracket at the same time your Social Security is starting.

			

			So the biggest benefit of converting pretax dollars to Roth is that you’re potentially reducing your tax burden over the entire duration of your retirement.

			Christine: You also have investigating long-term care insurance on the list of to-dos three years before retirement. My thought is that for people who are planning to retire at a traditional retirement age like 65, or even later, that might be a little bit late.

			Fritz: If you look at what the experts say, the optimal time to buy a long-term care insurance plan is probably in your early to mid-50s. You’ll get the best rates over the course of your retirement. If you wait until your early or mid-60s, you’re going to see much higher premiums for the same amount of coverage. So I agree with you that you should look at it before your early 60s, but I would guess that a lot of people don’t, and they’re suddenly caught by surprise as they’re making their retirement plan.

			It’s not too late to have a long-term care plan. My wife and I did a comparison of two scenarios. We met with a long-term care insurance agent. We got specific quotes for different types of long-term care insurance coverage. Our first option was to just start paying those premiums, and then if we need care, we’ll have it up to whatever the limits were.

			Our second option was not to pay those insurance premiums. What if we just kept investing that money and assumed some kind of reasonable rate of return?

			You can build a spreadsheet that projects the difference between those two scenarios. One sees you paying X dollars every month. In the other you invest X dollars every month. What you’ll find is at some point in the future—ours was around age 81 or 82—there’s a crossover point and you can basically self-fund long-term care. That’s because, rather than paying all of those premiums, you’ve invested the equivalent amount of cash. Your portfolio should be big enough that you now have extra assets that you can use to cover some long-term care exposure.

			

			You’ll never know exactly. What if you need long-term care for ten years? You won’t know until you get there. But take the time to think about it. Worst-case scenario, you could go to Medicaid. But you’d rather not have to. If you decide you want to buy a policy, then you’ve got to factor that into your spending for retirement, because that is going to be a cash flow requirement. You can’t start a policy and then not make your payments because you’d lose your insurance. So you’ve got to have it as part of your retirement discussion.

			Christine: For people who decide to go the self-funding route, as you have, and are saving toward long-term care expenses, how would you suggest they do that? Would you suggest they segregate the funds from their spendable assets?

			Fritz: You’ve got to find a balance between how much complexity you want versus how much time you want to spend managing this stuff. If you’re planning to self-fund long-term care, one could argue that you should probably take a little bit of a haircut on your net worth when you’re calculating your safe withdrawal rate. That way you don’t accidentally spend your long-term care fund. But we didn’t take the step of carving it out separately. It’s just a matter of simplicity.

			Practical steps to take: two years before retirement

			Christine: For people who are just a few years from retirement, you talk about the idea of a mini-retirement, where people can think through and live through what retirement will be like. Did you do that?

			

			Fritz: Yes, we did. And I recommend this at two years prior to retirement. The logic is that you’re still working through the estimated spending. You’re still thinking through big questions like whether you’re going to move or not.

			At my two-year mark we took a ten-day vacation. We came up to our cabin in the mountains and said, “This isn’t just another trip to the cabin. Let’s carve out time to think about what it’s going to be like if we end up living here.” It wasn’t activity focused. It was more psychology focused, the relationship stuff. What are we going to do with our time? How are we going to get involved with people?

			It’s intentionally spending time with your significant other, ideally in the place that you think you’re going to retire. It’s taking time to step back and think about the soft side of retirement in more of a structured manner. Go down to the coffee shop and talk about what each of you wants to do.

			Christine: Were there any surprises that came up in the course of your mini-retirement and in the discussions you had leading up to your actual retirement?

			Fritz: The surprise was recognizing that we both wanted time to do things ourselves, but we also wanted to do things together. I call it, “He time, she time, and we time.” I really like to exercise. I like to do trail-running and run in the woods. My wife’s not going to do that. She has stuff that she likes to do: pottery, for example, that I don’t have an interest in. It’s important to build that communication and understanding of what both of you want out of your retirement.

			You can factor this into your spending. If I want to golf once a week with my buddies, I should probably look at joining the country club. What’s that going to cost? You can still plug it into your spending plan.

			Christine: You also float the idea of trying to live on your projected retirement income. You like the idea of trying to do that while you’re still working. Can you walk us through the value of doing that?

			

			Fritz: We like to automate everything. We came up with the amount that we were going to try to live on in retirement and decided to automate our savings to reduce our take-home pay to the same amount, making adjustments to recognize expenses we still had today that would be eliminated in retirement—our mortgage payment, for example. That made it simple. We didn’t have to budget. We didn’t have to track it. If it was in our checking account, we could spend it.

			That’s important because it’s one thing to put it on a spreadsheet, but it’s another thing to actually live it and see if you can get by. Because if you retire and your spending estimate was way too low, you’ve obviously got a bit of an issue. It’s much better to do everything you can to approximate that on the front end.

			Practical steps to take: one year before retirement

			Christine: Let’s talk about considerations for people who are within a year of retirement. You’re a believer in using a countdown clock as retirement gets really close. What’s the advantage of that?

			Fritz: I love it. I actually set my countdown clock when it was like 1,000 days before retirement. There’s something about just glancing at your phone and opening up the app and I’ve got 172 days left, and then I’ve got 165 days. It makes it real. You recognize that what you’re doing at work is fading in importance, and the next stage in your life is approaching faster and faster every day. You’ve got to take time to make that mental shift.

			You still commit to work 100% when you’re there. But instead of worrying about the project you’ve got to get done, start carving out that time to think about what you want your life to be in retirement, because that’s your reality, and it’s counting down every day. Having that mental reminder of how big this transition is going to be and how close it’s getting is helpful and exciting.

			

			Christine: Your checklist of one-year to-dos gets quite specific. You mention tasks like looking at your work computer and copying all of the personal files and photos. Can you talk about that dimension of it—effectively making a break with your employer?

			Fritz: My only computer for years was my work computer. My only phone was my work phone. I would almost guarantee that people have personal stuff on their work computer. So starting about a year before retirement, anytime I got my retirement email from Morningstar, or an email from any of the retirement journals that I was following, I went in and canceled that subscription. Then I signed up for the emails that I wanted to continue to receive with my personal email address. It takes a couple of months to catch all those. By the last month of work, I wasn’t getting anything personal at work anymore.

			I put all the pictures that I’d saved over the years in the cloud. I got them off the work server, so that on day one of retirement, they wouldn’t all be lost. Same for personal contacts; a lot of times they’re intermingled with your work contacts, or you might have work contacts that you want to maintain. Make sure you build some time into it. You don’t want to have all that stuff disappear on the day you retire.

			Christine: I want to ask about the psychological transition from saving to spending. That can really be a big challenge. When I think about myself, I think that’s going to be really hard for me to spend when that time comes. Can you share your perspective on flipping that switch?

			Fritz: Without a doubt, the biggest change that retirement will bring from a financial perspective is moving from being someone who’s been accumulating for years to being someone who’s now pulling money from their portfolio. Your paycheck stops and you’ve got to pull from your investments for the rest of your life. And you never really know if you’re going to die before your money runs out. It’s terrifying. You need to think about what process you are going to set up to make that transition with the least amount of anxiety possible.

			

			Again, you don’t want to wait until a month before you retire. You’ve probably been automatically saving without really worrying about it; now every month you’re going to be pulling money out. How are you going to do that? What system are you going to use? That’s not something you decide in a day, a week, or a month. You need a good six months to really think through your options and start positioning your portfolio—primarily building cash. Ideally, you’d have two to three years’ worth of cash readily accessible on day one.

			How long does it take to build up three years’ worth of cash? It takes a while. You could sell a bunch of stocks and do it that way. But my preferred way is to start redirecting some of those investments in the last year or two of your working life. Take every bonus you get, take any extra income that comes in unexpectedly and shove it all into the cash bucket so that you’ve got that liquidity set aside in an after-tax account. That’s called the bucket strategy. But it doesn’t matter which process or methodology you choose. What matters is that you do choose a methodology and you have a system in place that will allow you to spend without anxiety to the greatest extent possible.

			Christine: How about a Social Security claiming date? It makes sense to think that through before the one-year mark. The data suggests that many people do claim Social Security when they leave their jobs. But starting when you are first eligible, or when you first need that income, isn’t necessarily the best answer.

			Fritz: If you know your paycheck’s going away, that sure would be nice if you had Social Security turned on at the same time. That’s convenient. But convenience isn’t necessarily the optimal answer. If you talk to the experts, most will argue that unless you have a reason to believe you’re not going to have a lot of longevity, you’re almost always better off to delay taking Social Security.

			

			I would run a calculator like Open Social Security. In our case, we’re planning on having my wife claim at age 62, but I’ll wait till I’m 70, at which point my wife will start her spousal benefits. That was the optimal solution suggested by Open Social Security. But what is it going to take me to bridge from our investments so that I can defer until age 70 to start my claiming strategy? That’s something you need to think about with this spending change: Are you comfortable pulling more heavily from your investments for a longer period of time? Over the course of your retirement, your net worth may be higher if you do that. But you’re going to be tapping into your net worth more heavily at the beginning to make that happen. It’s an emotional, psychological thing that you’ve got to work through.

			You never know how long you’re going to live. You may defer and then die a year later. In that case you made the wrong decision, and there’s no way you could have known that. So this is one of those questions where yes, there’s an optimal answer; in many situations, delaying is best from a math standpoint. But you could also say, “Look, I know I’m going to sub-optimize a little bit, but I just have a lot more peace of mind knowing that Social Security is going to be there when my paycheck stops.”

			Christine: Another thing you suggest at the one-year mark is to start being intentional about friendships outside of work. The data suggest that men in particular tend to struggle with maintaining friendships in retirement. Do you have any tips to share? It sounds like finding a community that’s aligned with your sense of purpose has been a good avenue for you. 

			Fritz: Men do tend to have a harder time building relationships than women. In my case, and probably for most men, 95% of my relationships were work-related. It’s where I was every day. We had common interests, we were seeing each other. It’s easy. You go to lunch, you’re hanging out. But as much as you may want to keep those relationships alive, they’re not necessarily going to follow you into retirement. When we surveyed pre-retirees and retirees about this, a much bigger percentage of retirees said they missed their work relationships versus the percentage of pre-retirees who expected they would miss those work relationships. That was the biggest delta in the whole study.

			

			Work relationships are really hard to keep going when you retire because that common interest that you had, and that forced relationship where you were together, is totally gone. Those relationships do tend to fade.

			I encourage people who are about a year from retirement to start being intentional about saying, “Let’s assume those work friends are all gone. Who would I go out and do something with?” Everybody’s got some relationships outside of work. It’s just that we don’t put a lot of effort into them. Well, start putting some effort into them. Lunch, dinner, go out on the weekend, get together at each other’s houses, do whatever you want to do; but find ways to start connecting with people who will be there after your work relationships are gone.

			The earlier you can start that, the better, because it’s something you have to ramp up. If you’ve got it halfway ramped up by the time you retire, you’re going to be in a much better situation than if you wait until day one of retirement and realize you suddenly don’t have any friends. It doesn’t cost you anything. It’s just making the effort to get engaged with people and do things.

			Also, find something that you would be interested in doing and start volunteering on weekends, getting involved in other organizations. Start testing the waters with different activities that you might enjoy, and get a sense of the type of people who are doing the same things. Are they people that you like? If you start connecting with a few of them, invite them out to lunch tomorrow. Make intentional approaches to building those relationships as early as you can while you’re still working. We’re meant to be “people people.”

			

			My takeaways

			
					Getting ready to retire involves lots of activities that, taken together, can seem daunting. Breaking it down into smaller, phased tasks—jobs at year three, jobs at year two, and so on, can make it more manageable.

					Retirement isn’t just a transition for people who do paid work. People who have been caregivers for elderly parents, for example, might feel a loss of purpose when they’re no longer doing that “job.” They need a retirement plan just as much as the person who’s retiring from paid work.

					If you’re pondering relocation for your retirement, trial run it before you officially move.

					Be ultra-specific about what you expect your in-retirement budget will look like and consider trying to live on your projected spending amount. Is it realistic?

					Transitioning to spending from your portfolio after a lifetime of saving can be psychologically difficult. Start the process by steering new investment contributions to cash in the two to three years leading up to retirement.

					Paid work can bring relationships and purpose, but so can pursuing a passion project like the charity that Fritz and his wife started. If you don’t need to continue working for money, brainstorm about what other activities can replace the things you enjoyed the most about your job.

			

			Related resources

			The Retirement Manifesto Blog: www.theretirement manifesto.com.

			“20 Steps to Take in the Year Before Retirement,” by Fritz Gilbert, theretirementmanifesto.com, January 2, 2019: www.theretirementmanifesto.com/20-steps-to-take-in-the-year-before-retirement.

			

			“The Ultimate Pre-Retirement Checklist,” by Fritz Gilbert, theretirementmanifesto.com, March 27, 2018: www.theretirement manifesto.com/the-ultimate-pre-retirement-checklist.

			Freedom for Fido: freedomforfido.com.

		

	
		
			

			Lesson 3: Laura Carstensen

			Nurture Your Relationships

			My colleague jeff ptak and I have been working on a podcast together since 2019, The Long View. Jeff’s an investment guy, so his favorite episodes tend to be interviews with fund managers and the like, whereas I love the ones that relate to financial planning and retirement planning. One conversation that we were both equally effusive about was held with Stanford researcher Laura Carstensen, who heads up the Stanford Center on Longevity. During the course of our one-hour conversation, we touched on so many important topics: work, purpose, health, and longevity, to name a few.

			Much of Dr. Carstensen’s work relates to relationships—how big a role they play in our life satisfaction and well-being, as well as how they change as we age. I asked her to focus on that for this conversation.

			[image: ]

			What contributes to longevity?

			Christine Benz: You’ve studied longevity at length. What are the key factors that contribute to a long life? We know that genetics play a big role. But what are the things that are somewhat within our control?

			Laura Carstensen: Well, here’s the good news if you want to know what you can control: Genetics plays a much smaller role than our behavior and our lifestyle. Those people who parse genetics and lifestyle factors say it’s about 30% genetics and 70% how we live our lives. The point here is that developing a healthy lifestyle will go a long way toward a long and healthy life, even if your genes aren’t working in your favor for most things. It’s very much about your day-to-day life, and how you eat and move and socialize.

			

			Christine: As you look at the data on what contributes to a nice long life, are there any factors that might surprise people who are reading this?

			Laura: What surprises a lot of people is that social relationships and happiness are powerful predictors of longevity. And much more obvious to most people is that the quality of the life you live is influenced by social relationships, probably more than money, except perhaps in the case of extreme poverty. Where you live, what you’re working on, being surrounded by people, being a part of something—it’s kind of fundamentally human. And we wouldn’t survive as humans without having people in our lives who took care of us, who were willing to lay down their lives for us. That’s the story of parenthood.

			We evolved to experience a physiological response to being a part of something, being loved, being cared for, being part of a community. So it’s really important for people to continue those things as they get older. It’s important throughout life. But as we get older, it becomes something you need to be consciously aware of, because we have fewer social structures around us that make sure those things are there.

			How social networks change

			Christine: You’ve researched how people tend to change their approach to their social networks later in life. It sounds like the general conclusion is that those networks get a little smaller, and that’s not entirely a bad thing. Can you talk about that?

			Laura: Not only is it not entirely a bad thing; it looks like it’s a good thing. For a long time, gerontologists had observed that social networks become smaller for older people, and they just assumed this must be why older people are sad and depressed. We’ve found out that older people aren’t sad and depressed. They’re less sad and depressed than middle-aged and younger people are.

			

			It’s in part because these networks are smaller. What happens across midlife is that people begin to prune their social networks, deliberately making them smaller. You’re getting rid of some of the relationships you had mixed feelings about or that weren’t particularly satisfying. As we live our lives, we end up with lots of people in our social networks. Sometimes they’re coworkers, sometimes they’re the parents of our children’s friends. We call these more distant relationships “peripheral others.” Those are the ones that fall away and lead to networks getting smaller.

			The inner circles that people have, the relationships that are predictable and long, and emotionally significant—they stay. So you end up with a social network that’s been distilled in a really powerfully good way. Now you’re surrounded mostly by people you really care about, and people who care about you.

			Christine: But it seems like there are risks to this, right? If I have a smaller inner circle and I lose one or more of those people—they die, they move away—that’s terrible.

			Laura: My group has looked at that, longitudinally, to see what happens when you lose people from the inner circle. What mostly happens is that someone who has been slightly outside of that inner circle moves into it. Let’s say you lose a child; a niece might come into that inner circle and play a more important role. It’s not like brand-new people appear in there; there’s a kind of redistribution of those people who are pretty close.

			Here’s a fact that surprised me at first: When men are widowed, they often remarry, and they remarry very good friends of their wives. That makes a lot of sense, because these are people that they know. People like other people by virtue of who else likes them. So they’ve been carefully selected. It’s not that common for a person to meet somebody brand new and go on to marry them. It’s much more likely that they’ll have someone enter that network who was always kind of hovering around.

			

			Christine: What’s the ideal number of people to be part of an inner circle?

			Laura: These networks can get too small, and it looks like the magic number is about three or four. If you have fewer than three or four people in your network who are so close that you can’t imagine life without them, then you’re in trouble. People die, things happen. There needs to be some kind of buffer there.

			Christine: Can you talk about whether marriage tends to be a predictor of longevity and happiness in any way? Or is it more nuanced than that?

			Laura: For years it’s been well-documented that married men live longer than single men. For a time, the literature concluded that single women live longer than married women.

			Now, if you begin to parse that a little bit, it looks like marriage is good for men in terms of longevity, whether it’s a good marriage or a bad marriage. If you take a marriage where the wife says the relationship is wonderful, she’s in a great marriage, she also benefits in terms of longevity and life expectancy.

			The moral of this is that for men, the quality of the relationship doesn’t matter. They benefit. For women to benefit, the relationship quality has to be high.

			Christine: Any thoughts on why that would be?

			Laura: In part it’s that women tend to feel like it’s their responsibility to make sure they have a good relationship. Wives tend to feel that more than husbands do. Husbands can kind of disassociate from the relationship and say, “But life is good.” For wives, if their marriage really isn’t good, they’re somehow failing.

			One study I read asked two questions: “How satisfied are you with your life?” and “How satisfied are you with your marriage?” Men would tend to say, “Life is great; marriage not so great.” Women, on the other hand, would look at the researcher like they were crazy when asked the second question, as if to say, “I just told you that my life is terrible! Aren’t you listening?” Men seem to be able to compartmentalize.

			

			Building social networks

			Christine: Can you talk about shy or introverted people with respect to social networks? What if your happy place is with your head down working in your garden or reading a book? Does that mean that you’re doomed to be less happy and successful later in life?

			Laura: It does not, and many people are more introverted than extroverted. The American culture tends to focus on being extroverted—on people who have a lot of friends and go out to parties. We tend to think those are the happy people, and the ones you just described are less so.

			Studies on extroversion and introversion show that extroverts are people who derive energy from being around other people, and introverts are exhausted by other people. It doesn’t mean they don’t like them. It doesn’t mean they can’t be with them. But they drain energy. 

			When I go to a conference and I’m talking to people all day long, it’s just fine. I’m happy to do it. But, boy, I’m knocked out at the end of the day. I really want to just collapse alone in my hotel room, order room service, not talk to another person. There are other people who go to a conference thinking, “This is great! I can go see more people.”

			But there’s no evidence that extroversion—high sociality—is better for people than low sociality, within constraints. If you’re completely isolated, if you don’t have anybody in your life who cares about you, you’re in trouble. But that’s not the same as being an introvert.

			

			Christine: It seems like diversifying a social network across age groups can make sense. What other steps can people take to ensure that they stay happy and satisfied throughout their lives?

			Laura: Diversification is actually a really good model for retirement generally. We should have a variety of things in our lives that we do. People who engage in a variety of activities as opposed to only one also tend to be healthier and cognitively more fit. A good model is to always be looking for something new or learning something new. That could involve joining a book club and reading, or it could be learning how to play an instrument, learning how to speak another language. Or just planning a vacation, doing it on your own. Don’t get a travel agent to do it. Start looking online at the different kinds of things you might do, and the hotels and the kinds of activities you might engage in. All of that’s really good for people. It’s stimulating.

			The other thing people should do is to maintain something really meaningful in their lives. For a lot of people that’s work, and so when they retire, they lose that sense of being important and being needed. We need to find ways that we can still experience that when we’re retired. A lot of people do it through mentoring others, through volunteering, and sometimes through part-time work. Having less work but still working is a good model.

			The role of work

			Christine: The more I’ve worked on retirement the more I’ve concluded that many people should continue working in some capacity if they can, and not just for financial reasons.

			Laura: Work is good for people. The way we work is not. Many people feel like they want to retire because the working models that many of us today live by—and I’m including myself here—are way too pressured. If you’re working a job and you’re putting in a 40- to 50-hour week and you’re not taking much in the way of vacations and you’re just kind of always “on”—even when you do take a vacation, you bring along your iPhone and your iPad and you’re checking your email—that’s not good for people.

			

			That said, going from that to a complete sense of “Nobody needs me. I’m not obliged to do anything,” is just as bad. People think about retirement as a way to break out of that pressure. What we really need is to change the way we work throughout our working lives. But certainly, as you get older and you start to have some ability to work less and to be more flexible in your work, keep in mind that doing some work is good for most people.

			Christine: What about the connection between work and social networks? I’ve heard that men, especially, tend to derive a lot of their social engagement from work, and that they may struggle as they step away from work.

			Laura: That’s exactly right. Men tend to define themselves more as workers than women do—even among women who work. It looks like that’s because we women define ourselves as workers and friends and mothers and neighbors. So we have a more complex image of ourselves. Whereas for many men, if you ask, “Who are you?” The answer is, “I’m a financial advisor—period. That’s who I am.” For men who have that sense of their identity, retirement can be hard.

			Christine: What about virtual communities—social media networks—or even the fact that a lot of us stay in close touch with our friends and family via text messages? Can you talk about virtual communication and virtual socialization versus doing those things in person?

			Laura: We have so much to learn about this. It’s such a good question, and I think about it for myself. I have friends who live thousands of miles away and are really meaningful to me. We do communicate. What we don’t know yet is what the ratio of virtual contact to face-to-face contact needs to be. With almost all close relationships that have evolved over time to become virtual, there was a period where you did know the person well face to face. These are like old college friends, or a coworker you used to see a lot. When you have that kind of foundation, it’s easier and almost only positive to be able to supplement that with virtual contact.

			

			The question is, can you form a strong relationship if it’s virtual from the get-go? We just don’t really know the answer to that question.

			It’s also important to think about supplementing our virtual contact with face-to-face contact. With these friends we mostly communicate with by text or by phone, if we never saw them again, or went ten years or 20 years without seeing them, would something change? We don’t know the answer to that, either. But I wouldn’t be surprised if it did over time.

			Christine: From this conversation I’m taking away that I want to nurture my social networks, not worry too much if they get smaller, and also think about having some regular activities that confer a sense of purpose—try some new things. Are there any other key takeaways if people are thinking about happiness later in life?

			Laura: People think about exercise being needed for your health. And that’s true, for physical health. But exercise is probably the best thing you can do for your mental health, too. In fact, there are studies suggesting that exercise is as good as behavioral therapy for depression. Getting out of the house, going for a walk, things like that are really good for us, psychologically.

			The other thing that’s becoming increasingly evident is that nature has an effect on our mood. There was a great article in The New York Times just a couple of weeks ago, that found listening to birdsong for six minutes significantly reduced anxiety and depression. When I read it, I was at first surprised, but only for a nanosecond. Then I thought, “Of course.” When you sit outside or you go to a park and you hear the birds, and you’re looking around—and if you’re like me, you’re trying to figure out which bird makes which sound—it’s a good treatment. It isn’t necessarily something people think to do when they’re in a bad mood, but they should. Nature is important.

			

			Christine: Ideally, it seems like you could perhaps bring some of these things together. For example, you could go outside for exercise, in nature, with a friend. That seems to check a lot of boxes.

			Laura: That’s right. But the bottom-line message is your social relationships contribute to your happiness more than any other one thing. You used the word “nurture.” We really should pay attention to our relationships and make sure people don’t fall away from us over the years. Stay in touch. It doesn’t take a lot to do that. It’s a phone call once a month. Even a phone call once every six months can be enough to keep a close relationship going.

			Throughout our lives we really should pay attention to those things, to make sure that there are people there when we need them, and people who need us. Being needed is just as important as other people being there for us when we need something. Being needed is an essential human quality.

			My takeaways

			

			
					We hear so much about the role of genetics in our life expectancy, but lifestyle choices play an even bigger role. It’s empowering to think about doing a few simple things better tomorrow—getting in 10,000 steps or reaching out to a dear friend you haven’t seen in a while.

					Having satisfying relationships is a major predictor of life expectancy. It’s even more important than our level of wealth. So we need to tend to our relationships just as we do our portfolios, and maybe even more! 

					Our social networks tend to shrink as we age, but that’s not a bad thing because people are getting more selective. They’re choosing fewer, deeper, more meaningful relationships rather than a diffuse network that includes people they’re friendly with but whom they care less about.

					Because things can change as we age—friends might relocate or fall ill, for example—it’s valuable to diversify your group of close friends just as you might diversify your portfolio.

					Having a job can contribute to relationships and help provide a sense of purpose, and in turn may contribute to longevity. But working too much or too intensely isn’t great.

			

			Related resources

			Stanford Center on Longevity: longevity.stanford.edu.

			“Older People Are Happier,” by Laura Carstensen, youtube.com, April 19, 2012: www.youtube.com/watch?v=7gkdzkVbuVA.

			“Laura Carstensen: I’m Suggesting We Change the Way We Work,” morningstar.com, September 14, 2021: www.morningstar.com/retirement/laura-carstensen-im-suggesting-we-change-way-we-work.

			“Selective Narrowing of Social Networks Across Adulthood Is Associated With Improved Emotional Experience in Daily Life,” by Laura L. Carstensen and Tammy English, researchgate.net, March 2014: www.researchgate.net/publication/262941050_Selective_Narrowing_of_Social_Networks_Across_Adulthood_is_Associated_With_Improved_Emotional_Experience_in_Daily_Life.

			“The Best Years of Your Life,” Hidden Brain podcast: hiddenbrain.org/podcast/the-best-years-of-your-life.

		

	
		
			

			Lesson 4: Mary Beth Franklin

			Get the Most Out of Social Security

			At some point mary beth franklin made a genius decision. Rather than being a generalist investing and retirement reporter, she decided to go deep on a single topic: Social Security. 

			She pored over every Social Security document she could get her hands on. She met leaders and talked to rank-and-file workers in the Social Security Administration. She got to know Social Security’s often arcane rules so well that she could practically recite them. Thanks to her dedication, she became one of the United States’ pre-eminent experts on the ins and outs of Social Security. 

			Deciding when and how to claim Social Security benefits is one of the most important decisions that retirees will ever make. In an era when pensions are the exception rather than the rule, Social Security represents one of the few sources of guaranteed income that lasts a lifetime, no matter how long you live. Plus, unlike many private pensions, Social Security benefits are adjusted for inflation to help retirees maintain their buying power over time.

			When I started to work on this book, I knew that it had to have a chapter on Social Security, which is a lynchpin for retirees in the U.S. And I also knew who I would turn to for the discussion: Mary Beth.

			[image: ] 

			

			When to claim benefits

			Christine Benz: One commonly dispensed piece of advice around Social Security is to delay claiming if you can. Can you walk through the benefits of delaying, and who that decision is right for?

			Mary Beth Franklin: When you work and pay FICA payroll taxes, you earn up to four Social Security credits per year. You have to have at least 40 credits—essentially meaning, you have to work at least ten years in covered employment, paying FICA taxes—to be eligible for Social Security benefits when you reach eligibility age. But once you have earned the required number of credits, that doesn’t tell you how much you’re going to get. That’s based on your average lifetime earnings, and, most importantly, the age when you first claim.

			You can claim benefits as early as 62, which for some people might make sense, as long as they are aware that their benefits are permanently reduced if they claim before their full retirement age. In addition, people who claim early and who continue to work will get this permanent haircut for claiming early, and may also lose some or all of their benefits, at least temporarily, if they make too much money, which is defined as about $22,000 a year in 2024.

			If you wait until your full retirement age, which could be anywhere between 66 and 67, depending on when you were born, you get your full benefits that you have worked so hard for. But if you’re able and willing to wait a while, you can earn a spectacular 8% extra per year for every year you postpone claiming beyond your full retirement age, up until age 70. For example, if you retire at age 67, and you wait three years to claim, at age 70 you’re getting an extra 24% on top of your full benefit. Now you’ve got this bigger benefit base. And each year, when there’s a cost-of-living adjustment, it’s applied to a bigger base. 

			You’re going to get more Social Security benefits over your lifetime if you delay and you live until at least average life expectancy. If you live longer, delaying is a really good decision. If you don’t live to average life expectancy, maybe it wasn’t the best decision for you.

			

			Christine: You mentioned there might be certain instances when claiming early actually would be the right decision. If you believe you have a shortened life expectancy because you have encountered some illness, and your doctor is saying, “Expect this…” then it may, in fact, make sense to claim earlier?

			Mary Beth: It makes sense to claim earlier in three instances. First, if you’re in poor health and not likely to make it to average life expectancy, and you’re single, it makes sense. 

			Second, if you need the money. Think of how many older workers lost their jobs during the Covid pandemic. They were forced to retire sooner than they thought, and maybe that retirement income plan isn’t quite what they had pictured. If you need the money, go ahead and take it.

			Third, filing early might make sense for some married couples with different earnings histories, one higher, one lower. For example, one spouse, preferably the one with the bigger benefit, might decide to delay until 70. In that instance, the other spouse, who might have been the lower lifetime earner, may want to go ahead and claim benefits early at 62, even though her retirement benefits would be permanently reduced. That’s because it’s likely that her survivor benefit is ultimately going to be bigger than her own benefit. If the higher earner waits until age 70 to claim the biggest retirement benefit possible, it will likely translate into the biggest survivor benefit possible for the surviving spouse if the higher earner dies first. It’s important to realize that retirement benefits and survivor benefits represent two different pots of money. Even if the lower earner claims her own retirement benefit early, and that benefit is permanently reduced, she still could get full survivor benefits if she is at full retirement age when she claims a survivor benefit. Survivor benefits are worth 100% of what her late spouse was collecting when he died. So, there is this possibility for married couples to have one delay and the other one claim early, bringing some cash flow into the household. If the early filer is ultimately the surviving spouse, she is still likely to get a survivor benefit that’s maximized based on her late husband’s benefit.

			

			So yes, there are three groups of people who may want to claim early. You’re sick, you need the money, or maybe you’re the lower-earning spouse in a couple. If you’re sick and married, and you are the major breadwinner, it does not necessarily make sense to claim early. Because if the bigger earner is diagnosed with a terminal illness and claims at 62, they’ll get 70% to 75% of their full retirement age benefit because they’re claiming early. When they die, the surviving spouse’s survivor benefit is based on that reduced retirement benefit.

			Christine: Can you explain why Social Security offers a much bigger benefit for people who delay?

			Mary Beth: Assuming you live until average life expectancy, it’s actuarially the same no matter when you claim. Whether you claim smaller benefits early at 62, or full benefits at your full retirement age, or delayed benefits up to age 70, the amount you receive over your lifetime will be about the same.

			But if you live beyond average life expectancy, which is about 84 for a 65-year-old man and about 87 for a 65-year-old woman, you would have been better off delaying in the sense of maximizing your benefits over your lifetime.

			Filing early and investing the money

			Christine: One thing I sometimes hear from avid investors is that they can out-earn the increased payout from delaying Social Security if they make an early Social Security claim and then invest those funds in the market. What do you say to that?

			Mary Beth: They might, depending on the year. You might get a 30% return, or you might lose 30%. It’s only fair to compare the concept of delaying Social Security to investing in a risk-free investment like a CD [certificate of deposit] or a bank account. Over the past ten years, you were getting 0% on that bank account, and the government’s offering you 8% a year for delaying. Now interest rates are creeping up; as we’re having this conversation in 2023, you could get a CD for 4.5% or even 5%. Given that, some people might be more comfortable taking Social Security and putting the money in a CD for 5%. Yes, it’s less than the 8% you pick up by delaying. But you’ve got that bird in hand.

			

			Putting the money in the stock market, on the other hand, is very iffy. If you’re feeling lucky, that’s great. You might really increase your returns, but you have to be prepared to lose it as well. For many Americans, particularly for those who don’t have pensions, this is the only source of lifetime income they have, and it’s cost-of-living adjusted. Even if you’re buying an annuity, in most cases that is not cost-of-living adjusted. There’s a whole lot to be said for guaranteed, cost-of-living adjusted income for the rest of your life, no matter how long you live.

			Christine: Can you talk about how the cost-of-living adjustment from Social Security works?

			Mary Beth: Ever since 1975, Social Security benefits have been automatically adjusted for inflation each year based on increases in the Consumer Price Index. In a few years when there was no measurable inflation, there was no cost-of-living adjustment (COLA). Social Security beneficiaries got a whopping 8.7% COLA in 2023, the biggest in more than 40 years, followed by a more modest 3.2% increase in 2024. Even if you have not yet claimed Social Security, any annual COLAs from the time you turned 62 until you claim Social Security are automatically baked into your future benefits.

			Christine: I want to talk about this concept of breakeven analysis, which I know some people use when they’re thinking about when to file for Social Security. Can you talk about what that means?

			

			Mary Beth: Break-even analysis basically asks, “How long do I have to live to make the decision to delay benefits worthwhile?” Once you reach the breakeven age, any benefits you receive after that point would result in larger total benefits over your lifetime. For example, you could choose to collect permanently reduced benefits at age 62 or larger benefits if you wait until your full retirement age to claim them. At 62, you would receive smaller monthly benefits starting five years before your full retirement age of 67 or full benefits if you wait until 67 to claim Social Security. If you live to about 78, the amount you claim up to that breakeven point would be about the same whether you chose reduced benefits early or larger benefits at your full retirement age. But if you live beyond the breakeven age of 78, all the benefits from that point forward would result in larger total benefits over your lifetime. And keep in mind, 78 is less than the average life expectancy. A typical 65-year-old man will live to 84, a typical 65-year-old woman will live to 87, and for married couples there’s a 25% chance that one spouse will live until at least 92.

			What about delaying benefits until they are worth the maximum amount at age 70? The difference between claiming reduced benefits at age 62 versus waiting until age 70 to claim your maximum benefit means your monthly benefits would increase by 76% for the rest of your life. You would have to live to about 83 to make the decision to delay claiming until 70 worthwhile in terms of total lifetime benefits, but that’s still less than average life expectancy. 

			And then there’s always that question: Even if it’s a slightly better decision to delay, what happens if I die before that? That’s when it depends on your marital status. If you’re single, choose to delay, and die before claiming, that’s unfortunate, because technically, you don’t have any survivors, and that money just goes back into the social insurance pool to be distributed to other beneficiaries. If you’re married and you die before claiming, your surviving spouse is going to be eligible for a survivor benefit based on what you would have been entitled to when you died. 

			

			For example, say you were married and planned to wait until age 70 to claim your maximum benefit. But you died at age 68, two years after you reached your full retirement age of 66. Your surviving spouse would be entitled to survivor benefits worth 100% of what you were entitled to at the time of your death. In this case, the survivor benefit would be worth 116% of your full retirement age amount thanks to two years of delayed retirement credits worth 8% per year. Assuming your widow was at full retirement age when she claimed survivor benefits, she would receive the full amount of the benefit you had earned by the time you died—even if you had not yet claimed them.

			Christine: Is breakeven analysis a good idea, then?

			Mary Beth: The Social Security Administration used to include a breakeven analysis calculator on their website. Researchers found that when people used this calculator they were more likely to claim early, thinking, “I’ll never live that long. I’m going to grab it while I can.” Social Security no longer has that tool on their website because they felt it was detrimental.

			The health of the Social Security program

			Christine: People are worried about Social Security and the trust fund that backs it. Should they be? Are cuts to benefits or other changes to the program likely?

			Mary Beth: I can’t tell you what’s going to happen with Social Security reform. But Congress knows that old people vote in higher percentages than anybody else. I find it hard to believe they’re going to tell what will be about 70 million people by 2033, “We’re going to cut your benefits.” I don’t see that happening.

			There are all sorts of things lawmakers can do. They can tweak the benefit formula. They could gradually raise the full retirement age for future retirees. I’m talking about today’s two-year-olds. They’ll get used to it. They’re going to live to be 120!

			

			The scarier part for higher-income retirees will be, are they going to tax 100% of Social Security benefits rather than up to 85% today? Quite possibly. Are they going to do some sort of means testing, reducing benefits for higher-income people? Possibly, I don’t know. One thing that I’m hearing a lot more about is how things are different now than they were in 1983. In 1983 we could pull levers like gradually raising the full retirement age over 40 years, and taxing Social Security benefits for the first time. They could fix it in time because they had 30-plus years to build up these surpluses.

			Apparently the numbers are too big right now, so that when we get to 2033, these levers we’ve used in the past aren’t going to be enough. There is some talk about how there needs to be an injection of general revenues, at least temporarily, to get us over a generational hump. It doesn’t have to be forever. But if there’s going to be some infusion of general revenues, that changes the whole metric of Social Security as a standalone program.

			I don’t know what’s going to happen. I do believe there will be a fix. But in the meantime, it’s a responsibility of every person to pay attention to what Congress does as the trust fund exhaustion date grows nearer.

			Christine: I sometimes hear from people who are worried about Social Security and they say, “I’m going to take my money and run because I’m worried about the health of the program.” Is that the sound way of thinking about it?

			Mary Beth: There are a lot of people who have that concern. They don’t trust the government. They think the trust fund is going to run out, or they think Congress is going to change the rules. Higher-income employees, especially, might think they’re going to get screwed somehow. So they take it at age 62.

			If you file for Social Security at 62—let’s assume your full retirement age is 67—that’s five years early. You’re immediately taking a 30% cut across the board. You’re getting 70% of your full retirement age benefit for the rest of your life. Let’s imagine a worst-case scenario that in 2033 the trust funds run dry, and that Congress does nothing, which is really quite unthinkable. But for argument’s sake, let’s say Congress has done nothing. Now there’s only enough money from ongoing payroll taxes to pay 80% of benefits. You’ve already taken a 30% haircut and now you’re going to take a 20% haircut on top of that.

			

			Is that worth the gamble? I don’t have a crystal ball. I believe that people should only make decisions based on current law. If you need the money because of health or finances, you should claim it whenever that is. You need it. But if you’re claiming early out of fear, that’s like selling stocks in a down market. The only thing you have guaranteed is you have locked in a loss.

			But people are concerned about the dysfunction of Congress and the fact that the projected depletion date is growing closer and closer. It’s not like this is a surprise. For decades Congress knew that the Social Security reserves were not going to last forever.

			Social Security and the rest of the retirement plan

			Christine: What are the implications for the rest of the retirement plan if someone decides to delay? If they’re retired and not working, that will necessitate heavier portfolio withdrawals earlier on, before Social Security starts. How can people troubleshoot that issue to ensure they can extract the income they need and make sure the portfolio will sustain itself over their whole retirement?

			Mary Beth: You’re essentially talking about tapping your retirement savings first in order to buy yourself a bigger Social Security benefit later. A lot of it’s going to come down to your total assets and your income needs in retirement. Say I’m going to retire at 65. I’m not going to collect Social Security till 70, but I need income. I’m going to start drawing down on my retirement savings. Or maybe I decide to work part-time as a way of staying active and generating income.

			

			The answer also depends on what tax bracket you’re in. And most importantly, from my perspective, are you going to be affected by Medicare’s surcharges for high-income people? In 2024, these surcharges apply if your income is $103,000 or more if you’re single, and double that, $206,000, if you’re married. If you’re one of those higher-income people, the benefit is that if you start drawing down your retirement savings now, you are most likely going to reduce your future required minimum distributions from tax-deferred accounts like IRAs and 401(k)s because by definition your nest egg is going to be smaller. By reducing those future RMDs, you are also likely to reduce your future income taxes and possibly your Medicare high-income surcharges, officially known as Income-Related Monthly Adjustment Amounts or IRMAA. That can be a good reason to draw down those taxable qualified retirement accounts early. And presumably, when the higher Social Security benefits are kicking in later, you may be able to scale back on your annual withdrawals from your portfolio.

			Christine: How about portfolio structure in that scenario? It seems like you would also want to have conservative investments queued up to supply you with that stream of income that you’re going to need from your portfolio rather than being too risky and potentially having to withdraw from depreciating assets.

			Mary Beth: I personally have done this very thing. I have some of my assets in annuities, and I like the idea that I can draw down some guaranteed income. Between my Social Security and my guaranteed annuity payments, my fixed costs are covered. Everything else is discretionary.

			I am not comfortable with the idea of just taking a 4% withdrawal, adjusted for inflation, from my portfolio. That’s fine for my discretionary money, but I want some guarantees built into my retirement income. When I retired from Kiplinger’s magazine, the company originally had a pension, but they froze it after I had worked there for five years. After I left the company, I was allowed to elect to take a future monthly pension or take a lump sum, which I normally don’t recommend. But I did take the lump sum, and I used it to buy an annuity. A lot of people said I was crazy, but I did it for the guaranteed income. I bought a deferred variable annuity, which, at the time, was invested in the market with guaranteed income benefits. My balance was growing by a minimum of 6% a year or a market return, whichever was higher. I am very comfortable with that decision. I realize not everybody had those choices. The annuities available today are not the same as they were ten years ago. But maybe I’m more fiscally conservative than I like to admit.

			

			Christine: It should be noted that the variable annuity landscape is confusing. It’s polluted with terrible products. You really need to do your homework before pursuing any product like that.

			Mary Beth: A lot of people will say, “Look how expensive an annuity is compared to investing in an index fund.” Absolutely, because this is apples and oranges. The index fund is a pure investment, and it’s a great cheap way to grow your portfolio if the market goes up. The annuity, which may have underlying market investments or some sort of fixed-income component, is coupled with insurance. That’s the underlying reason annuities are more expensive than a pure investment vehicle, because you’re buying some guarantee.

			Social Security planning for single people

			Christine: I wanted to talk about specific Social Security strategies for various types of people. You’ve already referenced how marital status might influence how you approach this.

			Let’s start with single people. There is some consensus that for singles, delaying Social Security is a good decision, unless, of course, they have a reason to believe they have a shorter-than-average life expectancy. Can you expand on that?

			

			Mary Beth: For a single person the decision is pretty straightforward. Their benefits are going to be based on their average lifetime income and the age when they choose to claim. I would encourage singles, particularly those who are still working, to wait until at least their full retirement age so they’re getting their full benefit.

			The question for singles then becomes, is it worth delaying until age 70? This question is a little tougher. Your benefit will be bigger the longer you delay, and if your finances are such that this bigger Social Security benefit is going to make a big difference in your income, it would definitely make sense. But there is the challenge that if someone who is single plans to delay and then dies before claiming, nobody is getting that benefit. That tends to make a lot of single people uncomfortable. I would say delay until at least your full retirement age and then assess.

			It’s important for people to realize this is not an all-or-nothing decision. You can always change your mind later! I may say, “My full retirement age is 67. I’m going to wait till 70.” But then when I get to age 68 I might say, “You know what? I’d really rather take it.” Go ahead. There’s no penalty there. You’ve earned your one year of delayed-filing credit.

			Do what feels right to you. But wait until at least full retirement age, if possible.

			Social Security planning for divorced people

			Christine: Let’s move on to people who are single, but divorced. That gets a little more complicated. It’s not as straightforward as looking at your own earnings history and health situation, right?

			Mary Beth: This is very important. Many people don’t realize that if they had been married for at least ten years before divorcing, they may be eligible for benefits on an ex-spouse’s record. If you claim your benefits at your full retirement age and your benefits as an ex-spouse are larger than your own retirement benefit, you’ll get the larger of the two benefits. You don’t get to choose.

			

			If you were married at least ten years before divorcing and your ex dies, you are entitled to a survivor benefit. Many divorced people do not know that survivor benefit is worth 100% of what the ex was collecting or entitled to collect at the age when they died, even if they had not yet claimed benefits. Survivor benefits after your ex dies are worth up to 100% of what they were collecting compared to spousal benefits that are worth up to half of their full retirement age benefit amount. Yes, that means your ex-spouse is worth twice as much dead than alive! Most divorced people will tell you that, but they may not have realized it’s literally true with Social Security.

			If you’re entitled to your own retirement benefit and your ex-spouse dies, you’re also entitled to a survivor benefit. You might be able to claim one benefit first and switch to the other later. A survivor benefit is worth the maximum amount if you claim it at your full retirement age. Your own retirement benefit continues to grow by 8% a year up until age 70. If your own benefit at 70 is bigger than the survivor benefit, you can switch.

			There are some really important things for divorced spouses to know. First, you must be married for at least ten years before divorcing and be currently single to collect benefits on your ex’s earning record, assuming your spousal benefits are larger than your own retirement benefits. If you wait until age 60 or later to remarry, you lose the right to collect spousal benefits on your living ex, but if your ex dies, you are eligible to claim survivor benefits even if you are married to someone else at the time. So if you plan to take a second trip down the aisle, you may want to wait until 60 or later to do so.

			Social Security planning for married couples with different ages and earnings histories

			

			Christine: Let’s move on to married people. As you’ve alluded, the calculus gets a little more complicated because you’re dealing with two ages and life expectancies, and two sets of earnings histories.

			Let’s walk through a common scenario in which you’ve got one higher-earning person, perhaps the older person, if even by a year or two. And then you’ve got one lower-earning person who’s younger. Can you talk about how the claiming strategy would work out, and what would often be advisable in that situation?

			Mary Beth: I usually say split the difference. Have the older, higher earner wait until age 70 to maximize his full retirement. And if, in fact, it’s the husband who’s older, he’s likely to die first. By maximizing his retirement benefit, he is also maximizing the future survivor benefit for his widow.

			Having made that decision, let’s assume the wife is the lower earner and has a retirement benefit of her own. It’s smaller and she’s not working. She may even want to claim it at age 62, bringing some money into the household while the other one waits until age 70. Even though her retirement benefit will always be reduced because she claimed early, she steps up to a larger spousal benefit once her husband claims. But if her husband dies first, she now steps up to a survivor benefit. If she’s at full retirement age at the time, there is no reduction. Even though her retirement benefit was permanently reduced because she claimed it early, it will have no impact on her survivor benefit as long as she is at least full retirement age when she claims it. So, it’s a really good split strategy for married couples.

			Christine: This is a good juncture to talk about what happens with widows and widowers with respect to Social Security. This is a topic that is underdiscussed. If a couple is getting two sets of benefits during their lifetimes and one partner dies, can you discuss what happens? It’s essentially a paycheck reduction for the household.

			

			Mary Beth: Absolutely. Let’s take a really simple example. We have a husband with a benefit of $2,000 a month and let’s say the wife didn’t work. She has a spousal benefit of $1,000 a month. That’s $3,000 total. He dies. She steps up to his $2,000 a month; she receives 100% of his benefit as a survivor benefit. But guess what? Her $1,000 a month goes away.

			The monthly household Social Security income has dropped from $3,000 to $2,000. It’s a 33% cut. That’s why it’s so important when couples, particularly, are thinking about retirement and income plans to always think about what happens to the surviving spouse.

			Depending on your Social Security claiming strategy, that person is likely to get more through the survivor benefit. But then look at the rest of the retirement income plan. Did the late husband have a pension with the survivor benefit? Did he have IRAs with the wife as the designated beneficiary? Is there life insurance? Is there an annuity with a survivor benefit? You always have to look at what is going to be left for that surviving spouse, because by definition the total amount of household Social Security income will drop.

			Social Security planning for married couples with similar ages and earnings histories

			Christine: I want to touch on Social Security recommendations for married couples with a different profile. Let’s say you have two individuals with similar ages and similar earnings trajectories. Can you walk through how they should triangulate their claiming strategies?

			Mary Beth: You don’t want to claim before full retirement age. The question becomes one of claiming at full retirement age versus claiming at 70. If you are still working and you don’t need that added income, which is taxable, then delaying is going to give you bigger income later.

			

			But do both of you need to delay? If you both have the same benefit, and you both delay to 70, you’re going to have larger total Social Security income. But when one of you dies, you’re unlikely to get a survivor benefit because you’re only going to get a survivor benefit if it’s bigger than what you’re currently receiving. For dual-income couples it still may make sense, depending on your overall income situation, to have one delay until 70 and one take it at full retirement age.

			Other things play into that decision. Are you still working? Where are you getting your health insurance from? If it’s from your job, that’s great. But if you had this extra Social Security income and you’re on Medicare, now you’re paying a lot more for Medicare because of the surtax on higher-income retirees. It’s a good area to get some advice that’s customized.

			Christine: How about undoing Social Security filing decisions if you change your mind? Is that possible?

			Mary Beth: There are ways to undo a Social Security decision. Once you reach full retirement age, you can suspend your benefits if you want, and the benefits stop, and they keep growing by a percent a year. But what happens if you’re already on Medicare? Your Medicare premiums were being deducted from that Social Security check that is now stopped. You have to make sure you’re paying those premiums. You can undo these things, but you always have to look at the whole picture and what other things you may unintentionally be doing.

			My takeaways

			

			
					Delaying filing for Social Security is a great way to enlarge lifetime income. It can be particularly valuable for people who think they will have a longer-than-average life or who have a younger spouse who will benefit from that larger benefit over their own lifetimes.

					There are situations when filing earlier may make sense, though—if you need the money, of course, or if you’re in ill health and don’t expect to live to your normal life expectancy.

					The financial health of the Social Security system may necessitate changes to the program down the line—for example, means testing or full taxation of Social Security benefits. Such changes are unlikely to affect today’s pre-retirees and retirees, however.

					For retirees who would like to ensure that their guaranteed income matches their fixed expenses, using an annuity alongside Social Security is a way to align income and spending.

			

			Related resources

			Mary Beth’s website: marybethfranklin.com.

			Maximizing Social Security Benefits: marybethfranklin.com/ebook-on-social-security-estimated-benefits.

			“Social Security and You with Mary Beth Franklin,” pbs.org: www.pbs.org/show/social-security-you-with-mary-beth-franklin.

			“Mary Beth Franklin: To Fix Social Security, ‘Everybody Is Going to Be Unhappy,’” The Long View podcast,  July 7, 2020: www.morningstar.com/portfolios/mary-beth-franklin-fix-social-security-everybody-is-going-have-be-unhappy.

		

	
		
			

			Lesson 5: David Blanchett

			Understand How Your Spending Might Change

			David blanchett has been one of the top retirement researchers in the world for nearly two decades, and he sure has all the credentials—he’s a chartered financial analyst and certified financial planner with a doctorate in financial planning. What I loved most about working with David for the nearly ten years he worked at Morningstar, though, was that he was always ready to help. When I wanted to get his perspective on something I was working on, I’d inevitably hear back from him within an hour, usually with very specific, constructive feedback. Even though he moved to another firm a few years ago, he’s still willing to help out.

			David has researched all of the important aspects of retirement planning and investing during his career: withdrawal rates, guaranteed income, and asset allocation during retirement, to name a few. But some of David’s best-known research relates to how retirees spend during their retirements, a pattern that David jokingly calls “the retirement spending smile.” I asked him to discuss the implications of that pattern for retirees aiming to figure out how much they can reasonably spend in retirement.

			[image: ]

			Spending declines with age

			Christine: Many people reading this book may have heard about the 4% guideline, which holds that retirees who take a 4% initial withdrawal rate, with annual inflation adjustments thereafter, from a balanced portfolio won’t run out of funds (but 4% is the very most they can take). This assumes that someone’s consuming the same amount, on an inflation-adjusted basis, year after year through retirement. But is that how people actually spend?

			

			David: The obvious, immediate caveat is that everyone is different. But we have some really interesting data sets that track the same households over decades. When you track people over time in the Health and Retirement Study (HRS), there’s very strong evidence that the average retiree does not increase their spending every year by inflation. [The HRS is conducted by the University of Michigan and collects data on Americans, with a specific focus on retirees.] Let’s say that inflation is 3% a year on average. Retirees’ spending doesn’t go up by that full amount each year; it will go up less, on average, say 1% to 2% per year. Over a 20- or 30-year retirement period, that can make a massive difference in terms of how much they have to save for retirement and how much they can spend.

			Christine: How can we be sure that retirees aren’t spending less each year, in inflation-adjusted terms, because they’re worried about running out?

			David: That’s the benefit of tracking people over time, which is what we see in the HRS data. You can look at data on households that have money and those that don’t. Even those that have money do not increase their consumption every year by the rate of inflation.

			Christine: When you first came out with your research on retiree spending, you coined the phrase “retirement spending smile” to describe what that spending pattern looks like. Can you discuss that?

			David: If you look at how average spending evolves over time, for younger retirees, especially those entering their 70s, it tends to decline in today’s dollars. That doesn’t mean it’s decreasing in nominal terms; it’s just not keeping up with inflation. What happens around age 90 to 95, though, is that can start kicking back up. There’s one really important nuance, though. For most retirees, spending just keeps going down, in today’s dollars, for their entire lives. But when you get older you have a lot of idiosyncratic health risks. There might be a few retirees with spectacular health costs, and their spending dramatically increases, and that causes average spending to kick back up.

			

			Christine: I want to connect this back to people who are trying to figure out how much they can safely spend in retirement. Let’s stick with those early retirees who tend to be the high spenders. First, can you outline some of the reasons why those tend to be the high-spending years of retirement?

			David: If people have been working, they have been delaying gratification for a lot of different reasons. When they’re retired, they can go out and consume. The key is that the younger and the healthier you are when you retire, the more you might want to try to actively do things because you may not always be able to when you get older. Thinking about decline in future spending can be good for people, because you can create the expectation that if you’re retiring a little early, you want to be sure to go out and do things while you can. But let’s also set the expectation that as you move through retirement, you may have to spend a little bit less.

			Christine: You have to be okay with the bargain that you’re striking—that you could potentially spend more to support your lifestyle in those early years, but you also need to be okay with potentially spending less as you move through the middle and later years of retirement.

			David: If you’re just barely at your target level of savings, you can decide whether to make that trade-off. Are you willing to potentially spend a little bit less in your 80s in exchange for enjoying the early years more? On the other hand, how are you going to feel if your 95-year-old self has this giant bucket of money? That could also make you happy. But what enjoyment will you sacrifice in the interim to get there?

			

			How guaranteed income fits in

			Christine: It strikes me that if we’re thinking about this cohort of younger retirees, they’re healthy and probably want to maximize their retirement lifestyles and their consumption. It seems like there are some risks in a bad market, though, and that’s especially true because a lot of people are not taking Social Security right away. That means they might be spending more of their portfolios at that life stage. What happens if they run into a bad market at a time when they want to spend more, but their portfolio has dropped a bit?

			David: It’s really important to have income that is guaranteed and protected for life, to cover your essential expenses. It’s very economically and behaviorally efficient to have income you know you can’t outlive. The best option for that is going to be Social Security benefits; nothing else remotely comes close. The more that you can maximize Social Security, the more that you can spend overall, because you know that no matter how long you live, you’re going to have that certain income. There is some risk early on if you’re spending more to delay Social Security, especially for married couples. But once you get through that, you can actually spend more over time.

			If you have that negative market, ideally you’re cutting back spending where you can. The ability to be adaptive is important and understanding where you are on that spectrum—how much you’re willing to adjust your spending—is important.

			Annuities

			Christine: Can you touch on annuities as a component of this, especially a very basic sort of product that provides someone with a stream of income that will last their whole life? You talked about Social Security and the value of enlarging Social Security benefits so that you’re alleviating spending demands on your portfolio. But can you talk about how an annuity might fit in here?

			

			David: The “a” word is perhaps the most ambiguous word in the dictionary. But to me, it’s pretty unequivocal. If you want more guaranteed income, you want to first exhaust your options with respect to Social Security. In other words, delay claiming as long as you can. After that it might be worth considering annuities, given the potential economic benefits, which is something I’ve focused on for most of my career. 

			I think the behavioral benefits of buying an annuity that provides lifetime income can exceed the economic benefits. It can be difficult spending money from a portfolio when you don’t know how long it has to last and what your returns will be. Managing spending given an uncertain lifespan and uncertain returns is mentally exhausting. The annuity gives someone the ability to say, “No matter how long I live, I am going to have money coming in.” That can radically simplify retirement.

			I get that the financial advice industry doesn’t have a great reputation, especially with respect to annuities. There are a lot of bad apples out there, but I wouldn’t let them spoil the bunch. You need to understand what you’re buying, and if you don’t understand, you probably shouldn’t buy.

			Advisors can offer you a lot of help. But if the advisor is going to charge you 1% a year to create income for life, it would be far cheaper to do that with an annuity, and you could be more certain of the results if you purchased a product that provided protected or guaranteed lifetime income. There are a lot of improvements we’re seeing in the industry in terms of product availability and solutions for the future.

			If you prefer to keep things simple, you can buy an immediate annuity or a deferred income annuity (DIA). They can improve your retirement, especially if you don’t have your essential expenditures covered. If you’ve got all the money you need to cover your central expenses from Social Security or a defined benefit plan, you might not need an annuity. The individuals who would benefit the most from annuities are typically those who are reluctant to access their savings because they don’t know how long they’re going to live or who don’t have their essential expenses covered.

			

			Christine: Most people reading this may be familiar with the type of immediate annuity that starts paying you a stream of income right away. But what about a deferred annuity? What’s the benefit of that product type versus an immediate annuity, and for whom would that be especially appropriate? 

			David: A DIA is one in which the income benefit starts at some point in the future rather than right away. These are ideal for a retiree who wants income for life but doesn’t need that income right now. For example, let’s say you’re going to retire at age 65 and want income to kick in at age 80 so you don’t have to worry about how much you can spend. If you bought a life-only DIA, you would receive income at age 80, but if you died before age 80 you wouldn’t get anything back—you only receive benefits as long as you live. You could also add some kind of return-of-premium feature. For example, a cash refund provision ensures that your heirs get at least the initial premium back. But bear in mind that including the provision is going to reduce the payout, potentially significantly, based on the gap between your current age and when benefits are supposed to start. 

			Christine: Can you explain what a qualified longevity annuity contract is?

			David: A qualified longevity annuity contract (QLAC) is a special type of DIA for tax-qualified accounts, like IRAs and 401(k)s. A benefit of QLACs is that the assets you put into the contract don’t count toward RMDs and you don’t have to begin taking distributions from the annuity until age 85. In 2024, the maximum amount you can allocate to a QLAC is $200,000.

			

			Healthcare spending later in life

			Christine: You mentioned at the other end of the retirement lifecycle, some folks have extreme healthcare outlays during those years. Should people think about their own situations when thinking about how much to worry about that? If they have great insurance, if they have long-term care coverage, do they need to worry less about that uptick in spending later in life?

			David: You can transfer the risk of big long-term care expenses to an insurance company, in theory, and there are both economic and behavioral benefits to doing so. If you have a long-term care policy, you’re likely going to be better off compared to someone who has a separate pot of money to fund long-term care expenses should the need arise.

			A lot of retirees view tapping home equity as the last resort in this instance. There is Medicaid, which covers long-term care for people who have exhausted their other resources, but it’s not the ideal situation.

			I’ve researched the impact of health shocks on spending. If you have a health shock, you’re typically going to have higher medical expenses around the event and spend more. But afterwards people who have health shocks tend to consume less, on average, because they can’t travel as much or are less active.

			Setting your withdrawal rate

			Christine: In addition to your work on how retirees spend, you’ve done a lot of research on retirement withdrawal rates. Can you share guidance about how people should think about safe withdrawal rates as they embark upon retirement, bearing in mind their own spending patterns?

			

			David: It’s useful for us as an industry to have a very simple heuristic like the 4% guideline. That’s not necessarily a terrible starting point, but it really is an adaptive process. You need to think about your situation, your longevity, how you want to invest, and then figure out what makes sense for you.

			A lot of the key assumptions and models that we use today are probably flawed, though. There’s this idea that individuals don’t adjust their spending over time based upon market returns, but that’s not what we see. People definitely cut back if returns are lower than expected. If you incorporate changes to your spending in the future, it can radically affect what you would take out today. It almost unequivocally increases the safe initial withdrawal rate. If you look at actual retiree households, a starting withdrawal percentage of 5% or 6% is probably a reasonable place to start.

			It’s similar to investing. People might say, “I will allocate to riskier assets, knowing that I could lose some money, because there’s a higher expected return.” They might also say, “I’m willing to take a little bit of a risk with my spending, because I may well be better off over the whole of my retirement.”

			Christine: You just touched on the value of being willing to adjust spending based on portfolio performance. How does life expectancy fit in?

			David: Get a good estimate of your life expectancy from any of the free online tools; dividing your current portfolio balance by your life expectancy is a decent gut check of what you could spend from a portfolio in a year, assuming that you go back and recalculate every year. The key is to give people guidance on what is safe, though the actual answer is a lot more complex.

			Christine: You’ve looked at the issue of underspending: That wealthier retirees, especially, underspend relative to what they could spend.

			David: I do worry about underconsumption. Individuals aren’t good at spending their savings. They’re ants, not grasshoppers. When you work for 30 or 40 years, you become great at saving, not great at spending, and it can be difficult to flip the switch to start accessing those savings.

			

			I think some of the assumptions in our models are too conservative as well. For example, if you look at William Bengen’s work on safe withdrawal rates over modern market history, 4% is based on the absolute worst-case scenario over the periods he examined. It’s not necessarily the right framework to have because it’s been a bit of a worst-case scenario.

			Christine: It seems like a lot of people have this tacit assumption that they want to leave a big chunk of money to their kids. Kids may say they don’t care, so should they have that conversation with their kids to find out?

			David: It’s giving with the warm hand instead of the cold hand, as the saying goes. If you give money away when you’re alive, you get to enjoy it. You can see the benefits it has. That’s a different type of withdrawal. You can spend it on yourself or give it to your kids. 

			To me there’s a balance, and I worry that too many of the assumptions and models that we use right now tilt that balance toward underspending. As an industry, we collectively have to provide people with better tools so they can get an idea of what the trade-offs are with some of these decisions.

			My takeaways

			

			
					While the 4% guideline is a decent starting point for figuring out how much you can afford to spend in retirement, it’s based on some conservative assumptions—namely, that retirees will spend the same amount from year to year. It also counts falling even $1 short in the 30th year of retirement—or whatever the assumed time period is—as a failure, whereas most retirees wouldn’t consider that to be the case.

					In reality, research shows that retirees’ spending generally declines as they age, in today’s dollars, and that’s true for wealthy retirees as well as those who are less wealthy. Retirees who assume spending declines, in today’s dollars, in the early years of their retirements, when they’re often healthy and have a lot of travel and other spending goals, can typically spend more, as long as they are comfortable spending less later in retirement. 

					Spending more early in retirement increases a retiree’s susceptibility to “sequence-of-returns”—bad market returns or high inflation early in retirement. However, retirees can reduce that risk by considering guaranteed income sources like delayed claiming of Social Security retirement benefits and annuities to reduce demands on their portfolios.

					Aggregate retiree spending does trend up toward the end of life due to high healthcare outlays, but those statistics are influenced by very high spending by a small subset of the population. Most retirees see spending drop throughout their retirements.

			

			Related resources

			David Blanchett’s Research: www.davidmblanchett.com/research.

			“Estimating the True Cost of Retirement,” by David Blanchett, morningstar.com, November 5, 2013: www.morningstar.com/content/dam/marketing/shared/research/foundational/677785-EstimatingTrueCostRetirement.pdf.

			Health and Retirement Study: hrs.isr.umich.edu.

			“Guaranteed Income: A License to Spend in Retirement,” by David Blanchett and Michael S. Finke: papers.ssrn.com/sol3/papers.cfm?abstract_id=3875802.

		

	
		
			

			Lesson 6: Jonathan Guyton

			Create a Spending Plan

			I know a lot of financial advisors, and I know a lot of retirement researchers, but Jonathan Guyton is someone who combines both areas of expertise beautifully. He’s primarily a financial advisor who works with clients, but he has also contributed to the body of research about retirement spending and portfolio construction. 

			Jonathan’s most famous work relates to a flexible retirement spending system that he created with computer scientist William Klinger. They’ve dubbed that system “Guardrails” because it varies allowable portfolio spending with how a retiree’s investments have performed, but it also puts bands around how low those withdrawals can go in a bad year and how high they can go in a good year. Because the retiree employing Guardrails is agreeing to be flexible, the spending strategy tends to support a higher starting withdrawal rate than static spending systems like the 4% guideline. 

			Working with clients has made Jonathan very good at explaining complicated topics, which is why I wanted to talk to him about the devilishly complicated job of setting a withdrawal rate. 

			[image: ]

			Retirement spending: where to start

			Christine Benz: What’s the starting point when creating a retirement spending plan? 

			

			Jonathan Guyton: A critical starting point is to know how much you need and want to spend regularly. You cannot have confidence in a retirement spending plan unless you have confidence in the core spending amount that you want to sustain over the rest of your life.

			Christine: How would you suggest individuals get their arms around that? Should they monitor their actual spending for a period of time?

			Jonathan: There are three ways to do it. First, you could use software to track what you spend and categorize it. Second, you could use a good old simple budgeting spreadsheet divided into categories. If you really don’t like those first two, the third way works really well: Get ahold of your last six- to 12-months’ worth of checking account statements. Note what the balance was at the beginning. Add up all of the monthly withdrawals and then note what your balance was at the end. The difference is exactly what you spent.

			Then go back and look at those line items to see if there were any unusual ones in there—things that normally wouldn’t be there. This is the biggest reason why we find that people who’ve done a good job of saving vastly understate their spending power in retirement: They assume that the spending they want to do in the next year needs to be repeated at that level every single year for the rest of their lives. But that isn’t necessarily true, because in the next 12 months there might be a child’s wedding or a home improvement or some bucket list travel. Even though you might spend at that level for the next ten to 15 years, you are not going to spend at that level for the next 30.

			You really want to identify the total of the expenses that are going to be there every single year for the rest of your lives. That’s the basic spending number to work from.

			Christine: We often hear about these rules of thumb for the percentage of your working income you should expect to need in retirement—for example, 80% of your current income. Is that a good way to approach it?

			Jonathan: It’s better than using 100% of working income. But there’s this notion in the consumer press that you should be able to create a retirement plan without doing any math. “I don’t want to have to add up my spending. I don’t want to have to calculate anything.” It’s a little bit like saying “I want to know what’s going on inside my body without visiting a doctor, or having an X-ray, or getting an assessment done.” 

			

			These shortcuts are better than nothing, but if you use one, you can’t say with any certainty that your plan is going to work. And if you made your retirement plan, sent your notice in that you’re retiring, then found out that one of your key assumptions was wrong because you oversimplified it, that can be a problem.

			How retiree spending changes in the real world

			Christine: Your most popular research relates to safe spending rates for retirement. And speaking of rules of thumb, a lot of people have heard about the 4% spending guideline. One of the key criticisms of it is that it assumes someone is looking to spend the same amount on an inflation-adjusted basis year in and year out throughout retirement. But when we look at how retirees actually spend, at least in aggregate, we see that they don’t spend that way. They take less than the full inflation adjustment during retirement. Can you share your perspective on how your clients’ spending has ebbed and flowed throughout their retirements?

			Jonathan: There are some spending categories that stay there throughout retirement, but they don’t go up as much as the inflation rate. Then there are other spending categories that are there in the early years of retirement, when health is good and there may be things that are going on in your family that cause you to spend a lot more. I think that criticism of the 4% rule is unfair because it was never designed to model total spending in retirement. It was only designed to get at the core, sustainable spending. When you’re talking about other types of spending, ones that don’t fit that core sustainable spending that keeps pace with inflation, you need another approach. 

			

			Christine: David Blanchett’s research identified a pattern of retiree spending in which the spending is higher early, then tapers off, and then goes up later in life for healthcare-related expenses. David calls it the retirement spending smile. Does that jibe with what you see with your clients?

			Jonathan: Absolutely. Core spending doesn’t include travel, because your travel budget when you’re in your later 80s, or when you’re in year 18 of a 30-year retirement, is obviously lower than it is when you first retire. So there’s one part of the smile that causes it to start up high before it goes down. We often say to clients, “You don’t want a travel budget. You want a travel pot.” Because if you have $100,000 for travel during your retirement and you’re using the 4% guideline, that means you get to spend $4,000 a year. That suddenly feels really constricting. On the other hand, if you have $100,000 for travel and you can use it up in the next ten years, that feels a lot more freeing. It lines up more with how people spend. But it’s the same $100,000.

			Matching up the way you think about different types of expenses with different approaches is really the key here. There’s no one single spending system that makes sense for all expenses during retirement, unfortunately. 

			The role of variable spending systems

			Christine: One criticism of a 4%-style guideline—where you’re taking the same amount out of your portfolio on an inflation-adjusted basis year after year—is that it doesn’t account for the portfolio’s performance. You’re taking the same amount out by rote, regardless of how your portfolio has behaved. Why do you think it’s important to factor in the portfolio’s performance when deciding how much you can safely take out?

			

			Jonathan: The 4% rule is a static spending rule that allows you to set it and forget it, except for those inflation adjustments. It’s designed to work even if you get a worst-case scenario. If you do get that scenario, you want to be sure that what you’re withdrawing is still going to be sustainable.

			But the reality is, you might not get a worst-case scenario. If it’s not that bad, or if it’s even pretty good, you would like to be able to take advantage of that. It’s a little bit like driving a car: You might want to go a certain speed, but if you look around and see hazards, you can take your foot off the gas, you can tap the brakes to regulate your speed. If you said to me, “How fast would you go if you didn’t have any brakes, and you didn’t have any mirrors, you just set a speed and maintained it regardless?” I’d say that I would want to go a lot slower. A static spending rule is like the car with no brakes and no mirrors. You’re just going to take a withdrawal amount, and come hell or high water, you’re going to keep going with it. So it has to be lower. That flexibility is the key to not going as slow as you might have to under the worst possible circumstances.

			Christine: The way you’re describing it is that it’s a positive, because it will allow me to kind of optimize my standard of living. I may have to tap on the brakes and take less. But if things turn out okay, or even better than okay, I may be able to take more.

			Jonathan: Yes, and there’s another advantage over a static withdrawal spending rule. When things get dicey, when markets are not cooperating, when the economic indicators are troubling, the static rule’s answer to whether you should do anything differently is always no, just keep increasing your spending by the rate of inflation. At that very moment it might be important, or it might feel like it’s important, to be able to tap the brakes or take your foot off the gas. But those static spending rules come up empty. They have nothing to say about what you should do.

			

			In financial planning, the things that feel good to do are usually not in your best interest. Saving more versus spending, for example: More saving doesn’t feel as good as more spending. But you know it’s better for your long-term financial success. Buying low doesn’t feel good, buying high feels good. But in reality it’s not.

			Retirement spending is one area where your feelings line up with what’s in your best interest. Because when conditions say it would be useful to take your foot off the gas, that is exactly what you want to do. That’s empowering, and it helps your confidence.

			Christine: I never thought of it that way. It’s an area where your behavioral biases align with what’s right for your investment portfolio.

			Jonathan: You’ll change something, because that’s human nature. But if you don’t have an empirically based approach that tells you when you need to adjust and by how much, then you may end up doing things that you don’t really need to do.

			This comes back to the idea of core spending and discretionary spending. If I have a rules-based approach for my core spending, that tells me what to do. And it may just be the 4% rule, that says to take a raise for inflation, or it may be something a little more dynamic. You follow those rules for your core spending. And then perhaps you might have another source of money for your other types of spending that are more volatile. If travel this year costs $20,000, and next year’s travel will cost $6,000, and that pot of money is available to me, I don’t have to change that—I can make that decision separately.

			Flexible strategies: pros and cons

			Christine: I want to home in on flexible withdrawal strategies that tune into what’s going on with the portfolio. The simplest form of that would be to just take a fixed percentage year and in and year out—say, 4% of whatever your portfolio balance is each year—but of course that subjects you to a huge amount of volatility in your paydays.

			

			Jonathan: It does jerk you around a lot. If you compare 4% of your portfolio balance at the end of 2021, when the market was way up, versus where it was as the end of 2022, after stocks and bonds had fallen, that’s a much bigger reduction in spending than you should base your retirement on. My gosh, you’d be nervous every December.

			Christine: A related approach is to subsist off income distributions. I feel like this is getting a little less common than it once was, but maybe it’ll get popular again now that yields are up. It’s been my impression that this can back people into some really weird-looking portfolios. What do you think?

			Jonathan: It’s letting the tail wag the dog. But let’s say that someone’s fortunate enough to have $4 million, and they go and buy all these dividend-paying stocks and their overall yield on these stocks is, say, 2.5%. That yield amounts to $100,000, and that’s just fine for them. Is that optimal? No. Does it matter? No. They have more money than they need.

			But following an appropriate strategy can make a real difference to your quality of life, especially during the years in retirement where there are a lot of things that you want to do. This strategy of taking only the 2.5% in income is a real compromise. It’s a great way to maximize an inheritance down the road, but that may not be the goal.

			The other piece is, if you try to really juice that yield by buying the highest dividend-paying items out there, you get some portfolios that can really surprise you in an unfortunate way. Let’s not forget that life entails a lot of uncertainty, and there may be times when you need extra withdrawals from your resources for things that you didn’t anticipate. Perhaps one of your kids will get into trouble, or you will have an event in life where you really want to help them out. In that case you might need to dip in for something extra at exactly the time when you don’t want to sell any shares.

			It’s the reason why planning is so hard for people who love Berkshire Hathaway: There are no dividends. Berkshire Hathaway has been great for accumulating wealth, but it’s absolutely worthless in retirement income generation unless you have a plan to systematically sell shares. Of course, that’s the one thing that a lot of times people don’t want to do when they’re anchored to a holding like that.

			

			Christine: If taking a fixed percentage year in and year out is suboptimal, and subsisting on whatever income my portfolio kicks off is also not great, what’s a better way to take flexible withdrawals? It sounds like the name of the game is to pay attention to what’s going on with the portfolio, but also put some parameters on how low the withdrawals can go in a bad year and how high they can go in a good year. Can you shorthand for us how such a system would work?

			Jonathan: It starts with an assumption that you want to “know the score.” Imagine that you’re a manager of a sports team and you’re trying to decide what to do as the game progresses, but you have to do it without knowing the current score, or knowing how much time is left, or where you are in the match. It’s impossible. 

			We start with the idea that anybody who cares enough about the kind of things you’re asking about wants to know the score. Knowing the score on basic things like how much money they have, how much they need to take out, and what percentage that would be is a great place to start.

			A flexibility-based system, or the guardrails-based system, says that in a normal environment, if you’re willing to be a little bit flexible—and I’ll just use the number that came out of Morningstar’s 2022 retirement income research—5.3% works as a starting withdrawal percentage.

			What you then do is establish a top end and a bottom end to that. And that is simply 20% more and 20% less. These guardrails are nothing more than a range that you want to stay between. In this example, 20% above 5.3% is 6.4%, and 20% below 5.3% is 4.2%. There’s your range, and so you go merrily along in retirement. When your portfolio value goes up in a given year, you give yourself a raise equal to inflation and then see what your withdrawal amount would be as a percentage of your portfolio. If it’s within that range, that’s all you need to know.

			

			If it’s above 6.4%, you need to make a shift; you would knock that withdrawal back 10%. If it’s below 4.2% you get to make a different shift. You get a raise of 10%. And if it was a year where you’re within that range but your portfolio lost money, you skip the inflation raise.

			Christine: Let’s go back to that 5.3% starting withdrawal that you just referenced with the guardrails system over a 30-year horizon. When we did that same research in 2022, we concluded that someone who didn’t want to make any adjustments at all would have to settle for a 3.8% starting withdrawal. Can you walk through why that flexible system lets you start out higher?

			Jonathan: Remember, that fixed real withdrawal amount is designed to work even under the worst-case scenario, and it says you never get to benefit by going higher if, in fact, the market isn’t that bad. What the guardrail system does is to say, “We expect it to be average, and if it turns out to be even better than that, we have a way to bump you up. If it turns out to be worse than that, we have a way to bump you down.”

			There’s no free lunch here. If it turns out that the investment hand you get dealt in retirement is so bad economically that it is a realistic worst-case scenario, fear not. The guardrail system will knock you back down to where you should have been all the way along very quickly. You won’t like it, but it will get you there with the same chance of sustainability along the way.

			We talked about how in a worst-case scenario with the fixed withdrawal method you have to trust that it always works because there aren’t any adjustments to prescribe at any point along the way. The guardrail system, by and large, gives you more time before you fail than the fixed-rate system does because it can keep reducing what you’re taking out in order to try to get you to the finish line.

			

			The role of asset allocation

			Christine: How do you figure out how to source cash flows? Does it depend on how various assets have performed?

			Jonathan: Wherever possible the withdrawals come from interest and dividends, and after that we withdraw by selling shares from any asset classes that happen to be overweight. This assumes that you have a target asset allocation. What that means is in a year when equities don’t do very well, it’s the fixed-income assets that are overweighted, so they become the source of withdrawals. Not only is that smart, it also plays into what people want to do. People don’t want to sell low. After 2022’s stock market drop, for example, they said, “I don’t want to take money out of my large-cap equities.” And we’d say, “Well, good, because you shouldn’t.”

			Christine: Let’s focus on 2022 for a minute, because that was a pretty unusual year in which both stocks and bonds fell simultaneously. What did you do? Did you maintain ongoing cash reserves for a year like that, in which you’re not touching depreciated securities?

			Jonathan: When you’re taking money out of your portfolio, you want to be taking money out of things that have not been negatively affected, that have not gone down or have not gone down very much. People know that there can be great differences in how different categories of stocks perform in any given year. Of course, the same is true with bonds. 2022 was not a lousy year for all bonds; it was just a lousy year for most of them. In our case we have always maintained a significant part of our fixed-income allocation in very short-term bonds, specifically in U.S. government securities. The reason is that one of the biggest problems you can face in retirement is having to take money out of investments that have gone down.

			A lot of people talk about bad return sequences, but a bad return sequence is only a problem if you take money out of something in the middle of its bad sequence. If you have parts of the portfolio that don’t experience those bad returns, then the risk of a bad sequence starts to go away because you’re able to wait it out. That’s what often gets missed when this subject is brought up. In 2022 our clients had all of their fixed-income allocations in very short-term Treasury bonds—those with two-year maturities or less. They did go down a small amount in 2022, but they didn’t go down 10% to 15% like the rest of the bond market.

			

			It’s worth pointing out that every single model of safe withdrawal spending strategies has assumed that 10% of your portfolio is in cash. With the exception of one person named Christine Benz, who always said that was a good idea, I know almost no one who advocated for that. But 2022 is exactly the reason why you want a bunch of your money in very short-term Treasury bonds, or you want a cash allocation. Our clients’ cash allocation is usually about six months’ worth of living expenses. But we know that there’s a backstop of short-term Treasury bonds that, unless we’re talking about a default, isn’t going to be negatively affected. We’re not going to find ourselves in a place where stocks are down 20% and bonds are down 10% and we’re saying to ourselves, “Oh my gosh! What do we do?”

			Christine: When you’re thinking about your client portfolios for people who are retired, are there assets that you bring into the portfolio at that life stage that maybe you weren’t really incorporating when they were in the accumulation mode—in their 30s and 40s, for example?

			Jonathan: Absolutely. The fixed-income allocation is the biggest change. Most people don’t understand why you have fixed income in retirement and the simplest answer is, you have it to buy time when you need time. If you think about someone in their 30s or 40s, we routinely say they should have all, or nearly all, of their money in equities. The reason is that if things go down, you can always wait it out. You have time. You don’t need that money for a while.

			When you’re retired you need money again next month, next quarter, and next year. You don’t have the ability to stop spending and wait it out. So you buy time. How do you do that? You have fixed income. What’s the price of the time you’re buying? It’s the opportunity cost relative to equity returns. If equities went up 7% every single year guaranteed, you could have all equities. But we know they don’t. Adding the fixed income helps the portfolio get to a sweet spot for withdrawal needs and people’s tolerances for volatility. That’s the biggest change we make for retired clients.

			

			Christine: Any other advice on asset allocation during retirement?

			Jonathan: When I look at clients’ portfolios, I ask if the asset types they hold really add value. When does something add value? Well, it either outperforms when things are going well, or it holds up when things are going badly.

			It’s important that you have a chunk of your portfolio that will hold its value when interest rates are rising and there’s inflation and the stock market is down. It may only need to be 10% of the portfolio. This could be cash, as in all the models, or it may be a healthy short-term bond allocation.

			The way that people hold these assets can work against them. I’m talking here about broad-based index funds and also what you might call balanced funds. There’s nothing wrong with what those funds hold. It’s just that when you blend them all together, there’s no way to sell one part without selling some of the other. 

			I like to cook, and I have this wonderful little thing in my spice drawer; it’s a blend of salt, pepper, and garlic powder. Sometimes it’s perfect, because I get all of those ingredients in one. But there are times when I don’t want so much garlic. Then I have a problem, because I have no way to avoid the garlic in the blend.

			That is exactly what happens when you buy a bond index fund. There’s no way to only sell the short-term stuff that you know is in there. It’s the same problem, even with an S&P 500 index fund, in a year like 2022, where the value side held even and the growth side was down 30%: You don’t get to pick where you sell from. Instead, you could split it into the value side and the growth side, buy two funds and have the same holdings. When people blend it all together, there is no way to pick and choose. That’s not really a problem when you do that in the accumulation phase. But it can be when you’re taking regular withdrawals.

			

			The role of non-portfolio income sources

			Christine: There’s also the issue of people’s cash flows—where they’re getting their money from in retirement. People aren’t taking all of their income from their investments; they might have Social Security, they might have pensions.

			Jonathan: Let’s assume a client is taking Social Security; they’ve optimized it so they’re getting the most they can for their household. Then they have $500,000 in investments and no pension.

			For part of those investments—say, $350,000—we put that in a separate portfolio. That amount, plus Social Security, is there to cover core spending: income taxes, healthcare, and so on.

			But you have another $150,000 in different accounts. So you literally have two portfolios. For the first one, you’re following the spending rules. For the other one, you’re much more flexible because those expenses are also more flexible.

			Christine: Speaking of Social Security, delayed filing is often characterized as the greater good, in that it has the potential to enlarge payouts from the program. But what are the implications for withdrawals?

			Jonathan: If you’re blessed with good health and good longevity, it’s a no-brainer in most cases that at least somebody in the household should wait till age 70 to claim. That means that you’re probably retired for a while before that income source kicks in. We have found it useful to separate out how much extra money you’re going to need from the portfolio while you’re waiting.

			

			Here’s a good example: Let’s say that you’ve decided to wait to file for Social Security. You’re going to wait four years after which you’re going to turn on a Social Security benefit that’s $3,000 a month. $36,000 a year! That’s $144,000 over four years that you are not going to get from Social Security. So it’s got to come from somewhere else: your assets. We think that while you’re waiting and you’re drawing that $3,000 a month for 48 months, you ought to take that $144,000 and invest it very conservatively. You’re going to just run that $144,000 out; it’s going to be worth nothing in four years. The very next month Social Security is going to take up the slack and give you exactly what you would have had before. It’s about recognizing that that is a specific income need for a very short and well-defined period of time. You’ll benefit from planning separately for that because you’ve made the decision that it’s in your best interest to wait to claim.

			My takeaways

			

			
					Flexible spending strategies can contribute to a higher starting withdrawal percentage and enlarge your lifetime spending relative to a static system like the 4% guideline. That’s because static strategies assume no downward adjustments in bad markets and no raises in good ones, which in many market environments contributes to big leftover balances at the end of life. That outcome may or may not be acceptable to retirees.

					I had an “aha” moment when Jonathan said that varying withdrawals with how much your portfolio has gained or lost in a given year makes sense from both a financial and behavioral standpoint. There aren’t all that many situations in investing when that’s the case, so it makes sense to lean into flexibility.

					The more you have in non-portfolio income sources like Social Security, the easier it will be to adjust your spending in line with how the market has behaved.

					I loved Jonathan’s point about having a pot for discretionary spending categories—especially travel, which is likely to be heaviest in the first half of retirement and apt to wane as you age. Having a pot provides a lot of flexibility about when to spend. 

					Investment strategies that focus on current income can either lead to underspending or portfolios that are inadequately diversified. Instead, build a portfolio for total return and stay opportunistic about where you go for cash flows on a year-to-year basis. When yields are higher, you may be able to get the cash flow you need from spending income distributions. When yields are lower, you’ll need to rely more on trimming appreciated securities. Your portfolio won’t know the difference!

					All-in-one investment options like target-date funds and balanced funds are great in the early accumulation years but can be less useful in retirement because you can’t pick and choose where you’ll go for cash flows on an annual basis.

			

			Related resources

			“Decision Rules and Maximum Initial Withdrawal Rates,” by Jonathan T. Guyton and William J. Klinger, FPA Journal, March 2006: www.financialplanningassociation.org/sites/default/files/2021-11/2006%20-%20Guyton%20and%20Klinger%20-%20Decision%20Rules%20and%20SWR%20%281%29.PDF.

			“The State of Retirement Income: 2023,” by Amy C. Arnott, Christine Benz, and John Rekenthaler, Morningstar, November 13, 2023: assets.contentstack.io/v3/assets/blt4eb669caa7dc65b2/bltf7384ba850de0a68/654ea387e9c23c1c3e2735a4/Retirement_Income_2023_Final.pdf.

			

			“Because Retirees Aren’t Spreadsheets,” by Jonathan Guyton, Journal of Financial Planning, April 2017:  www.financialplanningassociation.org/article/journal/APR17-because-retirees-arent-spreadsheets.

		

	
		
			

			Lesson 7: Ramit Sethi

			Give Yourself Permission to Spend on What Matters to You

			I’m often asked to recommend a book for people just starting out. In the past, I used to hem and haw; there wasn’t anything I could recommend with a lot of conviction. The newbie books tended to be either too dry or overly “fun!” 

			Ramit Sethi solved that problem for me by writing I Will Teach You to Be Rich.

			The book perfectly taps into what I call “primordial financial decisions”—the ones that precede whether to buy stocks or bonds, index funds or individual stocks. We don’t hear as much about primordial financial decisions as we do about how to invest our money, but these decisions actually have a bigger impact on whether we succeed financially than any specific investment decisions we might make.

			One of the biggest such decisions is figuring out how much of your income you save versus how much you invest.

			Ramit’s point is that saving gets a whole lot easier if you’re not just spending to keep up with everyone else. Instead, he thinks it’s valuable to target your spending toward what matters to you and cut ruthlessly everywhere else.

			It’s important to get this ironed out when you’re young, which is why I recommend his book to people just starting out. But spending on what matters is important throughout our lives, including in retirement.

			

			When I talked with Ramit, I asked him how we should decide what to spend money on in retirement. 

			[image: ]

			Mindful spending

			Christine Benz: A big theme for you and your work is mindful spending—spending on what gives you joy versus what everybody else is spending on. Do you think we get better at this as we age?

			Ramit Sethi: No, we still stink at it. Nobody teaches that to us and, in fact, we receive messages that directly contradict the idea of conscious spending. We are told in our culture that you should cut back on everything. You should cut back on lattes, you should not go on vacations, because that’s too extravagant. You could invest that money, and by the time you turn 65 that will turn into four times the amount. We’re told that certain types of purchases are frivolous. These supposedly frivolous items often coincide with purchases that women tend to make—handbags and clothes.

			If I pose the question on social media, “Do you like spending money on nice clothes?” I will get comments immediately that say, “That’s a waste of money.” Or my favorite “f” word: “frivolous.” Funny, we don’t associate the word frivolous with an $80,000 truck, but we associate that word very commonly with a $250 dress or blazer.

			So not only do we not get better at the skill of conscious spending, we’re actually taught the opposite. We’re taught, “You’ve got to cut back on everything, and some distant day in the future, which is never quite defined for us, you will be able to maybe spend a little bit of money on yourself.”

			Christine: As I reflect on my own life, I have gotten much less covetous of goods than when I was in my 20s and 30s, and much more interested in peace of mind, knowing that money is there for security, or freedom. Do people tend to get better on that front and evolve in that way?

			

			Ramit: I wouldn’t necessarily say that’s better. It’s a value judgment. In fact, we have this value judgment for everybody in our culture. We even say phrases like, “Spend on experiences, not things.” In the personal finance space, that’s gospel. You post that right now on social media and you’re going to get 100 likes.

			I do love experiences. Personally, I love travel. I love fitness. I love these things. I love bringing my family with me. But I also love a really nice sweater, and part of what I encourage people to do is to design their rich life and to get really honest about it.

			But how can you become honest about the fact that you might actually like a nice bag, or you might like a nice house or a nice car? All those are fine if you love them and can afford them. How can you acknowledge that when we are taught that we should primarily cut back on everything, and that, in fact, certain purchases are frivolous? We hear, “Why would you spend money on that? You could just make it at home.” Or “Why would you do that? It’s such a waste of money.” These are the phrases that we internalize, so it becomes very hard for us to even acknowledge what we actually like.

			Christine: Where do people get messages like that?

			Ramit: We receive these messages growing up. We hear Mom or Dad saying, “We can’t afford that,” or “We don’t buy that kind of thing in our family.” We hear that a thousand times by the time we grow up to be teenagers. We go through life simply receiving messages from random people about money. So in a way, we’ve never really exercised our muscle of defining what our rich life is, and then spending money unapologetically on it. 

			

			The worry-free number

			Christine: By the time you get into retirement, if you’ve been used to telling yourself no, is it too late to start defining what your spending priorities are?

			Ramit: As you get into retirement, this is such a cool opportunity. It’s a new chapter where you can say, “Okay, I saved. I invested. I’m here now and I get to turn the page.”

			Let’s start off at the day-to-day level. I often find that people will still worry about very small amounts of spending. It’s almost become a habit.

			They feel comfortable saying, “I’ve got to check my receipt. I’ve got to log into my account every day.” I don’t want anyone logging into their account every day. First of all, it keeps you small, it keeps you in the weeds. And second of all, it’s such a waste of time. You can’t live your rich life if you’re checking your accounts every single day. It’s just pointless. In fact, there are computers that can do that better than any of us.

			A little technique I would suggest is to create something I call a worry-free number. When we were in our 20s, we’d go to the grocery store and a pack of gum was a dollar. “Okay, I’ll throw it in the cart. No big deal. It’s not going to change my life in any way. I’m not going to worry about that expense.”

			But as we make more money, we forget to adjust our worry-free number. So I want everybody to create a new worry-free number. It might be $5. It might be $50. It could be $5,000. But now you have a new number, and anytime you’re making a purchase below that number, you simply don’t worry about it.

			You and your partner can actually have a really dynamic conversation about what your worry-free number is. Do you need to be debating, discussing, agonizing over a $50 grocery store purchase? Probably not. So let’s make a rule. Let’s do it jointly, and then let’s try it out for a month and, if we find the number is right, never worry about that stuff anymore.

			

			A five-year bucket list

			Christine: That’s a great idea for day-to-day spending. How about bigger-picture financial goals?

			Ramit: This one is much more aspirational. This is what I describe for most people as a ten-year bucket list exercise. If you’re retired, I would make it a five-year bucket list exercise. You sit down, whether you’re solo or with a partner, each pull out a separate piece of paper, and you ask each other, what do you want to do in the next five years that would make your life and our life rich and meaningful?

			Take a few minutes to write it down. Somebody might say, I want to learn Spanish. Somebody else might say, I want to learn how to paint. Or I want to travel to see the Eiffel Tower. Whatever it may be. Then you come back together and you have this curiosity-driven, fun conversation. “Oh, you want to go to the Eiffel Tower! That sounds amazing. What time of year? Who else do we want to go with? Where do you want to stay?” That kind of dynamic conversation. You might find that some of the things your partner wants to do, you have no interest in. That’s okay. You don’t have to do everything they do.

			It’s about encouragement, and it’s also then about one or two things you both share, that you both want to do.

			Now a reminder: The type of answer here would not be: “I want to go out to dinner downtown.” That’s boring. We’re talking aspirational, bigger-picture things here.

			Once you’ve written down your answers and discussed them together, think about what money you’ll need and when you can do the thing. If you already have the money, do it next week! But if you don’t yet have the money for it, at least you can figure out a ballpark estimate of how much it’s going to cost. Know the exact date you’ll reach the target. Put money aside. You will be doing that thing. 

			

			Christine: Should people look even further than five years into the future for this sort of visioning exercise? 

			Ramit: I like doing bigger-picture thinking, being even more aspirational. But you have to remember that most people think about their money on a monthly basis. The way that people treat their money is the equivalent of driving in the fog, and they can only see 50 feet ahead, and so they’re rigid and they’re nervous. If you ask them where’s the McDonald’s ten miles down the road they’re like, “I can’t think about that right now!”

			First, I want them to get comfortable with things like the worry-free number and the five-year bucket list strategy. If you do that right, then you’re going to be able to think bigger and more expansively.

			Daily small joys

			Christine: I’m a little conflicted about bucket lists, because I feel like happiness in life boils down to really small joys, done day after day. Don’t those micro-joys matter as much as the trip to Paris?

			Ramit: Yes, they do. My response to that is, “Yes and yes.” You should live a rich life today, and then an even richer life tomorrow.

			I will say that with older adults who I’ve been around—and I’m sure you have had this experience, too—they really enjoy looking forward to something. It could be as modest as, “We’re all going to visit grandma, and she’s excited that we’re coming over tomorrow,” or it could be something as glamorous as, “We’re all taking a family trip.” It doesn’t matter. It’s about having something to look forward to, some purpose, some anticipation. We should always be thinking, “Okay, I’m happy today. It’s not that I need to spend a gargantuan amount of money to be happy. But I’m going to give myself the gift of looking forward to something and ideally bring some people with me.”

			

			As far as the day-to-day joys go, every day should have some element of a rich life in it. A simple example from my own life is that I have a French press that I make coffee with every morning. I hated having to wash it every single morning. It just drove me crazy. And so I bought two. Now, what are we talking about here, maybe $29? It’s such a nominal expense. But it makes my day. Every morning I wake up. There’s a clean French press. I pull it out. I make my coffee. And I feel so good. Little things like that, which can be quite inexpensive but are incredibly meaningful to us, are things that we should absolutely be doing.

			But I don’t want us to merely stop there. You need the longer-term stuff to look forward to as well.

			Christine: How about for people who are on tighter budgets? Because many people, as they move into retirement, are necessarily trying to stick within a specific spending rate per year. How can they ensure that they have a rich life? 

			Ramit: It’s the same principle. Ask yourself, “What do I want to spend my money on, and what is less important to me?” If you ask people what they love spending money on, everyone’s got an answer. The most common answers, typically, among my audience are eating out—that’s number one—and travel is number two. Health and wellness is number three, and so on.

			I ask them, “What if you spent more on that? What would that look and feel like?” And they’re stumped. They’ve never actually considered it. If you’re on a tighter budget, the dynamic is the same. The scale might not be the same, but we still want to prioritize what’s important to us. You may not be flying to Paris for a four-day trip, but that’s okay. It’s about asking ourselves, “Where do we want to prioritize and put our money?”

			Christine: Can people ensure that if they have experiences in mind they’re not just mirroring people in their community? For example, it seems like a rite of passage for a lot of older adults to take a huge crew to Disney World, or maybe in certain communities, taking the whole family to Europe. How can people avoid falling into that trap of simply doing what their friends did to enjoy their retirements?

			

			Ramit: Most of us do what our friends do. Most of us wear what our friends wear. Most of us eat what our friends eat and drive what our friends drive. That’s normal. That’s human nature. What I challenge people to do is to design your rich life in a way that is uniquely personal to you, that fits you like a handmade glove. The funny thing is that the more you create your unique, rich life, the more bewildering it will be to the people around you. For example, in my own rich life, I have a 17-year-old car and I stay at luxury hotels. In fact, I have a sweater that costs more than my car. That makes no sense. It’s bewildering. But that makes perfect sense for me.

			The exercise that you can do here is to sit down, whether you’re solo or with a partner, and say, “What is our rich life? Let’s do our five-year bucket list. Let’s ask ourselves, what do we love spending on? Who would we like to bring somewhere to have a magical experience?” Magical could be flying to Europe or Thailand, or it could be having a sunset picnic in the park. Leave the numbers out of it—start with what is magical to you. When you do this, suddenly you start to go, “I don’t really like that. I don’t feel the need to do it.” And then you can say, “Okay, cool. Now, what do you feel the need to do? And what would make this unforgettable?”

			For example, my wife and I travel a lot. And we realize that sometimes we just don’t want to see the monuments or a museum. It’s just not for us. And that’s okay.

			So sometimes we’ll go to a very famous city, then people ask us if we went to a certain museum. We tell them, “No, we just weren’t into it.” People look at us quite shocked because that museum is “the thing to do.”

			

			I’ll contrast that with what we actually do. I have a love of interior design and my wife is in fashion, so we might hire a local expert in those areas. In our case, we hired some architects to explain some of the interior design trends that we saw in Kyoto, and we got to visit their house and see how they lived. That experience fit us like a glove. It might not make sense to somebody else. And that’s okay.

			Christine: In previous conversations you’ve mentioned that the financial services industry encourages people to oversave and potentially underspend. It seems like the natural corollary of that would be underspending in retirement. Is that something that you think retirees ought to be mindful of?

			Ramit: Retirees should take this as seriously as they take their health and their relationships. Money is, starting at age 40, the number one thing that people worry about.

			Yet if you talk to the average person, they have never read a single book about personal finance. Not one. How can we get to retirement age and not understand the thing that we worry about and agonize over every day? The first thing I would say is, it’s important to get educated. There are so many resources—like this book!

			Yes, we should be mindful not only of how much we have, but of what we are doing with our money. The point of money is not to merely save it.

			The financial services industry knows that it’s really profitable to scare people. Save, save, save. And then what? What are you supposed to do with the money? How are you supposed to know how to spend it meaningfully? If you go through life for 40, 50 years, 60 years, never having built the skill of spending money meaningfully in a way that makes you satisfied and happy and maybe connected, it’s very difficult to start.

			

			Giving yourself permission to spend

			Christine: You often hear that retirement is one of the most difficult financial transitions. If someone has been in savings mode their whole life, it can be psychologically very difficult to go from that accumulation phase to the phase where they’re taking out money. Do you have any thoughts on how to make that easier?

			Ramit: If I said to you, “Christine. You’re busy right now. You should wait to make friends until you’re 65 years old,” you would laugh. It’s absurd. And yet that’s exactly how we treat money. You should save it, accumulate it, even hoard it. Then someday down the road you’ll figure out how to spend it, because you’ll be free.

			But ironically, you’re not free. Retirees often worry more than anyone else, even retirees with millions of dollars. That’s because the way you feel about money is highly uncorrelated to how much you have in the bank.

			I spoke to a couple who are part of the Financial Independence, Retire Early (FIRE) community. By age 50 they retired with $4.3m. They’re very accomplished. But they struggle to spend money. They agonize over it. I shared this story on my podcast because many of us cover our financial anxieties by telling ourselves, “If I just had $10,000 more, or $50,000 more, or I retired, then I would be comfortable. I would feel good.” I routinely feature multi-millionaire couples who can’t shake their feelings of guilt and overwhelming anxiety. Many of them still drive five miles to save ten cents on gas.

			That’s not a rich life. It can’t be a rich life if your entire focus is on how not to spend money instead of how to use your money to create meaning.

			Christine: I’ve warmed up to the idea of buying an annuity for exactly that reason, just to have someone dole out the money back to you, so that you’re not really having that anxiety about taking out from the portfolio. What do you think of systems like that?

			

			Ramit: Conceptually this is good. If you have gone 40-plus years of your career, having a regular paycheck deposited into your account, then it becomes psychologically very scary to look at a big number you’ve built up and to take from it.

			Would I like people to pay for an expensive annuity? No, I’d rather have them call up their kids and say, I want you to transfer money from this account to that account for me every month. But if you can’t do it, and if you find yourself paralyzed, then okay. There are many options that you could pursue.

			Christine: It sounds like you think people should practice spending, and spending on what gives them joy, well before retirement.

			Ramit: The years between age 40 and 60 are prime spending years. Before 40, most people don’t have any money. After 60, many people have health issues that arise, whether with themselves or their family members.

			If you haven’t started spending your money meaningfully before 60, it doesn’t mean it’s too late. But the message that I want to emphasize is that today is our best day. It’s our best day of health. It’s our best day of time. It’s our best day of relationships with the people around us. Tomorrow, it becomes just a little harder, and there’s a ticking clock.

			So many of us are afraid to talk about death. I told my wife, “Here are the conditions under which I don’t want to live anymore. Here’s what’s going to happen one day if I get hit by a bus. Let’s talk about it.” I had the same conversation with my parents.

			There’s no virtue in hiding from something that’s going to happen to all of us. We might as well be open about it. When we acknowledge that the average person like us lives to X age, suddenly we get very honest with ourselves. “Wow! I have a limited time window to actually use this money. What am I going to do with it?”

			I sometimes ask people, “What are you going to do with all this money?” These are typically people who are very frugal. They can’t bring themselves to spend money. And you know what they always resort to? There are two things. The first is, “Nobody knows what healthcare is going to cost as I get older.” I respond, “Okay, fair enough. You should put some extra aside for healthcare. You have your insurance.”

			

			And then they switch, “What I really want to do is give it to my kids.” What a copout to hand over hundreds of thousands or millions of dollars to your children. What model did you set for your kids of how you spent money meaningfully?

			Yesterday was my mom’s birthday. I called her up to wish her a happy birthday. And she had gone hot air ballooning in Napa with my dad. Wow! What a dream for a kid to hear their mom and dad are out there, mobile, spending money, creating memories, sharing them with us!

			What a joy. That’s a role model for me—that I’ve got to live my rich life today. I told my parents, “I don’t want money. You came from another country. You taught us how to succeed here. I want you to spend every last cent, and maybe even a little more, before you go. I want you to have fun, and that would be amazing for us and for you.”

			My takeaways

			
					Update your worry-free number so that you’re not sweating small purchases and can enjoy day-to-day life.

					Think about small upgrades that can provide a daily “Yes!” like Ramit’s extra French press.

					Spend some time thinking through some activities that you really want to do over the next five years. Be as specific as possible. What will your life look like? What people do you want to be there with you? If you’re part of a couple, talk through each of your ideas.

					Don’t worry if the things that get you excited don’t conform with what everyone else is doing. If you’re getting funny looks, that probably means you’re doing it right!

			

			

			Related resources

			I Will Teach You to Be Rich: www.amazon.com/Will-Teach-You-Rich-Second/dp/1523505745.

			Iwillteachyoutoberich.com: www.iwillteachyouto berich.com.

			“How Much Do I Really Need to Save to Retire Comfortably?,” by Ramit Sethi, iwillteachyoutoberich.com, March 20, 2018: www.iwillteachyoutoberich.com/how-much-do-i-need-to-retire.

			“Ramit Sethi: What Is Your Rich Life?,” The Long View podcast, November 10, 2020: www.morningstar.com/personal-finance/ramit-sethi-what-is-your-rich-life.

		

	
		
			

			Lesson 8: Wade Pfau

			Know Your Retirement Income Style

			Some of the most fascinating research in investing over the past several decades relates to behavioral finance—the discipline that explores how we’re all geared a bit differently with respect to money matters. Our financial attitudes and decisions are shaped by our experiences, of course, but they may also owe to our innate wiring. 

			These differences extend to our attitudes about retirement income. For example, some people may value a lot of  predictability in their retirement cash flows from year to year,  while others may be comfortable with more variability in their income if it means they’ll have a better chance at long-term growth. Wade Pfau and Alex Murguia sought to tap into the different preferences people have for retirement income with  their “Retirement Income Style Awareness,” or RISA, methodology. By answering a series of questions, preretirees can figure out what sort of retirement plan provides them with the best combination of attributes given their preferences. (You can take the RISA questionnaire at www.risaprofile.com/HowToRetire.) 

			Because understanding your own retirement income style can help save you time and unnecessary research, I asked Wade to discuss the four main retirement income styles that he and Alex have identified, as well as the preferences that underly each of those styles. And as Wade is a professor of financial planning and author (his Retirement Planning Guidebook has a permanent  home on my desk), we covered many different aspects of retirement planning in the course of our conversation. 

			[image: ]

			

			Why define your retirement income style?

			Christine Benz: You think that identifying a personal retirement income style is foundational to the retirement planning process. You and Alex Murguia have developed a “style box” for retirees to use when they’re thinking about their approach to retirement income. Can you discuss that idea of having a retirement income style? 

			Wade Pfau: There are different approaches to retirement. There are investment-based approaches, there are bucketing approaches. There are income-flooring approaches, where you build protected lifetime income.

			There’s just so much disagreement about them and which one is the best. Ultimately, there is a role for different strategies based on what makes someone most comfortable for their retirement. But there has never been a framework to help people choose a strategy. Usually, if a consumer is learning about retirement, they’re hearing about it from an advocate of one particular style. And that advocate might not even acknowledge that other styles exist.

			The whole idea behind the RISA was to develop an assessment tool to help individuals find a firm starting point from which to make their retirement plans. That can help cut through a lot of the reading on different approaches that they would otherwise need to do. 

			We have identified two key areas where retirees might differ on their retirement income preferences. The first is their attitude toward the safety of their income stream: Do they have a safety-first mindset, or are they probability oriented? The second key area relates to whether they’re willing to commit to a single retirement income strategy or if they prefer optionality to make more adjustments along the way. We used these four variables to form the RISA Matrix. Taking the RISA assessment will show you where you land in each of those two key areas. 

			If I take the RISA questionnaire and find that my retirement income style is more investment-based—I’m probability oriented and have an optionality mindset—I can plan with more confidence. I don’t need to consider annuities. But if my retirement income style is a safety-first type of style, then maybe I do want to start learning about annuities. Whichever approach suits me best, I have a better starting point.

			

			It’s such a broad universe that helping people identify their retirement income style helps them avoid paralysis by analysis.

			Christine: It seems like it’s also a wake-up call to advisors: If you’re a one-size-fits-all sort of retirement advisor, where everyone gets an annuity or everyone spends exclusively from their investment portfolio, maybe you shouldn’t be that way. Maybe you need to consider each of your clients individually—how they’re geared—and create a customized plan for them based on how they think about these things and what their priorities are.

			Wade: Right. Ultimately, the financial advisors who are more flexible and open to implementing different approaches for different clients are going to have a lot more success than the advisors who continue to apply the same approach to everyone who walks through their door.

			Are you probability based or safety first?

			Christine: Let’s start with the first key decision. Pre-retirees need to consider whether they prefer a “probability-based” or a “safety-first” approach. Can you talk about what safety first means in the context of retirement income, as well as what a probability-based approach would entail? I would guess that having comfort with market risk is important with a probability-based approach.

			Wade: Probability based means that you’re more comfortable relying on the idea that stocks should outperform bonds; you’re comfortable relying on the equity risk premium as an additional source of returns to support a higher standard of living in retirement than you could get with bonds alone. [The equity risk premium is the idea that equity holders should earn better long-term returns than investors in less volatile investments like bonds because equity holders assume more risk.]

			

			Christine: What types of income sources would fall under a  safety-first umbrella, and what type of retirees would tend to gravitate toward it?

			Wade: With safety first, you may still feel comfortable with the idea of stocks for the long run, but you’re less comfortable with the idea that you can rely on the stock market to cover your core spending in retirement. You want some sort of contractual protection behind that income. Of course, that starts with Social Security and deciding when to start claiming in order to provide the most longevity protection and an inflation-adjusted income. It also includes traditional pensions.

			Your protection could further include holding individual bonds to maturity, more so than just using traditional bond mutual funds or bond exchange-traded funds (ETFs). Then, if there’s still an income gap between core expenses and guaranteed income, someone might look to annuities as an additional way to fill that gap, to provide contractual lifetime income protections to cover the basic spending.

			On top of that, there’s always a role for investments, including stocks. Even if the markets don’t do well, you’ve got your basics covered through other income sources. Someone who’s more interested in the safety-first approach is going to feel more comfortable having their basics covered with contractual protections, and then, if that helps them feel more comfortable investing the rest more aggressively, they have that potential for growth. They’re not relying on just an investment portfolio to fill any sort of income gap for their retirement.

			How do you feel about optionality versus commitment?

			

			Christine: The second key decision when thinking through retirement income style relates to what you call “optionality” versus “commitment.” Can you discuss what the difference is?

			Wade: If you have an optionality orientation it means you value flexibility for your assets above all else. You want to be able to make changes and you would be comfortable with income fluctuations. You want to respond to new opportunities.

			Whereas if you have a commitment orientation, it’s likely that if you can find something that will solve for your lifetime retirement income need, you would prefer to commit to that. Then you can take income planning off your to-do list and not have to worry about it. There are also some nuances around commitment orientation to help manage potential cognitive decline as you age or to protect other family members.

			Christine: You’re saying that someone who prefers optionality would say, “I want to continue to manage my portfolio. I want to have liquid assets in it” and so forth. Whereas if someone’s very commitment-centric, a great example of something they might do is purchase an annuity, a one-and-done decision that creates that income stream for the rest of their life.

			Wade: Right, and these are both valid preferences. There are annuities that provide some flexibility. But if you think of a simple income annuity, that’s an irreversible lifetime commitment. That would be the purest form of a commitment strategy.

			Retirement income style 1: total return

			Christine: You note that a self-assessment of how they feel about all of these factors can help retirees plot themselves in one of four quadrants, representing four different retirement income styles. Let’s examine each of these styles, starting with the total return investing style. What types of investments and strategies are part and parcel of this approach?

			

			Wade: The total return investing approach is generally the default in the consumer setting because it’s the most closely aligned with pre-retirement. It aligns with the probability-based and optionality preferences. In the pre-retirement world, you build a diversified investment portfolio to grow your wealth, and then at retirement you just flip a switch. You’re no longer adding new savings; you’re now taking distributions. But you otherwise use the same sort of diversified investment portfolio, and you develop some sort of systematic withdrawal strategy to spend from the investment portfolio in retirement. 

			When financial advisor Bill Bengen first developed the 4% rule, he told retirees never to hold less than 50% stocks in retirement. That idea relies on the notion that stocks will outperform bonds, and you need to use a hefty allocation to stocks to get enough growth to fund a higher level of spending in retirement. This approach is very much probability based and it’s also optionality oriented, as we traditionally think of investments as providing more optionality or flexibility for the financial plan.

			Christine: It seems like a lot of financial advisors naturally gravitate to the total return approach. Do they do so because it allows them to maintain more fee-generating assets?

			Wade: For advisors who charge based on assets that they manage, there can certainly be a financial incentive to use a total return strategy. You can see why they’d wish to maintain as many assets as possible in the investment portfolio that they’re managing. But part of it is that retirement planning is still a relatively new field within financial services. It’s hard to assign it a birthday. You could argue that it only goes back as far as Bill Bengen’s research in 1994, when he looked at sustainable spending from a volatile investment portfolio and created the 4% rule.

			

			So really the birth of retirement planning does not predate the 1990s. A lot of advisors still don’t fully understand the mechanics of what happens when you switch from saving and accumulating into spending from your assets—and trying to replace the paycheck—in retirement. They haven’t really thought through the implications of what makes retirement different. There’s longevity risk: You don’t know how long you have to sustain those assets. There’s sequence-of-returns risk where, if the markets are down and you’re spending from the portfolio, your portfolio doesn’t get to fully enjoy any subsequent market recoveries.

			Risk really changes in retirement, and advisors who haven’t thought through that process naturally gravitate toward the total return style they used when their clients were accumulating. They figure they might as well use the same style when they’re distributing from that asset base.

			Christine: One central consideration for someone using a total return style is that they have to figure out how much they can safely spend from that total return portfolio per year. You’ve done a lot of research on that topic. What are your main takeaways when you think about safe withdrawal rates for these people?

			Wade: When Bill Bengen developed the 4% rule, it was a research simplification to say that the spending would always adjust for inflation and not respond at all to market performance. That aspect of it creates the most sequence-of-returns risk, and that in turn causes the safe withdrawal rate number to be the lowest possible.

			Christine: Can you explain why taking the same amount out of the portfolio, adjusted for inflation, is a withdrawal approach that’s particularly vulnerable to sequence-of-returns risk?

			Wade: The years 1966 to 1995 triggered the 4% rule. In that 30-year period, the average market return wasn’t necessarily so bad. But it was only after 1982 that the markets did great. From 1966 until 1982, it was a really rough market environment with high inflation for a number of years and double-digit losses in the S&P 500. So the retiree didn’t get to enjoy that full average performance because they decimated their portfolio before the good returns came. That’s sequence-of-returns risk in action, and it’s maximized by having constant spending from a volatile portfolio.

			

			Christine: How can someone mitigate sequence risk?

			Wade: There are four ways. The first is to spend conservatively. That’s the logic of the 4% rule.

			Another option is to spend flexibly. If I can adjust spending along with market performance, that manages the sequence-of-returns risk because I’m not having to sell as much from a declining portfolio.

			A third approach is to mitigate the volatility of the portfolio, not necessarily by just investing in bonds, but with a bucketing approach, or a rising equity glidepath [an equity allocation that increases over time, once the retiree has made it through the early years of retirement], for example.

			The fourth approach I call “buffer assets,” where you have something outside the portfolio that you treat as a temporary spending resource to spend from after market downturns, to help avoid selling from the portfolio at a loss. This could be just a big pile of cash on the sidelines; that was the original buffer asset. Or it could be the cash value of a whole life insurance policy. These assets have principal protection and are not correlated with the overall markets. 

			Retirement income style 2: time segmentation

			Christine: Another retirement income style is time segmentation. It’s often shorthanded as “bucketing,” which you’ve mentioned before. What is a time-segmentation style, and for whom might that be appropriate?

			

			Wade: Part of what came out of this research on retirement income styles is that there are connections between the four approaches. If you’re more optionality oriented, you tend to be more comfortable with a probability-based approach. There’s a natural correlation between those two orientations, and a total return style is a natural strategy for such people. On the other hand, if you’re more safety first, you tend to be more commitment oriented. So income protection is a more natural strategy for those people.

			But some individuals have preferences that don’t have that natural correlation to one another. Someone might have a safety-first orientation and want contractual protections, but also have an optionality orientation. There is an inherent conflict. How do you have optionality if you have a contract? Financial advisors began developing behavioral strategies such as time segmentation in the 1980s to address these kinds of clients.

			Time segmentation involves investing differently based on the time horizon. So we’ll have a short-term bucket. We could have a medium-term bucket. You can have as many buckets as you want, but the basic idea is that the shorter-term buckets are where you get the safety-first contractual protections. You’re going to hold fixed-income assets and when they mature, they’ll provide their face value as well as any coupon payments along the way to fund those upcoming expenses. You use bonds to cover expenses in the near term, and then you get the optionality because your long-term buckets can be focused on growth.

			The behavioral story used with bucketing is that people think, “If the market goes down, I don’t have to panic, because I have these short-term buckets that are going to cover my spending as long as the market recovers before I’m forced to sell from longer-term buckets.” You might still have a 60% stock, 40% bond portfolio, just like with a total return approach. But the person with a time-segmentation approach might say, “I’ve got 40% in my short-term buckets to cover the next eight to ten years of expenses. The other 60% is in these longer-term buckets, mainly stocks, earmarked for longer-term expenses.” It’s just a different way to frame the asset allocation choice. It’s not necessarily a better way to invest, but for people who have safety-first and optionality preferences it can be a behaviorally more satisfying way to approach building their retirement strategy.

			

			The difference between a total return approach and a time-segmentation approach—even if the asset allocations might be basically the same—relates to decisions of rebalancing. With the total return approach, you’re generally rebalancing every year to keep your asset allocation on track. With time segmentation, you don’t necessarily rebalance on cue. It’s based more on what’s going on with the market and the portfolio. If the stock market is down, you’re just going to be spending from the bond side and not rebalancing at all. If the stock market is doing well, that’s when you start to sell from that long-term bucket to replenish your short-term bucket. But at the end of the day, you’re still using stocks and bonds. So is there any difference to it, relative to a total return strategy? Not necessarily. But behaviorally, it may help people.

			Retirement income style 3: income protection

			Christine: I want to talk about income protection. It seems like the purest expression of that would be just to buy a basic income annuity. Can you talk about what else the income protection style would entail?

			Wade: With income protection it’s safety first: You want contractual protections for your core spending, and you’re commitment oriented.

			That means looking at annuities that have the strongest income protections in the worst-case market scenarios. That’s generally the world of fixed annuities, whether it’s the simple, single premium immediate annuity or deferred income annuity.

			

			In many cases the fixed index annuities with lifetime income benefits can provide payout rates that are competitive with simple income annuities. With an income annuity, the purchaser is locked in. It’s an irreversible contract that doesn’t give them any flexibility. With the fixed index annuity, sometimes people pay for the lifetime income protections but don’t take advantage of them. They don’t distribute the fully allowed amount, which means the contract is less likely to deplete. That means the insurance company is less likely to be on the hook to make good on any promised payments. Competition from that can allow for higher payout rates on the fixed index annuities. So it’s worth someone with an income protection style looking at those products.

			Christine: Can an income protection style involve equities?

			Wade: Once you have your basic expenses covered with this protected, reliable type of income source, the rest of the assets can be invested for upside. You can feel more comfortable investing the rest more aggressively. Even if the market tanks, you’ve got this income protection in place and have your basics covered. You’re not exposed to market risk. That’s the whole idea of income protection: First, build a floor of protected lifetime income and then invest the rest for upside because you have more risk capacity. Since you’ve got your basic spending covered, you can use a variable spending strategy and invest more aggressively in equities for discretionary goals and expenses.

			Christine: Much academic research points to the value of using basic income annuities with an aim of enhancing lifetime income, yet people tend not to use them very much. Can you talk about what has been called the “annuity puzzle,” which is that people tend to not buy annuities as often as research from you and others might suggest they should be doing?

			Wade: I’ve heard people say that academics hate annuities, but I don’t know where that comes from. If you start digging into the literature, you can find that there have been critiques of certain types of annuities and their pricing, but in 1965 economist Menahem Yaari pointed out that if you don’t have a legacy goal and you’re just trying to efficiently fund a lifetime spending goal over an unknown time horizon, you want to annuitize the assets. This is because risk pooling is the best way to protect that lifetime spending goal. [Risk pooling is how annuity purchasers’ assets are pooled together to determine payouts; some people will live shorter lives, and some will live longer, but payouts for all are higher because the insurance company can plan to subsidize some of the payments to the long-lived with assets from the short-lived.]

			

			The annuity puzzle relates to why commercial annuities aren’t used more frequently. As far back as the 1920s, Wharton professor Solomon Huebner wrote something along the lines of, “Why are people just investing in bonds and spending the interest when they could be using an annuity that would allow them a much higher level of spending than the bonds would provide?”

			The solution to the puzzle may simply be that they do use annuities: Social Security is an annuity, and the typical American doesn’t have a lot of investment assets. Social Security may already provide plenty of annuity income. There’s no need to go to the commercial annuity markets beyond that.

			Our RISA research shows that there’s no annuity puzzle for the total returns quadrant. Those individuals are probability based; they’re comfortable relying on the market and they value the optionality. These individuals also maintain an accumulation mindset in retirement, which means they’re focused on risk-adjusted returns and not as worried about predictable income.

			The annuity puzzle applies more to people with other retirement income styles. Why don’t they use annuities more?

			Many answers have been proposed over the years. A simple income annuity is an irreversible decision, and things get complicated with annuities in the U.S. context, partly because of the tax code. Part of the puzzle may just be because annuities have a bad name.

			

			Christine: One other big knock against annuities is that inflation can eat away at the purchasing power of the income you receive. And adding an inflation rider can be expensive. Should that lack of inflation protection be a big obstacle for people who would otherwise be inclined toward an income-producing product like an annuity?

			Wade: There are no Consumer Price Index [CPI]-adjusted income annuities in the United States right now. There have been in the past, but the last company to offer a CPI-adjusted income annuity stopped in January 2020, so we haven’t had anything since then.

			But you don’t use the annuity for inflation protection; you use it for that risk-pooled protected lifetime income that’s not inflation adjusted. Now, you could add a cost-of-living adjustment, but that doesn’t provide inflation protection higher than whatever cost-of-living adjustment you included. So you don’t have protection against unexpectedly high inflation. But the annuity can allow you to meet more expenses over time from a given premium or given asset base than traditional, non-Treasury Inflation-Protected Securities [TIPS] bonds are able to do.

			If I’m thinking about stocks and bonds versus stocks and income annuities, the income annuity allows me to meet more of my expenses than bonds, which then puts less pressure on the stocks for distributions. When you’re putting less pressure on the stocks for distributions, you have less sequence risk for the stocks, and more potential for growth. Over time we do tend to expect stocks to keep up with inflation, not necessarily over short periods, but over longer periods.

			Aside from Treasury Inflation-Protected Securities, which are the true source of inflation protection, you can generally get more inflation protection through the use of income annuities plus stocks than bonds plus stocks. That’s because traditional bonds don’t provide inflation protection and they don’t provide any sort of risk pooling booster on the income. With an annuity, the spending is coming through the insurance aspects, so that puts less pressure on the stocks and they have an easier time providing the inflation protection. The annuity is not meant to provide inflation protection, but as part of a financial plan it can make it easier for other assets to provide that protection.

			

			Christine: Another reservation about annuities relates to the fact that this is a long-term contract with an insurance company. You could be receiving payments over a 30-year or longer horizon. The solvency and financial wherewithal of the insurance company would seem to matter a lot. Can you address that reservation?

			Wade: It’s a valid concern, though it gets taken too far sometimes. Nothing is 100% safe. Insurance companies can fail. But when you look at the history of this, there are very few cases of people not being made whole on their annuity payments.

			Insurance companies are only likely to fail if there is a truly systematic mass problem that requires a massive bond default. Nothing’s going to work in that type of scenario. But you’re generally going to be safe with a large, highly rated insurance company. And to help manage that concern, you could diversify among annuities from several of those companies.

			Retirement income style 4: risk wrap

			Christine: Risk wrap is another of the hybrid sorts of styles, like time segmentation. Can you talk about what that entails?

			Wade: Risk wrap is another behavioral strategy. With risk wrap you’re probability based, so you’re comfortable relying on the market. But you also have a commitment orientation and you’re comfortable committing to a strategy. If you have these orientations you also tend to be a little bit more worried about outliving your money. It’s like you want to put some sort of guardrail around the market risk.

			

			The more natural approach would be to use simple income annuities and then invest the rest in the stock market. But risk wrap is a behavioral approach. There are a lot of options here, but the simplest way is a variable annuity with a lifetime income benefit.

			The variable annuity lets you invest for upside, and if markets do well, you get step-up opportunities and so forth that satisfy the probability-based preference. But you have this lifetime income benefit so that no matter what happens, no matter how the markets fall, causing you to deplete the value of that annuity, that still triggers this lifetime income benefit. You have a protected lifetime income. You’re protected no matter what happens in the financial markets. Within the same financial product, you’re investing in the market but you’re wrapping the risk through the insurance protections of the annuity contract.

			Christine: This is an area that a lot of serious financial practitioners look down upon. There’s a lack of transparency with a lot of these products, and they can be very high cost. Do you think that it’s unreasonable for advisors to automatically say these products are off the table?

			Wade: I do think it’s unreasonable to have a fundamental unwillingness to look at the products. I personally am risk wrap oriented, so I’ve spent more time looking at these types of financial products. You do have the ability to invest quite aggressively. Even if the stock market goes down, that triggers the benefit; you have this protected lifetime income. And there are low-cost versions. There are even fee-only versions. A low-cost variable annuity with upside growth potential can be a powerful way to build a retirement strategy. But it’s going to appeal more to people who have that probability-based mindset, because generally the variable annuities will have lower downside guarantees, and in the worst-case scenario, you won’t get as much protected lifetime income.

			

			You generally get more protected lifetime income through fixed annuities. So if you’re not going to take advantage of the ability to invest more aggressively in the variable annuity, you’re most likely going to be better off with a fixed annuity. But if you are probability based, and you’re finding low-cost options, and you do have some expectation that over time the markets will gain in a manner that allows for the step-up in opportunities and increasing income, a variable annuity can be an interesting option to look at for people in the risk wrap quadrant.

			Christine: You mentioned that risk wrap is your own orientation. What do you find appealing about it?

			Wade: I’m very comfortable relying on the stock market, but I don’t assume a high rate of return. I’ll be very heavily invested in stocks, but I’m going to assume a rate of return closer to the bond side. I do like having the protections in place. The protections of the annuity living benefit mean that even if the stocks don’t do well, I can still calculate the worst-case scenario for my financial plan, unlike with a pure investment approach.

			I don’t know how far the markets could drop. What’s the floor on my potential retirement plan in that context? The annuity protection at least allows me to put a floor on what the stock market could do. Of course, even with a low-cost variable annuity, a 1% fee over time does have a huge compounding impact on terminal wealth. But if that allows someone to invest more aggressively because they feel more comfortable, since they have those protections, that additional market exposure can more than offset the fees.

			The other alternative for me was a simple income annuity plus stocks. I didn’t know which direction to go in. But since I am more risk wrap oriented, I would be more comfortable with a variable annuity with a lot of upside investment freedom versus just a simple income annuity and the rest in stocks.

			

			My takeaways

			
					There’s no single best style for generating income in retirement. Instead, finding the right retirement income strategy involves some introspection: your attitude toward taking equity risk or locking in a safe stream of income; your preference for flexibility or a permanent solution; and whether you’d rather spend more early on to elevate your quality of life in the here and now or defer gratification to improve the odds that you won’t run out.

					Like Wade, my result on the RISA questionnaire was risk wrap, but I told him that I would be disinclined to buy a variable annuity in retirement. Instead, my approach is a bit of a mashup of some of the investment styles that Wade discussed. I like the idea of locking in our fixed spending needs with Social Security and possibly a fixed annuity if Social Security doesn’t go far enough. In addition, time segmentation (bucketing) appeals to me from an investment portfolio standpoint. If a lot of our income needs are coming from non-portfolio income sources, and I think they will, our buckets will tilt toward the aggressive (stocks).

					Wade touched on it only briefly in this conversation, but there are a couple of benefits of simple annuities that go underrecognized. The first is the fact that an annuity can provide a portion of a retiree’s income needs for life without interruption. The second is that having an annuity has the potential to give retirees “permission to spend,” which is something that wealthier retirees often struggle with. In other words, if the retiree is receiving a stream of income automatically, spending those funds or giving them away might come easier than it would if they had to tap their portfolio.

			

			

			Related resources

			Retirement Planning Guidebook: https://www.amazon.com/Retirement-Planning-Guidebook-Navigating-Important/dp/1945640154/.

			Retirement Researcher: retirementresearcher.com.

			Retirement Income Style Awareness Assessment: www.risaprofile.com/HowToRetire. 

			“Determining Withdrawal Rates Using Historical Data,” by William Bengen, Journal of Financial Planning, October 1994: web.archive.org/web/20120417135441/http://www.retailinvestor.org/pdf/Bengen1.pdf.

		

	
		
			

			Lesson 9: William Bernstein

			Set an Asset Allocation for Your Retirement Portfolio

			William bernstein is the classic polymath. A neurologist by training, Bill turned his attention to investing because he wanted to figure it out for himself. A blog and numerous acclaimed books followed, including The Four Pillars of Investing, If You Can, and The Intelligent Asset Allocator. Bill is a passionate student of history, but his knowledge of current events is always up to the minute, too: In conversation, he might reference ancient Rome, the gold standard, and Sam Bankman-Fried in the space of a few minutes. Bill is also a heck of a lot of fun, and I’m happy to say that I’ve gotten to spend a fair amount of time with him over the years through our mutual work with the Bogleheads community.

			Some of Bill’s best-known writing relates to asset allocation: setting a portfolio’s mix of stocks, bonds, and cash. I asked him to chat about how people should approach asset allocation as they embark on retirement. 

			[image: ]

			Four key questions

			Christine Benz: Let’s start with a really basic question: How should I change my portfolio as retirement approaches?

			William Bernstein: There are four other questions you have to ask yourself before you can answer that. The most important question is, what is your burn [spending] rate? At one extreme you have the person who is burning 5% or 6% of their portfolio. That person is very high risk, should be pretty conservative, and should have a liability-matching structure in place. [Liability matching, a term from the world of pensions, means that the assets in a portfolio are earmarked and invested for a specific spending horizon and purpose.]

			

			The other extreme is the person whose pension and Social Security is more than adequate to meet their ongoing living expenses. That person, if you think about it, really isn’t managing their own money. They’re managing money for their charities and for their heirs, so their asset allocation is relevant to those charities and heirs.

			The second question is, what’s your age? If you are a FIRE person and you’re retired at age 40, you’ve got a half century of expenses to pay for, and good luck with that. As long as you don’t get married or get sick or have children, you might be in pretty good shape. But you’d better have an awful lot of assets.

			On the other hand, if you’re 75 years old, even if you have a fairly significant burn rate, you can buy a 30-year TIPS ladder that has a very, very high probability of outlasting you. [A TIPS ladder is a portfolio of Treasury Inflation-Protected Securities that are scheduled to mature annually and in turn can provide the next year’s living expenses. TIPS bonds are considered very safe because they’re backed by the full faith and credit of the U.S. Treasury and they offer an adjustment to the bonds’ principal value in line with changes to the Consumer Price Index.]

			The third question you need to consider is, what is your risk tolerance?

			Feeding into your risk tolerance is the fourth question, what’s your balance between making a bequest and personal safety? At one extreme, you have the person who’s living very modestly, is not very sensitive to their standard of living, and wants to endow a wing at the hospital. The other extreme is the person who is focused on their own personal financial safety and whose only heirs consist of a couple of spendthrift nephews who they don’t even like very much.

			

			So it’s a multi-dimensional problem. Before you answer the question of how you change your portfolio as you approach retirement, you have to answer those four questions.

			Christine: In the past, a lot of people who were retiring would simply rely on Social Security plus any income that their portfolios were kicking off. Focusing on income production is the old-fangled way to create a portfolio for retirement. Is that a good way for people to go about it?

			Bill: It’s a terrible way to go about it, because it’s subject to the money illusion. Say you buy a nominal annuity—a single premium immediate annuity—that yields 7%. You think that you’ve got this income that is going to sustain you for the rest of your life. What you don’t realize is, even if there’s modest inflation over the next 20 or 30 years, in your later years you’re going to be getting back what today you would consider to be “funny money.” That’s because your cost of living is going to double or triple or quadruple. That was really the problem with the old way of looking at things.

			A better way is not to look at it from the point of view of income, but from the point of view of treating it as a reverse mortgage. Not that I think that reverse mortgages are a terribly good idea! But if you have a TIPS ladder that is yielding 1.5% in real terms, you can withdraw 4% of that every single year over the next 30 years. That way you’re getting a real income that will keep up with your standard of living.

			Of course, you run out of money in 30 years, and you have to ask yourself, how old are you going to be in 30 years when that happens? If you start at age 70, you’re going to be okay. If you start at age 40 you’ve got a big problem when you’re 70 years old.

			So the idea that you’re going to live off of your nominal income, starting at a fixed point in time, is frankly delusional.

			Christine: I want to ask about a piece of advice that you’re closely associated with: If you’ve won the game, quit playing. I take that to mean that if you have amassed a sufficient amount of assets, you shouldn’t take risk with that portfolio. You should stick with safer securities. Is that a good piece of advice for retirees?

			

			Bill: It’s a good piece of advice for the median retiree, but it’s not good advice for a lot of people. It’s good advice for the person who is retiring at age 65 with a 4% or 5% burn rate. That person is at real risk of running out of money if they’re too heavily invested in stocks because of sequence-of-returns risk. That is to say, if you have bad returns upfront and good returns later, the good returns later don’t arrive in a timely enough fashion to save your bacon in your later years. You’re going to draw down your portfolio way too rapidly if your portfolio was losing 5% per year over several years and you’re also withdrawing 5% per year.

			The concept of “stop playing the game” doesn’t fit for the person who’s got, say, a 2% or 3% burn rate. That person really doesn’t have to worry too much about sequence-of-returns risk because they’re not drawing down enough of their assets to get into trouble.

			This gets to the study that financial planning researchers Michael Kitces and Wade Pfau did about the reverse glidepath, which basically posits that the average person who retires should have a much higher allocation to bonds and a lower allocation to stocks, and that stock allocation rises as they get older. That increase in stock allocation occurs naturally; if you retire at age 65 and you have a conservative allocation, you’re basically spending down your bonds in the early years. You’re letting your stocks grow so that by the time you’re 80 years old you don’t have that many years left to have to pay for with your bonds, your safe assets. So, naturally, organically, your stock allocation is going to rise. You don’t have to worry so much about sequence-of-returns risk when you’re 80 compared to when you’re 65.

			

			The bedrock

			Christine: If we were to think of a base case of a 65-year-old with a spending rate of 4% and a self-professed moderate risk tolerance, how would such an individual approach constructing a portfolio for retirement?

			Bill: The single most important thing that a person in that situation should do, since they’re at risk of running out of money if they invest too aggressively, is to invest relatively conservatively. The bedrock of their portfolio should be something that approximates a TIPS ladder, a portfolio of Treasury Inflation-Protected Securities that matures in such a fashion that it pays off their liabilities every year.

			Let’s say that you have a person who needs $70,000 a year to live and is getting $30,000 a year in Social Security. Social Security provides a real payoff because the amount you receive increases with inflation. So they have to pay off that $40,000 deficit every single year, ideally. I say “ideally” because it’s hard to realize perfectly in the real world. They want to have $40,000 worth of TIPS maturing every single year for the next 30 years, because that’s as far out as TIPS go. They need $1.2m worth of TIPS—30 years times the $40,000 they need per year. That should be the bedrock of their portfolio.

			I’m not saying to put it all in TIPS. It’s not a problem to layer some stocks and nominal bonds on top of that as well.

			Christine: Can you discuss why you’re so enthusiastic about TIPS? What are the key attractions?

			Bill: The key attraction is that they protect you against inflation. It’s right in the name of the security. If you look at economic history and financial history, the biggest risk to any investor in almost any era in almost any country is inflation. Even the United States, which has done fairly well with inflation over the past 100 years, had some really scary periods after World War I and also during the 1970s, when nominal bonds came to be referred to as “certificates of confiscation.” You would buy your bond and then, when it matured in 20 years, you were left with only 35 cents on the dollar due to the impact of inflation.

			

			Christine: Will there be times when it would not make sense to invest in TIPS? For example, real yields on TIPS were negative not so long ago. 

			Bill: One of the nice things about financial history is its cyclicity. From time to time central bankers will want to stimulate the economy, and so they lower real interest rates, which is what we saw until 2022, before which the five-year TIPS yield hit a low of minus 1.9%. I would not be buying TIPS at those yields. On the other hand, you almost inevitably run into periods when the central banks want to take away the punch bowl, during which you’ll see yields that are pretty darn attractive.

			Christine: Not to get too in the weeds on TIPS, but I generally like the idea of using funds instead of individual bonds, especially for individual do-it-yourself investors. Funds are just so much simpler. Is a TIPS fund a reasonable alternative to the laddered TIPS portfolio?

			Bill: It’s a reasonable alternative, but I don’t think it’s as appealing as having a ladder that matures every year. With TIPS funds you basically want the average maturity to be roughly half of your life expectancy. [Average maturity refers to the average amount of time in which the bonds in the portfolio will mature.] Let’s say you have a 30-year life expectancy. Well, you want your TIPS fund to have an average maturity of roughly 15 years. The problem with that is that most of the low-cost TIPS funds have maturities of about seven or eight years. The longer-maturity TIPS funds are expensive. The way to address that would be sort of a hybrid approach: Buy a long-term TIPS fund and a shorter-term one.

			Beyond the bedrock

			Christine: You mentioned earlier that an annuity would be vulnerable to inflation risk. But it’s hard not to like the simplicity of a very basic, low-cost income annuity. Does the lack of inflation protection make them a nonstarter?

			

			Bill: I’m not a fan of those at all because they’re subject to the money illusion. They’re nominal. They’re not inflation adjusted. So what seems like a nice stream of income when you’re 65 might turn into funny money when you’re 85 because of inflation. In addition to that inflation risk, there’s also credit risk. I do not think anyone should soft-pedal that. There is a state guarantee on them, but that state guarantee isn’t necessarily going to pay off. States have caps on how much is guaranteed, and those can be as low as $250,000. If you don’t believe that, then read the story of Executive Life Insurance back from 30 years ago. [Executive Life failed in 1991, making it the largest insurance company failure at that point. Policyholders’ losses were estimated to be $4–$4.5 billion.]

			Unless you’re single and you are in poor health, or you’re married and both of you are in poor health, your prime directive is to defer Social Security until you’re 70. That’s the best inflation-adjusted annuity that money can buy.

			Christine: It sounds like you think addressing inflation and preserving purchasing power are the main jobs for retirement portfolios. You’re obviously enthusiastic about TIPS, but are there any other assets that you would suggest that retirees bring into their plans to help address inflation as a risk factor? Do stocks do that for us?

			Bill: In the short term? No. In the long term? Yes. If you look at how stocks do in the short term with inflation, they don’t do terribly well. This gets to the nature of short-term versus long-term risk. If your definition of risk is a bad day, or a bad year, or even a bad decade in the stock market, you really shouldn’t be investing in stocks in the first place. Because you’re going to sustain those kinds of losses; that’s what I call “shallow risk.” The risk you really ought to be concerned about is “deep risk,” which is the risk that your portfolio is going to have terrible or negative real returns over a 30-year period.

			

			Over the short term, stocks certainly don’t protect against inflation—quite the opposite. But over the long term—over 20- and 30-year periods—stocks do protect fairly well against inflation. What I like to look at is not how stocks do when markets do well, but what happens when you’re in a really catastrophic situation—say, the kind of inflation that was seen in Weimar Germany during the 1920s. If you held German stocks between 1920 and 1923, when prices increased there by a factor of one trillion, you actually were able to earn a positive real return. As you look around the world, what happens with terrible inflation, more often than not, is that stocks do pretty well.

			Not in all countries in all periods, but probably 60% to 70% of the time stocks do pretty well with awful hyperinflation. We’re talking Argentinian, German, Zimbabwean inflation.

			Christine: Assuming that someone is also holding stocks as a component of their portfolio, what should the complexion of that portion of the portfolio look like?

			Bill: It should look approximately like the world stock market portfolio. There are a bunch of total world market funds out there. I used to not be too fond of them because until a couple of years ago they were too heavy on non-U.S. stocks. If you’re in the U.S. your expenses are going to be in U.S. dollars, so it makes sense to have the bulk of your assets in U.S. dollars. But now it’s about 60% U.S. and 40% international, which, given how relatively inexpensive international stocks are [in 2023], is not a bad allocation. So a single total world stock fund is not a bad way to do it.

			Christine: What do you think of all-in-one-type funds, which combine stock and bond exposure and allow you to get away with fewer holdings still?

			Bill: There is absolutely nothing wrong with putting all of your non-TIPS liquid assets in a life-strategy or a target-date retirement fund as long as it’s got low enough costs. [Life-strategy funds typically bundle together stock and bond exposure into a single package. They maintain consistent exposure to those asset classes. Target-date retirement funds are similar, except that they gradually become more conservative and shift more of their portfolios to bonds as the retirement date draws near.] The one thing I do worry about is the fund companies fiddling with those portfolios’ asset mixes. For example, Vanguard is talking about putting their money into private equity, and I worry that they’re getting to the buffet table late on that one. The first people who invested in private equity got the filet mignon and the lobster tails, and the Vanguards and Fidelities of this world are going to wind up with tuna noodle casserole. I’m a little wary of life strategy and target-date funds for that reason, but that’s a minor concern for the average investor or the average 401(k) participant. Overall, they’re still a fine solution.

			

			Christine: How about for the retiree who needs to spend from that all-in-one fund? They’ll receive a pro rata distribution of stocks and bonds, whereas ideally they would want the ability to pick and choose where they go for cash flows on a year-to-year basis. They wouldn’t want to sell an asset class that’s down.

			Bill: It’s aesthetically displeasing for the reason you just gave. But in the long run it’s probably not a major concern. As with everything in investing, there is a trade-off among complexity and effort and efficiency. The one thing you don’t want to do is violate Charlie Munger’s prime directive of compounding: Compounding really is magic and the last thing you want to do is to interrupt it. By trying to fiddle with your asset allocation, you’re very liable to interrupt that compounding.

			But if you’re a really disciplined investor, a strategy of having two separate pots of money—risky assets and riskless assets—and drawing down the riskless assets in the bad years and drawing down the equity assets during the good years—that is a more efficient way of doing things.

			Christine: Are there any asset types that you think should be off the table for people who are in the accumulation mode? Or does it completely depend on the retiree?

			

			Bill: It depends upon the answers to those questions I posed earlier. If you’ve got a low burn rate, there’s really no constraint on your asset classes within the bounds of common sense. Don’t put all your money into crypto. Don’t invest it all in Nvidia today. [When we recorded this conversation in 2023, the stock of Nvidia, which makes semiconductors used in artificial intelligence applications, had seen stratospheric gains.]

			On the other hand, if you’re highly risk intolerant and you have a high burn rate, then you don’t want to overdo risky assets. It doesn’t mean sell all your stocks. It means take some risk off the table, or take a lot of risk off the table.

			Christine: Any other parting pieces of advice for people who are embarking on retirement and trying to figure out what their portfolios should look like?

			Bill: If there’s one thing I’ve come to realize over the 25 years I’ve been writing about finances, it is what I call the Prom Queen Theory of Life. If you’re the Prom Queen, you tend to overemphasize the importance of good looks. In the field of investing, if you can solve differential equations and do real-time calculus as easily as most people brush their teeth, then you tend to overestimate the importance of that. What happens when you do that is, you get Long-Term Capital Management. [Long-Term Capital Management was a hedge fund run by Nobel Prize-winning economists. Its bets on foreign currencies backfired, wreaking havoc on the global financial system. The government and large banks eventually intervened to assist in the orderly liquidation of the hedge fund’s assets.]

			You get people who are brilliant at the math and think that everything is a matter of math. They forget about the Shakespeare part of investing, which is the history and their own psychology, and they wind up hanging themselves. The math is important, but don’t focus entirely on it. The key to investment success is not another year of data or calculating out to another decimal point. You also have to focus on the things that are actually going to nail you: the cruel mistress of financial history and the face staring back at you in the mirror.

			

			Christine: Since you brought up Long-Term Capital Management, it seems like a related corollary would be to not put too much trust in experts, especially if they’re recommending complicated solutions and strategies that you don’t quite understand.

			Bill: One of my intellectual touchstones is a book by psychologist Phil Tetlock, Expert Political Judgment. It’s basically a summation of his life’s empirical work in forecasting. If you had to sum up his research, it’s that a well-informed, well-read dilettante will usually forecast better than someone who is a narrow expert in a given field. If you want to know, for example, if we’re going to get destroyed by artificial intelligence, you don’t want to be asking a person who’s an expert in artificial intelligence because their expertise is too narrowly focused.

			You want to focus on people who are really good at forecasting, who tend to be dilettantes but who are very well informed and who have extremely rational, methodical thought processes. They’re not the most brilliant people in the world. They don’t knock your socks off when you listen to them, but it turns out that the forecasting accuracy of people like that is actually much better than that of experts.

			That’s a long way of saying that I don’t pay a lot of attention to experts. I disregard people who are too eloquent and who are too rhetorically convincing, particularly if they have English accents.

			Another thing I’ve come to realize over the past 25 years gets back to Munger’s first rule: Never interrupt compounding. That means that you should not design your portfolio for normal times. Instead, design your portfolio to survive during the worst 2% of times, to avoid interrupting compounding’s magic. That basically mandates a portfolio that most people would call “suboptimal,” that is, lighter on stocks. Yes, that’s “suboptimal” in a mathematical sense. But a suboptimal portfolio that you can stick with is better than an  optimal portfolio you can’t stick with.

			

			My takeaways

			
					Bill’s four questions are a great starting point when figuring out your asset allocation: How much are you spending, what’s your age, what’s your risk tolerance, and do you care more about maximizing consumption during your lifetime or leaving a bequest?

					I would underscore and put in all caps Bill’s suggestion to maximize Social Security before thinking about your portfolio’s asset allocation. Social Security provides a lifetime income stream that is also inflation adjusted. By enlarging your Social Security income, you can reduce your portfolio’s withdrawal rate and take more risk in your portfolio.

					Bill’s suggestion to put most of your portfolio in Treasury Inflation-Protected Securities may feel too restrictive to many investors. But his point about securities that deliver income in nominal (non-inflation-adjusted) terms is an important one. The safety you feel with securities that produce income (cash, bonds, dividend-paying stocks) is illusory because higher prices eat away at the purchasing power of that income.

					I loved Bill’s dismissiveness of an asset allocation that’s “optimal.” What matters most is building and maintaining a reasonable portfolio that you can live with.

			

			Related resources

			Bill’s books: www.amazon.com/stores/William-J.-Bernstein/author/B001H6ID14.

			

			“William Bernstein: If You’ve Won the Game Stop Playing,” The Long View podcast, May 1, 2019: www.morningstar.com/podcasts/the-long-view/8ddbbe22-5acc-422a-bc75-5d3a0c495a5f.

			“Reducing Retirement Risk with a Rising Equity Glide Path,” by Wade D. Pfau and Michael E. Kitces, Journal of Financial Planning, January 2014: www.financialplanningassociation.org/article/journal/JAN14-reducing-retirement-risk-rising-equity-glide-path.

		

	
		
			

			Lesson 10: JL Collins

			Stick to a Simple Investment Plan

			The first thing i noticed about JL Collins was that people couldn’t seem to shut up about him. I was constantly getting emails from individuals suggesting that we should have JL on our podcast. People told me that his book, The Simple Path to Wealth, had changed their lives. A session he did with Google employees, in which he advised them to eschew employer stock and instead embrace a very basic portfolio of index funds, had become the stuff of legend.

			When I finally picked up JL’s book and had a conversation with him, a few things jumped out at me. One was that his investing approach is about as minimalist as it can be: Own a total stock market index fund, add some safe securities around the margins as you need them, and call it a day. And even though JL is a celebrity in the financial independence (FI) movement, which is largely populated by people in their 30s and 40s, his overall approach to financial matters is quite old-fashioned: Live within your means, don’t take on debt that you don’t have to, and save half (!) your salary if you can. I asked JL to discuss the value of keeping things simple in retirement and how to do it.

			[image: ]

			The benefits of index fund investing

			Christine Benz: Let’s start with your own story, which you turned into a book called The Simple Path to Wealth. How did you find your way to the minimalist investing path that you espouse today?

			

			JL Collins: It was a long, rocky, thorn-filled, twisty road that took decades. I made my first stock investment in 1975, and ironically, of course, that’s when Jack Bogle brought out the first retail index mutual fund. [Jack Bogle founded the Vanguard Group and popularized index investing—tracking all the stocks in the market rather than trying to select winning stocks.] But I didn’t know that. I had never heard of indexing, or Jack Bogle, or Vanguard, or any of that stuff. I just wandered down the street to a brokerage house on Michigan Avenue, just a block or two from my office. I was working in downtown Chicago at the time.

			I had $5,000. And I said, “I worked hard for this money, and I want to invest it.” They had me buy Southern Company, a gas and utility company. Looking back on it, that was a good recommendation given the parameters I’d given them. But of course, I didn’t know anything about stocks. So I watched the stock’s price obsessively. When it went up a little bit, I wound up selling because I thought that’s how you did it. Slowly, over time, I became a better stock-picker, and then I started buying mutual funds that were actively managed, and researching those funds. The truth is that’s how I achieved financial independence: being a stock-picker and picking actively managed funds.

			So it’s not like those things don’t work. The fact that they can work made my personal transition to indexing so hard. When I first heard of indexing in 1985, ten years after the first retail index fund launched, it seemed counterintuitive that if you bought everything you would outperform. It seemed like if I only avoided the bad stocks that would be better than indexing. But the bad ones are sometimes tomorrow’s exciting turnaround story. So what if I buy the really good ones? Well, the really good ones could be Enron or Sears. It turns out—and the research backs this up—that it’s incredibly hard to outperform the index. But it took me probably another ten to 15 years to accept that, because I’m slow and it’s counterintuitive.

			When I hear stock-pickers arguing against indexing, it’s my own voice in my head. I made all of those arguments and probably made them better than most of the people making them to me today. It’s a tough transition to make. But it was certainly a profitable one. While stock-picking and active funds can work, it’s a much harder path, and it doesn’t work as well as indexing. The simple path to wealth is to index. Investing in just a couple of funds is a lot easier, and it’s a lot more effective.

			

			Christine: What converted you?

			JL: There wasn’t really an epiphany. It was more of a slow evolution. Slowly but surely I became more comfortable with indexing, more convinced about its veracity. The individual stocks slowly drifted away. I think 2013 was the last time I owned an individual stock. But I still have the disease, because there are few things in life that are more exciting than when you research a company and say, “I think this is going to work,” and you put your money in and it works. Then you forget all the ones that didn’t work or just languished. That’s a very intoxicating feeling, and it’s tough to give up. I still get tempted once in a while, but then I think, “I’m never going to put enough money in this to really move the needle if it works, so why am I bothering?”

			I hear people say, “I have fun picking individual stocks. Can I just put a little money aside and play with it?” Well, of course, it’s your money. You can do whatever you want with it, but it makes my blood run a little cold, because I don’t expect my money to entertain me. All I want my money to do is work for me, to pay me more money. I’ll find other ways to entertain myself. The more things you expect your money to do, the less effective it will be at making money for you.

			Keeping it simple in retirement

			Christine: I wanted to talk specifically about retirement planning and people who are getting close to retirement, or even in retirement. What’s the benefit of keeping it simple at that life stage?

			JL: We already talked about the fact that simple index investing is not only easier but it’s more effective. So when it comes time to leave things to your heirs, it makes their lives a lot simpler. I shudder to think of what my wife and daughter would have had to deal with if I had died in the 1980s or ‘90s, when I had all of these different stocks for all kinds of different reasons that were just in my head. So you make the lives of your heirs a lot easier.

			

			And we all age. Our mental acuity declines, and I don’t want to have to be picking stocks when I’m in my 80s and 90s. Those are good reasons to drive it to simplicity.

			Christine: How can people create a retirement plan that’s as simple as possible?

			JL: In my wife’s and my case, we really just have three tools. The big one is the Vanguard Total Stock Market Index. I like Vanguard for a variety of reasons, but an index fund is an index fund. If somebody is with Fidelity, for instance, they can buy a total stock market index fund from Fidelity. It’s essentially the same portfolio. I like the total stock market because you get a little bit of midsize companies and a little bit of smaller companies. But an S&P 500 index fund is just the 500 largest companies. Jack Bogle himself held an S&P 500 index fund until his death.

			That’s the stock portion of our portfolio. As you get older and you’re not working anymore, you need income, cash flow. When you’re working, you have cash flow coming in, and if you’re following my advice, a certain portion of that is going into your investments and making regular contributions allows you to take advantage of dips in the market. But when you’re retired and you don’t have that income flowing, then you may want to consider adding bonds to the portfolio.

			Christine: What types of bonds, and what percentage of the portfolio should go into them?

			JL: The bond fund that I like and recommend is Vanguard Total Bond Market Index fund. It holds short-term bonds, intermediate-term bonds, and long-term bonds.

			

			In terms of what percentage for stocks versus bonds, that’s a pretty personal call. The way that you want to analyze it is to remember that stocks are your engine of growth and bonds are your ballast. The more ballast you have, the less return you’re going to have over time. Holding more ballast is going to make for a smoother ride; those plunges that the market goes through periodically are not going to be as traumatic for you. But with more ballast your returns at the end of ten or 20 years are going to be lowered.

			This relates to what you want the money to do when you’re gone. People commonly think, “I’m getting older, so I’m going to get more and more conservative because my money doesn’t have to last so long.” Well, I intend for my money to continue to be productive long after I’m gone, so I don’t think quite that way. My allocation would be considered very aggressive. It’s roughly 80% stocks and 20% bonds. But for somebody else that might make them uncomfortable.

			Christine: What’s too conservative?

			JL: With the 4% rule, if you have less than 50% stocks that withdrawal system starts to fail. [Historical data show that the assets wouldn’t last over a 30-year horizon during some periods.] In my opinion, you don’t ever want to have less than 50% in stocks. But you can go down as far as 50% stocks and 50% bonds.

			Christine: So a core stock fund and a core bond fund are tools one and two. What’s tool number three?

			JL: If you’re being very conservative, then the third tool is a money market fund, which handles cash. And then we have bank accounts to pay the bills. Those are the tools. That’s it.

			Christine: I think back to a year like 2022, where the safe parts of investors’ portfolios, their bonds, suffered losses. Is that a good example of why someone would hold cash?

			JL: Well, you can do that. But it’s important to recognize what an anomaly 2022 was. One of the things that made it so shocking was that the value of bond portfolios dropped in a way that had not happened in my investing career before. So I don’t think it’s the kind of thing you have to spend a lot of time guarding against in the future. People talk about “black swans” and scary things. But if you start investing to be protected from any black swan that can happen, you’re not investing very well for the 99% of the time when those things don’t happen. I prefer to construct a portfolio that will do well 99% of the time.

			

			Having a lot of cash on hand would have helped in 2022. But of course, cash has its own drawbacks. I like to say there is no investment that is without risk. If you’re an investor, you don’t get to choose to be risk-free. The only thing you get to choose is what kind of risk you want to undertake. Stocks are very volatile in the short term; there is a chance that you could see your stock portfolio evaporate by 50%. In the short term, bonds are far less volatile. But they’re not perfect, as 2022 teaches us.

			Cash is not volatile at all. But you’re going to slowly lose the value of that cash to inflation. It’s a guaranteed loser over time. Whereas stocks are almost a guaranteed winner over time but very volatile in the short term, cash is the other side of that coin. It’s a guaranteed loser over time. But you’re not going to wake up one day and find your cash is worth 50% less than the day before—at least, as long as we don’t go into hyperinflation.

			Finding enough

			Christine: You mentioned the 4% guideline. I’d like to talk to you about this concept of “enough”—determining if you have enough to retire. As people approach retirement, how should they determine the adequacy of what they’ve managed to save so far and whether that will sustain them over a 30-year time horizon, or whatever it might be?

			JL: Four percent is a wonderful guideline. It’s probably not a very good rule, because “rule” implies that it will always work under all circumstances. There is nothing that fits that parameter. The closest thing would be to buy a total stock market index fund and live on the 1.5% dividend yield that it is going to throw off. That’s probably as close to an impregnable fortress as you can get. But then you’re probably living a smaller lifestyle than you really need to.

			

			Four percent is actually a very conservative guideline. When you look at the Trinity study [which tested various withdrawal rates over market history], it fails about 4% of the time and 96% of the time it succeeds wonderfully well. In fact, it succeeds so well that at the end of 30 years most often you wind up having a huge amount of money left. Your money has grown to extraordinary proportions, which most people don’t talk about.

			Christine: Should people take the 4% guideline and run with it, then? Take out 4% initially and then inflation-adjust that dollar amount thereafter? That certainly feels a lot like getting a paycheck.

			JL: I would never recommend setting 4%—or any given percentage—and then forgetting about it for two reasons. One, there’s a very slight chance that you might run out of money, a very slight chance that you’d have a very unfortunate sequence of returns early in your retirement.

			But the big reason is, if you stick with 4%, you’re probably leaving a lot of money on the table that you could otherwise enjoy. If you pay attention to your portfolio, you can adjust your spending up and down.

			It’s just like when you’re working. If you go to your job tomorrow and your boss says, “Christine, we love you, and we think you’re terrific, and we would do anything for you to stay. But times are hard and we’ve got to cut your salary by 50%.” Well, you’re not going to be happy that happened. But you’re also not going to continue spending the way you were spending the day before. At least I hope you’re not! You would adjust.

			If you’re using the 4% guideline and suddenly your stock portfolio drops by 50%, which is possible, then you probably want to rethink how much you’re withdrawing and give your portfolio a chance to recover. That’s why it’s a guideline and not a rule. But it’s a wonderful guideline.

			

			Annuities and other income producers

			Christine: You referenced cognitive decline earlier, how maintaining a simple portfolio and not having to manage a lot of moving parts can be beneficial as we age. Academic researchers seem to favor annuities, especially very simple lifetime income annuities. They’re simple, and they also simulate that paycheck that people had while they were working. You’re not a fan of that type of product. Why not?

			JL: There’s a plethora of annuities, and most of them I would be vehemently opposed to. If you have a simple portfolio, like the one I put together, it’ll stand the test of time. But if you want to be really conservative and have guaranteed income, that’s where a simple annuity might fit in. Of course, you’ve given up your capital to buy that annuity, so you’re going to get a little better rate of return on it. Today, maybe that annuity is going to pay you 7% or 8%. But you’re not going to have anything to pass on to your heirs. Maybe you don’t care about that, but that’s something you need to consider. Of course, if you die early, then the insurance company wins because they pay out less and keep your capital.

			You also need to consider the health of the insurance company, because you’re really betting on that insurance company staying solvent and being able to make a very long-term commitment to you. You’re counting on them paying out for 30 years or more. That’s a long period of time for any company.

			Christine: You’ve referenced income production a couple of times. Some retirees are obsessed with living on current income. They want to try to subsist on whatever the prevailing yields are, and that means they might reach for higher-yielding stocks or higher-yielding bonds. Do you think that’s a reasonable way to go about constructing a portfolio for retirement?

			

			JL: Is it a reasonable way to think about it? I suppose. Is it an optimal way to think about it? It’s not what I would recommend.

			There are a couple of problems with a dividend investing strategy, where you’re going to live on the dividends. The appeal, as you alluded to, is that you never have to sell any shares. That’s one of the reasons I wouldn’t discount it entirely. But dividends are not magic. Companies have a lot of ways that they can reward their investors, and dividends are only one of those ways. When you pursue a dividend strategy, or you buy a dividend fund, you are essentially buying one kind of company. You’re buying very mature, very large, very stable companies that are at that point in their lifecycle where they are paying dividends. Companies like Sears used to be. And that’s the risk: You are buying companies that are large, and maybe in the later stages of their lives.

			You’re never going to have the up-and-coming companies. You’re never going to have Apple on the upswing, or Amazon, or Tesla. So you’re going to have a lower growth rate. I would rather have some companies that are returning their value to me in their growth, not just in their dividends.

			I own a total stock market index fund because I want to own all kinds of companies. I have those dividend companies, but I’m also going to be the beneficiary of whichever companies are in the next wave of growth. If I have to sell off a few shares to meet my living expenses, I’m perfectly comfortable with that, because that growth element is going to replace that value without a problem.

			Mortgage paydown

			Christine: I wanted to ask about home ownership in retirement. You’ve called it kind of a religion in the U.S., that people are so obsessed with buying homes. For people who are getting close to retirement or in retirement, should paying off the mortgage be job number one? Or should they not be in a rush to prepay it?

			

			JL: My post about home ownership is probably the most widely read on my site, and the most controversial. I am not anti-house. In fact, I’ve owned houses for most of my adult life, and I have this cottage on Lake Michigan from where I’m talking to you today. I’m just opposed to the idea that buying a house is always a financially prudent thing to do, and that it is always an investment, because it’s not. It’s certainly not the optimal investment. If you are young and striving for financial independence, I see houses as expensive indulgences. Sometimes they work out nicely, financially, but sometimes they don’t. But if a house provides a lifestyle that you want, and you can afford it, that’s fine. Life is not always about maximizing returns.

			To answer your question about whether to pay off a mortgage—and this is true whether you’re retired or not—assuming you have the resources to pay off your mortgage, the answer depends on how you feel about it emotionally as well as how it works out financially.

			The financial side is pretty easy. A rough rule of thumb is that if you have a mortgage that’s 3% or less, I wouldn’t pay that off. That’s cheap money, and I’d rather keep my money invested in the stock market, where it’s almost inevitably going to do better than that. If your mortgage is higher than, say, 6%, paying off your mortgage is essentially a guaranteed return of whatever your mortgage rate is. So 6%, 7%, 8%—it is guaranteed. That’s pretty sweet. I’d be very inclined to pay that mortgage off.

			Between that 3% and 6%, it really becomes a matter of what makes you most emotionally comfortable. The last mortgage I had was on the house in New Hampshire, and I paid that off early; the mortgage rate was 3.5% or 4%. The more astute financial move would have been to keep the mortgage rather than to pay it off. But emotionally, I just wanted it out of my life.

			

			Christine: Is it fair to compare something with a guaranteed “return,” like mortgage paydown, with what you could earn in your portfolio or the stock market? My thought would be, if you’re going to compare mortgage paydown with something, you need to compare it with something that’s also guaranteed. I’ve concluded that the question is, how much do you need guarantees?

			JL: When I was putting the final touches on my book before publishing in 2016, I thought that from 1975—when I started investing—to 2015 was a nice 40-year run for stocks. I looked up what the stock market did for those 40 years, and it returned just under 12% a year, on average. That was a real dilemma for me, whether to put that in the book. Because I thought, “That just seems too high, and I don’t want people to think that’s a guarantee.” But, on the other hand, that was the actual number.

			I wrote a blog post about this called “Time Machine and the Future Returns for Stocks.” This was not a perfect 40-year period of investing. We had, among other things, the second worst economic collapse of all time. We had the tech collapse. We had multiple wars. We had the high inflation of the 1970s and 1980s, the stagflation. The conceit of the blog post is: You’re sitting around with a bunch of friends in 1975 and speculating about whether you should invest in stocks for the next 40 years. Someone says, “I can actually answer that question because I just got back in my time machine from 2015. And I can tell you what happens in the next 40 years.” Then the post talks about all these disastrous things—Black Monday in 1987, the biggest single-day percentage decline in history; the global financial crisis in 2008; the tech bubble; all these terrible things. Of course, everyone’s thinking, “Oh, my God, that is going to be a terrible period for stocks.” Of course, the truth is, stocks generated on average 12% for that 40-year period. If you go back further than that, stocks routinely are in the 10% range. Of course, you have to adjust for inflation. And taxes, which are different for everybody. But still, the numbers are enormously impressive and show what an engine of wealth-building stocks are in all kinds of environments.

			

			Christine: Do you have any final words of wisdom for people who are embarking on retirement and want to keep their plan as simple as possible?

			JL: A lot of people have been obsessing about the 4% rule in the last few years—at least the kinds of people in the FIRE community. Those people are probably worrying too much. If you care enough that you’re engaged with a financial community, you’re listening to your podcast, and reading this book, or reading my book, or that of other people in the space, you’ve probably got it covered. You’re probably not going to be one of those people who’s going to just set your withdrawal rate at 4% and forget about it. That’s not the kind of person you are.

			Unfortunately, the kinds of people who might be at risk for that sort of behavior are not the kinds of people who are engaging with this kind of information. But the people who are reading your book, and who read my material, could probably relax a little more than they do. They’ve got this. They’re probably not going to run out of money. I’ve met a lot of people who have accumulated more than they ever imagined they would, and more than they need, and I’ve met a lot of people who have said, “I should have stopped working earlier.”

			That’s because compounding is amazingly powerful. I remember meeting a woman who was a banker. She had been very successful, was exceedingly intelligent, and certainly knew her way around the basic math. She had a net worth of about $5m and her question was, “Am I financially independent?” She said she was spending $100,000 a year. Well, if you look at the 4% rule that we talked about, you know that you need $2.5m to throw off $100,000 to spend per year. So the answer was, “Yes, you’re not only financially independent. You’re financially independent times two.” By the way, on the following Monday she was going to start a new job, which was going to pay her $1m a year. I said to her, “If you’re going to accept that new job because you’re going to enjoy the work and because you relish the challenge, then go and have fun. If you’re taking this job because you think you need the money, then don’t.”

			

			I’ve been puzzled about why people like her, who could do the math probably better than I can do it, would even ask this question. The conclusion I’ve come to is that compounding is like a hockey stick. It goes along slowly and then it spikes. She could certainly see the same numbers that I could see. But she couldn’t quite believe them.

			The advice I give to a lot of people is that if you follow the simple path to wealth, if you’re conscientious about investing, the results are going to amaze you, and you can probably relax a little bit.

			My takeaways

			

			
					The simplicity of JL’s three-investment portfolio for retirement—a stock index fund, a bond index fund, and a dash of cash—is well worth emulating. My bias would be to add a bit of international exposure and hold anything that’s producing income—in this case bonds and cash—in a tax-sheltered account.

					Cognitive decline, which JL referenced in this conversation, is a force to be reckoned with as we age. The trouble is, people experiencing cognitive decline aren’t necessarily in a good position to protect themselves; they’d ideally implement safeguards in advance. Implementing a simple portfolio and/or hiring a financial advisor to oversee your investments can help ensure that your plan doesn’t run into problems.

					The 4% guideline is a good starting point for thinking about in-retirement withdrawals, but you may need to course-correct if the market hits turbulence during your retirement. And a starting withdrawal of 4% has been too low in many 25- to 30-year periods in market history; a retiree using it would have left money on the table.

					JL’s framework for thinking about whether to pay down a mortgage is a good one. Ultimately, using funds to pay off a mortgage is a “peace-of-mind” allocation. But if yields on safe investments are well above your mortgage rate, think twice about paying it off.

			

			Related resources

			JL’s books: www.amazon.com/stores/J-L-Collins/author/B01HJ77UHC.

			“Time Machine and the Future Returns for Stocks,” by JL Collins, jlcollinsnh.com, July 10, 2023: jlcollinsnh.com/2017/07/26/time-machine-and-the-future-returns-for-stocks.

			“Why Your House Is a Terrible Investment,” by JL Collins, jlcollinsnh.com, March 2, 2023: jlcollinsnh.com/2023/03/02/why-your-house-is-a-terrible-investment.

			“The Simple Path to Wealth: Talks at Google,” Youtube.com, February 20, 2018: www.youtube.com/watch?v=T71ibcZAX3I.

		

	
		
			

			Lesson 11: Christine Benz

			Structure Your Portfolio for Cash Flows

			With this chapter i decided to turn the tables and be the interviewee, so that I could discuss a topic that I’m passionate about: how to structure a portfolio to provide ongoing cash flows. Over the years, and thanks to the inspiration of financial planner Harold Evensky, I’ve gravitated to what’s called the bucket approach to retirement portfolio planning. This means organizing a portfolio into multiple buckets based on anticipated spending horizons. I love the bucket system because it takes a subject that seems extraordinarily black-boxy—setting a stock/bond/cash mix for retirement—and makes it very concrete and intuitive. And I believe that it works in practice: I’ve heard from scores of retirees over the years that their bucket portfolios were helping them enjoy their retirements without worrying about periodic bouts of market volatility. I asked Susan Dziubinski—a frequent sidekick of mine in Morningstar videos and a longtime friend and mentor—to interview me about bucketing.

			[image: ]

			Background

			Susan Dziubinski: You’ve spent a lot of time focusing on retirement portfolio planning in your work. Why did you gravitate to that subject?

			

			Christine Benz: It was the 1990s when I was starting to think about this topic, and interest rates were in freefall. I would present our research and would inevitably get questions about income-producing investments. As interest rates were going lower and lower, people seemed to be gravitating toward some terribly risky portfolios, all in the name of income. That was really the only way they knew to get the cash flows that they were looking for.

			Susan: It seems like that’s a common issue—people want to subsist on whatever stream of income their portfolios kick off. Why might taking that approach introduce risk?

			Christine: It’s definitely the most intuitive way to think about extracting income from a portfolio. I remember when I got my first passbook savings account at the local bank and deposited $200 in birthday money. Interest rates were higher then—this was the 1970s—and I did the math about how much I would need in the bank to be able to live off of the income.

			Our first experiences with investing usually have to do with earning income just like that. So I understand why retirees still gravitate to that approach. And many older adults do want to be able to leave something behind for their loved ones after they’re gone, so generating and living on current income seems ideal from that standpoint, too.

			But I remember speaking with a family member who had retired—this was during the mid-2000s—and he was telling me he had made a large purchase of General Motors bonds because they generated the type of income he was looking for in retirement. I don’t follow individual companies too closely, but I remember thinking, “Uh-oh.” Automakers are incredibly cyclical and sensitive to what’s going on with the economy. They can be volatile. But their yields were much higher than the broad market’s yield, in part because of some of those issues—they had to pay out big yields to entice shareholders. And of course U.S. automakers ran into huge problems in the Great Financial Crisis from 2007 to 2009. That experience made me realize that people needed to stop being so hung up on subsisting on income alone.

			

			Susan: Why do you think a total return approach is a better way to do it?

			Christine: There are misconceptions about what total return investing means. It doesn’t mean that you don’t care about income at all. The income distributions you receive are going to be a component of your returns for sure. Dividends have composed a big percentage of the stock market’s long-term gains. But so will the appreciation in your investments. Total return investing simply means that you’re going to seek gains from both sources, and that you’ll generally reinvest your income distributions.

			That way, when retirement comes, you’re going to be agnostic about how you source your cash flows for your living expenses, and you’re going to stay flexible. The basic idea of using a total return approach to manage your retirement portfolio is that you’re not disproportionately favoring income producers and you’re mainly harvesting appreciated winners to meet your living expenses. The name of the game is to grow and maintain your portfolio. When it comes time to take cash flows for your living expenses in retirement, your portfolio doesn’t care if you’re pulling income distributions or appreciation. 

			For me, watching my dad provided a good illustration of a total return approach in retirement. Unlike my relative who was focused exclusively on current income, the fact that yields were dropping wasn’t a problem for him. He had always been a stock investor and had enjoyed nice gains from the market for a lot of his investing career. His shift to spending from his portfolio wasn’t a big deal because he was used to selling or at least trimming positions that had appreciated a lot. That seemed to me to be a much better way to go about it.

			

			The bucket approach

			Susan: You’ve come to be a big believer in a bucket approach to retirement portfolio management. How did you become aware of the strategy?

			Christine: I was bothered by the fact that so many retirees seemed fixated on income generation, so I started reaching out to some well-regarded financial advisors to find out how they built retirement portfolios for their clients. Morningstar’s former director of research Don Phillips put me in touch with Harold Evensky, who was a professor of financial planning and also oversaw a very large financial planning practice with his wife, Deena Katz. Harold and I had a long conversation about how he managed his retired clients’ portfolios. He told me that he builds a total return portfolio of stocks and bonds but also bolts on a cash “bucket.” The goal of the cash is to provide cash flows for the rare market environment when neither stocks nor bonds perform well.

			That made a tremendous amount of sense to me, and Harold indicated that it really seemed to work from a behavioral standpoint, too. He said that he would often call his clients during periods of market turbulence, just to see how they were feeling about the volatility and the health of their plan. Invariably the response was, “I’m not worried—I know I’ve got my cash bucket that I could spend from if I needed to.” I was so struck by the power of that simple strategy from a behavioral standpoint, its power to let people tune out the market and enjoy their lives. The cash bucket gave his clients a sense of control that they could still carry out their plans—the things that constituted quality of life for them, whether it was going to dinner with friends every Saturday night or taking the family on a cruise. I just loved that notion, because so much of life is being able to look forward to things and plan them.

			Susan: How many buckets do people need and what should go into them?

			

			Christine: Harold was pretty minimalist with them, and while he was always supportive of me talking about the bucket strategy, I suspect he thought I got a little carried away with multiple buckets. He used a cash bucket and a total return portfolio and that was that.

			I tend to favor a three-bucket system: a cash bucket consisting of a couple of years’ worth of portfolio spending, an intermediate-term bucket—mainly high-quality bonds—with another five to eight years’ worth of portfolio withdrawals, and a third bucket for growth. Together, the cash and bond buckets provide a runway of safer assets that a retiree could spend from if a bad stock market materialized. With those two buckets, the retiree would have anywhere from seven to ten years’ worth of portfolio withdrawals in fairly safe assets. That provides insurance in case stocks were to go down and stay down for a long period of time.

			Susan: How did you arrive at the asset classes that go into the buckets for each of the three time periods?

			Christine: The idea was to match each time horizon, or holding period, to an asset type that is likely to have a positive return over that same time horizon. If you have a very short time horizon, like less than a couple of years, the only asset type that will stay reliably positive over such a short holding period is cash-type investments. If you have a slightly longer expected holding period, from three to ten years, bonds—especially short- and intermediate-term high-quality bonds—have a good track record of holding their ground and not losing value over that time horizon. For stocks—bucket three—we assume a ten-year time horizon because stocks have been quite reliably in the black, assuming you hold them for at least ten years. But once you start to shorten that holding period, they’re less reliable.

			Susan: You mentioned that holding seven to ten years’ worth of spending in cash and bonds would help a retiree avoid spending from stocks while they’re down. Is that how a bucket system would always work—that a retiree would spend from their cash bucket, then move on to the bond bucket, and on down the line?

			

			Christine: No, not necessarily. That sequential sort of spending approach would come into play in certain time periods. A 2000 retirement would be a good example. U.S. stocks sold off, especially large-company growth stocks, and basically stayed flat for the next decade—the so-called “lost decade” for stocks. A retiree could have spent through the cash and bonds and not needed to touch stocks during that decade. Interest rates largely declined from 2000 to 2009 and that was very good news for bond prices—not only did bonds hold their ground but they gained in value during that period.

			In a lot of other market environments, though, stocks gain in value. Rebalancing back to the retiree’s desired asset allocation by selling stocks can provide cash flows for the year ahead. The retiree could leave the safe assets in the portfolio alone.

			Susan: One knock on the bucket strategy is that cash is usually a pretty low-returning asset, and that’s especially true once you factor in inflation. What’s your take on that critique?

			Christine: It’s 100% true that cash does have an opportunity cost, so you definitely don’t want to overdo it. Holding, say, five years’ worth of portfolio withdrawals in cash is overkill; once inflation is factored in, your take-home returns are apt to be very low. On the other hand, we saw the value of a cash bucket for retirees in a year like 2022, when both stocks and bonds lost value at the same time. A retiree with cash on hand could have used those funds to provide spending money and would have even been able to reinvest the income distributions from stocks and bonds back into the portfolio. 

			The other big benefit is an intangible one: peace of mind. Knowing that the cash is there can give retirees comfort that market volatility won’t disrupt their spending plans and may make it easier for them to stick with their long-term portfolios.

			How to customize a bucket portfolio’s asset allocation

			

			Susan: How can retirees customize a bucket portfolio based on their own situations?

			Christine: The starting point for setting up a bucket portfolio is to think about your anticipated spending needs. Say you determine  that you’re going to want to spend $80,000 in your first year of retirement. Look at how much of those income needs are going to be coming from non-portfolio income sources—that’s Social Security for most of us, perhaps a pension for some of us, or income sources like rental properties. If you’re going to be getting $45,000 from those non-portfolio income sources, your portfolio is going to have to supply the rest—$35,000—of those cash flows.

			The next step is to see if that seems like a sustainable starting withdrawal percentage. For the sake of discussion, let’s assume that a retiree has a $1m portfolio, so their $35,000 withdrawal is 3.5% of their total. That’s a reasonable starting withdrawal percentage for someone with a roughly 30-year time horizon.

			In terms of structuring the actual bucket portfolio, I’d use my $35,000 anticipated withdrawal as the measuring stick. So I’d have roughly two years’ worth of those withdrawals, or $70,000, in cash investments—my checking account, my savings account, my money market mutual fund, or perhaps some combination.

			The second bucket steps on the risk spectrum a little bit, but not too much. This is mainly a high-quality bond portfolio with a focus on short- and intermediate-term high-quality bonds or bond funds. Assuming a $35,000 annual expenditure, I’d hold another $280,000—$35,000 times eight years’ worth of withdrawals—in bucket two. I like the idea of organizing this bucket by risk level. At the front end would be “next-line reserves”—securities that are just a little bit riskier than cash. That would usually be a high-quality short-term bond fund. I’d also hold a component of high-quality intermediate-term bonds and Treasury Inflation-Protected Bonds, the latter of which are bonds that provide a baseline yield plus an adjustment to principal when inflation increases. You could also hold a dash of dividend-paying stocks in this part of the portfolio, not instead of core bonds—which compose most of this bucket—but in addition to them.

			

			Finally, the third bucket holds the rest of the portfolio—$650,000—and is primarily a globally diversified equity portfolio. To the extent that I held other assets in the portfolio—for example, high-yield bonds, commodities, real estate equities, or gold—I would give myself a nice long holding period for them. I’d hold those types of assets in this bucket, too.

			Susan: So that hypothetical portfolio is pretty stock-heavy at about 65%. Isn’t that too aggressive for a retirement portfolio?

			Christine: It is pretty aggressive, but that’s mainly because the spending level is so low—3.5% initially. If a retiree who was spending at that level was especially risk-averse, it would be reasonable to enlarge buckets one and two so that they composed 40% or 50% of the total portfolio, and shrink bucket three accordingly. But there are trade-offs associated with doing so—namely, that the portfolio’s long-term growth potential would also likely decline. That might not be a big deal for retirees whose main goal is to spend down their portfolios during their own lifetimes, but it’s a more significant consideration for people who would like to leave a bequest for children, grandchildren, or charity.

			Older retirees may well be spending more than 3.5% or 4% of their portfolios, and they can reasonably do that because their time horizon, or life expectancy, is shorter than the 30-year horizon that underpins the 4% safe spending rate research. A 75-year-old who’s spending 6% could use that same bucket framework but would obviously have higher allocations to cash and bonds—12% and 48%, respectively, assuming two years’ worth of portfolio withdrawals in cash and another eight years’ worth of portfolio withdrawals in bonds. That translates into a 60% cash/bond weighting with just 40% in stocks. I love that the approach can be customized in this way.

			

			Susan: We’ve been talking about a three-bucket setup, but you’ve written about a fourth bucket. How might that come into play?

			Christine: At the risk of overcomplicating things, I do like the idea of someone using a fourth bucket if they have decided not to purchase long-term care insurance and plan to self-fund their long-term care expenses. That bucket would effectively segregate those long-term care assets from the “spendable” assets. We know that the typical long-term care need is about 18 months, so a retiree could look at that plus the cost of care today—about $100,000 per year, with higher costs in big urban centers—to determine how much to set aside. Long-term care expenses usually crop up later in life, so it makes sense that the assets would be invested aggressively for people who are just embarking on retirement.

			The nice thing about such a long-term care fund is that it provides attractive optionality. Only about half of the population needs long-term care, so if the assets were unused they could pass to heirs or charity. Alternatively, they could be used to provide living expenses if the retiree lives longer than the 25 or 30 years that most people plan for.

			Bucket logistics

			Susan: Assuming someone has set up a three-bucket system, how would they go about maintaining the buckets on an ongoing basis?

			Christine: There are a few different ways to do it. The first way would be a pure total return approach, where the income distributions are getting reinvested back into the portfolio and the retiree is spending from the cash bucket on an ongoing basis. Then, periodically, the retiree would rebalance appreciated equities or bonds and use the proceeds to refill the cash bucket. Alternatively, the retiree could use the same general approach and not spend from the cash bucket unless the rebalancing proceeds in a given year were insufficient to provide cash flows for the year ahead.

			

			The second major approach to bucket maintenance is a hybrid approach. The retiree can spend the organically generated income distributions from stocks, bonds, and cash. If they need additional cash flows from the portfolio, rebalancing out of appreciated asset classes can make up the difference.

			The specific approach to bucket maintenance really depends on the retiree. But as I’ve been thinking more about behavioral factors, I’ve gotten to like the hybrid approach because the income distributions provide a nice baseline of cash flows on an ongoing basis. In turn, the retiree won’t need to do as much rebalancing or fiddling with the portfolio.

			Susan: How do tax considerations fit into this, assuming someone has their portfolios in multiple silos—traditional tax-deferred, Roth, and taxable?

			Christine: The three-bucket approach sounds so simple. And it may be for people who have all or most of their assets in a single account type, usually a traditional tax-deferred account like an IRA or 401(k). Most Americans hold their retirement assets in those account types.

			But the fact is that most of us will be bringing multiple account types into retirement, each with their own rules around taxation and whether distributions are mandatory. You effectively need to overlay whatever sequence you’re using for withdrawals from those various accounts over the three buckets.

			Very generally speaking, tax and financial planners usually consider it best to start retirement spending with withdrawals from taxable accounts—non-retirement accounts. The reason is that they don’t provide tax breaks on an ongoing basis; you’re taxed on any income or capital gains distributions that they make. Because spending will start with that part of the portfolio, that argues for holding more or all of your liquid assets in the taxable account.

			

			Roth accounts, meanwhile, are often in the “save for later” pile. That’s because they offer phenomenal tax benefits—tax-free compounding and tax-free withdrawals—and are also terrific assets for heirs to inherit. They’re a great place to house assets with the longest expected holding period—bucket three assets.

			Traditional tax-deferred accounts occupy a middle ground—they offer tax-deferred compounding, but they’re subject to RMDs and withdrawals are typically fully taxable. Thus, they’re a good spot for intermediate-term assets like those found in bucket two.

			My takeaways

			
					A bucket strategy—holding cash reserves that can be used to meet living expenses in periods when the long-term portfolio has lost value—can provide valuable peace of mind for retirees in periods of market volatility.

					Bucket portfolios are eminently customizable: Retirees can use their anticipated portfolio spending to determine how much to drop into their cash bucket as well as their bond allocation. Ideally, a retiree would hold between seven and ten years’ worth of portfolio withdrawals in cash and high-quality bond assets.

					For retirees who are planning to cover any long-term expenses out of their own coffers, a fourth bucket, earmarked for long-term care and segregated from the spendable portfolio, can help provide peace of mind.

					Retirees who have multiple accounts—traditional tax-deferred, Roth, and taxable—will want to factor in their planned sequence of withdrawals from those accounts when determining the asset allocation for each sub-portfolio. Accounts that will be earlier in the spending queue, usually taxable holdings, should be more conservatively positioned, whereas those that will be later in the queue, such as Roth, should be more aggressive and stock-heavy.

			

			

			Related resources

			“The Bucket Approach for Retirement Income,” morningstar.com, March 23, 2010: www.morningstar.com/articles/330323/the-bucket-approach-for-retirement-income.

			“Investment Portfolio Examples for Retirees,” morningstar.com, April 18, 2023: www.morningstar.com/specials/our-best-investment-portfolio-examples-for-savers-and-retirees#model-portfolios-for-retirees.

			“Bucket Portfolio Maintenance: There’s More Than One Way to Get It Done,” by Christine Benz, morningstar.com, September 19, 2016: www.morningstar.com/portfolios/bucket-portfolio-maintenance-theres-more-than-one-way-get-it-done.

			“When Retirement Bucket Portfolios Meet Multiple Retirement Accounts,” by Christine Benz, morningstar.com, December 12, 2017: www.morningstar.com/portfolios/when-retirement-bucket-portfolios-meet-multiple-retirement-accounts.

		

	
		
			

			Lesson 12: Mark Miller

			Make Smart Choices about Housing

			Whereas much of the retirement planning conversation centers around investment portfolios, Mark Miller’s work is more holistic. In addition to investments, Mark focuses on all of the other, equally important considerations that can make or break a retirement plan: Social Security claiming; healthcare decisions, including Medicare and long-term care; and housing. An author and veteran journalist (for Morningstar, The New York Times, and Reuters, among other outlets), Mark is ruthlessly practical, but he’s also an optimist. He believes that with better information, pre-retirees and retirees can enjoy a better quality of life with less worry. I love that!

			Mark has written extensively about housing-related choices in retirement, both quality-of-life and financial. I asked him to discuss practical considerations, such as “aging in place,” the importance of location and community, and relocation to save on housing costs or find better weather. We also discussed how tapping home equity might improve retirement cash flows for people with tight household finances, along with the risks that accompany such a strategy.
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			Key considerations

			Christine Benz: You’ve written a lot about the topic of housing in retirement, and you’ve noted that when retirees approach the decision about where to live, they’re often quite short-sighted. They’re very focused on the here and now and what they like about their current living situation so don’t look to the future. Can you address that?

			

			Mark Miller: This is a general problem that people have with retirement planning. It’s just human nature: It’s difficult to think specifically about your future self and what your needs might be. That’s one of the reasons people procrastinate on any number of things, whether it’s retirement saving or making a retirement plan.

			In terms of housing, what’s really hard is that aging can involve any number of disruptive life events. You’re at an increased risk for chronic health problems as well as physical limitations that can make it harder to live independently in your own home. It can be difficult to contemplate that your health might decline, or that you might find yourself widowed, or in a tenuous financial situation. That’s the challenge: imagining yourself at an older age, when you might be less healthy or mobile.

			Christine: It seems like there are a few key aspects of housing choices in retirement. One is the home itself, the physical space, and whether that is going to work for you as you age. What should people be thinking about there?

			Mark: Very few homes in the United States, for example, have single-floor living, no-step entry, and doors that are wide enough for wheelchair access. I’m not saying that everybody needs to have those things, but it’s still important to assess and think about them.

			Affordability is also important. If you have made a retirement plan and you have a careful estimate of what your monthly income is going to be and what you think you’re going to be able to generate during retirement, ask yourself if your current home is going to be affordable as you age, or is it going to be a burden? Try to get a good sense of your current cost of living. On the housing side, consider not only your mortgage, tax, and insurance, but whether expensive repairs or remodeling might be needed. Are those repairs going to become more frequent and expensive? Do you have to add a bedroom on the first floor? Do you need a lift for the staircase?

			

			Another point would be whether you are making efficient use of your space. If you’re living in a house with a lot more square feet than you need, that could be a good reason to consider a move. Will the home be physically stressful or emotionally draining going forward because it’s too big, too old, or already in disrepair?

			Christine: What do you think of the idea of a phased housing plan, where maybe my first ten years are in the home that I currently live in, which may be among a lot of friends and neighbors I’ve known for a long time, and then I plan to transition to a smaller, more aging-friendly home later on?

			Mark: That can work, but that move can be difficult if you’re dealing with a house that is full of a lot of stuff that you’ve accumulated over many decades. There’s a good argument for getting that work done while you’re still physically and mentally healthy, unless you know your kids are going to come in and do it for you.

			Location and community

			Christine: What about location? What should people be thinking through when evaluating the location where they live?

			Mark: It’s important to understand that most people don’t move when they retire. That’s a media myth. And when people do move, they generally don’t move very far away. But if you’re considering a move, ask yourself these questions: Is your location close enough to healthcare that you want to access—hospitals, physicians, and so on? Is the current location still a good fit considering your needs for transportation, walkability, and the like? Would another location be better for proximity to family and friends or are you already well situated for that? These are all important factors, but they tend to get drowned out in the overwhelming amount of clickbait information online about retiring to tax-friendly or sunny locations. That may be right for some people, but people need to really think it through.

			

			Christine: People often say that they want to age in place, to be in a familiar setting near family and friends. How can they assess whether staying put is practical? 

			Mark: All of these surveys that you see repeatedly show that an overwhelming majority of people hope to age in place. Primarily, I think it means that people don’t want to wind up in an institutional setting like a nursing home. That’s an understandable instinct, especially given the horrific death toll that occurred in nursing homes and the like during the pandemic.

			But the Centers for Disease Control definition of aging in place is the ability to live in one’s home and community safely, independently, and comfortably, regardless of age, income, and ability level. In other words, it doesn’t necessarily mean staying in your house. You might sell your house and move into an apartment in the community you live in, or you might move further out but still have access to family, friends, and community resources. You can have it both ways. It’s not just, “Stay in your house and have access to family and friends,” or not. There’s a middle ground.

			Christine: If someone is evaluating a community on how aging-friendly it is, what kinds of things should they be looking for?

			Mark: This is a really big problem and opportunity for American communities. Very few communities have undertaken serious planning and executed on a plan to become more aging friendly, and by that I mean providing transportation for people no longer driving, social networking opportunities for people so they can avoid isolation and resources to help people with home-based healthcare and assistance with daily living. There have been some attempts at this at the federal level, primarily through the Medicaid system, but they have had their limits.

			When we talk about aging in place and aging and community, you need not only for the home to be a good fit, you also need to have resources in the community. It would be smart for more communities to create a centralized resource for people to tap when they have a need. For example, someone might need a person to come in to provide some home-based assistance with their daily living needs, or a contractor who can make adjustments to the home. Instead of having a trusted, centralized resource for this—a vetted list—everyone has to figure out these things on their own.

			

			This is a challenge, but there are also a lot of opportunities for people to start small businesses to provide these services, and opportunities for local governments to figure out ways to be more useful to their communities. Local senior centers in a lot of communities have some of these resources, but it’s case by case.

			Relocation

			Christine: You referenced relocation earlier. How can people do their due diligence when they’re thinking about relocating? Here I mean making a big move versus staying in their community.

			Mark: You need to find trustworthy resources to help you sort through and evaluate locations and get beyond the clickbait about tax-friendly locations. While taxes are a consideration, of course, making that a primary factor is a “tail wagging the dog” approach.

			Moving to a sunny location with lower taxes can be a great thing, but you have to weigh that against other factors. AARP (formerly the American Association of Retired Persons) has a website called the Livability Index that grades every neighborhood and city in the U.S. on a zero to 100 scale as a place to live when you’re getting older. You can plug in specific addresses to see how a location scores for attributes like housing, neighborhood transportation, health, civic engagement, etc.

			Another site that I like a lot that doesn’t get nearly enough attention is called Sperling’s Best Places. It’s a data aggregation site that will suggest locations to you that match your interests and preferences based on answers you give to questions on housing, affordability, culture, cost of living, and so on.

			

			The Milken Institute has published some exhaustive reports on best locations for successful aging and they evaluate nearly 400 metro areas. AARP also has something called The Network of  Age-Friendly States and Communities. It’s mostly aimed at government professionals, but it does have a lot of information about livable communities.

			There’s also the Village to Village Network. And no, I’m not talking here about “The Villages,” the famous Florida retirement community—far from it. Villages are community-based grassroots organizations where people pay membership fees on an annual basis. Very often they’ll hire a staffer or two to coordinate services that people need as they age. The very first one was formed in Beacon Hill in Boston. Residents in the neighborhood were aging and looking for ways to stay in their homes—and they recognized that they were going to need support. Village networks provide resources such as vetted lists of trustworthy contractors, home health aides, as well as social, networking, educational, and cultural opportunities. Think of it as a community of people aging in a neighborhood, but not all in one physical location.

			Another resource to know about are NORCs—short for naturally occurring retirement communities. These are communities of older people that form naturally, typically in apartment buildings or towns with high concentrations of older people. NORC residents can access medical services from visiting nurses and doctors, social services, wellness and social activities, often with the support of a social service agency. They can be based on housing or a neighborhood. NORC members do pay very small membership fees, but the main source of funds is grants or government funds. The heaviest concentration of these communities is in New York City.

			

			Finally, there’s a book I like a lot, called Aging in The Right Place, which is written by a gerontologist named Stephen Golant. It examines the relationship between location and successful aging.

			Christine: You mentioned that taxes should be secondary to some of these other considerations, like relationships and proximity to doctors and so forth. But how can older adults get their arms around the financial dimensions of where to live and whether to relocate, including taxes?

			Mark: States are all over the map with respect to taxes in retirement. There’s an organization called the Institute on Taxation and Economic Policy that does a survey of state policies on taxation of retirement income. What they found is that there are several states that have no personal income tax, period, and many more that exempt Social Security income, or offer partial exemptions. Some states tax Social Security using the federal formula, while others have their own formulas for taxation of Social Security. Many states exempt some or all pension income, while others have various kinds of personal exemptions and deductions. Most have their own special exemptions on property taxes. It really is all over the map, so if taxes are something that you really are focused on and care about, check it out because there’s just no rhyme or reason to how states are doing this.

			Christine: It seems like the broader point is to be holistic about it. I shouldn’t just focus narrowly on my property tax bill, for example, even though that’s one that you tend to feel really viscerally because you write those checks.

			Mark: In retirement, the taxation of pension income and Social Security is really important, as is the general income tax situation in a given state if you’re drawing money out of a tax-deferred account.

			Christine: I wanted to ask about the role of climate, because it seems like a lot of people prioritize someplace warm and sunny for retirement. We’re seeing that in terms of migratory patterns in the U.S., where people are gravitating to Sun Belt places and coastal areas, but those areas also seem most at risk of climate change. How should people factor that in as they’re thinking about where to live?

			

			Mark: It’s an important consideration, and most people are not thinking about the risk factors. One factor is obviously the risk of disruption of your housing in the case of damage, and the cost that can come with trying to rebuild. You could be dislocated from your housing for a prolonged period of time, if not permanently. Rising insurance rates, and even the availability of property insurance in the areas at highest risk of climate-related damage, are early warning signs of the financial risks for people who opt to live in these parts of the country.

			Home ownership and tapping home equity

			Christine: We had a big bout of inflation in the early 2020s, as we were coming out of the pandemic. Can you touch on the value of home ownership in retirement, how you’re not necessarily subject to housing cost increases in the same way you might be if you were renting?

			Mark: You’ve made this point often in your writing: that inflation is personal. The headline inflation number doesn’t necessarily indicate how rising costs will impact you, since household costs can vary so much. Home ownership versus renting is probably example number one here, especially in recent years. Renters have been subject to some pretty hefty housing cost hikes for a variety of reasons, and homeowners are just more protected, especially if they have fixed-rate mortgages or paid-off homes. Yes, they’re exposed to rising property tax costs, maintenance costs, insurance expenses. But owners experience less volatility in housing costs than renters. The good news is that the vast majority of retirees—more than three fourths—are homeowners.

			Christine: In addition to helping on the inflation front, you’ve also made the point that housing wealth can be a way to hedge against longevity risk. How so?

			

			Mark: When you look at the numbers on retirement saving, you see that about half of retirees don’t have significant financial resources available to them outside of Social Security. But most are homeowners. Home equity may well be their most significant financial asset, although it’s obviously a different sort of asset than something in a stock portfolio or a savings account. It’s not a liquid asset—and managing it is wrapped up with all sorts of emotional and social factors. But it makes sense to at least consider tapping home equity in retirement if you find yourself facing a situation where your income is falling short because you don’t have enough saved.

			Christine: In my experience, people tend to be quite allergic to touching their home equity. It seems sacrosanct; people often say that’s the asset that they want their children to inherit. Can you talk about that dimension?

			Mark: It’s not necessarily rational, but a lot of people do not want to touch their home equity. You generally don’t want debt in retirement, but taking out a reverse mortgage is not the only option. An additional option for tapping into home equity includes selling the home and moving. A Vanguard study found that among retired people who relocate, about 60% sell their homes and move to a less expensive location. They can typically unlock about $100,000 of equity by doing that, the study found. That’s not insignificant, especially for a middle-class household or one of more modest means.

			Christine: Homeowners may have used home equity lines of credit (HELOCs). Why would they not make sense for many retirees?

			Mark: It is certainly possible to use a HELOC. But keep in mind that whatever you borrow must be repaid with some kind of regular monthly payment. That’s not going to do a lot to improve your month-to-month household finances, and it can be hard to qualify for these conventional loan types if you’re retired and your income is low. That’s why I think they’re typically not used.

			

			Christine: Let’s talk about reverse mortgages, which you do often hear about in the context of retirement.

			Mark: A home equity conversion mortgage (HECM) is the primary type of reverse mortgage. It’s the type that is insured by the federal government. There are some reverse mortgages that are not HECMs, but they’re a very small part of the market. HECMs are only available to borrowers age 62 or higher.

			My general perspective on HECMs is that they are complicated, hard to understand, and can be quite expensive in terms of fees. I’m not a big fan, but for somebody who, for whatever reason, is not open to or can’t contemplate a move out of the home and needs to tap home equity, a HECM can be a reasonable choice. The amount you can borrow depends on market value, the age of the youngest borrower between two spouses, and interest rates. Lower rates allow you to borrow a higher percentage of the home value. But just be prepared for a complicated ride.

			Christine: Can you discuss what the risks are?

			Mark: I don’t know if it’s a risk or just a consideration, but you’re draining a lot of the equity out of the property and it won’t be available to your heirs. The most significant risk is foreclosure—although HECMs don’t require monthly repayments, borrowers can default if they fail to make property tax and insurance payments, or fail to make repairs to their homes. 

			We should also talk about the importance of protecting non-borrowing spouses.

			If you take out an HECM but your spouse is not yet age 62, they cannot be a borrower on the loan. In that situation, that spouse can be designated as a non-borrowing spouse on the loan contract. This provides a critical protection in the event that you pass away while the loan is still active. A non-borrowing spouse on the contract would be able to remain in the home, provided that they continue to meet the loan requirements.

			

			Christine: Can you discuss what happens in the end, and how the borrower pays the lender back?

			Here’s how it works. The repayment on the loan balance can be deferred until the last borrower or non-borrowing spouse dies, moves, or sells the house. When the final repayment is due, the title for the home stays with the family members or the heirs. They can choose at that point to either keep the house—by repaying the loan or refinancing it with a regular mortgage—or they can sell it. If they sell it, they retain any profit above the loan amount that’s due.

			Here’s another critical point: If the loan balance is higher than the home’s value, the heirs can simply hand over the keys to the lender and walk away. That’s one of the key advantages of the reverse mortgage. This is where the federal insurance comes in, because at that point the lender turns to the federal government to be made whole on the loan.

			Christine: How should people decide whether this is a good option for them? It seems like a good piece of advice would be to get some objective financial guidance from an advisor who can help you sort out the implications of a reverse mortgage for your total financial and estate plan.

			Mark: Yes, though financial advisors typically don’t like HECMs for all kinds of reasons, so most of them haven’t really become experts on them. There is a requirement that people go through counseling before they can get a HECM; for example, the National Council of Aging has a program that people go through, and there’s a need for more of that.

			The other thing to say about HECMs is that it’s not a business that has gained a lot of traction. The number of people taking out new loans has been declining for years—it’s a declining market, similar to long-term care insurance. The market is voting with its feet and its wallets on HECMs and is saying, “Thanks, but no thanks.”

			

			Christine: Harold Evensky and others have conducted research on the virtue of taking out a reverse mortgage and tapping it on demand, based on how your portfolio has performed. The advantage is that you wouldn’t have to hold cash in your portfolio to protect you against bad performance from your stock and bond holdings. What do you think about that idea?

			Mark: It seems to me like it’s a complicated, expensive way to solve a sequence-of-returns problem. I’ve seen some of those studies, and the math adds up. But in my view that type of strategy doesn’t take into account human behavior and behavioral economics.

			Care and care communities

			Christine: Let’s discuss living arrangements where people receive some level of care as they need it, often called “continuing care retirement communities.”

			Mark: A lot of these communities offer a hybrid of housing, health insurance, and healthcare. They typically offer different types of living situations, from independent to assisted to nursing care, and even memory and dementia care all in one.

			The cost can be quite high. Some have upfront entry fees and monthly fees after that, all of which vary quite a bit around the country. That’s generally true with long-term care costs. The entry fee alone could be anywhere from $50,000 to $200,000. If that’s something you’re thinking about, that’s a scenario where you might consider selling your home and plowing the proceeds into one of these communities.

			Christine: I’ve heard that the financial aspects of these communities can be devilishly complicated.

			Mark: Yes. I had a friend whose parents made that move, and then, after they had passed away, he wanted to sell his share. He did, ultimately, but it took a long time, and it was difficult to do.

			

			This hybrid all-in-one approach is quite different from assembling what you need a la carte, where you have a clearer sense of what you’re paying for. It’s like the various types of annuities that have investments wrapped inside them, or universal life insurance: Good luck teasing that apart and figuring out the cost.

			Christine: It seems like there’s a trend toward people remaining in some type of independent living situation for as long as possible, whether it’s a personal home or independent living in a senior facility, and then adding the care as you need it. That might be initially getting someone in to help with showers or preparing meals and then, graduating up to more care as needed. Does that seem like a healthy development?

			Mark: I like that approach, but the challenge is finding good people. There are real labor shortages and they’re reflected in the escalating costs for care. There’s a need to professionalize these positions and make them better jobs to attract more people.

			Christine: For people who receive care in their homes, there’s often a big toll on family members who are running hither and thither, coordinating care with caregivers, shopping for groceries, and so on. Can you talk about that dimension of it, the family caregivers? Getting my parents care in their home required a lot of contributions from a lot of family members. It was a heavy lift, and we have a big family!

			Mark: Family caregiving is probably one of the most important components here, because the numbers tell us that most care is provided by family members. If there are family members on the scene locally, and if you’re hiring somebody to come in and provide these services, the most likely scenario is a family member is providing that coordinating role. A related factor is the damage that’s done to the finances of the caregiver as a result of being out of the labor force. We often think about family caregiving as “free,” but it is not free. It’s a transfer of the cost to whoever’s providing that care. They’re not earning, they’re not saving for retirement, it’s impacting their Social Security credits, and so on. It’s a significant hit to that household’s finances. So really, what we’re doing is transferring that risk.

			

			Another resource I wanted to mention is Daughterhood.org, which is an online network of caregivers that people who are providing care can connect with for support and information.

			My takeaways

			

			
					As you embark on retirement, take a hard look at where you live: the physical space, the expense of maintaining it (including maintenance costs as well as taxes, insurance, and other outlays), and its proximity to friends and family, healthcare providers, and cultural amenities that you value. 

					Also consider how much help you might need from family members or other loved ones in order to stay in the home as you age. Mentally reference the experiences of older adults that you’ve known. What about their living situations worked in their favor? What would you do differently if you could?

					Mark’s advice about not delaying a move to a smaller or more practical home resonated with me. Moving is daunting at any life stage, but especially if you’re experiencing health issues or have diminished cognitive function. If you think a move is in the cards during your retirement, it’s better to take charge of that decision when you can rather than letting your loved ones determine when or where.

					I loved Mark’s point about how aging in place doesn’t have to mean staying put in your current home. Instead, it might mean a move to a more practical home in the community where your social network, healthcare providers, and favorite activities are.

					If you’re considering a relocation primarily for financial reasons, be sure that you’re considering the full gamut of costs: housing prices, income and sales tax, property tax if you intend to buy, and maintenance and insurance costs.

					Continuing care communities, which offer independent living transitioning to different levels of care as needed, seem like an elegant, one-stop solution to senior living. The financial arrangements can be terribly complicated, though. If you’re considering such an arrangement, it’s wise to consult with a financial advisor to make sure you’re thinking through all of the implications.

					Relationships are central to most people’s happiness, and it gets harder for most of us to make friends as we age. If you’re considering a move to a completely different location, be sure to consider how and where you would meet new people. Better yet, do a trial run of the new location so that you can gauge the opportunities for social interaction in advance.

			

			Related resources

			Mark’s books: www.amazon.com/stores/Mark-Miller/author/B003KMOXNK.

			AARP Livability Index: livabilityindex.aarp.org.

			Sperling’s BestPlaces: www.bestplaces.net.

			Milken Institute, Best Cities for Successful Aging: milkeninstitute.org/article/where-does-your-city-rank-new-milken-institute-index-analyzes-359-metros-identify-best.

			AARP Network of Age-Friendly States and Communities: www.aarp.org/livable-communities/network-age-friendly-communities.

			Village-to-Village Network: www.aarp.org/livable-communities/network-age-friendly-communities.

			

			Aging in the Right Place: www.amazon.com/Aging-Right-Place-Stephen-Golant/dp/1938870336.

			“Who Pays? A Distributional Analysis of the Tax Systems in All 50 States,” Institute on Taxation and Economic Policy, Jan. 2024: media.itep.org/ITEP-Who-Pays-7th-edition.pdf.

			“Home Is Where Retirement Funding Is,” by Kevin Khang, Kate McKinnon, and Joana Rocha, Vanguard.com, Feb. 2023: corporate.vanguard.com/content/dam/corp/research/pdf/home_is_where_retirement_funding_is.pdf.

		

	
		
			

			Lesson 13: Maria Bruno

			Focus on What You Can Control

			Maria Bruno, head of methodology for Vanguard’s self-directed clients, has been focusing on retirement planning for three decades—first as a financial planner working one-on-one with Vanguard clients and now as part of the team researching and developing Vanguard’s advice methodologies. She and I have frequently collaborated over the years on retirement-related webcasts, conference panels, and videos for Morningstar.com. What I love about Maria—in addition to her infectious laugh and kind demeanor—is that she’s fiercely attuned to helping improve retirement outcomes with education.

			When I asked Maria what lesson she’d like to discuss for the book, she said she’d like to talk about how retirees can maintain a sense of control even as they’re contending with many open-ended variables.

			[image: ]

			The value of focusing on what you can control

			Christine Benz: Let’s talk about why you think it’s so important—and empowering—to focus on what you can control and tune out the things that you can’t. What benefits does that bring?

			Maria Bruno: As you’re getting closer to retirement or are making that transition, it’s especially valuable to focus on what you can control because the stakes are higher. For example, during your working years you have your salary as a lever. But when you retire and you’re tasked with managing this large nest egg throughout retirement, that can feel overwhelming. It can cause some people to be too scared to do any real planning. Others might obsess over things that simply do not matter in the long run.

			

			People could be entering retirement by choice, while others may be forced into an early retirement. We just went through a pandemic, and people may have lost their jobs, either longer term or temporarily. Or maybe there’s something on the home front that might cause an early retirement, like a health issue.

			There are clearly some things you can’t control, but it’s important to know which ones you can control. Having a plan going into retirement means that you are probably going to be able to withstand different events that happen along the way. That leads to better financial outcomes, and it also leads to more confidence and hopefully enjoyment, as well as peace of mind.

			Christine: What things should people take off the table because they can’t control them? Not to pick on CNBC, but if you’re watching financial TV, you see a ton of news about things that you don’t have any control over.

			Maria: There are two categories in particular that you should try to tune out as you’re heading into retirement. 

			The first would be the markets and the noise that goes along with them, especially the barrage of headlines around the latest “hot” stock or daily market ups and downs. You can’t control what’s going to happen with the markets. If you’ve come up with a financial plan for your retirement, that plan should be able to withstand periodic downturns. But there is so much noise out there—quick news and sound bites—and that makes it difficult to focus on what matters. That’s an added stressor for people saving for and getting ready to retire.

			The other key thing that you can’t control is your own life expectancy. You don’t know how long you’re going to live. You can make educated guesses about it: You might look at family history and your own personal health to help gauge, and those things provide a good directional sense. But by and large you can’t control how long you’ll live, and life expectancy really goes both ways. The primary concern for a lot of retirees is longevity risk, that they’re going to outlive their assets. No one wants to run out of money during retirement or be a burden for their loved ones when it comes to long-term care. But there’s also the flipside of that: If you pass away prematurely, there’s a risk that you’ll have underspent and didn’t fully enjoy the fruits of your labors during your lifetime because you were so worried about running out of money. You need to plan for both scenarios and that’s difficult.

			

			Get a vision for your retirement

			Christine: Let’s talk about the factors that retirees should focus their energies on because they can exert some level of control over them.

			Maria: At the top of the list is having goals and having a vision for what you want your retirement to look like, starting with lifestyle. Stop and think about what you want to do in retirement. After all, it’s your retirement and not someone else’s.

			Do you want to travel more because you will now have the time? Do you want to spend time with your grandkids? Do you want to work part-time or volunteer? It’s important to start thinking about those in-retirement priorities before you make the transition. Talk to people who are already retired to hear what they did. People love talking about their retirements, how they made that choice, and what they do with their time now. Write down your goals and then go back to them periodically.

			If you’re married or have a partner, make sure you collaborate with your partner. You might have a vision about what retirement will look like, but your partner might think about it quite differently. It’s important to see both sides and do some planning around that.

			

			One time when I was doing a live webcast a woman asked, “What do you do if you’ve retired and your husband wants to sell the house and rent an RV, but you want to stay home and be close to the kids?” I chuckled at that question, because after retirement is not the time to figure that out! You’d want to have that discussion long before you retire, because, in this example, you couldn’t get two more opposite visions of retirement in one household. They were obviously going to have to compromise, but it’s best to have those discussions and negotiations well in advance.

			Christine: Is it helpful to think about retirement as a series of different phases? If someone is in their mid-60s, for example, and they’re active and feeling good, they can think about those first ten or 15 years as a go-go period. But should they also plan for the next phase, when they might slow down a bit, and even a phase after that?

			Maria: That’s a good approach, because otherwise it can be a little overwhelming, this idea of planning for 30 years or more. Of course, you can’t quite predict how things will unfold later in life, but you’re probably going to have more clarity about your goals for the next five to ten years.

			Christine: We’ve heard from a few people over the course of these interviews that having a purpose in retirement is really important. Michael Finke made the point that it’s probably not helpful to embark on retirement with the idea that it’s going to be a very long vacation, though that might sound appealing while you’re working. How can people connect with a purpose in retirement?

			Maria: It’s critical. You need a purpose, a reason to get up in the morning. Your purpose could be small things—pursuing hobbies, spending time with family, doing things outside in nature, volunteering, even working—and probably a combination of several of those things.

			

			I have a close friend who retired a few years ago; he was a colleague and a mentor to me, and he worked in the industry for over 35 years. Though he was married and had a family, he was very passionate about his work, and it was “hardwired” into him. A few years before he retired, he started asking those questions and thinking through the next phase of his life. Then he kind of tinkered and adjusted along the way. He took up pickleball and did renovations at his beach house. He consulted a few years after he officially retired so he eased into it.

			You have to be very open-minded and willing to try different things. We had a working lunch a couple months ago and I got into a conversation about birding and gardening. One of my colleagues is into beekeeping, so my eyes lit up. I was asking him all kinds of questions about beekeeping and honey.

			As you get closer to retirement, you start thinking about hobbies that you might want to try, and it’s helpful to talk to other people about them. Having a number of activities that bring you joy and purpose could make a big difference in your overall mental well-being as well as your physical health. You might make new friends along the way and meet other people who are like-minded. A walk of two people might become a walk of four or five.

			Christine: Thinking through where you’ll live in retirement is also important, right?

			Maria: Absolutely. Where do you want to live and age? I live in Pennsylvania. Our winters can be cold and snowy. I never really understood why people would go to Florida in the wintertime, but now I’m getting the idea. Proximity to family and loved ones is also a consideration. Do you want to stay close to family, or are the kids all over the place? I have some colleagues who’ve lived here, and their daughters ended up in Florida. They sold their house and moved to Florida to be with the family. And oh, by the way, it’s also much nicer in the wintertime! You also want to plan housing carefully. Housing can be a significant financial asset, so it is important to understand the financial implications of moving or downsizing, particularly the ongoing cost and tax implications.

			

			Christine: These are all fairly positive, uplifting things to consider, but you also think it’s crucial to think through what you call “the hard stuff.” What kinds of things fall under that heading?

			Maria: These are the aspects of retirement that we don’t necessarily look forward to, but they’re worth thinking through in advance, to take the emotions out of the decision-making. For example, what if something happens to you, or your partner, either mentally or physically? The time to deal with this is in advance. There are financial implications but also the emotional aspect. It’s important to have a plan so that if something happens the plan is activated, rather than having to do the planning when things are stressful.

			You also need to consider whether you want to age in place in your home or if you might move at some point. If you do want to stay in your home throughout retirement, is it accessible and conducive to aging, or do you need to make adjustments so that it is? Or do you want to take steps to move to a more age-friendly place, perhaps a continuing care community with lifestyle and healthcare amenities?

			Think through what you want and then have those conversations with your loved ones. Take the step of writing down your wishes. Share them with your family members so that they know your intentions. And make sure that you have all of those important estate-planning documents in place: beneficiary designations, a living will, power of attorney, and so on. Revisit those things over time. People frequently set up estate plans and then don’t look at them for another 30 years. Meanwhile their kids have grown, and a lot of things have changed in their lives—they might have new grandkids, for example, or accumulated wealth and a new interest in charitable giving. Those things call for revisiting the estate plan.

			

			Run the numbers

			Christine: So the first big category of what you can control is giving some thought to your in-retirement lifestyle: How you are going to spend your days, where you’re going to live. How about the financial piece? What steps should people take to feel like they’re in control financially?

			Maria: Once you have your vision, run the numbers to see how achievable it is. You may need to make some trade-offs. Getting your arms around the different aspects of the financial plan will help you focus on what’s important and will give you the confidence that you are financially equipped to withstand different scenarios like a market downturn or an unexpected costly home repair. And you might also have a positive surprise: As you’re number crunching you might find you can afford that cruise your friends want you to join.

			Start the number crunching by looking at what’s changing from an income standpoint. Is your paycheck stopping altogether or are you planning to work in some capacity? Will you have pension income? When will you start taking Social Security? Many retirees need money to live on and can’t or don’t want to delay. A lot of people are inclined to think, “I paid into Social Security, so I want to take it as soon as I’m eligible.” It’s important to pause and run the numbers, though, because these decisions aren’t all reversible and there can be a significant benefit to deferring Social Security benefits up until age 70. That can help increase your own lifetime benefit as well as the benefit your spouse receives if you’re married and you were the primary earner. There are a lot of good tools that can help you personalize that decision based on your own situation. If you do decide to defer Social Security, you then need to think about how you’re going to close that income gap until benefits begin. Create a plan for how you will spend tax-efficiently from your portfolio.

			Next think about your expenses. If you’re not sure how to estimate your expenses, a 75% income replacement is a common starting point. And for safe spending guidelines, a starting withdrawal amount of 4% of your portfolio is a reasonable place to start. But get beyond rules of thumb and think about what’s actually changing in your budget. Work expenses like commuting costs might go away, but if you intend to travel or take up other hobbies, you need to add those in. Also think through taxes, because in retirement they become a line item in your budget. When you were working, taxes probably came out of your paycheck. But when you’re retired you need to think about them as an expense. Taxes may go down relative to what they were when you were working, but you may need to make quarterly tax payments.

			

			Start by running those numbers—income minus expenses—to get a sense of the cash flow. Also think about your net worth statement: What are your assets and liabilities?

			Christine: So having goals and having a financial plan that aligns with those goals is a way to feel a sense of control. You also think that people should aim to have balance. Can you talk about that?

			Maria: Diversification and balance at the portfolio level are important. If you’re retiring in your 60s, it’s not inconceivable to think about a 30-year-plus time horizon. That means that equities will continue to play a big role in your portfolio, but you also need some safer investments like bonds and cash.

			Aim for balance in your life as well. As you leave the workplace, make sure that you have a good network of family and friends, and stay active. That’s important during that transition and through retirement as well.

			Control costs

			Christine: Vanguard, your employer, has always been a low-cost provider, so I probably shouldn’t be surprised that you think costs are another key category that people can exert control over. Let’s talk about the different costs that we might incur and how we can try to control them.

			

			Maria: Often when we talk about costs, we focus on the cost of investing. It’s easy today to create a globally diversified portfolio at a low cost. Investments have been commoditized and that’s a good thing. But there are other costs to watch out for.

			As you get into retirement, limiting tax costs becomes super-important. You’ll also need to think about how you will draw down your assets tax-efficiently. It’s more complex today because of the different account types. There are pretax accounts—both traditional tax-deferred IRAs as well as traditional tax-deferred 401(k)s, 403(b)s, and other company retirement plans. Roth accounts—both IRAs and 401(k)s—were introduced in the late 1990s. We’ve seen a huge uptake in those. Health savings accounts are another type of tax-advantaged savings vehicle. We can now save in different types of accounts and they’re taxed differently. It can be a little bit overwhelming to think through how to spend from these assets as tax efficiently as possible.

			Many investors who are transitioning to retirement are sitting on large traditional, tax-deferred type balances. When you’re saving and investing in a pretax, traditional account, you receive a tax benefit when you make the contribution and as the money compounds. But once you start to take distributions, and later in retirement, when you take required minimum distributions, those withdrawals are all going to be taxed as ordinary income.

			Many people might think they’re going to be in a lower tax bracket in retirement, but when RMDs start, they often see a spike in taxes. This is significant because it can impact items that are tied to income thresholds—such as Social Security taxation and Medicare Part B premiums. There are strategies to consider before that point that can help smooth that liability. For example, RMDs currently don’t start until age 73. That gives many people a nice window—between retirement and RMDs—when they might be in a lower tax bracket relative to where they were in their working years and where they might be when RMDs start. They could consider strategies such as a series of conversions from traditional to Roth accounts, or perhaps accelerate their distributions from tax-deferred accounts to help smooth that tax liability and lower future RMDs. Strategizing about how and when you spend from your portfolio can really pay off through tax savings over your lifetime. Here’s another spot to get some professional help, because this can get tricky. 

			

			You may also want to make your life easier by consolidating accounts that you’ve accumulated over your working years. Many people have IRAs at different financial institutions and a hodgepodge of different types of investments. So this might be an opportunity to do some organizational cleanup, some record-keeping and consolidation. Those things will make your life easier down the road.

			Christine: You just said that this is a good spot to get some professional help, but I’ve met a lot of individual investors over the years who are determined to manage everything on their own, mainly because they want to limit costs. How should people square their desire to get another set of eyes on their plans with their desire to limit costs?

			Maria: When you get to the point of transitioning to retirement—ideally, before you make the decision—it’s a good time to get a second opinion on the financials.

			There are different types of advice. There’s ongoing asset management, and there’s also one-time advice, maybe a fee-only advice model—point-in-time advice. Yes, you’re paying that professional for their help, but they may save you money and taxes in the future, and they may make adjustments to your portfolio that could increase your overall wealth down the road. And if you want to give money to family or friends, or you have charitable intentions, an advisor can make recommendations on how to do that effectively to maximize the value of the gift.

			Having a professional look at your plan and give you some recommendations could be money well spent because they may be thinking about things that you may not be aware of, and they bring a level of objectivity to the planning that can be valuable. They may also be thinking about the implications of various decisions down the road, particularly with respect to income tax and estate tax. A professional can also provide validation that your plan is on track, which will provide valuable peace of mind.

			

			Remember, you don’t get a retirement “do-over.” Decisions you make today can hurt later on—for example, increased taxes or reduced Social Security benefits due to suboptimal claiming. And you might have fewer financial levers to pull at that stage, too, to help make up for those decisions.

			Christine: How about healthcare costs, in the realm of managing the different costs in retirement?

			Maria: As we talk to people who are transitioning to retirement or in retirement, healthcare costs are probably one of the biggest concerns. If you’ve been working for an employer, your healthcare has likely been partially subsidized. But when you get into retirement, and especially if you’re not yet covered by Medicare, you have to think about how you’re going to cover that. But for many it’s not a net new cost: They’ve been paying for it out of their paychecks. The incremental increase will vary based not only on the type of insurance you choose but also how much you were paying out of pocket when you were working. Once you are eligible for Medicare, at age 65, having a supplemental plan is valuable, as is obtaining coverage for prescription drugs. Navigating Medicare plan choice is important, too—and another one of those decisions you can control—so it’s worthwhile to do your homework in advance and also check in annually during Medicare open enrollment season.

			Christine: Relatedly, long-term care is something that people worry about. Can you touch on how long-term care expenses should be part of your plan going into retirement?

			Maria: That’s a tough one because of the wide distribution of potential outcomes. It’s a balancing act. While the probability of needing lengthy long-term care is low, the financial impact if you do require such care can be significant. If you work with a financial planner, they may be able to do some simulation-based cash flow planning to see how long-term care expenses could affect the viability of your plan. Studies show that the average duration of long-term care is a couple of years, but it can still be a huge financial and mental hit, so you want to plan for those contingencies ahead of time.

			

			Be disciplined (but don’t stand still)

			Christine: The last item on your list of things we can control is discipline. But many people are trying to get away from the nine-to-five sort of discipline as they move into retirement! So why do you think discipline is so important to maintain through our retirement years?

			Maria: The word discipline can leave a sour taste in many people’s mouths. But discipline is so important. A financial plan and investment portfolio can be set up just right, but if you don’t have the discipline to stick with them, then you fail as an investor. Investing is emotional and it can lead to impulsive decisions—panic selling during market volatility, for example. What you can control, though, is whether you act upon these emotions. This is where long-term perspective and staying the course gives you the best chance for financial success.

			Discipline doesn’t mean you never change anything. A retirement plan is not one and done. You want to revisit it every couple of years. Go back and ask if your goals have changed. Take a look at your portfolio, your budget, your health, and where you are in your retirement. You may have to revisit the plan and make adjustments. Life happens, and things change, often for the better.

			Christine: Do you have any other words of wisdom for people who are embarking on retirement?

			

			Maria: Remember that retirement planning is not one-size-fits-all. It is a very personal journey, and what you do with your retirement is up to you. Don’t try to keep up with the Joneses. As long as you’re happy and feel fulfilled, that’s fine and have fun with it.

			Some people will face retirement earlier than they had planned, and they need to adjust for that. That can be really hard; you may have to make some tough decisions. But regardless of whether it’s voluntary or involuntary, you’re not going into it with all your questions answered and you can’t predict the future. I think back to when I started my career. I never in a million years would have guessed that I’d be doing what I do today, sitting here talking to you about this topic. We don’t have everything figured out, but we adjust along the way. We make refinements to our plans, and we might also have to make trade-offs. That doesn’t change in retirement. It’s not like you flip a switch and you’re retired. It’s a journey.

			A good friend and mentor shared a saying with me about how to know whether it’s time to retire, and I repeat it all the time. I call it “the three haves”: Have you had enough? Do you have enough? And will you have enough? “Have you had enough?” means do you mentally feel that you’ve had enough of the work? “Do you have enough?” That’s the money part: Can you make it work financially? And then “Will you have enough?” That relates to how you’re going to spend your time: What are you going to do in retirement? Answering those three questions is a great way to help decide whether it’s time to retire.

			My takeaways

			

			
					Ignoring things you can’t control—like the market’s gyrations—is obviously easier said than done, especially given that we live in a word of instant information. Keep market distractions to a minimum by opting out of market-related news alerts and only checking up on your portfolio on a preset schedule. A thorough portfolio review once a year, when you check up on your asset allocation, holdings, and tax issues, is plenty for most retirees.

					Tightening up costs throughout your retirement plan is the easiest way to improve the plan’s viability without having to cut your own spending. Fund expense ratios are important—and indeed, all of our research at Morningstar points to them being one of the best predictors of whether a fund will be a winner or loser relative to its peers. But think expansively about financial expenses to encompass what you’re paying for advice, taxes, and insurance.

					Maria alluded to the complexities of tax-efficient retirement spending, a topic that I also covered in the chapter with Mike Piper (chapter 15). Because there are so many different variables in play, consider getting some professional advice. Most financial planners use sophisticated software to help model out the tax implications of decisions like whether to convert traditional IRAs to Roth.

					I loved the “three haves” questions for determining whether it’s time to retire. If you hear me repeating them in the future, you’ll know where I got them from!

			

			Related resources

			“An IRA Conversion Sweet Spot,” morningstar.com, November 29, 2015: www.morningstar.com/articles/722581/an-ira-conversion-sweet-spot.

			“Vanguard’s Bruno and Dickson on Building a Better Retirement,” The Long View podcast, July 24, 2019: www.morningstar.com/retirement/vanguards-bruno-dickson-building-better-retirement.

		

	
		
			

			Lesson 14: Jamie Hopkins

			Be Adaptable as Retirement Unfolds

			“Trying to hit a moving target in the wind.” That’s retirement planning expert Jamie Hopkins’ metaphor for why retirement planning is so hard: So much could change. Will change. You don’t know how long you’ll live, or how your investments will perform. You don’t know how your goals and interests might evolve. You don’t even know how you’ll feel about being retired! That’s why Jamie thinks being adaptable is so important in retirement. If you come into retirement thinking that you have a settled “retirement plan” that you’ll stick to for the next 25 years or more, you’re going to be sorely disappointed when you see that plan upended. If you come into retirement knowing that you’re going to have to adjust as you go, those adjustments will stress you out much less. Jamie and I discussed some of the key adaptations that retirees will have to make as the years unfold and how they should approach them. 

			[image: ]

			Working to retirement

			Christine Benz: Why do you think that being adaptable is so important to success in retirement?

			Jamie Hopkins: There are a lot of things that you’re going to take for granted as true for retirement that won’t play out to be true. But life is about change and our ability to move. That’s why trees are strong; they flex in the wind.

			

			Christine: You’re a big believer in gradually transitioning into retirement, which seems like it might allow you to get comfortable with a lot of aspects of being a retired person.

			Jamie: There’s a lot of value in phased retirement. We don’t have enough formal phased retirement programs in the United States. But like most things in life, we’re better off if we get the test-drive, if we get to experience something before we go fully into it. Experiencing retirement slowly and gradually is good for people. And by “phasing in” I mean scaling back hours and taking more vacation in those years leading up to retirement.

			Start with the question, “What does retirement mean to me?” That’s one of those mindset shifts that we need to make. We have this narrow notion of retirement from the last 60 years in the United States. We head out onto the golf course, we completely stop working, we take a pension and sit around, or we travel to the beach and smile with a white shirt on.

			But retirement is very different for some people. You can choose to continue to work, you can take a different career, you can start a business, you can volunteer more of your time. In fact, people tend to be happier when they can find that passion role, and it doesn’t always have to be for money. But sometimes it can be.

			Christine: One thing that has come through loud and clear in a lot of the conversations for this book is that even if you’re not doing paid work anymore, you still need a purpose, a reason to get up in the morning.

			Jamie: We always talk about how retirees, on average, are happier than the general population. But there are actually more people in retirement who are depressed than is the case for the general population. A lot of people go into retirement and they lose their connection point, their community, their meaning. Life is going to be different in retirement, and that can be so challenging for some people that they enter into depression.

			

			A better way is to be proactive about what retirement will look like. I suggest that people make a calendar and write down what they’re going to do every day when they’re retired. So ask yourself, “What am I doing on Wednesdays? What am I doing on Thursdays?” If you can’t come up with anything, you have to figure out a plan for those days. Filling out a calendar gets you closer to a detailed vision for your retirement.

			A lot of times when I have those conversations, people say, “I want to travel and see my kids,” or “I want to play golf,” or “I want to go fishing.” My response is, “You have just described three out of 365 days. The other 362 days appear to be empty.” Forcing someone to go through what a week looks like is a really helpful visioning exercise. Some people have a clear view, but those who don’t should write out what they want their ideal week to be.

			Retirement should be filled with meaning, as should life. Life is too short to float through without doing the things that fuel our passions. A life without passion and meaning is not living. Take the time to design a retirement that is full of passion and meaning. 

			From saving to spending

			Christine: One big, and sometimes difficult, transition for a lot of retirees is moving away from receiving a paycheck and into spending from their own resources. Why is that transition so hard?

			Jamie: When it comes to retirement, we really only learn about saving. We learn that putting away money and seeing the account balance grow is good, and that spending is bad. The fundamental message of financial planning is to save more money than you spend, and we’re told that for 40 years.

			

			Then you get to retirement, and we just pull the rug out from under you. We say, “Just kidding! You need to know how to spend and not save.” Watching your account go down each month might actually be a good thing, but that’s really hard to adjust to. We see this behavior when people get to retirement and they just like to spend the interest, not the principal. Many people don’t spend enough in retirement because they have been conditioned for 40 years not to spend from a portfolio. We don’t have the knowledge base for spending, and nobody’s taught us how to do it. We’ve only experienced retirement through one or two people, most likely our parents. We have to then challenge ourselves to have a different mindset, to accept that it’s going to be different than it was before, and that can take time.

			We make decisions from the information and experiences we have. We haven’t experienced or lived through retirement yet. Unfortunately, we usually only get one shot at retirement. So we don’t get to do it once and go back and do it again after learning from our mistakes. This also explains why so many people stress over running out of money in retirement or not living the retirement they want to live—we only get one shot at getting retirement right.

			And in retirement we don’t have the same type of systematic protections that we have on the saving side: automatic enrollment, automatic savings, even investment options that are a little bit more automatic, like target-date funds. Social Security doesn’t turn on automatically. If you don’t claim by age 70, you’re just out that money. We have 75-year-olds out there who have never received benefits. Most of the steps you need to take with your money in retirement—rollovers, required minimum distributions, Social Security—all of those things require action. That’s quite unlike the saving side of it.

			Retirement is about shifting from an automated process to a more proactive and reactive planning approach. Instead of constantly saying we need to stay the course we often have to shift in retirement—adapting to changing needs, markets, and conditions associated with aging. 

			

			Christine: You mentioned the psychological dimension of switching to spending from being a saver. I’ve noticed that frugality is part of some people’s identities; they might say, “I’m a saving person. I will put off spending on myself.” It seems like it can be a badge of honor. Have you encountered that?

			Jamie: People view being frugal as a gift, as a badge of honor. This makes sense when saving. But when the dial changes, and retirement occurs, we need to know not just how to cut back expenses but we need to learn how to spend. This is where behavior modification occurs: We do something for a long period of time and it becomes a habit. Then it becomes our identity, and it’s really hard to stop doing it, whether it’s good for you or not. Just like that, saving and not spending becomes part of people’s identities and their behaviors. It’s hard to break. Just because you don’t go into an office anymore does not change how you save and spend money.

			Christine: You just mentioned that trial-running some aspects of retirement before you actually retire can be a great idea. But how can you trial-run spending when you’re still working and saving?

			Jamie: I’ve talked to people about the five years leading up to retirement. They’ve asked, “Should we learn how to do this? Should we actually take withdrawals from our accounts just so we see what that feels like?” Perhaps they’re still putting money in, so they’re contributing and withdrawing. That gives them the experience of pulling money out of their IRA or 401(k), just to get in the habit of doing it. They’ll learn they have to pay taxes on the withdrawal and all of those things that they just haven’t had experience with before now. The more you can learn before you get there, the better.

			Another suggestion is to create a calendar of your ideal retirement—how you are going to spend each day. Then put expenses against each of those days. Do this for one month. Take a step back and ask yourself: Is that schedule enjoyable and is the spending sustainable? 

			Christine: I’ve also heard you suggest that people can quit saving, or at least pull back on saving, in the years leading up to retirement. That’s a contrarian view, in that those are often people’s peak earning years.

			

			Jamie: For years I’ve been very vocal on the strategy of stopping saving as you near retirement. You have to get comfortable with the notion that you’re just not in a saving mentality anymore, and you should learn how to spend on yourself before you get to retirement, whether it’s buying a new car or traveling more.

			I also see a secondary benefit. If you can learn to spend on yourself before you retire, you might be able to work six months longer, or a year longer. All of a sudden, instead of saving an extra $20,000 for two years, which likely has very little impact on the longevity of your retirement portfolio, you might be able to work for six months more. That’s a lot more beneficial. This is the key to the strategy—spend so we enjoy life and working—so we can push off retirement a few more months or years.

			One person I know was about to retire around seven years ago. But he continued to work well into his retirement years and just takes really nice vacations. He was a supersaver, but he’s broken that a little bit through this mentality. It also gave him permission to spend, something he was resistant to doing. He just told me he is taking his family and adult kids on a vacation that he never would have booked had it not been for this strategy.

			Christine: You mentioned the limited impact of contributions later in life—that continuing to work is the greater good, certainly from a financial standpoint, when compared to making additional contributions. Can you expand on that?

			Jamie: That’s especially true in the three to five years right before retirement—from age 62 to 65, for example. Those additional contributions that you’re able to make are not making a meaningful impact. But you’re probably cutting back your quality of life substantially, because that $10,000 to $20,000 that you’re contributing is probably the difference between a really nice vacation for ten days or nothing. Spending the money at that life stage, rather than saving more, probably has more of an impact on your quality of life and enjoyment than saving it does on your retirement income sustainability. Research has shown that working six months longer is equivalent to saving about 1% extra of your pay for an additional 30 years. So with this strategy of not saving so much in those last years leading up to retirement, you’re able to spend, enjoy your life, and prepare for retirement, and you end up in a better spot. That runs counter to a lot of the traditional advice, which is to buckle down, get your house in order, and then retire.

			

			Christine: Another thing we have to adjust to, in the context of spending, is actually using the assets in our portfolios. They’re not an abstraction anymore.

			Jamie: That’s why this notion of bucketing can be helpful. When we move into retirement, we can assign a value and purpose to assets. Our assets pre-retirement aren’t actually as complicated: We have our investment portfolio and all of the assets in it for only one purpose: to grow. Stocks, bonds, CDs, target-date funds—they’re not there to provide income.

			But when we get to retirement, we use those assets differently. In fact, the purpose of our investments changes in retirement—from diversification or risk mitigation in some cases with bonds to providing income or keeping up with inflation. For instance, our bond portfolio, our CDs, our stocks, they all have individual purposes. Bucketing helps because it leans into mental accounting. We treat money differently depending on the purpose it will be used for and the source it came from. We see people do that in retirement, too. They’re more willing to spend certain types of money than others. For example, they’re okay spending Social Security; they don’t feel the same need to save every dollar because they feel that it’s supposed to be this income spending source. With their investment portfolios, they might think, “I saved that, so I’m supposed to keep saving it.” Bucketing helps people get in the mindset of, “This bucket is for income needs, this one is held for legacy, this is held for growth.” That approach allows your mind to readjust and adapt to how these assets need to help you meet your goals.

			

			With bucketing, we can tie each asset to a time period. For example, our cash can be in our “now” bucket, our bonds can be in our “soon” bucket, and our equities can be for a “growth in the later years” bucket. Bucketing allows us to steer into the behavioral finance concept of mental accounting and assign a purpose and timeframe to our money.

			Retirement income will fluctuate

			Christine: You also think that people need to create a retirement spending plan that’s flexible, that adapts to what they have going on. Can you talk through that?

			Jamie: When financial planners create a retirement income plan, it’s usually this permanent-looking printed document. And the planning process is really important. But the plan at that moment in time will change, because retirement income planning is like trying to hit a moving target in the wind.

			Your target is specific to you: How much do you want to spend? What do you want to do? What’s the legacy you want to leave? Those things create the size of the target that you plan to hit.

			That target is moving because we don’t know how long we will be in retirement. That is one of the biggest challenges of retirement income planning: You could be there for five days or 35 years. What we have to do is plan around the certainty of today, but with the uncertainty of tomorrow in mind.

			Then there’s the wind, which means things are going to change your plan almost immediately. Tax laws are going to change, inflation, macroeconomics, wars, pandemics. Even what you want to accomplish, your health, your family’s health. All those things are going to change, and your plan needs to be able to adjust with them. That’s why it’s important to build flexibility into retirement spending plans and not think that we can go in a straight line from day one of retirement all the way to the end.

			

			Christine: One of the conventions we have for discussing safe withdrawal rates is that someone is going to spend the same amount, in real terms, throughout retirement. But that’s obviously not the case, and in fact it’s better if people plan to adjust based on how their portfolios have performed.

			Jamie: People don’t just take whatever money they had this year and adjust it for inflation next year and spend it. Your expenditures don’t adjust like that, either. Taxes don’t perfectly adjust like that. Healthcare doesn’t perfectly adjust like that, and housing costs don’t perfectly adjust like that. For most retirees, housing costs remain their single largest expenditure. But for homeowners, they’ve locked in the majority of their housing costs and those costs are not increasing with inflation, especially by the time you get to retirement. On the other hand, I’m hearing scary insurance stories where some people are seeing stratospheric premium increases. Home improvement costs have gone up. We’ve seen a lot of that in the last eight years; a lot of housing costs have spiked dramatically.

			Most research around retirement planning discusses the 4% finding, which assumes that you have a static 4% spending amount, adjusted for inflation, from your portfolio. But this is not how we live our lives. Our spending is much more dynamic and adaptive each year. Retirement becomes less about a static spending rate or about a fear of running out of money and more about the likelihood we have to adjust our spending. Most retirement income shortfalls today can be fixed through an adaptive approach to spending. 

			Christine: You say it’s important for people to think about what kinds of adjustments, or trade-offs, they’re willing to make in their spending and lifestyle, as well as what their non-negotiables are. Can you talk about that—why you would need to make such changes and what those changes would consist of?

			

			Jamie: Retirement income planning should be adjustment-based. When markets drop or your health isn’t as good, you adjust to that. If inflation is higher, we know that people adjust how they spend. That’s the point of inflation to some degree: It’s going to change spending behaviors. But a lot of times we model it so that when inflation goes up, you’ll just keep spending in the same way.

			Focus less on the risk of running out of money and instead on adjustments that you might have to make to your spending over time—if the markets don’t cooperate or you have a spending shock or inflation goes up dramatically. What are the trade-offs that you’re willing to make? Does that mean you downsize and sell your house and move to a different area? Does it mean you give up travel? What are the things that you are willing to give up?

			That gets into a much more interesting conversation, because it’s more about enjoyment and lifestyle. Everyone, no matter how wealthy they are, makes trade-offs around money. We don’t spend enough time discussing how that affects retirement, even though it’s a big part of retirees’ lives. They decide to go to dinner at 5 pm because it’s cheaper than going at 7 pm. And they can probably get the same amount of enjoyment out of it by making those small adjustments. Most retirement income plans facing a shortfall can be fixed by making small adjustments over time to the plan.

			This is where technology and projections fail, because we can’t predict the future. We can’t predict how market cycles or spending or inflation are going to occur, no matter how many previous iterations we run. No one predicted what happened in 2020, the pandemic. There will be a different year that acts in a way that we have never seen before, and you will have to adjust to that. And that’s okay. It doesn’t mean that the technology and projections aren’t helpful, but we have to live with a lot of uncertainty about the future. You shouldn’t think that if you have to make adjustments, you failed in retirement. If we start with the notion that we are going to make adjustments, and we know the trade-offs we’re willing to make, it creates a lot less fear about what retirement will be like.

			

			Christine: What about the role of guaranteed income sources? It seems like putting in place more guaranteed income could make it easier to be flexible with portfolio withdrawals.

			Jamie: Enlarging guaranteed sources of income—for example, by delaying Social Security or purchasing an annuity—is important for a number of reasons.

			One is that it reduces the volatility of potential outcomes. Putting some of your assets toward more guaranteed income allows you to exclude some really bad and really good scenarios. The really good scenarios wouldn’t change your enjoyment of retirement much, so you may be willing to give them up to reduce some of the worst-case scenarios. That can help reduce some of the mental stress. You know that you will be okay.

			Knowing that your baseline needs will be met means you may allow yourself to spend more. Having more guaranteed income can give you permission to be more aggressive with your total portfolio to grow it over the course of the 30-year investment period. Some people don’t feel comfortable being in the market in retirement because of volatility, but if you take some of that concern off the table by increasing guaranteed income, you can potentially invest in a higher-return portfolio that increases the likelihood that your assets will last.

			Having more guaranteed income also allows you to be more flexible with your other assets. Sometimes people will say they don’t want to tie up their liquid assets in guaranteed income sources. But the reality is, if you have to hold your portfolio to provide the future income, you don’t really have liquidity. You are just holding those future income streams to the side. Putting some guaranteed income streams in place can allow you to take some of that other money and spend it more dynamically over the course of retirement, because it’s not all set aside to provide income at age 85. You can spend some of it in five years and some of it in ten years, and if you need to cut back your portfolio spending one year, you still have more guaranteed income.

			

			Your income sources will vary

			Christine: One other dimension of retirement income is that people typically have different income sources that are coming online throughout retirement—you might have years when you’re retired but you haven’t yet claimed Social Security, and then years with Social Security but no required minimum distributions, and so on. How should people factor in the way that their income sources will naturally fluctuate over time?

			Jamie: We have mandatory distributions from tax-deferred accounts. We have things like Social Security, which has a time cap on when you should turn it on; for the most part that’s age 70. You might have a pension that gives you less control over when it pays out. Then you have assets like taxable accounts, and you have a lot of control over those. You might never have to liquidate them. And you have other assets that are quite illiquid, like your home. Whether you ever turn to home equity as an income source is something you have a lot of control over.

			Going into retirement, it’s important to understand the timing of those cash flows and how they impact other benefits or potential resources that you might have. For example, Social Security taxation is affected by your required minimum distributions and the selling of taxable assets and other income sources. Roth accounts and health savings accounts and home equity lines of credit won’t affect taxes in the same way.

			We have optionality with different tax buckets [the fact that different pools of assets are taxed differently], and we have control. That gets back to the idea of adjustment-based spending. In one year it might be good to spend more of your taxable money, and in another year it might be better to spend more of your Roth money due to taxes or other benefits or IRMAA adjustments. [IRMAA stands for Income-Related Monthly Adjustment Amount, and is a surcharge that some Medicare beneficiaries pay if their modified adjusted gross income exceeds certain levels.] So we are not just adjusting how much we’re spending, but from where we are spending.

			

			This is one of the biggest challenges for people running their own retirement income plans; it becomes really difficult to figure out how much you should pull from a Roth or a health savings account (HSA) in a given year versus your taxable account or tax-deferred account. In most years you shouldn’t pull all of your cash flows from any single account.

			How you define success might change

			Christine: You’ve also been critical about how we define success when it comes to traditional retirement planning. Why is that?

			Jamie: In financial planning we usually define retirement income success as your portfolio and income meeting your desired level of spending or expenses throughout your projected lifespan. That makes retirement very binary: You’re either going to succeed or fail. That’s just not how we live life. Retirement shouldn’t be success or failure. It’s going to be all over the place. Americans don’t fail at retirement, we adjust. We’re going to have good days and bad days. We’re going to have good time periods and bad time periods. We live our whole lives adjusting. Retirement is like budgeting. If we start running out of money or getting past our budget, we don’t just keep spending. The way we usually discuss retirement income isn’t how people live. It’s based on models, and to some degree the limitations of technology.

			Most people don’t define the success or failure of their lives in this way. If you fell $10 short at the end but you got to live the happiest life you ever got to live over the next 30 years, would you call that a failure? Of course you wouldn’t. I think most people would be really happy with that outcome. But mathematically your portfolio strategy failed because you fell $10 short a day early. Meanwhile, a “success” is you ended up with $50m at the end and you didn’t spend any of it. But the reality is, ending up with $50m, not spending any of it down, and not getting to do anything you wanted is probably a failed retirement.

			

			Christine: How do we know that someone dying with a big pot of money is a bad outcome, though? Some people might hear about leaving a big legacy and think that’s okay because they’d like to leave funds for their children, grandchildren, or charity.

			Jamie: It is not a good or bad thing. Like most things, it depends on your goals. Retirement is unique to you and what you want to accomplish. Some people care about that and some don’t. And that’s the beauty of this: It’s about what you want to achieve. For people who want to leave a legacy to their kids, to their church, to their alma mater, to their local community, that’s a goal. They should create a plan that increases the likelihood that they’ll leave wealth at the end. Most Americans probably want to leave some type of legacy behind for their kids if they can.

			But a lot of people end up with money in the end because they gave up other goals or aspirations. They didn’t want to spend because they were fearful of running out of money, they were fearful of how long they would live, or they didn’t have funds set aside specifically for long-term care.

			That’s the beauty of a lot of planning strategies, such as having long-term care insurance or having life insurance. What’s the legacy you want to leave behind? We can actually answer that ahead of time, so you don’t have to worry about where your portfolio is or how much you’re spending because you’ve funded it.

			Christine: It seems like it would be important for people to define success at the outset of their retirements.

			

			Jamie: Defining what success means to you is super important. Does it mean leaving a large legacy amount? If that’s the case, you’ll make different adjustments than if success means traveling and spending more on yourself. Does success mean that you want to start retirement with a high degree of spending and trail it down over time? Does success mean that you want to live independently for a really long period of time?

			It’s also okay to redefine that over time, just like we’ve talked about making adjustments to the spending plan or your investment or retirement income strategy. You should make adjustments to what you want in life over retirement. Most of us have changed what we want in life over the last five years, and you should do that in retirement, too.

			My takeaways

			

			
					Like Jamie, I’m a big believer in phasing into retirement rather than making it an abrupt shift. Are there parts of your job that you like doing and parts that you like less well? Working part-time or on a contract basis on the tasks that you actually enjoy can allow you to shift gradually into retirement. That’s often a win from a financial and a quality-of-life perspective.

					I love Jamie’s idea of trial-running spending before you’re reliant on your portfolio for all of your living expenses. Of course, you’ll want to factor in the tax consequences of withdrawing from your tax-sheltered retirement accounts, and you don’t want to spend more than you can afford to. But withdrawing from your investment accounts to fund a new car purchase instead of financing it, for example, can help you practice spending.

					The best retirement income plans are adjustment-based, meaning that you spend less in weak market years and more when your investments are up. It’s helpful to think through what you could do without in a pinch, as well as what your non-negotiables are.

					Jamie’s calendar exercise, where you think about what you’ll do each day of the week when you’re retired, is useful because it’s so concrete. Of course, it’s hard to predict in advance what your days will look like. But at least you can think about what healthy habits you plan to implement: when you’ll exercise, for example, or get together with friends for lunch or dinner.

					How will you determine success in retirement? On the financial side, is your goal to maximize your own enjoyment of your resources or to leave a substantial sum behind for children and grandchildren? Don’t stop with the financial piece, though. What things do you want to accomplish in retirement so that you’ll consider this period of life to be successful?

			

			Related resources

			Jamie’s books: www.amazon.com/stores/Jamie-P.-Hopkins/author/B07C7BNS72.

			“Jamie Hopkins: A Framework for Financial Freedom,” The Long View podcast, December 2, 2022: www.morningstar.com/financial-advice/jamie-hopkins-framework-financial-freedom.

			“Retirement Savings Mind Blower: Working 6 Months Longer Makes a Big Difference,” thinkadvisor.com, October 23, 2018: www.thinkadvisor.com/2018/10/23/retirement-savings-mind-blower-working-6-months-longer-makes-a-big-difference.

		

	
		
			

			Lesson 15: Mike Piper

			Plan for Taxes

			One of my former editors used to say that the ideal article or video for Morningstar.com was “terribly useful.” And when I think of terribly useful content, I think of Mike Piper. Mike is a certified public accountant who writes the wonderful Oblivious Investor blog, and he’s also the author of several short, terribly useful books on crucial subjects, from Social Security planning to what your spouse needs to know if something happens to you. Mike also developed a free, open-source Social Security calculator called Open Social Security that I often recommend as a useful input when you’re trying to figure out your Social Security claiming date. What Mike does so brilliantly is that he resists the urge to tell you everything he knows. That would be overwhelming, and Mike doesn’t feel a need to show off. Instead, he tells you what you need to know to make smarter decisions. I asked Mike about what you need to know about taxes in retirement.

			[image: ]

			The basics of tax management in retirement

			Christine Benz: Why should people think about tax management in retirement? Some people might think they don’t really have any influence over the taxes they pay. 

			Mike Piper: During your working years, the bulk of your income is your salary, at least for most people. You don’t have any control over that, from a tax point of view. You get paid what you get paid. That’s taxable income. There are things you can do, such as contributing to retirement accounts, to try to minimize your tax bill during those years. But how much tax you’re going to pay from one year to the next is largely outside of your control. Whereas once you retire, of course, that income goes away. Now you have to figure out which dollars to spend every year from your savings. Because you have different choices there, suddenly you have all this additional control in your hands in terms of how much taxable income you have this year, as opposed to next year. That additional control gives you opportunities to plan.

			

			Christine: Many of us are used to thinking about our taxes at the same time each year. But you think they should plan for a multiyear period rather than just being on this year-by-year treadmill.

			Mike: The goal is not, “Let’s minimize our taxes this year and do that every year.” If you do that, it’s going to backfire, because eventually you’re going to end up with big tax bills later, at least in a lot of cases, once RMDs kick in. It makes much more sense to do a lifetime plan. That’s not to say that after you make this plan, you never update it for the rest of your life. But the planning that you do now considers the rest of your life, as well as taxes that your heirs would be likely to pay on any traditional IRA or other tax-deferred accounts that they end up inheriting.

			Not only is the idea here not to try to minimize your taxes this year; in fact it’s often quite the opposite. It may be wise to intentionally prepay a portion of that tax bill whenever you have a chance to do so in an advantageous way. Sometimes that means you can prepay a portion of your taxes at a lower tax rate, or sometimes it means that you’re using taxable dollars to prepay the tax bill on tax-deferred accounts. Often the idea is to prepay your tax bill for one reason or another, because it’s likely to be advantageous over the long term.

			Christine: I have a feeling that we’ll have some readers who might say, “You know what? I’m not at all conversant in any of this. I need someone to help me.” What sort of a tax professional or financial advisor can help with that sort of strategizing?

			

			Mike: In some cases the same person that you’ve been paying to do your tax preparation is also going to be very skilled and ready to do this work. On the other hand, some tax preparers do tax preparation only, so this is not the type of work that they want to do.

			In that case, you’re going want to find somebody else. It’s a little bit tricky, because that person could be a certified public accountant (CPA) or a certified financial planner (CFP). They could be an enrolled agent, or they could be a tax attorney. There are any number of different designations that might fit because you don’t need a particular license to do this type of work. You just need to find somebody with the appropriate expertise, and that can be a few different types of professionals. 

			Retirement savings vehicles

			Christine: Most of us save for retirement in one of three key silos; at least they’re siloed from a tax standpoint. Can you talk about those three categories? 

			Mike: The first category is tax-deferred accounts. That’s your traditional IRA, traditional 401(k) or 403(b), and so on. The general rule is that they’re going to be taxable as income when you take money out of the account. You were able to get a deduction when you put money in, so it’s going to be taxable when it comes out. If the money comes out before you’re 59.5, there might be a 10% penalty, though there’s a long list of exceptions to that penalty and that list of exceptions grows seemingly every year. 

			With the second category, Roth accounts, it’s the flip side. The tax treatment is the exact opposite. You don’t get a deduction when the money goes in, but you generally don’t have to pay tax when the money comes out. That means the money gets to grow tax free while it stays in the account, and then it often comes out tax free as well. In some cases you might have to pay tax on the earnings, and you might have to pay a 10% penalty as well. There’s a long list of exceptions to the penalty that applies to Roth IRA withdrawals, too. One important thing here for people who are in the contribution stage is that Roth contributions can come back out of the account, tax free and penalty free, even if you’re younger than 59.5.

			

			The third category is taxable—just a regular brokerage account. You put after-tax money in and you’re going to have to pay taxes on the interest that you earn every year. You’re also going to pay tax on the dividends, although usually at a lower tax rate for most types of dividends. And you’ll owe tax on capital gains as well. When you sell something for more than what you paid for it, you’re going to have to pay tax on that in most cases. But again, that’s at a lower tax rate than your ordinary income tax rate.

			Christine: One category we haven’t talked about yet is health  savings accounts (HSAs). These are accounts that people with high-deductible healthcare coverage can fund, and they’re super-attractive from a tax standpoint, allowing for pretax contributions, tax-free compounding, and tax-free withdrawals of qualified healthcare expenses. For today’s retirees, these accounts are unlikely to be a big share of their retirement nest eggs, but they probably will become increasingly important for a lot of us. Can you talk about where they might fall into this spending queue? 

			Mike: I usually argue for spending from HSAs on medical expenses when you have them. A lot of people spend other dollars for medical expenses to let the HSA grow because it does get to grow tax free. That’s absolutely true, and that is a huge benefit. 

			Christine: Should you do that in the accumulation years—not touch it, let it grow? 

			Mike: It depends. What are you then using to spend for healthcare? If you are contributing to an HSA and then spending money for healthcare that otherwise would have gone into your 401(k), for instance, I’m not a fan of that. If you’re maxing out the retirement accounts and maxing out the HSA, and you still have enough other cash flow to pay the medical expenses, cool. Go for it.

			

			Christine: How should an HSA be used in retirement? 

			Mike: The thing that a lot of people don’t know or don’t account for is that if somebody other than your spouse inherits your HSA, it’s fully taxable as income that year. There’s no stretch over ten years; it’s just—boom—taxable income, because those dollars have never been taxed. If your kids inherit it, or nieces or nephews, it would be taxable to them. But if you took the money out now on medical expenses, it wouldn’t be taxed at all. So by never spending the money on medical expenses, it’s like you gave up this opportunity for tax-free distributions, and instead the account ended up fully taxable to your kids. That’s a pretty bad tax-planning outcome. That can very easily overwhelm the fact that yes, the account got to grow tax free for some additional years by not spending it.

			Pre-retirement tax planning

			Christine: Let’s start with the steps that pre-retirees can take to reduce their tax bills. These are people who are still working and still contributing to their retirement accounts. This is often a high earning period of people’s lives, and many people are turbocharging their retirement accounts as retirement approaches. What are some of the key steps they should be thinking about?

			Mike: Make sure you contribute to retirement accounts, and make sure that the money you have in taxable brokerage accounts is invested in a tax-efficient way. You don’t want to have high-yield bonds in a taxable account, for instance.

			In addition, it’s time to start learning about these retirement tax-planning topics. You don’t have to do anything with the information you learn, because strategies like Roth conversions and so on are generally not going to make sense just yet. 

			

			Christine: Earlier you discussed those three main silos we have for retirement savings: traditional tax-deferred accounts, Roth accounts, and taxable accounts. How should people at this life stage prioritize which to save into? 

			Mike: In general, max out your retirement accounts, if you can. There are exceptions, but that’s usually a good idea. The only time that a taxable account beats a Roth account is if you need to spend the money at a point when there would be the 10% penalty on your withdrawal. For Roth accounts you can always take out your contributions tax free and penalty free. And for distributions of earnings, there are many exceptions to the 10% penalty that can apply. Plus, if you already have some savings that are in taxable accounts, you already have something that you can draw from during those years when penalties might apply to early withdrawals. 

			I would say that it rarely makes sense to save in a taxable account if you haven’t yet maxed out retirement accounts for the year. The big exception is young retirees. Let’s say someone is 48 and they’re planning on retiring at 50, so they need some money for that pre-55 window. [Withdrawals from company retirement plans before age 55 are subject to a 10% penalty, in addition to any taxes that would otherwise be due upon the withdrawal.] In that case you do want to make sure that you’ve got some taxable account savings. But for people retiring at more typical retirement ages, contributing to a Roth or traditional tax-deferred account will almost always be better than contributing to a taxable account. 

			Christine: Okay, so prioritize tax-sheltered retirement accounts. But then you hit another fork in the road—Roth or tax-deferred? People may have heard the advice that you want to think about your tax rate at the time of your contribution relative to what you think it’ll be in retirement. Is that a good way to approach it? 

			Mike: The basic idea there is, what rate of tax savings would you get from contributions, and how does that compare to the tax rate you would expect to pay on these dollars when they come out of the account later?

			

			But that question is more complicated than people sometimes realize. Your tax rate is often different than your tax bracket. This is truer in retirement, because there are a ton of different things in our tax code where some additional amount of income affects the normal amount of income tax based on your tax bracket, and it also causes something else to happen. For example, someone may have been eligible for a tax credit, but the additional income causes that credit to start to phase out. So you’ve got two sources of tax increase as a result of this income. Or maybe the additional income is causing your Social Security benefits to become taxable. 

			So it’s frequently the case in retirement that your tax rate is defined by more than just your tax bracket. A lot of people prioritize tax-deferred rather than Roth contributions based on an intuitive line of thinking in which their income is going to go down when they retire, so they’ll probably have a lower tax rate. But it often doesn’t work out that way. People often find that they have a higher tax rate in retirement than they had expected, and that’s especially true for people who are super high savers.

			There’s a generational thing here, too. Tax-deferred accounts have been around since the 1970s. Roth IRAs came online in the late 1990s. Roth 401(k)s became available legislatively in 2006, but it was some years before most employers actually offered them. A lot of people retiring today had years when they were making only tax-deferred contributions, so they frequently have a ton of money in tax-deferred accounts and very little in Roth, and perhaps some in taxable accounts. That’s what I frequently see. People often find that they have a higher tax rate in retirement because they have these huge tax-deferred balances. Whereas when I look at millennial portfolios, that’s not really the case, because they’ve had Roth accounts all along. It’s likely to be pretty different when their retirement comes.

			Christine: Based on what you’ve said so far, people might be disinclined to contribute to a taxable account at all, or maybe they just keep enough in there to serve their emergency fund, or something like that. But as retirement approaches, or even before that, what’s the case for having that taxable brokerage account alongside earmarked retirement accounts? It strikes me that flexibility is a big positive.

			

			Mike: The biggest case is not having to worry about this 10% penalty; flexibility is another way to think of that. 

			People often argue for taxable accounts as tax efficient, because if your income is low enough, then qualified dividends and long-term capital gains are going to be tax free. I don’t see that happening as often as people might think, though. For people who are doing active financial planning, and they’ve been saving for a long time, they’ve usually got big tax-deferred account balances. Withdrawals from those accounts, plus some Social Security income, are enough to put them most of the way out of that range for 0% dividend and capital gains taxes. So their dividends and long-term capital gains are taxable, and taxable accounts just have this ongoing tax drag every year. They basically have a lower rate of return, because you have to pay tax on a portion of the earnings every year.

			Christine: For people who are still working and earning an income, is it ever advantageous to convert traditional tax-deferred accounts to Roth in an effort to reduce future tax bills? 

			Mike: It’s pretty uncommon. In those last years before retiring, Roth conversions don’t typically make sense because just a few years from now you’re likely to have an opportunity to do the same Roth conversions, but at a lower tax rate once income from work goes away. It’s rare that conversions would make sense during a person’s late working years. 

			On the other hand, let’s say someone’s in their 30s and they had a really high-paying job, but they take a brief unpaid sabbatical. They’ve got this temporary window where their income is low, and that’s a great Roth conversion opportunity. 

			

			Sequence of withdrawals in retirement

			Christine: Now let’s shift and talk about pulling money out in retirement. You have alluded to the fact that in many households those early retirement years are fairly low tax years. Can you talk about why that would be?

			Mike: It’s that the work income has gone away, Social Security hasn’t started yet, and RMDs haven’t started yet. The only automatic income that you’re likely to have coming in, unless you have a defined benefit pension, is often just going to be whatever interest or dividends you have from your taxable holdings. Aside from any amounts that you take out of tax-deferred accounts, your income is generally pretty low in those years. 

			Christine: Okay, so if I’m just embarking on retirement and I need spending money, how do I figure out which accounts to tap first? 

			Mike: In tax planning, you almost always have to say, “it depends.” But not in this case. The first dollars to spend in retirement every year are your checking account dollars: everything in the checking account, as well as everything that automatically comes into the checking account. That might be interest from your taxable holdings, dividends from taxable holdings, earned income (if you still have any), RMDs, Social Security, pension income, all of those things. 

			We want to spend those dollars first because spending them doesn’t create any additional tax cost. And because they’re taxable account dollars, they’re not very tax efficient to invest.

			When we’re spending from checking account dollars, that doesn’t create taxable income. That’s the whole idea. So sometimes that does leave you with a low taxable income for the year. The best way to take advantage of that is by doing Roth conversions. 

			Christine: Okay, so put checking account dollars at the top of the queue. Assuming I need additional funds for living expenses, where should I turn next? 

			

			Mike: After the checking account, the next dollars to access are taxable dollars where you have an unrealized loss on an investment. There’s no tax cost to sell the position. 

			After that, it gets tricky because we’ve got three choices. We could spend from tax-deferred accounts, spend from Roth, or spend taxable dollars where there’s going to be a taxable gain. 

			The question of Roth versus tax-deferred depends on current tax rate versus future tax rate. That seems straightforward, but there are several “gotcha” provisions that could cause your tax rate to be different than your tax bracket.

			The other thing to remember is that the future tax rate might not be what you’re expecting it to be, for a few reasons. The first one is that if we’re talking about a married couple, there will often be some years where only one of them is still alive. That’s important because it means that the surviving spouse only has half as much space in each tax bracket and half the standard deduction that a married couple filing jointly has, but they’ll generally have more than half as much income, because the portfolio is still there, doing what it does, and so on. That usually means they are going to have a higher tax rate during those years.

			Another point about that future tax rate is that when we’re doing this “pay tax now versus pay tax later” assessment, it could be somebody else’s tax rate. It could be your heirs’ tax rate if they inherit traditional IRA assets from you. That tax rate is usually going to be high, because any beneficiary other than your spouse is generally going to have to distribute the account over ten years. So they’ll owe taxes on whatever tax-deferred balance there is over just ten years, plus on whatever earnings they have. Statistically speaking, this inheritance is likely to occur during their peak earning years. So it’s often going to be a pretty high tax rate.

			Christine: So figuring out whether to spend traditional tax-deferred assets or Roth assets isn’t simple because of all of these additional considerations. What about the third option, spending taxable assets where you have a gain and will owe taxes when you sell?

			

			Mike: When deciding whether it makes sense to sell assets from a taxable account to satisfy spending needs, the main things to consider are the amount of capital gain you will realize by doing so, as well as whether the gain will be long term or short term. If it’s short term, you probably don’t want to sell those assets. Leave them alone, until it would be a long-term capital gain. 

			Assuming you do stand to realize a long-term gain, how big is the gain relative to the current value of the asset? If it’s only gone up a few percent since you bought it, that’s a pretty modest gain. You can sell it and the tax cost isn’t going to be that much. It’s almost like checking account dollars. You’ll lose a little bit to taxes, but it’s not a big deal. 

			If a position has gone way up, the decision is harder to make. Such assets can be valuable for heirs or charity to inherit, because they can completely avoid tax on appreciated taxable assets.

			So the question is, is there a good chance that you would give away these assets later? If so, then you probably shouldn’t sell them. You should probably go ahead and spend retirement account dollars instead. 

			Roth conversions

			Christine: You mentioned that the early retirement years are often low tax years, and that seems like it should be a good time to convert traditional IRA balances to Roth because you might owe less in taxes. How should people decide whether to convert and how much to convert?

			Mike: There are a few things going on with Roth conversions. 

			The first one gets all the discussion because it’s easy to understand and it’s the only one that’s always going to apply. When you convert, you are paying tax now, at whatever current tax rate would occur on your conversion, instead of paying tax later. That can be good, or it can be bad. It depends on the current tax rate and the future tax rate, and that’s more complicated than it might seem. It’s definitely a case-by-case thing, because it depends largely on how many of those “gotcha” provisions apply to you. If you have kids who are in college, for instance, a conversion might not be advisable. That’s because the American Opportunity Tax Credit phases out if your income is over certain levels, and it phases out over a relatively short window. Before doing conversions, ask how many things like this apply to you, and what is that actual tax rate going to be? You have to remember all of those various caveats and complicating factors. A conversion can be good or bad.

			

			The second thing that happens when you do a Roth conversion is that you have to pay taxes. If you have taxable account dollars to use to pay the tax on the conversion, that’s a good thing by definition. That’s money that would have grown at a slower rate because you have to pay tax on interest and so on.

			The third thing that happens when you do a Roth conversion relates to required minimum distributions. If you’re in a household that is not going to have to spend your entire RMD every year, then you can reinvest some of that money outside of a retirement account. And by virtue of being in a taxable account going forward, that money would incur a tax cost every year for the rest of your life, potentially. How impactful that is depends on your life expectancy: what kind of health you’re in and how old you are right now. A good thing that happens if you’re doing a Roth conversion is you’re shrinking the RMD. You basically have money staying in a Roth account rather than in a taxable account where it’ll incur tax drag. 

			The fourth thing applies to fewer people. You’re shrinking the total number of dollars when you do a conversion and pay the taxes due, and that is relevant from an estate tax point of view. Of course, federal estate tax applies to a very small percentage of people these days. But there are a number of states that have estate taxes, and they often have much lower thresholds. So given the choice between $100,000 in a traditional IRA or $80,000 in a Roth IRA, $80,000 is less than $100,000, which means a smaller gross estate. The estate taxes don’t care whether it’s Roth or traditional. 

			

			Required minimum distributions and qualified charitable distributions

			Christine: Once you turn age 73—and that will eventually go to age 75—required minimum distributions from traditional tax-deferred accounts come into play. Can you discuss what these required minimum distributions are—why we have them and what account types they apply to?

			Mike: They apply to tax-deferred accounts, basically. The idea is that you have to start taking out money every year. Once you hit the magic age—which is 73 or 75, depending on when you were born—the amount that you have to take out is a percentage of the account based on life expectancies. Specifically, it’s the joint life expectancy of somebody who is your age and somebody who is ten years younger.

			Because it’s money coming out of a tax-deferred account, it’s generally going to be taxable, though there are some exceptions. For people with large tax-deferred balances, it’s often the case that barring any prior planning done—Roth conversions and so on—their taxable income spikes in those years when they’re taking RMDs. That’s one of the primary points in favor of doing Roth conversions earlier.

			Christine: You just mentioned conversions, and it sounds like you should consider them pre-emptively. Do conversions ever make sense once RMDs have already started?

			Mike: Yes, they can. It’s the same list of considerations as before. We’re still saying, “What tax rate would I pay now?” and, “If my kids are going to inherit this account later, what tax rate would they pay?” and, “Do I have taxable dollars that I could use to pay the tax on the conversion?” It’s the same list of considerations. The difference is that for the year in which you’re considering doing a conversion, you also have this unavoidable chunk of other income.

			

			Christine: In addition to potentially converting pre-emptively, are there any other strategies that people can use to reduce their RMDs?

			Mike: Anything that makes your tax-deferred account smaller will reduce future RMDs. Contributing to Roth instead of tax-deferred accounts is a way to reduce RMDs in advance. There are also conversions and spending from tax-deferred accounts. And there’s a brief window where you’re eligible for qualified charitable distributions (QCDs) but before RMDs kick in. The magic age for QCDs is 70.5, which used to be the age when RMDs started. A QCD is when you have money sent directly from a traditional IRA to a qualifying nonprofit. It’s important that the contribution is sent directly; you can’t have a check from your IRA made out to you and then you write a check to the charity. And it does have to be a traditional IRA; a 401(k) or 403(b) won’t work. But when you do that, the qualified charitable distribution is tax free. It’s completely left out of your gross income. Because the entity receiving it is a charity, a nonprofit that’s tax exempt, they don’t have to pay tax on it, either. If you don’t need the dollars and you’re inclined to give to charity, it’s a very tax-efficient way to do that. Of course, that’s also reducing the balance in your tax-deferred accounts, which would reduce your RMDs later on.

			Christine: Even if someone misses this window between age 70.5 and 73, that qualified charitable distribution might still be worth doing, right? 

			Mike: Right. Whether RMDs start at 73 or 75, the other advantage of QCDs is that they count toward your RMD for the year. For anybody who doesn’t need to spend their RMD and is charitably inclined, the QCD is hard to beat. That’s because this is income that would have been taxable to you and now you just get to have it go tax free to the charity. You’re effectively converting a traditional tax-deferred dollar to a Roth dollar. There’s a dollar limit of $100,000 on it, though that amount is now indexed to inflation. 

			

			Christine: A common question is, does it matter when in the year someone takes their RMDs?

			Mike: As far as satisfying the requirement to take the RMD? No, it doesn’t matter. You could take it December 31, but I definitely don’t recommend that. If you’re waiting until the very last minute and something goes wrong, then you’re going to pay a penalty. In general, the longer you let the money remain in the account the better, because investments generally go up over time. The sooner the money comes out and is sitting in a taxable account, the sooner it’s incurring ongoing tax drag. In theory, the longer you leave it in there the better. But whether you benefit in any particular year depends on whether the markets go up or down. It’s not a big deal, because it’s only this relatively small percentage of an account. And we’re only talking about less than one year’s worth of growth, on that small percentage of the account. So it’s really not a big thing to spend a ton of time thinking about. If it eases your mind to just take it out of there in the first quarter of the year, it’s not going to be a huge negative. 

			Social Security and taxes

			Christine: You’re a Social Security expert, in addition to being a tax expert. Can you discuss how those two things work together and specifically the taxation of Social Security benefits in retirement?

			Mike: The way that Social Security is taxed is completely unique. There’s nothing else that’s treated this way. If your income is low enough, it’s not taxed at all. But as your income goes up over a certain threshold each additional dollar of income causes 50 cents of Social Security benefits to become taxable. Sometimes people think that means it’s going to be a 50% tax rate. No, what we mean here is that 50 cents is going to be added to your taxable income and then taxed at the normal tax rate. And then, as you hit another threshold, every additional dollar of income causes 85 cents of Social Security benefits to become taxable, up to the point at which 85% of your benefits are included in your taxable income. 

			

			The big summary is, if your income is low enough none of your Social Security income is taxable. If your income is high enough, 85% of it is taxable. In between, some of it’s going to be taxable. 

			Christine: What are the ramifications, from a tax and financial planning perspective? 

			Mike: There are two big ramifications for financial planning. Firstly, this is one of the reasons why people often have a higher marginal tax rate in retirement than they expected. When each additional dollar of income is causing 85 cents of Social Security to become taxable at your normal tax bracket, your marginal tax rate, even ignoring any other complicating factors that might apply, is your tax bracket times 1.85, so almost twice as high as your tax bracket. 

			That has ramifications for decisions about Roth conversions, which dollars to spend, and so on. You have to remember that if your income is likely to be in that range later on, your tax rate is likely to be much higher than just your tax bracket.

			The second ramification of the way Social Security is taxed is that it is a point in favor of delaying filing for Social Security. You can think of it as choosing to spend down your tax-deferred accounts in order to delay benefits. You’re giving up larger tax-deferred balances later; you would have had more money in your traditional IRA because it would have been left in there and allowed to grow. In exchange you get more Social Security income. So with that trade-off, you’re giving up income that would have been fully taxable—money coming out of a traditional IRA—in order to get more income that’s only partially taxable—Social Security. That in itself is a good thing. That’s not necessarily by itself a reason to file later, but it is a finger on the scales in favor of waiting.

			

			Christine: I sometimes hear from retirees who say they’re not going to worry about this, they believe that most of their Social Security income is taxable and there’s nothing they can do about it. Are they right?

			Mike: For a lot of people yes, their Social Security income is going to be 85% taxable. There’s not really much you can do about that. If you’ve got a pension, for instance, that by itself could put you at that level. The same is true if you’ve got really significant tax-deferred assets.

			However, for some people that’s not going to be the case, and making the right decisions can represent a significant tax-saving opportunity, if it allows your Social Security to be tax free instead of mostly taxable.

			IRMAA (Income-Related Medicare Adjusted Amount)

			Christine: Assuming that someone is in retirement and interested in limiting taxes, let’s talk about this thing called IRMAA—the Income-Related Medicare Adjustment Amount. Higher-income retirees gripe about it quite a bit. 

			Mike: Your Medicare premiums are determined by your modified adjusted income, and there’s a two-year lag. So a person’s premiums for 2024 are based on their 2022 level of income.

			The most important point about IRMAA is that it’s not phased in. There are sharp thresholds where, if you go a dollar over the threshold, your premiums two years from now are going to go up. So it’s expensive to go just barely over those thresholds.

			However, each premium increase is not an enormous sum of money, and only affects that one year. If your income is high in 2024, for example, that will mean your 2026 premiums will be higher, but it doesn’t mean your premiums are going to be higher for the rest of your life.

			

			It’s worth thinking about IRMAA if you’re doing Roth conversions or spending from tax-deferred accounts. You have control over your taxable income. You don’t want to go just over an IRMAA threshold if you could instead stay below it. However, you generally don’t have to worry about it as this big thing that’s going to derail your retirement or as a massive factor in tax planning.

			One other tidbit about IRMAA is what’s called the “request for reconsideration,” sometimes known as an appeal. If you have a “life changing event,” which can include retirement—that’s the most common one—but it could also include divorce or death of a family member, among other things, then you can basically say, “Could you guys look at this year or last year instead of two years ago?”

			Let’s say you retire at age 64 at the end of the year and you have a high income through age 64. At age 65, Medicare would look at your age 63 income, which would also be high. At age 66 they’d be looking at your age 64 income, which would again be high. If you file this appeal, stating that you’re not working anymore, so your income is lower, they will generally look at the current year, which will save you some money.

			Lifetime giving and bequests

			Christine: You’ve written a whole book about this topic, but for retirees who have more than enough assets to last through their lifetimes, and their goal is to give assets to charity or their heirs, can you share strategies that they should be thinking about? Let’s start with charitable giving.

			Mike: When you’re thinking about charitable giving, a traditional IRA is usually the best source for that during your lifetime. That’s because you can take qualified charitable distributions once you reach age 70.5. That’s money that would have been taxable to you, and it goes tax free to the charity, and it satisfies your RMDs.

			

			As far as bequests are concerned, traditional IRAs or other tax-deferred accounts are for sure the most tax-efficient way to leave money to charity. Any individual human being that you leave the money to would have to pay tax. But if you leave it to the charity, it’s tax free to them. A charity is as happy to inherit traditional IRA dollars as Roth IRA dollars, whereas that’s definitely not the case for your kids or nieces or nephews. [Inherited Roth IRA assets are tax free, though they may be subject to estate tax.] So prioritize leaving Roth assets to human beings. Prioritize leaving tax-deferred assets to charity. 

			Christine: How about giving to loved ones during my lifetime? What’s best from a tax standpoint?

			Mike: The best dollars to use are generally the same as the spending dollars. Start with checking account money. When you gift assets from invested taxable accounts, you gift shares of an investment rather than just writing a check. The rules for cost basis are complicated, but in some cases giving an appreciated asset to somebody could make sense. You could give it to someone whose income is low that year, or expected to be lower in ensuing years, such that they might be able to sell the asset for a long-term capital gain and have no tax on the appreciation. 

			Gifting assets that have gone down in value since you bought them is not a good idea, though. You could instead sell the investment and gift the cash, thereby getting some tax savings from having sold the investment at a loss.

			Christine: This is obviously a huge topic, but can you discuss the pros and cons of lifetime giving versus giving through the estate?

			Mike: I’ve been really trying to bang on the idea of giving sooner because statistically, by the time a person is likely to inherit something from their parents, they’re often already in their 60s, and they’re already retired, and they already have enough money accumulated to fund the standard of living they desired. They can go on some more trips, but they’re only going to spend a fraction of what they just inherited. 

			

			Giving earlier is so much more impactful. If you have grandkids who are going through college or have just finished college, helping them to pay off student loans is huge. It allows them to have cash flow, to contribute to retirement accounts; it relieves a tremendous source of stress in their life. It can be a big deal. Depending on the size of the loans and the size of the portfolio we’re talking about, it might only take a relatively small portion of the portfolio to make a huge difference in this young person’s life. The same thing goes for people who are a few years older: Giving the money to help toward the down payment on their first house can be a big, big deal. Smaller gifts earlier are often way more impactful than a huge bequest later on.

			My takeaways

			

			
					If you’re still in savings mode for retirement, focus your energies on maxing out tax-sheltered retirement vehicles, whether traditional IRAs or 401(k)s and Roth accounts. Also spend time becoming conversant in the tax treatment of these different vehicles. 

					The years after retirement and before required minimum distributions can be an ideal time to engage in tax-planning maneuvers that will reduce taxes down the line, especially conversions of traditional IRAs to Roth accounts. 

					If you hold accounts in multiple silos—taxable, traditional tax-deferred, and Roth—it’s important to develop a tax-efficient sequence that you’ll use to inform how you spend from those accounts. Liquid taxable account assets should go first in your spending queue. After that, consider selling taxable assets where you have a loss, since there are no tax consequences to selling. Beyond those easy sources of cash flows, deciding whether to pull from traditional tax-deferred, Roth, and taxable accounts can get a bit complicated. Hiring a tax advisor or financial advisor who can help you reduce the tax drag on your retirement spending can be money well spent. 

					Consider lifetime giving to loved ones rather than leaving a large bequest at the end of your life. While “lifetime giving” seems to conjure up very big-ticket gifts, you can make a big impact with smaller gifts to loved ones—help paying down student loans, for example, or additional padding for a home down payment.

			

			Related resources

			Mike’s books: https://www.amazon.com/stores/Mike-Piper/author/B002BMBR3O.

			Oblivious Investor: obliviousinvestor.com/about.

			Open Social Security: opensocialsecurity.com.

			“Mike Piper: Financial Considerations for People Who Have Enough,” The Long View podcast, May 23, 2023: www.morningstar.com/podcasts/the-long-view/b1cb1a33-5ce5-4648-839b-59a566d06a40.

			“Mike Piper: Delaying Social Security Is Not Always a Good Deal,” The Long View podcast, April 27, 2021: www.morningstar.com/portfolios/mike-piper-delaying-social-security-not-always-good-deal.

		

	
		
			

			Lesson 16: Carolyn McClanahan

			Plan for Healthcare

			Carolyn mcclanahan is one of the most in-demand speakers in the financial planning world because she knows two areas inside and out. She’s a practicing financial advisor, so not only does she understand investing and tax planning, she also knows the psychology and the family dynamics that can affect how people approach financial decisions. In addition, Carolyn was trained as a physician and still volunteers in a clinic serving low-income people in Florida, where she lives. That means that she brings a valuable perspective on healthcare matters, which intersect with our financial lives and tend to take on greater importance as we age. Carolyn is also hilarious and never hesitates to keep it real; a discussion with her is bound to include body parts and health matters that most people tend to avoid in polite conversation.

			I asked Carolyn to share her expertise on how to plan for healthcare and long-term care as we age, as well as the all-important question of how to pay for them. 

			[image: ]

			Healthy aging

			Christine Benz: We know what we’re supposed to be doing to stay healthy as we age: eating well, exercising, sleeping enough. But are there any less-discussed things that people should be doing to take care of their health as they move into their retirement years?

			

			Carolyn McClanahan: I always tell people you want to be on the “live long, die quickly” plan. We all know you’re supposed to eat healthily, exercise, stay away from too many toxic substances and toxic people. Being socially engaged is a huge issue, and one that is not really talked about enough. 

			Christine: I could see people thinking that they’re playing catch-up; that they perhaps haven’t been practicing all of those things that you’ve just mentioned, and now they’re getting close to retirement. They might think it’s too late to start making a difference in their health and longevity. Is it? 

			Carolyn: Often people think, “I’ve just been busy. I haven’t been able to put effort into this. I’d like to now, but the die is already cast.” 

			I would first say that people need to plan for who they are instead of who they want to be. If you’ve been smoking and drinking too much and you’re overweight—you’re not taking care of your health—if you’re not going to change those things, you need to accept that you’re probably going to need healthcare sooner and die younger. People are afraid to acknowledge that. But when you can acknowledge it and plan for it, it makes it less painful when it actually happens. 

			To answer your question, though, it is never too late to improve your health. There are people in their 80s in nursing homes who have been basically sedentary forever. If you get them in a weight-training and balance program, it can totally change their trajectory. Something’s going to happen to everyone’s health at some point. The better the care you take of yourself leading up to that, the better your outcome will be. It’s like training for a marathon. If you’re taking care of yourself along the way, you’ll do better than somebody who’s done nothing. Let’s say you are overweight and have diabetes. If you’re out there exercising, you’re going to do way better than the person who has the same problems as you and isn’t exercising.

			Every day is a new day. Try to do something physical—at least 30 minutes a day of exercise. If it’s low-impact exercise, you really should do an hour a day. Get out there and walk, be social. When something bad happens with your health, you’re going to be much more prepared to recover. 

			

			In medicine they have what they call the “get up and go” test, which tests how long it takes somebody to get up from a chair and go ten feet away. If you’re super slow, that’s not good. I always tell people to work on being fast. Work on making certain you’re able to get up from low chairs, and do squats so that you can stay strong when something happens. 

			Getting care

			Christine: Should people be looking for a primary care doctor to take them through their later years?

			Carolyn: Primary care doctors are invaluable. Once your health begins to decline, you need somebody who’s basically the quarterback and who understands your values. What I see right now is older people getting bounced from doctor to doctor. Every doctor wants to take care of their slice of the body, and nobody’s looking at the big picture. It’s very unfortunate because we’re losing that medical advocacy. So make certain that you are going to have somebody, if not a primary care doctor then a family member, who’s going to act as your medical advocate when you can no longer be a good advocate for yourself.

			Christine: If I’m vetting primary care doctors, what should I look for? 

			Carolyn: Ideally you would look for a board-certified geriatrician. Unfortunately, there is a shortage of geriatric care doctors, so you may not be lucky enough to get one. But they’re great at being practical—for example, de-escalating medications. If you go to several doctors, one might put you on a medicine for this, another might put you on a medicine for that, and before you know it you’re taking 20 pills a day. Perhaps you’re not taking them right or some of them might be duplicates. Geriatricians are great at medication management and can prevent that kind of situation. 

			

			If you can’t find a board-certified geriatrician, at least get a primary care doctor who has a distinct interest in taking care of older people. When you interview a doctor, always say, “I want a doctor who understands my healthcare values and needs and who will advocate for me. When I need to go to specialists, I want my primary care doctor to make sure everyone’s on the same page.”

			That’s become challenging. In the past, when people would go into the hospital, the primary care doctor used to attend and could explain everything going on. But now hospitalists take care of the patients in the hospital. They have no clue about the patient’s medical background or condition. Sometimes they communicate with the primary care doctors, but most of the time they don’t.

			So ask your family doctor, “If something happens and I get a serious illness, would you be my advocate?” If they say “No, when you go into the hospital, I’ll never see you,” then try to find another primary care doctor. Again, that’s often community dependent. Unfortunately, we have this huge disparity of care: institutions that only want to take care of people with lots of money and institutions for everyone else—people who are uninsured or grossly underinsured or on Medicaid. But even wealthy people in my practice are having a hard time getting good care. 

			Christine: Many people relocate in retirement. How big a role should geography play in thinking about future healthcare needs?

			Carolyn: We had a client who lived in a rural community. He had a beautiful long-term care insurance policy, paying out about $12,000 a month for ten years. He ended up getting a lung disease. It was terminal, but we didn’t know how long he was going to live. When he got to the point that he could claim long-term care benefits, he wanted to stay at home. His policy would pay for 24-hour-a-day caregivers, but the only people we could find were unreliable. Nobody wants to go out to the sticks to make $15 an hour. You can’t pay a private provider with long-term care insurance; they’ve got to be approved by the long-term care agency. We ended up putting him in hospice and he was miserable there. So pay attention to where you’re going to move, and make sure that you have support systems.

			

			Also make certain that medical care is accessible. If you’re in a community that has a shortage of doctors, pay attention to that. Make sure it’s easy enough to get an appointment. 

			Paying for healthcare

			Christine: I want to discuss how to pay for healthcare. Some people assume that once they’re 65 and on Medicare they’re home free from the standpoint of paying for healthcare. That’s not the case, though, right?

			Carolyn: To me there are three different buckets for healthcare over age 65. You have your regular healthcare, which is covered by Medicare and your Medigap plan. Everybody should always have a Medigap plan, which is a supplemental policy that sits alongside Medicare and covers things that wouldn’t be covered by Medicare. I’m not a fan of Medicare Advantage. Medicare Advantage is less expensive than having a Medigap plan, but it wraps up everything and puts you with a private insurer. You’ll encounter limitations on where you can go for care. And the main issue is that once you are on a Medicare Advantage plan, if you no longer like it and it isn’t providing the care you need, you have to go through underwriting to go back on traditional Medicare. But if you can’t afford a Medigap plan, at least make sure you go on Medicare Advantage. 

			The second bucket is dental, vision, and hearing. Those costs aren’t covered by insurance, so people should always have an emergency fund for those things. 

			And the third bucket, of course, is long-term care. People often wonder if Medicare covers long-term care, and it technically does not. There are two types of care, skilled care and custodial care. Medicare will cover up to 100 days of skilled care. They pay for everything for the first 20 days, and after 20 days you end up having to pay the copay, which your Medigap coverage will help you with. But you must require skilled care, which means that you need physical therapy or nursing wound changes, for example, to stay in skilled care and have it be covered by Medicare. That’s not long enough in many situations, but that’s why you have long-term care insurance. Custodial care helps with people’s daily living activities—bathing, dressing, and so on. Medicare doesn’t cover that type of care, unless you have a need for skilled care at the same time.

			

			Christine: I want to follow up on that second bucket containing dental, vision, and hearing, because those costs seem to get underplayed. When I talk to retirees, they gripe about those costs; in many cases they were getting at least some coverage through their employer. Can you talk about how much people should plan for in terms of those outlays? 

			Carolyn: It’s so situation dependent. Teeth, unfortunately, age with us. A lot of times people end up needing dentures or they need implants. We had a client who just had $30,000 worth of dental work. It can be very, very expensive. So first off, take care of your teeth; they’re part of your health, too. Second, those big dental expenditures come in a big bucket. Usually you have something bad happen; it’s a big chunk of money and then you’re done. So if you need implants, it’s usually a big one-time expense. If you have a lot of your natural teeth, you might need a lot of root canals, which could be about $1,000 a pop. I like to plan for emergency expenses like that, just like any other bucket. We keep a cushion of $10,000 to $15,000 a year for clients for all unexpected expenses—for air conditioners, teeth blowups, hearing aids. 

			Christine: Fidelity does an annual estimate of what a 65-year-old couple will pay over the rest of their lives for healthcare. It’s been running in the neighborhood of $315,000 recently. Are these estimated figures useful for planning purposes?

			Carolyn: For individuals it was $158,000 this year. But this brings up a point I’ve been trying to make ever since these studies have been done: You can’t predict the unpredictable. These figures create way too much worry about how much you need for healthcare in retirement. People see this big lump-sum number, and it just scares the bejesus out of them. 

			

			I have a whole different formula for how we address healthcare expenses. The two most important variables are: What is your attitude toward healthcare? And how do you take care of your health?

			These are both things you can control. Attitude to healthcare can include how often you go to the doctor. I use the example of my husband. He would go for a hangnail, itchy butt, you name it. I think he married me to keep his health expenses lower! The problem with that is, when you go to the doctor for things that you might not necessarily need to go for, they find things. Sometimes we want second opinions. I have one client with crazy out-of-pocket yearly expenses for healthcare. But they’re very happy. They said, “We want to maximize our health,” so they go to therapy, they go to massage therapy. They do all these kinds of things that are important to them. I can’t make a value judgment, because everybody has a different attitude toward this. 

			I had another patient who I first saw when she was 98. But she looked like she was 70. She hadn’t been to a doctor in decades, and I asked her why she was here now. She said, “I have this big, thick toenail and my shoes don’t fit. I want you to use those industrial clippers to cut it down for me.” That was it—her healthcare expenses were next to nothing. She had Medicare and a Medigap plan and that was it. That runs about $500 a month unless you’re stuck with IRMAA. 

			So it’s important to understand what your attitude toward healthcare is. If you’re a high healthcare user, and it’s just who you are, plan for who you are, not who you want to be. Look at how much you spend on healthcare now and then just continue that in your financial plan as a cash flow item; this is going to be an out-of-pocket expense each year. It also depends on what type of health insurance you were on before you were retired. If you were on a great work plan that had a low deductible, you might be paying a little bit more in retirement. But if you’re on a high-deductible plan like I am, Medicare is going to be beautiful when you go on it. 

			

			Christine: So understanding your attitude toward healthcare is variable number one. What about variable number two: How do you take care of your health? 

			Carolyn: I call the 40s and 50s the point of no return. If you’re overweight and you’re not exercising, and you’re doing things like smoking, your chance of getting a chronic disease is very high unless you make changes by your 40s or 50s. I don’t know that there are any studies around this, but in my experience people who don’t take care of themselves start to get a lot of chronic issues, and they don’t have as good a quality life in their 60s and 70s. They usually die in their late 70s or early 80s. 

			On the other hand, if they do a great job taking care of themselves, they’re more likely to do very well and end up on the “live long, die quickly” plan. That seminal event that throws them on the medical treadmill usually happens in their 80s or early 90s. If they’ve planned correctly and have good advance directives and their family understands what constitutes their quality of life, this period is only a couple of years as opposed to ten to 15 years of dealing with these chronic illnesses, going to doctors all the time.

			Long-term care

			Christine: I want to go back to long-term care. You mentioned that Medicare doesn’t really cover it, and unfortunately, we don’t know in advance if we’re going to have a long-term care need. How should people plan around that possibility? 

			Carolyn: Your risk of dementia doubles every five years after age 60, so you have to plan appropriately for long-term care costs. If I have a client who’s in average or below-average health when they develop dementia, we only worry about two years of long-term care expenses. The average long-term care need is two to three years, and that average is brought down by unhealthy people. So that’s why we plan for two to three years.

			

			But if someone is very healthy, the average long-term need for someone with dementia is about five years. That means you need to have a bigger bucket, at least segregated mentally, for those expenses.

			Christine: What does the science say about staving off cognitive decline? What works?

			Carolyn: You can’t predict the future. That’s why you need to make sure you have a lot of little resiliency plans in place. Physical activity is important. Social engagement is important. Keeping your brain active with good problem-solving is important. Avoid toxic substances like too much alcohol. None of it is 100% guaranteed. If you do all those things, it doesn’t mean you won’t get dementia. But it does decrease your risk. 

			Christine: Let’s delve into paying for long-term care. This is an issue that keeps older adults up at night; there’s a shortage of good answers. It seems like there are three main options: paying for care out of pocket, buying some type of insurance, or being covered by Medicaid. Can you talk about those?

			Carolyn: You’ve got to be really careful because private equity investors have gotten into the long-term care space, and especially assisted living facilities. Since they are in it to make a profit, they are less forgiving when you run out of money. Before, if nursing homes saw that you could afford one to two years of care, they happily took care of you, and then they would take Medicaid once you ran out of money. Now they’ll kick you out as soon as you run out of money and you go on Medicaid. And the rules that prevented nursing homes from kicking out patients have been eroded. Even with rules to prevent the dumping of patients, nursing homes can use many tricks to evict patients who can no longer afford to pay private rates. 

			

			You’ve got to decide whether you want to be on Medicaid and end up in a facility that’s not ideal or to pay for care. If you have a wealthy child, they may be more than willing to help. But it’s good to have those conversations in advance. Many families don’t talk about money, but it’s important, so I insist on talking to my older clients’ kids periodically. 

			Christine: Regarding long-term care insurance, people who are approaching retirement might assume that it’s too late to purchase some type of coverage. Is it? 

			Carolyn: It depends. I have not been very pleased with how the insurance agencies are acting on the back end in terms of paying claims on long-term care insurance policies. You have to stay on top of them. In my experience, agents and companies vary in terms of how good they are. If you have to jump through hoops to get claims approved, it’s just very painful. Plus, traditional long-term care insurance has gotten hugely expensive. If you’re in your 60s and you’re not going to make a claim until your 80s, what’s going to happen to your premiums between now and then? Rising interest rates help insurance companies; they should be solvent. But you just don’t know what the rate of premium increases is going to look like.

			Christine: What about these hybrid policies, usually life insurance policies that have a rider to cover long-term care? They have intuitive appeal because they protect against a few different outcomes, but they’re complicated.

			Carolyn: I’ve become more of a fan of hybrid policies. They’re easier to get the family to buy, because they know they’re going to get either a death benefit or long-term care out of it. 

			In reality, a hybrid policy is not much better than buying bonds for long-term care, but it depends on when you make the claim. We bought a policy for my husband a couple of years ago. In 2016 he had a serious head injury after a bike ride. He’s okay, but he’s at high risk for early dementia because of the head injury. With these policies, if you don’t make a claim until your 90s, the rate of return until then is no better than a bond. So it would have been better to put the money into a savings account or in bonds. But if you end up having to make a claim early, like in your late 60s or early 70s, the rate of return is really good on the insurance policy. 

			

			The other reason I like having that money set aside in a long-term care policy is that it mentally segregates the funds for the family. This is for long-term care. It makes it more likely that the family is actually going to use that money to help the person get the care they need. By contrast, when people have to dip into savings, especially if they have a child who’s looking at inheritance, they may be less likely to get the care. If you have that money segregated in a long-term care policy, it makes it easier.

			Christine: How much should people plan to pay for such a policy? 

			Carolyn: To get full coverage, at least $100,000. I would also buy it in a lump sum, because then the provider can’t raise the premiums. For clients who have old, permanent life insurance policies, we’ll often exchange that for a hybrid policy. For clients where there may be family issues, or who can’t mentally segregate the funds, I say, “Take the $100,000, plunk it in a hybrid policy. If you ever need that money, it’ll be there and you can take it out. Your policy won’t be great if you withdraw from it, but it can be a last-to-use emergency fund if you have to.” 

			Christine: How about the role of a reverse mortgage or tapping home equity to pay for long-term care? 

			Carolyn: A home equity loan or line of credit isn’t great because you have to pay it back while you’re using it. Plus, the interest rates are variable on most of these loans, including reverse mortgages. That, to me, is a gamble. 

			Another problem with a reverse mortgage is if you end up in a nursing home and you never go home. If you cannot go back into the home within a year, the mortgage company forces you to sell the home. For some people, if there’s nobody that depends on that home, that’s okay. But let’s say you had a daughter living with you and caring for you, and your home has become her home. In situations like that, or if someone’s counting on inheriting that home, the reverse mortgage can be problematic. For example, I had elderly clients who owned a home a block off the beach. This was a little bungalow that they bought in 1960, for something like $10,500, and it was worth over $1m. Their cost basis in that home was nothing. So if they did a reverse mortgage and they ended up having to move out of the home, the family would have to pay huge capital gains taxes. Whereas if they die with that home, there wouldn’t be capital gains. [Inherited property, including homes and investment assets, “steps up” to its value on the date of the original owner’s death. Thus, the person inheriting the asset will only owe taxes on the spread between the “stepped-up” price and the price when they sell it.] Reverse mortgages can be a good way to pay for care, but you’ve got to understand those sticky little things that can happen if you have to move out of the home permanently. 

			

			Christine: When we were discussing geography, you mentioned the client who wanted to receive in-home care. I would guess that most people would want to receive in-home care if they have a long-term care need. Can you talk about what you should have in mind if you’re laying a plan for that type of care? 

			Carolyn: This is where people do a bad job of planning. When people are in their 60s or even late 50s, we’ll have conversations about where they plan to get long-term care. A lot of people say, “I want to die in my home.” If you look at home healthcare costs versus going into assisted living or a skilled nursing facility, there’s a break-even point beyond which it becomes more expensive to be at home. If someone needs six or seven hours of care per day, it’s usually less expensive to be at home. But if a person needs about a dozen hours of care each day, then it’s less expensive to be in a nursing home. If you need 24-hour care, it might be $200,000 or $300,000 a year to receive care at home, depending on where you live.

			

			For some people the money is not really the object, they can afford to pay for it. But is it safe for the individual? And is it safe for the caregiver, especially if you have dementia? Some people with dementia are wanderers; they’re up all the time, walking and escaping from the home. Everyone says to their family, “I don’t ever want to go in a home.” But then we ask, “What if you’re a danger to people? And you don’t even know who you are anymore?” Then people say, “In that case, it’s okay.” We document that. We create a letter for the family that says, “If I’m ever demented and it’s not safe, it’s okay to put me in a home.”

			Christine: Another dimension for people who wish to remain in their homes for as long as possible is whether the home is conducive to aging. This is relevant for all older adults, not just people who have dementia, right?

			Carolyn: Make certain your home is aging friendly. If it’s not, then figure out how you’re going to make it aging friendly, or where you’re going to move, so you can live at home. We just had an occupational therapist assess our home for aging friendliness. I’m turning 60 next year, and we’re getting ready to redo a bathroom. She told us what needs to be done so we can stay here as long as possible. 

			Christine: How about the family dimension of long-term care? It sounds like a lot of care is provided by informal family caregivers, especially adult children. Can you talk about how people can make sure that they won’t burn out their kids and other loved ones who are taking care of them? 

			Carolyn: That’s why it’s so important to create a logistics plan: who’s going to do what. Who’s going to take care of the finances? Who’s going to take care of the healthcare? Who’s going to do the physical care? Who’s going to do the house upkeep? You’d ideally create family agreements in advance. 

			

			It’s also important to make sure that the person who’s agreeing to that caregiving is given respite, whether that’s paid for or provided by other family members. 

			If you have plenty of money, you also want to make sure that you provide some sort of consideration to the people who are providing your care. Even though they might be informal family caregivers, they’re taking time out of their lives. If in your will you’re leaving everything to all the kids equally even though one daughter spent three years caring for you, is that really fair? You could pay them formally, upfront, or consider gifting if you have plenty of money and you don’t have to worry about qualifying for Medicaid. [Medicaid has a five-year “lookback period” to discourage older adults from depleting their assets by gifting to children in order to qualify for care.]

			If you’re not sure you’re going to have enough, it’s important to think about Medicaid in advance. You could do what’s called a “personal service agreement” through Medicaid attorneys, where you create a formal agreement to pay a family caregiver. And it’s on the record; you’re paying payroll taxes and so on. It legally reduces your estate, provides the caregiver with resources, and helps qualify you for Medicaid sooner, without having to gift and accidentally disqualifying yourself for Medicaid. 

			If you have long-term care insurance, make the claim early to avoid burning out loved ones. I have a perfect example of a couple who are clients. The husband is 84 and he has mild to moderate dementia. He can’t be alone, and he gets confused easily, but he still can bathe himself and dress. He has a three-year long-term care policy, and he’s healthy as can be. The question is, do you hold off because he might end up having to go to an institution for a number of years, or do you go ahead and make a claim? If you never make a claim and he dies, you won’t have gotten anything out of the policy.

			They actually made a claim, and they were paying $3,000 a year in premiums, but the premiums are waived once you make a claim. The wife now has a caregiver come in for six hours one day a week and four hours another day. She’s 80 years old, but she’s still very healthy and active with her friends. The care allows her to play golf and exercise on one day each week, and on the other she goes shopping. She’s happy as a clam, because she gets that respite time. They’re using a portion of their long-term care benefit, but he’s not going to live for another 20 years. So it’s important to make sure that you’re using your policies and resources adequately to hire help to get respite care.

			

			End of life

			Christine: You often talk about planning for illness and mortality, thinking through attitudes toward care, especially toward the end of our lives. How should people approach that?

			Carolyn: One of the biggest issues I see toward the end of life is that families haven’t talked about this. Then somebody ends up on what I call the medical treadmill. That treadmill begins when you have that first age-related medical event—perhaps a minor stroke or a cancer diagnosis. You get through it, and hop off the treadmill for a while, but when you’re older and frail you don’t recover as quickly, so something else will happen. You’ll get back on the treadmill. That pattern tends to repeat until the end of life.

			Oftentimes families end up spending a lot of time and energy keeping people going long past when they want to be kept going and should be kept going. It leads to emotional and financial angst. When people have talked through what’s important to them about their quality of life, so the family knows when to move from aggressive medical treatment to comfort care, that makes everything so much better. People don’t like to talk about end of life, and money, and death. But average healthcare expenses in the last two years of life are huge, and that’s because of a lack of communication about what’s important for quality of life.

			Christine: It sounds like communication would be especially important in this situation, making sure that your family understands your wishes. How can people do that? 

			

			Carolyn: Talk to your family about the quality of life you want to maintain. April 16 of every year is National Healthcare Decisions Day. The family should set time aside to discuss quality-of-life wishes. This is not a “one-and-done” conversation. It’s an ongoing conversation. As long as you can talk for yourself and think for yourself, you can always change your mind about what’s important to you. 

			But there may come a point where you can’t think for yourself. You can’t talk for yourself, and that’s when your last wishes need to be known. Your family needs to know what to do. Most people would say, “If I was totally out of it in a nursing home from a massive stroke, I wouldn’t want to be kept alive.” But the medical system doesn’t like to let people die. Nursing homes get graded on how many people are dying, and it’s even worse with hospitals. They don’t like you to die in the hospital. Nobody wants you to die. That’s when you get hospice involved, because that makes it okay to die once somebody has agreed to it. The medical system is geared toward aggressiveness, and that’s not always the right answer.

			Christine: What are the key legal documents that people need? 

			Carolyn: Make sure that you have an advance directive. There’s a great advance directive out there; it’s called “Prepare for Your Care.” It takes you through what’s important about quality of life. 

			The second most important thing is making certain that your healthcare surrogate supports your wishes. If you have a healthcare surrogate, let’s say it’s a daughter or your spouse, they love you very much. They might not be able to do what you want; they might not be able to follow your wishes. So you need to name a new healthcare surrogate. We have clients who name other family members or medical professionals. I serve as healthcare surrogate for a large number of our clients, because they know I’m going to follow their wishes and I have documented what their wishes are. I’ve made them share that with their families, so the family doesn’t argue with me. The key is making certain the surrogate is going to support your wishes and that all the other family members understand what your wishes are, so they don’t give the surrogate grief. 

			

			If you have healthcare providers, make certain that they support your wishes, too. Some doctors are going to be very aggressive with treatment and that’s just how they are. Make sure you share your advance directive with your doctor. 

			My takeaways

			

			
					It’s never too late to improve your health. Set doable targets for improvement—for example, taking 5,000 steps a day three days a week rather than setting yourself up for failure by saying you’ll do 10,000 steps each and every day. 

					The amount that you’ll spend on healthcare in retirement is idiosyncratic and individual-specific. Use your current health, as well as your attitudes toward healthcare, to help decide how much to allocate to it. Are you a heavy healthcare user like Carolyn’s clients, or are you more like the 98-year-old who just needed her toenails clipped?

					Long-term care expenses are the biggest wild card in many retirees’ plans. Long-term care insurance, or hybrid products that bundle together life insurance or an annuity with long-term care insurance, are a way for people with tighter plans to address the risk of major bills later in life. Unfortunately, they’re far from perfect; many traditional long-term care insurance policies have passed through enormous premium increases to policyholders. 

					Where you live may have an impact on the type of healthcare and providers that are available to you, so it’s wise to bear it in mind as a factor when you’re deciding where to live later in life.

					If you’ve gone to the trouble of drafting healthcare-related documents—power of attorney for healthcare, for example—also discuss with your agents your attitudes toward your care. What are your non-negotiables when it comes to quality-of-life issues? 

					If you’re expecting your loved ones to be involved in providing care for you, discuss that well in advance to gauge their willingness to provide that care and what your expectations are.

			

			Related resources

			Carolyn’s website: carolynmcclanahan.com.

			“McClanahan: There’s More to Money Than Just Numbers,” The Long View podcast, May 29, 2019: www.morningstar.com/podcasts/the-long-view/b1cb1a33-5ce5-4648-839b-59a566d06a40.

			“Finding a Caregiver Can Be Daunting. Here Are Steps to Hire the Right One,” by Carolyn McClanahan, cnbc.com: www.msn.com/en-us/news/other/op-ed-finding-a-good-caregiver-can-be-daunting-here-are-steps-to-hire-the-right-one/ar-BB1i9POh.

		

	
		
			

			Lesson 17: Jean Chatzky

			What Women Need to Do Differently

			When jean chatzky came into the Morningstar office about 20 years ago, I was so excited to meet her that I still remember how she took her coffee. (Milk and one packet of sweetener.) She was a reporter at Money magazine, a published author, and a regular on The Today Show. In other words, she was a bona fide celebrity in the personal finance space and someone I very much looked up to (and still do). The key to Jean’s appeal, I realized, is that she exudes caring and she understands the interplay between a person’s financial well-being and what they’re able to achieve in their lives.

			One of Jean’s greatest passions is helping women improve their financial wherewithal. She started the online community HerMoney.com, and several of her books have been geared toward women. So when I asked her what lesson she’d like to discuss for my book, she didn’t skip a beat. “Retirement and women—what women need to do differently.” That’s the focus of this conversation.

			[image: ]

			Challenges

			Christine Benz: Can you talk about the key challenges that women face when it comes to retirement?

			

			Jean Chatzky: I think there are three. The first is that there’s still a persistent gender wage gap. Women earn less over the course of our careers in most cases, often substantially less. Second, we also are usually the ones who take breaks from work to care for kids and older parents. That means we lose Social Security credits. We also lose contributions to our retirement accounts. So when we get to retirement, we have smaller balances, both in our own retirement accounts and in the Social Security bank. Finally, we need to make our money last longer, because we’re outliving our spouses by about a half decade, on average. It’s not as if we necessarily need different investments, but the challenge is to save enough and invest it aggressively enough, or wisely enough, to get us to a level that can sustain us throughout our lives.

			Christine: You referenced the gender wage gap. When you look at the data about women’s college graduation rates, and earnings in their first job, women are crushing it. So why is there that persistent gender wage gap?

			Jean: I blame childcare. Because the last time I looked at the numbers, for every 100 men who graduated college, 132 women graduated. We’re crushing it, as you said, when it comes to graduate degrees as well. Starting salaries are more level than they used to be. They’re still not completely level. For example, there are some studies that have looked at whether young women doctors earn as much as young men, and often they don’t.

			Sometimes that happens because of the specialties or the careers that we choose. We come out of college, we look down the road. We see that we are likely going to be the caretakers for children, if we have them, or for parents. We put ourselves into jobs and careers that tend to be a little lower paying.

			Some of the gender wage gap relates to the off-ramping that happens when we either have a child or when we have an incident where we need to step in and care for somebody else. We step out of the workforce, or we dial back the work that we’re doing. Our salary drops, and we don’t make it up. From that point on, we’re very far behind.

			

			There are also, to a large degree, glass ceiling issues. Some of that is caused by the fact that we don’t put ourselves in line for more senior jobs. But some of it is systemic. And minority women have it worse than white women. You would think we would have made up more ground than we have by now, but it’s not moving as fast as it could be.

			Christine: One issue that is likely to affect many of us later in our careers, perhaps as retirement approaches, is caring for older adults in our lives, especially our parents. You touched on that earlier. What are the implications of doing so? I’ve seen data indicating that caregiving later in life can really set women back. They might step back from work, or it might reduce their ability to do their jobs.

			Jean: MetLife has the best numbers on the cost of caregiving for an elderly relative. It’s somewhere in the neighborhood of $400,000. But yes, it’s the same issue. When we step back from work to be caregivers, we stop accumulating assets in the retirement plan, Social Security credits, seniority, our networks. The lack of growth in those areas makes it harder to catch up down the road.

			There are a lot of daughters who want to take a step back from work to care for their parents. I think that often the better move is hiring a paid caregiver, even if it costs all the money you make. Continuing to work is for the greater good, knowing that this is a temporary situation. Maybe you’ll take a short-term leave at some point, and then another.

			The other issue that doesn’t often get talked about is that caregivers spend about $7,000 a year out of their own pockets for unreimbursed needs for the person who they’re taking care of, according to data from AARP.

			Christine: How about divorced women? And single women? Can you talk about some of their challenges with respect to accumulating assets for retirement?

			

			Jean: Divorce is a huge retirement challenge. It’s a huge life challenge. One in five women who divorce fall into poverty. Men tend to do better coming out of a divorce. In some cases women might not be able to earn enough while also caring for kids, or they might choose the wrong portfolio of assets coming out of a divorce. I’m divorced. I was the one who moved, but I was also very determined to buy a house where my kids would be as comfortable with me as they would be when they were with their dad in the home that they grew up in. Fortunately I was able to do that. But a lot of women put that primary family home at the top of the list of assets they want to hold onto, to the detriment of assets that tend to grow—the ones in the 401(k) and the ones in the IRA. That can be a mistake.

			Single women are among the fastest-growing segments of the population, and they have their own challenges, because it’s hard in this day and age, especially if you have children, to amass enough wealth to live a comfortable life.

			Christine: Is there any good news?

			Jean: Inheritance has the potential to bring some good news. If you look at the intergenerational transfer of wealth, the bulk of that money is expected to flow to women because we’re going to inherit both from parents and from husbands who we will outlive. That puts a lot more money into the hands of women over the next few decades. The question that is not being answered in that wealth-transfer discussion is how much of the money is actually going to be left. People of our parents’ generation are living so much longer and needing so much expensive care, memory care included. Will intergenerational wealth transfer happen as expected? Or will that money just evaporate?

			Retirement planning considerations for women

			Christine: The net effect of some of these headwinds—the lower lifetime earnings, the care, the longevity—is that women are much more likely to be poor in retirement than men. So what are the key steps that women can take to ensure their financial security throughout their lives?

			

			Jean: Five or ten years before retirement, it’s imperative to do a pre-retirement checkup. Start with your savings and look at how quickly you’re accumulating money and what it’s expected to grow to at retirement. Look at when you’re hoping to scale back at your job. Look at your spending rate in retirement—what are you likely to spend year to year? And think about how you are going to live. Where are you going to live? Then you figure out how you’re situated.

			You want to get ahead of this because there are some big changes you can make that can really alter your retirement outcome. If you decide that you can work an extra year or two, that can make an enormous difference. If you can strategize to push off the Social Security claiming decision, particularly for the higher earner in the family, that can be huge. If you downsize sooner rather than later or come up with a plan to access a bit of your home equity, that can help. If there is a job that you can do in retirement to supplement your income in a small way, that can be really big. Looking at all of these things that you can control, and the different levers that you can pull, is hugely important and not just for women. It’s also important for men, and especially for couples who don’t often have the conversation about what retirement looks like for each of them and end up in a scenario where they’ve got wildly different expectations of what life is going to be like going forward.

			It doesn’t have to start with the numbers. It can start with the big picture, but you do have to go back into the numbers to see what’s sustainable, and to see how you’re going to strategize to achieve your aims. Planning for healthcare down the road is also a big part of this—the decision about whether or not to buy some sort of long-term care product.

			Christine: Earlier you mentioned that women tend to outlive men, so that makes maximizing Social Security especially important. Are women also potentially good candidates for annuities because they need their money to last longer?

			

			Jean: You have to look at whether you have any sort of pension income to supplement Social Security. If you don’t, some additional guaranteed income is very attractive to women, knowing that we’re likely to live a long time. There is a lot of research that’s been done by the Alliance for Lifetime Income that points to the fact that women are more comfortable knowing that they’ve got a retirement paycheck that will last as long as they happen to last. That may be more attractive than knowing that you’ve got an even larger sum of money that may or may not come in.

			Christine: It’s kind of a peace-of-mind allocation, right? And I assume that you don’t mean just any old annuity. Are there types that you think are attractive, and those that you think would be less attractive?

			Jean: It depends on interest rates at the time you buy. It depends on your age. I like products that are easier to understand. An immediate annuity, where you ladder your way into it much like you might ladder your way into a CD, tends to be my choice. I think we are going to see more products in relatively few years that combine long-term care and an annuity; those may become pretty attractive products as well.

			Christine: I want to follow up on the long-term care question because it goes hand in hand with the fact that we outlive our spouses, oftentimes by at least a couple of years. It seems like long-term care planning is especially important for women, because we’re often caregivers for our spouses, but no one’s necessarily left to care for us. I know long-term care insurance is more expensive for women than men. But how should women approach the decision about whether to buy it?

			Jean: Long-term care insurance is more expensive for women than men, but it’s also more important for women than men. I just did a column for AARP because a huge number of people saw their long-term care insurance premiums go up this year. We got a rash of letters about whether or not they should pay the increase, or should drop it, or adjust the policy to offer a little bit less coverage.

			

			One of the pieces of advice was, if you’re a couple and you’ve both gotten this increase, maybe take a little bit less benefit for him. But don’t reduce benefits for her and don’t reduce the inflation rider in the benefit, because that’s going to be an important component.

			You asked about single women. That’s the most important cohort for long-term care insurance—particularly single women who don’t have children and who don’t have somebody who’s likely to take care of them. Because we will outlive our spouses, in most cases, we will become single women. If there’s a family structure where there is a natural caregiver, this issue is a little bit less urgent. But for women who don’t have that, if you want to have choice in how you are cared for down the road, then having at least some money for private care, or insurance coverage, is really important. The mistake that people often make is they don’t buy this type of insurance because they think they can’t afford it. But it’s better to have a smaller bucket of benefits that you can access, and that will give you some choices, than to reach for policies that are so rich that you don’t end up buying anything.

			Investing

			Christine: There’s been this narrative that women are somehow inherently more conservative than men when they make investment decisions. Do you think we’re naturally more conservative than our male counterparts?

			Jean: We did a study at HerMoney.com last year, with the Alliance for Lifetime Income, and found that there’s no difference. Women were not inherently conservative, and we’re actually very likely to participate and want to drive the decisions, which is something that we hear that women are not likely to do.

			

			Investing is one of those squishy worlds where there is no perfect answer. That’s difficult for women, who often like to have all of the information relevant to any question before they choose to step up and engage. Once we do engage, we’re really good at it because we stick to our guns. We don’t mess around. We don’t overtrade; there’s been a lot of research on that.

			But we do leave a greater percentage of our money in cash than men, and that hurts us. A BlackRock study showed that women hold 70% of their wealth in cash, compared to 60% for men. You have to weigh that based on the fact that it takes all people into account, and people with smaller portfolios tend to leave a greater percentage of their money in cash. But women leave too much in cash, and that’s money that we should be investing for the long term. The only way to get over it is to do it, and to embrace the fact that you probably already are doing it through your work-based retirement plan. Because the decisions have been automated to a great extent, you don’t really feel like you’re doing it.

			We’ve been running a program at HerMoney called InvestingFixx. It’s basically an investing club for women. We’ve got 200–300 people enrolled. We’re not pooling assets, but these are all women with retirement accounts who just want to know how to talk about investing and picking stocks. That’s part of it, too. You’ve got to learn a little something, give it a little try. It’s not that much different than learning any other seemingly foreign skill.

			Christine: Do you think this propensity to hold more cash owes to what you were talking about earlier—with the lower lifetime incomes, women might just hold more in reserve because their finances are a little tighter at a household level?

			Jean: I think it’s that. But we also have an inherent need for safety and security. When I wrote my book Women with Money, I asked hundreds of women, “What do you want from your money?” I heard “safety and security” over and over again before I heard anything else. Sometimes it was safety and security couched as something else. “I want a home with a paid-off mortgage.” “I want a car with blind-spot indicators and backup cameras and all the airbag safety features.” And “I want a lot of cash in the bank, not money in the markets.” I just think we’re wired to be the protectors, the ones who feel this need for safety more than men do. When you look at the experience of women in the world—the fact that we don’t feel safe walking home at night and that we are more likely to be victims of stalking and other crimes—that desire for safety is understandable.

			

			Getting advice

			Christine: Women also seem more inclined to ask for advice, based on data that I’ve seen, whether it’s directly hiring a financial advisor or embracing a “do it for me” solution like a target-date fund. Do you think that’s a healthy trend if we’re more inclined to say, “I don’t have time to work on this. I don’t have a comfort level with this. Help me do this.”

			Jean: The time thing is a little different than the lack of knowledge or the perception that we’re not knowledgeable enough. But both are equally important.

			I’ve seen the same data that you reference. I think it’s great. If you are not doing something that you know you probably should be doing because you don’t have the information to feel confident doing it, then going out and getting some help is absolutely the right thing to do. The same is true of time. If you feel like you don’t have enough time to do it, get some help. We all hire people to do all sorts of things that we either don’t want to do or we feel we don’t have enough time to do. If there are things that need to get done, that’s a very good use of money.

			I’m an “ask for directions” kind of a person, or at least I was right before I downloaded Waze to help me travel more efficiently. Now I’m a “put Waze on in my car” kind of a person. If you’re going to access a target-date fund or a balanced portfolio or something else, it’s going to make it easy for you to do the right thing. I think that’s fantastic. That’s where behavioral finance has really helped us. It has gotten our retirement plan participation rate up. It’s gotten our savings rate up in general.

			

			Christine: There’s that often-cited point that if a couple has a financial advisor, the female spouse often gets rid of that advisor upon the death of the spouse. How can women make sure that they are being smart about the financial advice that they’re getting? Specifically, how can they make sure that they’re focusing on the right things and not necessarily bedside manner or personality issues?

			Jean: That’s a good way to frame the question. Part of it is looking at what this person is there to accomplish, what you need help with, and whether they’re helping with those things. In some cases there’s still this propensity for advisors to focus only on the portfolio, and it’s just such a small portion of the overall picture.

			Are you getting answers to your questions about the pre-retirement checkup that we talked about? Do you have the elements in place to make sure that your money will last as long as you do and a plan to get yourself there? Are you talking with this advisor about taxes? Are you talking about your estate plan? Are you considering all of the elements that go into a holistic plan?

			Financial advisors are scared to death of their clients looking for a new advisor when their spouse dies. Part of the reason that women seek out a new advisor is that they still don’t feel included in the conversation. Sometimes they don’t go to the meetings, sometimes they go to the meetings but aren’t really talked to. Sometimes it’s a family situation where there are only so many hours in the day. So you divide and conquer, which is completely understandable. But you’ve got to go to the meetings a couple of times a year, and then participate in the quarterly calls, or however you’ve set it up in your family. If you feel dismissed or not heard, then make a change sooner rather than later, and your spouse should be your ally.

			

			I don’t think it’s a case of having to work with someone who looks like you. My financial advisor is a guy. I am very comfortable that I am listened to and heard, that my questions are answered, and my needs are met. It’s about finding the right person, not necessarily trying to cookie cutter your way into it.

			Christine: You mentioned the divide and conquer thing, which is so common in households: One person is the household financial manager, the bill payer, etc., and the other is the investment person. If someone is reading the book, say it’s the male partner who is the main investment manager, how can he make sure that he’s looping in his spouse? And how can he arm her with the bare essentials that she can use to make good decisions if something should happen to him?

			Jean: By bringing her along. It’s very reasonable to say, “I know this is not something that’s on your plate. It’s on my plate. It can stay on my plate. But I feel unsafe with you not knowing enough about how our financial life runs, so I’d like you to sit down with me and go through the accounts. I would like you to come to the next meeting that we have with the financial advisor, because it’s important for you to also have a relationship with this person. I’d like to make sure that you’re comfortable with how we’re doing these things.”

			If you get push-back, you can say, “I get that this is not what you want to do. I understand this is not your priority, but it has to be a priority for our family. In order to make sure that you’re okay if something happens to me, you have to know some of this stuff.” And then document like crazy as a backup. There has to be some sort of a roadmap for a surviving spouse to follow, man or woman, in case something happens very, very quickly.

			Talking about money

			Christine: What about women and communication? Do you find that women are more reticent than men to communicate and discuss financial matters? Do they think it’s impolite?

			

			Jean: I find women incredibly willing to engage in the conversation. But interestingly, the reason that HerMoney exists in the form that it does is because we’re more willing to engage with other women. We’re willing to just have the conversation and share our stories and our fears and our questions with other women in a way that we’re not in a mixed crowd.

			I’m sure you’ve had this experience. For years I have gone out and given talks. When I give talks to a room full of women, the Q&A could go on for an hour right there. So many people have questions and things that they want to share. When I’m in a room with men and women, it’s hard. Women don’t want to share, because we don’t want to feel like we don’t know enough. That’s why we created HerMoney the way that we did, to be a safe space for women to have this conversation. Our Facebook group has more than 20,000 women who are helping each other with these questions. It’s just amazing.

			Christine: That seems like a good argument for joining some sort of an affinity group, or at least getting an investment buddy to share ideas with.

			Jean: Right. Or finding a financial advisor that you’re comfortable with, or talking about it with your daughter. I have a running partner, and we talk about this stuff. You can do it in a formal group, or you can do it in a more casual way. But you’ve got to find a place where you can talk about this because everybody has questions, and no question is a bad question. I was an English major out of college. I didn’t come to personal finance from a relevant background. I just learned on the job because I had the ability to ask smart people like you every question that I wanted to ask. I would continue to ask them until I actually understood the answer, which sometimes took a really long time. That’s okay. This is your money and it’s important. It’s just like if you don’t understand the doctor, you’re going to ask the question again until you can really wrap your hands around what you’re being told. The same is true of your money. You should feel comfortable asking, and if you’re not that’s a signal that you may be with the wrong advisor. If you don’t feel like you can ask your questions—even repeatedly—they’re probably not the right advisor for you.

			

			My takeaways

			
					Due to several factors—lower lifetime earnings due to caring for children and elderly parents—women are more likely than men to be poor in retirement. Women’s earnings also tend to peak earlier in their careers than men’s. That argues for saving diligently and investing for growth as early as possible.

					Because married women frequently outlive their male partners, there’s often no one to care for them at the end of their lives in the way that they cared for their spouses. That means that having a long-term care plan (not necessarily insurance, but a plan) is even more important for women than men. Single women with no children need a long-term care plan most of all.

					When it comes to investing, some women are more security-oriented than men, which can lead them to build portfolios that are too conservative given their life expectancies. While stocks can endure steep losses over short time periods, over longer time frames they’ve been extraordinarily reliable. And with longer life expectancies, women need their growth potential and insulation against inflation even more than men do.

					It’s important to have a good personal rapport with anyone you’re relying on for financial advice, but also look for what I think of as “the big three” questions for financial planners. Ask if they’re a fiduciary, if they’re fee only, and if they’re a certified financial planner. Also look for someone who’s not just an investment specialist but can provide advice on every aspect of your financial life, from taxes to bigger-picture financial issues such as whether to pay off a mortgage or help adult children.

			

			

			Related resources

			Jean’s books: jeanchatzky.com/books.

			Hermoney.com: hermoney.com.

			The Metlife Caregiving Cost Study: www.caregiving.org/wp-content/uploads/2020/05/Caregiver-Cost-Study.pdf.

			“Caregiving Can Be Costly, Even Financially,” by Laura Skufca and Chuck Rainville, aarp.org, June 2021: www.aarp.org/research/topics/care/info-2016/family-caregivers-cost-survey.html.

			“Long-Term Care Insurance Rate Increase Creates Big Headache,” by Jean Chatzky, aarp.org, February 7, 2023: www.aarp.org/money/investing/info-2023/long-term-care-insurance-rate-hikes.html.

		

	
		
			

			Lesson 18: Cameron Huddleston

			Communicate with Your Loved Ones

			I’m so inspired by Cameron Huddleston because she has taken a harrowing experience—losing both of her parents fairly early in life—and used the hard-won knowledge she gained to help educate others. Cameron’s book Mom and Dad, We Need to Talk is about why older adults need to open up to their adult children about their financial lives, their estate plans, and their attitudes toward life-extending care. The book also includes specific steps to make things as easy on your loved ones as possible. (While Cameron’s book has “Mom and Dad” in its title, the lessons in it are arguably even more important for those of us without children.) 

			Cameron and I chatted about what older adults can do to make sure that their children or other loved ones have the information they need about their finances, attitudes toward care, and everything else.

			[image: ]

			The worst time to try to figure these things out

			Christine Benz: You’re a noted advocate for planning our finances, setting up a contingency plan in case we can’t manage them on our own for whatever reason, and communicating between generations. I want to start with your family story, because your mom’s illness played a pivotal role in your focus on how families and older adults can better communicate about financial matters. Can you describe your personal experience?

			

			Cameron Huddleston: I’m going to start with my dad’s story, because that happened a few years before I got involved with my mom’s finances. My parents divorced when I was in college, and my dad got remarried after I graduated. He always avoided talking about money and death when I was growing up, even as an adult. I remember my mother telling me, after they had gotten divorced and my dad was remarried, “You need to talk to your dad about his final wishes. You need to find out what he really wants.” He would always jokingly say, “Sharpen my toes and hammer me into the ground.”

			I thought that they didn’t seem close to the age where that was something you needed to talk about. I was in my 20s when she was telling me this, and I didn’t listen to her. I should have had that conversation with my dad, because at 61 he died in his sleep of a heart attack. Even though he was an attorney, he died without a will in that second marriage. It was a shock that he had died at such a young age. None of his wishes were in writing, and so my stepmother made all the decisions. I got along with her, but she decided what the service was going to be like. She decided what the burial was going to be like. There was a lot of money spent on the service and the very best coffin, a very elaborate headstone.

			My dad had a small life insurance policy, and my sister and I were named as beneficiaries. I remember we chipped in some money from that insurance payout to help cover the cost of the headstone. But we have no idea whether he wanted us to receive anything else, because everything stayed with my stepmom. She actually died at a relatively young age, too. After she passed away, I got a few things of my father’s, like the desk that my computer is sitting on. But was there money that he would have wanted to pass on? I have no idea. He never talked to us about it. It could have been a lot worse than it was. But it was certainly an uncomfortable situation. It was stressful. There was a little bit of tension there, with my sister and me and my stepmother, just not knowing what my dad’s wishes could have been.

			

			Christine: How about your mom? Can you share that story?

			Cameron: My father passed away when I was 28. When I was 35, my mother was diagnosed with Alzheimer’s disease. Just a few years after my father passed away, I had a conversation with my mom about long-term care insurance. I told her she should look into getting a policy in case she ever needed long-term care because she was living on her own. She took my advice. She met with an insurance broker, but she could not get coverage because she had another pre-existing condition. She wasn’t experiencing any memory loss that I was aware of at the time, but she had an acoustic neuroma—a benign tumor—behind her left ear. That made her too high risk, so she couldn’t get long-term care insurance.

			Christine: Had you talked to her about the importance of having a will and an estate plan in the wake of your dad’s passing?

			Cameron: I knew she had a will, and she had told me what her wishes were. She had said, “When I die, I want to be cremated, and I want my friends to get up and share stories about me.” I was so grateful that she shared what she wanted because I was able to honor those wishes when she died.

			But we had not had any detailed conversations about her finances, and so I should have used that opportunity when she couldn’t get long-term care insurance to sit down with her and say, “Okay, mom, if you need care, what sort of care do you want? Let’s look at your finances and figure out how you would pay for care.” But I didn’t, because I didn’t realize that I needed to have those conversations. My mom wasn’t as tight-lipped about money as my dad, and I had a general idea of where she stood financially. I knew she owned her house outright. I knew she had inherited stocks from her parents when they had passed away. She was still working at that point. She had not worked when my parents were together, but she had gotten a job teaching preschool at a Catholic school. She had an income, but that was about the extent of what I knew.

			

			Then, in 2006 or 2007, I started to see some signs that maybe she was experiencing memory loss. But it was very easy to chalk it up to hearing loss because she had no hearing in her left ear from the acoustic neuroma. For a while, when she would ask me a question and I would answer her, and then she would ask again, I would tell myself, “It’s because she’s not hearing me.” It was easier for me to make excuses than to believe it was memory loss.

			But I was at her house one night and she took me outside onto her porch to show me a bench that she had bought. We looked at the bench. We went back inside. We talked a little bit more. And she asked me again, “Do you want to see this bench?” Oh, my gosh! She forgot that we were just out there looking at this bench. Then I knew it wasn’t hearing loss, I knew there was memory loss. I didn’t say anything when that happened. I went home and told my husband, “She’s forgetting things. There’s a problem here.” But I didn’t know how to deal with the problem. I was really afraid to tell her that I thought she was starting to forget things.

			So I reached out to a third party. I called her doctor and said, “The next time my mom is in there, can you please encourage her to get tested for dementia?” He encouraged her to meet with a neurologist, which she did. But after that appointment she said that she was okay. I knew that she was experiencing memory loss, but I assumed that she forgot what the results were or she didn’t want me to worry.

			Fortunately she had a friend who encouraged her to meet with a different neurologist. This time I went with her to get the results. The neurologist told her that she had Alzheimer’s disease. I said, “We need to go in and meet with an attorney right away. We need to make sure everything is in place so that I can manage your finances as necessary, make medical decisions for you.” My sister and I both went with her to meet with an estate planning attorney, and the attorney revised her will. My sister and I were both named her powers of attorney and her healthcare proxies. She updated her living will. We had all of that in place, and she was still competent enough to understand what was going on and sign those documents. The attorney instructed us to take the documents to the bank and let them know that I had been named my mom’s power of attorney.

			

			I was fortunate because my mother was not tech-savvy. She had not set up online access to a bank account. I did that so that I could keep an eye on things behind the scenes. I got involved as I saw she needed help with certain things. I started going through her mail, and she was getting all these solicitations for charitable contributions. Looking at her bank account, I could see that she was writing checks to all sorts of organizations. I started going through her mail with her and I’d take those solicitations out and just throw them away. She almost got scammed by a caller claiming she had won a sweepstakes and she had to wire money to claim her winnings.

			She lived on her own for a while with me checking in constantly. I had taken the car keys away from her, hired someone to drive her, but I knew that she couldn’t be on her own anymore. So I moved her in with me. She lived with me and my family for two years. At that point I was managing her finances entirely. It was easy. All the mail was coming to me, so I could just be on top of everything. But eventually, I moved her into a memory care facility. She was there for eight years, in two different facilities. She passed away in January of 2021. She had late-stage Alzheimer’s disease. She also had cancer, and she had contracted Covid.

			Christine: You’ve taken those sad experiences of losing your parents and used them to educate others about the value of planning and communicating about financial matters within families. Because you had to play detective a bit with your mom’s finances, right?

			Cameron: I did have to play detective when my mom was in the early stages of Alzheimer’s disease to figure out what sort of accounts she had. There was one account that slipped under my radar. I didn’t even know she had it until after she had been living with us, and we moved to another place. The new owners of our former house said that they were getting some mail for my mom. It was a notice that this account that she had was going to be turned over to the state as an unclaimed asset. I called the company and told them about my mother, that she had dementia, and I was helping her. They didn’t want to give me access to the account. They wanted a signature medallion guarantee, which is another hoop you have to jump through beyond power of attorney. Her bank wouldn’t provide that signature medallion guarantee and my bank wouldn’t, either, because the account wasn’t at either of the banks. Fortunately, the brokerage firm where my mom had some assets had someone who could do it. Once we got that we cashed it out and those funds paid for almost a year’s worth of care.

			

			It was interesting, I could see her neurological decline reflected in her records. Her earlier tax records were very well organized, but as her memory declined they became less organized. There were medical bills she hadn’t paid, and she had received some collection notices. I didn’t realize this was going on until I was digging through all these records, trying to put all the pieces together. If I had simply had conversations with her it would have been a lot easier. But I was lucky because my mom was easy. She let me get involved.

			Christine: She trusted you.

			Cameron: She trusted me. When she pushed back, I stepped back. I waited. I would try again, sometimes with a different approach. But for the most part she was easy. I’ve talked to many people whose parents are reluctant to share any information or to let their kids get involved. And if there is dementia, then your parent is not thinking rationally anymore, and you can’t reason with them. If you wait until you’re in that health crisis, it’s just so much harder to get anything done. I get that most adults think, “Why should I share this information with my kids? It’s not their business. I don’t need them to be involved. If I do need them to get involved, we’ll cross that bridge when we come to it.” But when you’re already drowning because there’s a health issue, neither the person who’s sick nor the family members are thinking rationally at that point. That’s the worst time to try to figure these things out.

			

			How to communicate with your loved ones

			Christine: If we can take the perspective of older adults embarking on retirement, what are some best practices for how they should communicate with their children about their financial matters and other considerations?

			Cameron: It is so important to share information about your finances, your estate plan, and your final wishes with your children. If you care about who manages your finances if you become unable to do so yourself, if you care about who gets what when you die, if you care about what happens to your body when you die, you need to make it known. Don’t count on your family members to know what you want unless you tell them. Even if you think you have a very simple financial situation, it’s still going to be complicated for your family if they don’t have any information. If they’re getting involved because there’s some sort of emergency—because you’re sick or because you have passed away—they’re going to be stressed out enough. Having to play detective is that much harder when they’re coping with those emotions from your illness or from your death.

			I know people are reluctant to share information about their finances, because either they’ve been taught that you don’t talk about money or maybe they’re embarrassed about their finances. Maybe they never realized they needed to have the conversation. Sometimes they don’t like the idea of the role reversal, giving their kids some level of control. But I really think the best way for you to maintain control over your own finances and your estate is to let your wishes be known. You have no control if you don’t tell your family members what you want. If you need long-term care like my mother did, if you develop dementia, and no one knows how to manage your finances, your family is going to make all those decisions, and they might choose to do things you might not have liked.

			

			If you die without a will, or you don’t have a list of all your assets, and your family is digging through all of your financial details that you didn’t want them to know, they’re going to figure it out, right? And they might miss something important. All those savings that you worked so hard to accumulate during your life—if they can’t figure out where those accounts are, they’re going to get turned over to the state as unclaimed assets. So you need to have a paper trail and realize that you’re not giving up control by having these conversations. You’re maintaining control, and you’re letting people know what you want.

			I don’t know if my dad really wanted an elaborate funeral with a very expensive coffin and headstone. Either way, he got one. I knew exactly what my mother wanted, and even though she had no control for the last eight years of her life, I was able to grant the wishes that she had communicated to me when she still had control. It was such a wonderful feeling for me to be able to honor her. If I had lost her to Alzheimer’s, cancer, and Covid, and I hadn’t been able to honor her in any way, that would have made it so much worse.

			It’s really smart to talk to your kids and give them some information. You can control what information you want to give them. You don’t have to tell them down to the cent how much is in your checking account, how much is in your retirement account, and how much debt you owe. But it’s a good idea to give them a general idea of what your plans are for retirement. Are you planning to rely only on Social Security? Or do you have some savings or a pension?

			Christine: What other types of information should you plan to share with your loved ones?

			Cameron: Are you planning on staying in the house where you raised them, or are you planning on downsizing? Are you planning on moving someplace else? Because your kids might be counting on you to help them raise their kids, and if you’re planning on moving five states away that might come as a shock. The kids might say, “You’re selling the family home where we’re supposed to have every Christmas together, and you’re not going to help me raise my kids?”

			

			It seems like it’s such an awkward conversation to have, but not having these conversations and then suddenly springing things on your kids is a lot more awkward. Imagine you’re in the hospital and you’ve had a stroke. The kids can’t sign your checks to pay your medical bills, because they don’t know that they’ve been named your power of attorney. That’s more awkward than sitting down and spending a few hours and saying, “We’ve met with an attorney, and we really want you to be our financial power of attorney, and we’re going to name your sister our healthcare power of attorney. Here’s where the documents are. Here’s what you need to know.” It might feel a little bit weird, sharing some information that you’re not used to talking about. And it might be a little bit depressing to think about death or to think about a point in your life when your kids might have to help you out.

			But it’s not nearly as awkward as leaving everyone in the dark and having them stumble around trying to figure out the details of your finances, to figure out questions like, “Does mom want to be left on life support? Does Mom want a $20,000 coffin or does she want to be cremated?” It just makes things so much easier if you tell them. You might even be surprised to find it opens the doors to a lot of really wonderful conversations with your kids.

			Christine: We’ve largely been talking about to-dos for older adults who have adult children. How about older adults who do not have their own children? What do they need to do?

			Cameron: Identify someone you trust who you can name as your executor or trustee, someone who can be your financial and healthcare power of attorney, someone who is willing to step in and possibly oversee your finances if you do need care. There needs to be a lot of planning if you don’t have any children. For example, if you need long-term care, who’s going to step up and make sure the bills are getting paid and help select the place where you will receive that care? You don’t want to end up becoming a ward of the state and having the state make those decisions for you. The concerned neighbor might call protective services because you haven’t left the home in a month and they’re worried, and suddenly that state agency is choosing a nursing home for you to go to.

			

			If you don’t have children, do you have a niece or a nephew or a friend? If there’s no one obvious, then your best bet might be to create a living trust. It’s more expensive, but it can certainly be worth the cost of hiring an estate planning or elder law attorney to create that trust and transfer all of your assets there. From there, an independent trust management company or a bank trust department can serve as your trustee. They can make sure the bills are getting paid every month. If you’ve lined up long-term care insurance, they can file those claims with the long-term care insurance provider.

			But you’d certainly need a plan if you don’t have family members who are going to step in and figure things out. Fortunately, there are some resources out there.

			How to organize your financial accounts

			Christine: How can people organize their financial accounts and records in order to make the transition as seamless as possible?

			Cameron: Start by getting organized. Make sure that you have those estate planning documents in place. Not just a will or a trust. You’ve got to have the financial power of attorney and healthcare power of attorney, and you’ve got to have that living will or advanced directive. Store those documents in a safe place. I know a lot of people think the lock box at the bank is the best place, but it’s really not, because unless your family members know where the key is, they can’t get access to it. If you’ve got a safe place, like a home safe or a filing cabinet with a lock, that can work fine. Don’t leave that power of attorney document sitting out so that people can see it, but let your family members know where it is. The wider conversation can start with the estate planning documents, because those are so important and the person you’ve named as your financial power of attorney and healthcare power of attorney need to know that they have been named to fill those roles. You should have a conversation with those people to ask them if they’re willing to take on these roles and manage your finances if necessary. Find out if they’re willing to get on the phone with your doctors and help make decisions about your care.

			

			It’s smart to share at least some basic details about your finances: what your sources of income are, whether you have any sort of debt. It’s up to you to decide how much detail you provide. Do you want to let your kids know that you still have $200,000 on the mortgage and $5,000 on a credit card? If you feel comfortable sharing that information, you can. But if you don’t, just give them a general idea. You can also put the details of your financial situation in writing. You can make a list of your financial accounts, your usernames and passwords, your Social Security number, your medical history, your doctors, your dentist, any financial and legal professionals you work with, even your social media accounts. You can put all of that information into a document, or if you’re working with a financial advisor, they may have provided you with a binder to keep this information.

			Have all of that information and keep it updated. I know it seems daunting to sit down and spend hours digging it up. So block an hour in your calendar each day for a week to get it done. Set a reminder once a year to go back and update it, because maybe you’ve changed your passwords, maybe you’ve paid off a credit card, maybe you’ve closed some accounts.

			Christine: It seems like people might also want to have a deeper conversation about what’s in their will, right?

			Cameron: Definitely. You want to have a deeper conversation about why you made the choices that you did—for example, why you want to give some of your money to a charitable organization. Or if you don’t want to divide things equally among your kids, you might want to explain. You might want to leave more money to a child with health issues who won’t be able to earn as much as your other child, for example.

			

			At a minimum, if you have a will your kids need to know where it’s located. If one of your kids has been named the executor, they need to know that they’ve been named to fill that role, or if they’ve been named as trustee. But a lot of this requires having these conversations with yourself first. Get very clear on what you want and what your values are. Once you’re clear, then you can start having those conversations with your family members.

			Christine: It seems like going through this process might be a call to action to streamline a little bit. For example, if you’re having to go to five different brokerage platforms as you inventory your accounts, maybe you’ll realize that’s too many.

			Cameron: Consolidating accounts is going to save you money, too. Moving all your money to one place could help you qualify for lower fees. If you’ve got IRAs at multiple investment firms, you’re going to save some time and trouble by rolling them all into one.

			Communicating wishes about your care

			Christine: You also think it’s important to communicate wishes about care. How should people approach that?

			Cameron: You definitely need to think about what sort of care you would want to receive. More than half of adults age 65 and older will need long-term care at some point. Most people prefer to receive care at home. If you want to receive care at home, you need to take a good hard look at your house, or your apartment, or your condominium, and ask yourself if that home is set up for you to age in place. Are there stairs that you’re going to have to get up and down? Is there a first-floor bedroom? Is there a first-floor, handicap-accessible bathroom? If your home is not set up for you to age in place, then you might want to think about downsizing or making upgrades to your home now to prepare for the possibility that you or your spouse need long-term care.

			

			You also need to consider whether there are circumstances under which you would consider going into an assisted living facility, care facility, or skilled nursing facility. The absolute worst thing that you can do is make your kids promise that they will never put you into any sort of facility, because that is a promise that they might not be able to keep, in which case they’re going to feel guilty for the rest of their lives. My mother was in a skilled nursing facility briefly, after fracturing a hip, and she had to get rehab. And so, maybe you promised Mom that you would never put her in a nursing home, but now she needs to go there.

			It might get to a point where you’re in the late stage of Alzheimer’s disease and your 83-year-old wife doesn’t have the physical, mental, or emotional ability to provide you with the care you need. She can’t get you in and out of bed and get you dressed and get you bathed and get you up and down the stairs. It’s a danger to her well-being. But she’s sitting there thinking, “I have to take care of my husband, because this is what he wanted.”

			You need to consider the possibility that you might be better off at some point in a facility, and you need to let your family members know the circumstances when it would be okay with you to move into a facility or when it would be okay for them to hire help so that they don’t feel like they have to do it on their own. Maybe your kids have their own kids and they can’t put their jobs on hold to be a full-time caregiver for you. There are plenty of health conditions that you can develop as you age that require round-the-clock care. If you have dementia, you might need care at all hours because your sleep schedule has gotten disrupted. You’re getting up at night and moving around. In that situation someone has to be essentially on call 24 hours a day.

			

			Think about what you want and let your family members know. Start putting a plan for care in place. The sooner you start planning, the more options you have available to you. If you’re in your 50s or 60s and you’re in good health, you can probably qualify for long-term care insurance. If you served in the military, you can probably get some veterans’ benefits. If you’re middle class or below and you can’t afford to pay for long-term care insurance, you can meet with an elder law attorney and figure out what you can do to qualify for Medicaid to pay for your care in a nursing home. In some states Medicaid will pay for assisted living and for caregivers in the home. In some states you can even get reimbursed as a family caregiver. Start making these plans. If you’re lucky, you never have to put those plans into action. But they’re there so that if those emergencies pop up, people aren’t scrambling to figure out what to do. They know what your wishes are.

			By having these conversations, you can also figure out what level of support your family is willing and able to provide. You might think that they are able to provide a lot more than they can, or you might assume that they don’t want to be involved only to find that they really want to help.

			Christine: What sorts of conversations should people be having about their attitudes toward life-extending care?

			Cameron: First, think about what you want if you can’t make your own medical decisions, and know that you can get input from other people on that. This might be a conversation that you have with your doctor or with the leader of your place of worship.

			From there, it’s important to convey your wishes and to put them in writing. Because if you’re just telling your family members, they might forget those conversations when an emergency crops up. I would refer to my mother’s living will every time she was in the hospital to confirm what I already knew, but I wanted to make sure one more time. You don’t have to spend a lot of money on those advanced directives and naming a healthcare proxy. In fact, there are free forms online that you can use.

			

			It’s also important to think about what your final wishes are. Do you want to be buried? Do you want to be cremated? Do you care what music is played? Do you care who speaks? Who should be contacted when you pass away? Do your kids even know how to get in touch with your friends? Start making those lists, putting those wishes in writing, and let your kids know so that they can honor those wishes. Otherwise they’re going to have to guess, and guilt might prompt them to spend a lot of money they don’t have on a very elaborate funeral that you didn’t want.

			Christine: I’ve wondered if it’s best to think through and talk through these things when you’re young and it’s all sort of an abstraction, because it’s so far off in the distance.

			Cameron: I know some people don’t like to talk about aging, illness, and death. I’ve had plenty of estate planning attorneys tell me that their clients think, “If I talk about it, then it’s going to happen.” But that’s not true! My husband and I have gone through the process of writing our will and then writing another one. We’ve done it twice. We’re still alive. It didn’t kill us.

			My takeaways

			

			
					Many of us were raised to never talk about money, which is why we might be reticent to share our finances and estate plans with anyone other than our partners. But your loved ones are going to find out about your finances eventually. The question is, are you going to make that easy for them or difficult? If you love them, make it easy.

					I’m a big fan of creating a master directory—a guide to all of your financial accounts, including account numbers and passwords, people you deal with at each financial institution, and any important guidance you have on those accounts. (For example, “Use this account for ongoing spending,” or “Don’t sell during my lifetime; heirs should receive for tax reasons.”) Because such a document includes a lot of sensitive information, encrypt a digital file or keep it under lock and key if it’s a physical document. Provide a copy to your trusted loved ones or let them know how to gain access to it if they need to. And keep it up to date!

					The type of communication Cameron advocates for goes hand in hand with having an estate plan: powers of attorney for healthcare and financial matters, up-to-date beneficiary designations, a will, and a living will, at a bare minimum. If you’ve gone to the trouble and expense of creating an estate plan, take the next step to communicate with your loved ones about it.

					Don’t forget to communicate with your loved ones about more personal aspects of aging such as whether you’d prefer in-home care, whom you would like to care for your pets, or how you would like them to memorialize you after you’re gone.

			

			Related resources

			Cameron’s website: cameronhuddleston.com.

			Mom and Dad, We Need to Talk: www.amazon.com/Mom-Dad-Need-Talk-Conversations/dp/111953836X.

			“Cameron Huddleston: Talk to Your Parents About Their Finances,” The Long View podcast, August 30, 2022: www.morningstar.com/personal-finance/cameron-huddleston-talk-your-parents-about-their-finances.

		

	
		
			

			Lesson 19: Jennifer Rozelle

			Create an Estate Plan

			Estate planning is one of those tasks that makes almost any other job look appealing, no matter how lowly: Cleaning the filter on the vacuum cleaner has more appeal. You may even wonder if your assets are substantial enough to warrant an estate plan. Moreover, estate plans are usually drafted by lawyers, and that means dollar signs. And then there’s the obvious issue: Do you really want to spend time contemplating your own death or disability, which is what estate planning requires you to do?

			But Jenny Rozelle, an estate planning attorney who I interviewed for this chapter, actually makes estate planning seem like something I want to tackle. As she describes it, a well-laid estate plan is a way of lightening the load for my loved ones, easing their logistical challenges and, even more importantly, giving them peace of mind with their decision-making. Doesn’t that sound better? Jenny is also passionate about the value of estate planning for people of all income and asset levels, so she’s happy to recommend free or low-cost avenues to completing these documents. 

			When Jenny and I sat down to chat, I asked her to share why every adult needs some type of an estate plan, as well as the essential ingredients in a well-laid plan.

			[image: ]

			

			The basics of estate planning

			Christine Benz: Estate planning can be off-putting—people might think it will be a super-expensive process or that it’s only for wealthy people. So let’s start by defining what an estate plan is.

			Jennifer Rozelle: Estate planning relates to the legal documents that support you after you’ve passed away or in the event you become physically or cognitively incapacitated. Incapacity is not guaranteed, but it’s fairly likely during your lifetime, even if that incapacity is for a very short period of time. I recognize that there is a stereotype that estate planning is for the wealthy. However, incapacity and death are going to affect us whether we have $5 or $5bn dollars.

			Christine: Can you give an example of how someone of lesser means would be aided by having some of these estate planning documents in place?

			Jennifer: If someone with very minimal assets passes away, it’s very unlikely they would be going into any sort of lengthy or complicated post-death legal process. But incapacity is where I see a big concern for those who have minimal assets. Regardless of someone’s means, if they become incapacitated, they’re at a fork in the road. They need documents to support them, whether that’s some sort of healthcare proxy or a power of attorney. They need someone to be able to step in and take over those decisions. If they don’t have those documents, oftentimes the only thing that we can do to get someone in a position to make decisions for them is through a court process called guardianship, which makes everything more complicated and more expensive.

			You can get those very basic documents through an online platform; state bar associations have lawyers who volunteer to do free or reduced-cost estate planning documents. That’s one resource. Or you could work with someone like me, spending a few hundred dollars organizing those basic documents to eliminate, or at least minimize, the risk of having to go through a complicated, lengthy process down the road.

			

			Christine: When I’m thinking about the basic components of my estate plan, what documents should I be sure to have?

			Jennifer: If you asked ten estate planning attorneys this question,  you would probably get ten different responses. What I consider to be a very basic estate plan is primarily three sets of documents.

			First, healthcare. We combine the appointment of a healthcare representative—the healthcare power of attorney—and advanced directive—which includes a living will—into a single document. Sometimes you’ll see a healthcare power of attorney and a living will declaration split out into two documents.

			The second set is for financial power of attorney. The idea is to put someone in a position to make legal and financial decisions for us if you’re incapacitated.

			The third is a last will and testament, which is going to dictate what happens after you pass away and who’s in charge.

			The only caveat I would put on those three sets of documents is that it’s prudent to investigate whether any additional planning through different kinds of trusts is appropriate given someone’s situation. I am not a believer that everyone needs trust planning, but you should at least ask an estate planning attorney whether you need to be looking at any further planning beyond these three areas.

			Last will and testament

			Christine: A will is probably the estate planning document that most people are familiar with, but let’s talk about why someone should have one.

			Jennifer: The easy answer is that a last will and testament puts you in the driver’s seat in terms of what your wishes are, what you want to have happen with your assets, and who you want to be in charge of your estate. If you don’t make a last will and testament, it’s usually the probate court judge who establishes who your executor is. And there are laws called intestacy rules that dictate what happens with your assets when you pass away without a will.

			

			Christine: A will relates to the disposition of your assets, who you want them to go to. But can you talk about how the will relates to the beneficiary designations stated on your accounts? It seems like they’re aiming to do the same thing?

			Jennifer: They actually work against each other. If your will says that you want your assets to go to person A, and you list person B as the beneficiary on your retirement accounts or life insurance policies, the beneficiary designation is going to take priority. I’ve worked on many cases where people left ex-spouses as beneficiaries, yet their will says the assets should go to their kids. In those cases the parents inadvertently disinherit their own kids.

			You can imagine the many, many mistakes that people have made regarding this. People think they’ve done a good job when they’ve done their estate plans, and they get their will in order, and they’re so excited. I think that’s a failure in the counseling that the estate planning attorney should be providing to those individuals about making sure the beneficiary designations and will sync up.

			Christine: Could someone go without a will? A family member received the advice from an estate planning attorney that she didn’t actually need one, that she could accomplish her wishes with beneficiary designations and titling her house. Could a minimalist estate plan like that make sense for someone with a pretty minimal financial profile?

			Jennifer: I’m always a fan of not overcomplicating something that could be simple. But if I were helping that individual, I would consider it my responsibility to talk about the risks. For example, what happens if the beneficiary passes away first? My brain is trained to think of all the “what ifs,” even if they’re probably not going to happen.

			

			Naming executors

			Christine: The will handles the disposition of your assets—your physical possessions as well as your investment assets. You mentioned the executor as a component of this, the person who helps ensure that those assets are distributed in line with a person’s wishes. Let’s talk about naming that executor. What sorts of considerations should someone bear in mind when thinking about who that person should be?

			Jennifer: It’s worth mentioning that different states call this role different things. Some states use “personal representative,” some say “executor.” Some states call them “administrators.” It’s the exact same role, it’s just called different things.

			In terms of qualities to look for in an executor, first and foremost it does not have to be your oldest child. To expand upon that: It doesn’t have to be a child at all. Sure, a lot of clients do look inward first: They’ll look at their own family, their own kids. But I encourage people not to stop there.

			We also have to talk about location. With technology today, location is not as important as it once was. If I have a client who has one child who’s local and another who’s not local but would probably be the better one to serve in the role, I’m going to pick the one who’s not local.

			We also need to think about a prospective executor’s work habits. Are they communicative? Are they proactive? Do they let things sit and grow mold and moss? You have to look at the people in a very unbiased way and ask yourself what their skill sets are. This is exactly why clients might look at professionals, a bank, or a financial institution to serve in this role. Whether we like to hear it or not, the all-American traditional family doesn’t exist too much anymore. Clients might have something going on with their kids or their beneficiaries and it may be prudent and appropriate to put some sort of professional or financial institution in this role. Putting a professional in a position to follow their wishes can remove the emotional element from the process.

			

			Christine: Of course, there would be a cost, though, and I’m sure that cost would relate to the complexity of administering whatever is in the will, right?

			Jennifer: Yes, though I would note that even if someone appoints a child or a friend as their executor, that person is entitled to compensation. When people appoint third parties that’s not necessarily a new expense that they’re incurring. It’s kind of like a teeter totter: A child or family member or friend is probably going to charge a lower fee than a professional would. But if you’ve got some funky relationships involved, or even some beneficiaries who have issues going on in their lives, the risk of appointing a family member or friend as executor is higher than having a professional executor. Sure, the professional executor is probably going to take a higher fee, but what you’re gaining is extracting out those emotions and allowing the executor to truly operate with whatever you have stipulated in your estate plan.

			Christine: How about successors, if the first choice can’t fulfill their obligations for whatever reason?

			Jennifer: I’m a big fan of putting successors in place. The first choice might be willing to serve as your executor, but then life takes its course. Something happens, and maybe that person has a million things going on at the time of your passing and they want or need to resign. That’s why it’s important to name successors.

			Christine: How should age figure into who you name as your executor? My dad was a diligent and financially savvy person and it seemed like he was everyone’s executor. But by the time he was in his early 80s, being an executor was a lot of work for him.

			Jennifer: Age absolutely should play a role; it’s another one of those factors to consider. I work with young families all the time, parents of children under ten. They often say that they trust their parents more than anyone else in this role; if something happens, they want their parents to be the ones involved. That’s a beautiful example of how estate planning is an ongoing thing. Initially it might make sense to name someone who is older than you as an executor, but at some point you have to recognize that may not be the best fit.

			

			Christine: I’ve always heard that you should inform these various agents, including your executor, that you are naming them to these positions. Can you talk about that conversation? At a minimum, it seems like you’d want to have that person’s assent that they’re okay with being named to a given role. But what else should you talk through with them?

			Jennifer: I don’t usually like to use the words “always” or “never,” but I am always a fan of transparency and communication. I absolutely encourage individuals to have these sorts of conversations with the people that they have appointed.

			The amount of information that you relay to them is more of a personal preference. For some people it might be as simple as saying, “John, I named you as my executor. If I pass away, you’re my guy.” Sometimes that is sufficient. But I do know other individuals who share significantly more information, such as “These are the kinds of assets I have,” or “This is what my income situation is,” or “Here’s where I keep my tax returns.”

			There are pros and cons with both options. You can imagine a situation where, if you share everything and more, what if your relationship fizzles with that person? What if you want to update your power of attorney and remove that person? You’ve just shared a lot of information with the person you’re removing. On the flip side, if you don’t provide a lot of information, that person is going to be flying a little blind if something happens.

			

			Who should inherit assets?

			Christine: How should people think through who should inherit which assets? It seems like you’d want to lead with who you love and who has a need, but can you talk about how you help your clients think through these things?

			Jennifer: People naturally think about their families, of course. I have clients who will leave assets to their children, even though one child is estranged. I have plenty of other clients who have disinherited children. It’s really about the relationships that are involved, as well as what your heart truly wants to do. This is what puts you in the driver’s seat. I ask my clients to share information with me about their beneficiaries. When I am working with someone, we go through each one and I ask them to tell me what’s going on with them. I’m keeping an eye on whether we need to do anything special for any of these individuals. Do any of them have an addiction issue? Maybe some of them are just really bad with money and we want to put some oversight on them. Maybe we have beneficiaries who have special needs and are receiving governmental benefits, and we want to preserve their ability to receive those benefits.

			I’m not doing a good job for them if I don’t know those things and if I don’t set their plan up to support that beneficiary. If you do have a strained relationship with someone, and you want to make their share of your estate smaller or maybe completely disinherit them, it’s prudent to have some very specific language in these estate planning documents to indicate that.

			Christine: I would guess one question that comes up a lot is how parents should deal with adult children with very different financial circumstances, perhaps one really wealthy child and one child of much more modest means. How should parents think about that?

			Jennifer: Giving equal shares to each child is by far the most common way to approach it. If one child is doing a little bit better financially than another, there’s the school of thought that asks, why punish that person? And then, of course, there’s the other school of thought: If one child needs money more than the other, why would we not support them more?

			

			I have had plenty of individual beneficiaries who will sign some sort of agreement as part of the post-death administration process, effectively waiving an amount of money, or totally waiving their interest, so that the funds would go to other beneficiaries. If you say you wanted to waive your interest then it would just cycle through to the other beneficiary or beneficiaries. That can be less complicated than if they collected that inheritance and gave those assets to the other beneficiaries. There might be gift-tax considerations, for example, for the person who’s just trying to be nice and give to the other beneficiaries. Those kinds of conversations usually end up surfacing after someone passes away. I would encourage individuals to wave that flag before distributions are made so that we don’t have to deal with gift-tax and other such considerations.

			Christine: I wanted to ask about the term “per stirpes” in estate planning: what it means and what people should bear in mind if they see that in their documents.

			Jennifer: So first, it’s not a typo: It’s not per stripes. Per stirpes means “down the person’s bloodline,” meaning that person’s descendants. I would make the caveat that being adopted counts.

			Per stirpes is probably the most common way to distribute assets; it means that assets pass down the person’s bloodline. So, for example, if my assets are going to my siblings, and my sister is no longer living, the assets would pass to her children.

			Tax considerations

			Christine: Taxes are an important component of estate planning.  For older adults who are spending from their portfolios and also thinking about earmarking assets for children or other heirs, how should they decide which assets those should be?

			

			Jennifer: That’s a conversation between me, their advisor, and/or their accountant. That is a perfect opportunity for these three professionals to work together and come up with the most appropriate solution for that individual, because it really depends.

			For example, if I have a client who wants to make distributions to a charitable organization, that’s a great opportunity to have the charitable organization be a beneficiary on traditional pretax accounts. The charity can receive the full amount and won’t owe taxes, whereas human beneficiaries will owe taxes. Beneficiaries who receive taxable accounts, on the other hand, benefit from a step-up in cost basis, meaning they inherit the deceased individual’s cost basis in the asset. Assuming the inheritor sells shortly after inheriting the assets, the taxes are usually limited 

			Unless the funds in a pretax account are going to charity, someone is going to pay taxes eventually, whether it’s you or your beneficiaries when they inherit the money. The SECURE Act, a recent package of retirement-related legislation, requires that beneficiaries take their distributions from pretax accounts within ten years, unless they fall into one of a few different exemptions. In some instances, the financial planner or tax planner might advise the account owner to start taking bigger distributions from pretax accounts in an effort to minimize the tax burden on the beneficiaries later.

			Christine: What are estate taxes?

			Jennifer: Estate tax is a tax on the estate—the assets that you leave behind—after you die, but before assets are distributed out to the beneficiaries. Not every estate is subject to estate tax; it depends on the size of the estate. There’s a federal estate tax, and some states levy estate taxes, too.

			Some states levy what are called inheritance taxes, though the number of states with inheritance taxes is shrinking. Some states—maybe one or two at this point—have both a state estate tax and an inheritance tax. It’s important to clarify the difference between estate tax and inheritance tax; people use those terms interchangeably but they’re very different. Inheritance tax is a tax on the beneficiaries, whereas estate tax is a tax on the estate, before it goes to the beneficiaries.

			

			Power of attorney

			Christine: Let’s talk about power of attorney. What does that form do, and why should someone have one?

			Jennifer: It helps you appoint someone to make legal and financial decisions if you are still living but not in a position to make those decisions on your own. People often directly associate such a situation with incapacity, especially cognitive impairment like advanced dementia and Alzheimer’s. And that is by far the most common situation when power of attorney is used. But if the power of attorney is written appropriately, you can actually give someone power to take care of legal and financial affairs while you’re fine and dandy. For example, I have clients who are a married couple. The husband travels all the time for work, so we have his power of attorney set up in a way that his spouse can actively operate as his power of attorney right now. He’s in his 40s and he’s doing great, but he just isn’t home very often, and tracking down his signature is really difficult.

			Christine: What should people know when they create a power of attorney?

			Jennifer: There are two key variations, or decisions. The first is general versus limited. A general power of attorney allows someone to have full, unrestricted authority to make legal and financial decisions on behalf of another person. Limited power of attorney restricts the powers that you’re granting. Sometimes I see limited power of attorney used with real estate closings, when someone wants someone else to sign documents at the closing. But a general power of attorney is by far the most common in the context of estate planning.

			

			The second major variation is durable versus springing, which determines when the document activates. “Durable” means the moment that person signs the document the other individual has the authority to make decisions for them, whether there is incapacity or not. Going back to my example of the husband who travels all the time, he has a durable, general power of attorney. “Springing” means that the power of attorney springs into action upon some sort of trigger. Nine out of ten times that trigger is incapacity. Typically, if the trigger is incapacity, there’s a provision in the document that grants the decision-making upon the person’s documented incapacity. Therefore, it often requires a physician to state that the person is either incapacitated or no longer has the ability to make legal or financial decisions. I’m not a fan of springing powers of attorney, because it can be really difficult to get the incapacity documented in writing by a doctor or physician. My mindset is: If you trust this person to appoint them in this document, you should appoint them in a way that they have unrestricted power and they could act immediately without requiring some sort of trigger to take place. A general, durable power of attorney is by far the most popular kind.

			One thing that drives me bonkers is that I see documents titled “general durable power of attorney,” but when you read them they’re actually springing. That tells me that the form probably got pulled off the internet, or it was written by an attorney who may not have practiced very much in the estate planning area. The point is to be mindful that what is called general, durable power of attorney might actually not be durable.

			Christine: It makes sense that if you trust the person, you’d want to create a general, durable power of attorney. But it does seem like there’s the potential for conflict, especially with respect to cognitive decline. I could see cases where perhaps a mother thinks she’s able to manage the finances, but her child thinks she is unable to and wants to step in. Does that come up, and if so, how do families address that?

			

			Jennifer: I had this exact phone call this morning. So yes, it happens all the time in my world. In this scenario it’s a mother and a daughter. I’ve worked extensively with both. The mother now has very advanced dementia, and she routinely calls my office to revoke her power of attorney. Every single time that she has called she has left a different phone number, which confirms that she’s struggling with tracking. And I know this family very well; the daughter is not doing any kind of funny business.

			While I have to navigate this issue all the time, it never gets any easier. Technically speaking, the mom is my client. At the same time, the child is saying she has dementia and has given me all sorts of medical documentation to prove it. It can be a bit of an ethical dilemma. Sometimes I have to say that I can’t represent both parties, that the child would have to get her own representation.

			My firm helps with estate planning and elder law, and clients might start to creep over into the elder law side of my practice. Sometimes we have to obtain guardianship over those individuals. If someone is navigating a situation like that, working with someone who has elder law experience is going to be extremely helpful.

			Christine: What is the person called who will make those decisions for me? My agent under power of attorney?

			Jennifer: It’s either “agent” or “attorney-in-fact.” But I don’t like to say attorney-in-fact, because people think they’re appointing me.

			Christine: How do I choose who would serve in this role?

			Jennifer: It’s a lot of the same qualities you’d look for in an executor; both roles have a legal and financial focus. I encourage most clients to nominate the same person as both executor and agent under power of attorney—both of those roles—because it creates a really fluid baton passing; the same person who helps with decision-making during incapacity makes decisions after death.

			

			Healthcare

			Christine: Let’s talk about healthcare considerations, starting with medical power of attorney, or healthcare proxy. First, can you clarify the different terms in play here?

			Jennifer: Indiana calls this a healthcare representative. It’s the same thing as a medical power of attorney or healthcare power of attorney. It’s the same thing as a healthcare proxy. The idea is that you’re appointing someone to make healthcare decisions on your behalf.

			Christine: To what extent would the considerations potentially be different than they might be for that person who you’re naming your executor or agent for your financial power of attorney.

			Jennifer: If you happen to have someone in your life who’s a doctor or nurse, the skill set is already there. But in general, the same qualities that we talked about earlier, in relation to executorship and financial power of attorney, matter here, too. In addition, this person might be making decisions in heavy emotional situations, so you’re going to want someone who is able to be fact-based and able to keep their emotions in check.

			Christine: Does geographic proximity matter?

			Jennifer: It does help. With so many of our medical institutions, whether it’s a hospital, a nursing home, or rehab facility, it’s so helpful to have a boots-on-the-ground advocate. I see that time and time again, that it can be so valuable when someone is there in person, even if it’s just to advocate for quality-of-life care like, “Hey, my mom has not had a shower in three days.”

			Christine: So let’s talk about some of the other healthcare items that people need to think about: advance directives and living wills.

			Jennifer: The advance directive deals with healthcare decisions, usually end-of-life decisions. The living will is part of this because it deals specifically with artificial nutrition and hydration.

			

			Christine: It seems like communicating with your healthcare proxy about your attitudes toward your care is really important—letting them know how important it is to you to be kept alive at any cost, or not. How should people approach that?

			Jennifer: Your decision-maker is going to have the final call, so the more that you can set them up for success by letting them know what your wishes are, the better. If you never tell them what your wishes are, how on earth are they going to know? Telling them what your wishes are also helps remove the burden from them. Healthcare decisions are hard to make, and if they’re flying blind, it can take a massive toll on them. Also let your decision-makers know if they should be aware of any religious or cultural considerations that are important to you.

			Trusts

			Christine: Trusts often come up in the estate planning discussion. Can you discuss what a trust is and what are some of the most common situations when creating a trust might be warranted?

			Jennifer: A trust is a legal document that allows you to take assets and put them in the name of the trust. From there it depends on the type of trust and what the trust tells the trustee to do.

			This may sound silly, but I often describe a trust as a wagon, and your assets are like toy blocks. You may take some of those toy blocks and put them in your wagon, and when you do that, it changes the ownership of things. To further the analogy, imagine that the wagon has a luggage tag on it with the instructions on what you were supposed to do with the blocks in that wagon at incapacity or death.

			In terms of the triggers that I look for when I’m helping individuals with their estate plans, one would be if they have assets where it’s really difficult to add a beneficiary; for example, if they own a business, or multiple businesses. Maybe they have rental properties or out-of-state properties. We can’t easily add a beneficiary to an ownership interest. In such situations, it’s going to be easier to avoid probate—a legal process for distributing assets after death—by getting a trust into the equation. Trusts provide a way to avoid the probate court process.

			

			Irrevocable trust planning can come into play for tax-planning purposes for moderate-net-worth or high-net-worth people. I also do irrevocable trust planning under my elder law umbrella to help individuals and families plan for long-term care costs and protect their assets if they need Medicaid-provided long-term care.

			Christine: I think people hear “trust” and assume they’re just for wealthy people. Is that a misconception?

			Jennifer: Trust planning is really goal dependent. It is not asset dependent. The appropriateness of a trust depends on what the client is trying to accomplish. From there I think about how we accomplish the client’s goal. Does a trust make sense or can we use a simpler approach like adding beneficiaries? Trusts can make sense for lots of different reasons and for lots of different individuals. They also do not make sense for lots of different reasons and lots of different individuals. It’s always going to anchor back to the goal.

			Christine: You mentioned that trusts can make sense for tax reasons for moderately wealthy and higher-net-worth people. How so?

			Jennifer: The estate tax exemption—the amount of assets that you can die with and not have the estate be subject to estate taxes—changes. And exemptions from state estate tax also vary by state. The federal estate tax exemption amount is currently high; it’s like we’re going up the hill of the roller coaster. But in the event it’s down in the valley and the estate tax threshold is very low when you pass away, we can put tax-planning provisions in the estate plan, including trusts, to help address that.

			I don’t know what the estate tax threshold will be in the future, but I think it’s appropriate to include those provisions. If the estate tax threshold is low when someone passes away, the plan addresses that possibility. The language in the estate planning documents might say that the trustee may activate a tax-planning strategy, not that the trustee shall activate such a strategy. That way you’re not forcing the trustee’s hand. The last thing I’d want to do would be to create extra work. If the estate tax exemption ends up being on the high side at the time of death, the trustee doesn’t need to take further action.

			

			Process

			Christine: Let’s get into the logistics of creating an estate plan. If I’m looking for an estate planning attorney to draw up these documents, where should I start?

			Jennifer: A lot of people will ask their family and friends, but I’ve seen people make the mistake of going to, say, their dad’s lawyer back home and that person doesn’t specialize in estate planning. That lawyer is probably not going to get knee-deep in beneficiary designations and how they impact the estate plan, for example. Do some digging online, read through their bio to see whether it mentions that estate planning is a focus. Unlike medical school, where people generally specialize in something, law school doesn’t force us to declare a specialty. So I would encourage individuals to make sure they’re working with individuals for whom estate planning is their field.

			Christine: Would it make sense to ask other financial professionals in my life—like my accountant or financial planner?

			Jennifer: It never hurts to ask the professionals in your life for referrals. They’re probably going to have referrals at the ready. But if you’re not confident in those referrals, or you talk to the attorney and you’re not enthused, I would recommend looking into national organizations like the National Academy of Elder Law Attorneys (NAELA).

			Christine: What about online resources for estate planning? They’ve proliferated over the past few decades. Do they have merit for people who have tight financial resources? It seems like most attorneys hate them, but I’d be curious to get your take.

			

			Jennifer: I’m always going to be an advocate for estate planning being more accessible to people. The statistic you often hear is that 50% of people die without any kind of estate plan. Often those poor families have to pay someone like me way more to play cleanup than it would have cost to set up an estate plan in the first place. So if there’s anything that we can do to lower that percentage of people who don’t have estate plans, I’m a fan of it.

			I also recognize that one of the reasons attorneys might be grumpy about online estate planning is that there’s a very real possibility that people think these documents are doing A, B, and C for them, but they don’t understand that the legal consequence is actually X, Y, and Z.

			A few people who have used online estate planning services have asked me to comb through their documents and flag anything problematic, and they’ve compensated me for that. That’s a hybrid sort of approach. People have to understand that nothing is ever going to replace the value that an attorney is going to provide—counseling that they should change a beneficiary or add someone’s name on an asset to make sure the whole plan works exactly like they want it to. So long as the people who utilize an online resource for estate planning understand that what they’re getting is a product rather than a service, I’m good with it.

			Christine: How often should people update their estate plans and what should be the triggers?

			Jennifer: A lot of attorneys will say every five years or every ten years, but I feel that is just setting people up for failure. What I tell clients is that if they have any kind of big—or even not so big—life events, shoot me an email or call my office. I’ll tell you whether you need to revisit your estate plan or not. By life events I mean new kids, new grandkids, divorces, marriages, inheritances, new property. Those are the triggers to potentially update the plan. I understand the reason attorneys will say every five years or every ten years—it’s because some may not remember to call about these life events. So, if you’re this type of person and simply need accountability and a reminder system, perhaps it is better to use a system by which you check your estate plan every five or ten years.

			

			Christine: Where should I store these documents?

			Jennifer: The first point is where not to: no safety deposit boxes. Banks do not like letting people access other people’s safety deposit boxes. Don’t put your estate planning documents in your closet behind your dirty clothes where we’re not going to be able to find them. My personal estate plan is in a fireproof safe at home. It’s in an intuitive place.

			My takeaways

			

			
					Jenny’s point that beneficiary designations “trump” other aspects of an estate plan, such as what’s in a will, should be in bold type and underscored because so many people miss this. Your first step if you’re setting aside time for estate planning is to ensure that your current beneficiary designations sync up with your wishes and your current situation. If you go on to create a full-fledged estate plan, make sure that your beneficiary designations reflect that plan.

					I loved Jenny’s point that, if you trust a loved one to be your decision-maker, your documents should reflect that trust. After talking with Jenny, I checked up on my own power of attorney form to make sure that it was a general, durable power of attorney.

					While it’s important to update your estate plan as your personal circumstances change, good-quality estate plans can adjust to reflect a variety of contingencies. In addition to naming executors and trustees and the like, your estate plan should also name successors at the same time.

					Jenny said that when she talks to a client, she’s always listening and asking questions about beneficiaries to see if the plan needs to address specific circumstances like overspending or addiction. If you’re sitting down with an estate planning attorney, be prepared to share an unvarnished take of your loved ones: the good, the bad, and the ugly.

					In addition to the legal documentation that Jenny outlines here, it’s valuable to think about the “softer” aspects of your estate plan. What’s the plan for your pets if something happens to you? Do you want certain individuals to inherit specific items that are meaningful to you, even if those items aren’t called out in your will? What’s your general take on how you hope that your friends and family will memorialize you when you’re gone? The nice thing about this type of estate planning is that it doesn’t entail hours in an attorney’s office. You only need to take some time to document your wishes and share them with your loved ones.

			

			Related resources

			National Academy of Elder Law Attorneys: www.naela.org.

		

	
		
			

			Lesson 20: Jordan Grumet

			Leave No Regrets

			When i first started talking with my editor at Harriman House about this book, I knew I wanted it to cover both the financial and nonfinancial aspects of retirement. And I knew which interview I wanted to end the book with: Jordan Grumet. Jordan stepped away from his high-paying job as a physician to focus on writing and podcasting, but he’s continued to keep a hand in medicine by working as a hospice doctor. His book Taking Stock is about the lessons he has learned about living from people who are at the end of their lives. I love Taking Stock for a lot of reasons, but most of all because it inspires us all to make the most of our precious “time on earth allocations.” How can we make sure that when we come to the end of our lives we’re able to say that we have no regrets? What I appreciate about Jordan’s message is that leaving no regrets is well within our grasp: It’s never too late to do the things we always wanted to do, and starting small is just fine.

			[image: ]

			Ask yourself: What would I regret?

			Christine Benz: Your work as a hospice doctor has given you ongoing exposure to people at the end of their lives. What are some of the key lessons that you’ve taken away from that experience?

			Jordan Grumet: Dealing with the dying has made me take a real look at my life and how I live it. When people find out that they have six months or less to live, it clears the lens of many of those things they thought were important their whole lives. It lets them examine their true wants and needs. Often they look back at life and say, “There were these things that were really important to me that I never pursued.”

			

			I found that incredibly eye-opening. People tend to regret that there were things that had meaning or felt purposeful to them that they never gave themselves the permission to pursue. Maybe it was that they didn’t have enough time. Often it was that they didn’t have enough money, or society told them that wasn’t the thing they should be doing. So they put these things off, always figuring they’ll have more time or will get around to it eventually. But they never do.

			Then they get to this point where they realize, “Oh, my God! Time really is running out now, and I never even thought to spend my energy, courage, or time doing these things that were really important to me.”

			Christine: You’ve said that people don’t regret trying things and failing at them; they regret never trying. What’s an example?

			Jordan: I met a gentleman who had decided in the middle of his 20s to leave his corporate job to climb Mount Everest. Everyone told him he shouldn’t do this. They said, “You’re climbing the corporate ladder. These are the peak performance years. You’re really moving up. You don’t want to step away now.” But he knew deep down inside that climbing Mount Everest was important to him, so he took a whole year off. He had to train. He had to plan it. He went to Mount Everest. They got about halfway up, the weather changed, and they had to go back down. Then he went back to his corporate life, and yes, it took him a little longer, but he built his career back up. Then when he was in his 40s, I met him because he was dying of leukemia. What was so interesting was that all he wanted to talk about, whether it was with the hospice nurses, or the doctors, or social workers, or chaplains, was climbing Mount Everest. It was the thing he kept bringing up, and he would regale us with these stories of what it felt like. And we realized how important it was to him.

			

			What if he had never had the courage to do that? What if he had listened to everyone? What if he had said, “I can put it off now, because I’m always going to have time later.” But he didn’t. Interestingly enough, the fact that he didn’t make it all the way up to the top of Mount Everest, the fact that he never had time to go back and try again, those things didn’t stick in his mind as much as you might think they would. What was more important to him was that he had been out on that mountain doing the thing that was important to him.

			There’s a subset of the population who actually shy away from those things that are most important to them because they’re afraid they’re going to fail. It is one of those things that keeps us back. But what I found from the dying is that it wasn’t whether they succeeded or failed. It was whether they made the attempt.

			Christine: You’ve said that for you, writing a book was something that you really wanted to do and you’re so glad you had the courage to actually do it.

			Jordan: I wrote the book Taking Stock, and it was traditionally published. It was one of those deeply meaningful things that I wanted to do in my life, but I kept on putting it off. One of the reasons is that I was deathly afraid that I would write this book and I wouldn’t be able to find a publisher, or no one would read it. That fear is really a fear of failing, but failing is rarely what we regret in the end. We don’t regret that we tried and failed. We regret that we never had the courage to try.

			The life review

			Christine: This book is geared toward people who are getting ready to retire, or perhaps they’re in the early years of their retirement. Most of us would like to look back on our lives and say, “I did what I wanted to do in this life. I don’t have any major regrets.” How can we brainstorm to make sure that we’re addressing those items that we really want to check off our lists?

			

			Jordan: People are always telling me, “I’m afraid it’s too late” or “I waited until I retired” to start spending their time in a way that they really want to. Or they waited until their 70s or 80s. Well, I deal with hospice patients who come to these realizations with six months or less to live, and even for many of them it’s not necessarily too late. Yes, there are some things they won’t be able to do. But the active process of thinking about these things and working through them improves their lives. Even in those last few months—we call it the “deus ex machina”—there can be a last-minute plot twist that makes you think about what’s really important to you and start pursuing it.

			I’m trying to help people realize that if they start thinking about these things early, they won’t need a plot twist. They can build these things into their lives, so they don’t have regrets later. The point is that it’s never too late. Whether you’re 30 or 50 or 70, even if you’re on your deathbed, it’s never too late to start thinking about these things.

			But your question, which is a very prudent one, is how do you start clarifying these things? In the hospice we use this tool called the “life review.” When people are dying, after we’ve gotten their symptoms controlled and they’re comfortable, we take them through a series of structured questions to look at their life. We talk to them about what was important and what wasn’t. What were the major events in their lives? What were their major successes? What were their failures? Who are the key people in their lives? What have they accomplished and what haven’t they accomplished? What would they like to accomplish in the next few months?

			This life review is a fantastic way of evaluating your life and thinking about what’s important to you. It’s a tragedy that we wait until people are dying to start doing these life reviews; we should be doing them much earlier. If you’re at a point in life where things are changing, perhaps you’ve just retired, it’s a great time to sit down and do a life review. You can find them online.

			

			But the big question that I tell people to start thinking about right away is, if I was told tomorrow that I was dying and only had six months to live, what would I regret that I never had the energy, courage, or time to do? I tell people to really meditate on that question and start integrating that into their lives today.

			Christine: I have not spent much time with people on their deathbeds, but my guess is that a fair number of people might have regrets about how they approached various relationships. Can you share any thoughts on how to confront relationship failure pre-emptively?

			Jordan: That is a major issue. When I was a medical student at Northwestern in the 1990s, we had an inpatient hospice, and I was a volunteer there. I helped take care of a young man who was an HIV AIDS patient. Back in the ‘90s we had lots of people die from HIV AIDS. He had told his family that he was gay long before he got sick, and they had become estranged.

			He eventually got HIV, and he was dying there in the hospice. He was doing this life review with the chaplain, and they realized that it was really important for him to make amends with his family. Eventually they called the family, and thankfully they decided to come as opposed to holding their grudge. As he died, his family, as well as his friends and his partner, were all in the room with him, and it was the first time that this had ever happened in his life. He had made amends right before he died. This again is that deus ex machina—this idea that the last-minute fix is going to make everything better.

			It’s possible, if you leave it to the last minute, you will be able to pull off that last-minute reconciliation. But nine times out of ten, it doesn’t work out that well. The goal is to pursue these things earlier. People often say that sounds great, but getting up the nerve to call that person, or to begin that relationship again, is very difficult.

			We need to walk through life in a state of memento mori, aware that death is always a part of our existence. We don’t know when our last day will be, so if we don’t start thinking about these important things now, we may never accomplish them. That applies to relationships, too.

			

			Finding purpose

			Christine: A key thrust for you is this idea of finding a purpose, or purposes. But you’ve said that thinking about purpose gives some people angst. What do you mean by that?

			Jordan: There is a lot of purpose anxiety out there. People have anxiety about not being able to find purpose. Purpose is this thing that becomes so incredibly important that they end up stumbling through it and not feeling good about the process.

			One of my messages is that purpose doesn’t have to be so anxiety ridden. In fact, we can have small purposes and big purposes. Our purpose can be something small, like having a hobby that we really enjoy, or it can be something big, like changing the world. Our purpose can change from time to time, and we can have many purposes.

			The key is that we narrow it down and figure out what our purpose is today. One of the ways to do that is the life review we just discussed. But there are other ways. I always tell people, “Think about the last time you woke up in the middle of the night and you were so excited by an idea that you couldn’t fall back asleep.” This happens to all of us. But typically we wake up tired the next day, and we have to go to work and we push that idea to the recesses of our mind. Often we never go back to it.

			But those are the whisperings of things that are important to us. What were your childhood dreams? What were those things that really meant something to you that you kept putting off because you told yourself you couldn’t do them?

			We should reflect on this at all stages of life. But certainly, if you’re at that point where you’re thinking, “I’m slowing down at work. I have more time,” start asking yourself how you are going to fill your time with things that are important to you.

			

			Christine: Let’s talk through what you call “little-p purpose” and “big-P purpose.” What’s the difference?

			Jordan: Big-P purposes are those big things that change the world. Only a small percentage of people do these big, audacious things that change the world. Big-P purpose is very anxiety ridden. There have been studies that show that 91% of people at some point in life get purpose anxiety. Often they’re thinking about big-P purpose. And often the people who do change the world, the people who make a billion dollars, those kinds of people tend to also have luck on their side. They might have been born to privilege. Maybe they were lucky enough to see something or make a connection. Those are things we can’t control, and those cause anxiety.

			But little-p purposes, those are things in life that we are interested in and that bring us joy. They’re things that we like doing, regardless of the outcome. We like the process of doing them and the outcome is not nearly as important. The truth of the matter is, they can change the world just as much as big-P purpose does. Because when we focus on those things that we really enjoy, we become our best selves, and we leave a legacy to the people around us that carries on for generations. 

			When we pursue our little-p purpose, we start doing things we really love to do. We put positive things out there that affect the people around us, and our children and our grandchildren. We can leave a legacy, which is what all of us are looking for. The idea is that after we die, some part of us will be left and will affect the future. We often think about our financial legacies, and that goes into our financial planning and estate planning. But sometimes we forget that our money is only one thing we leave. We also want to leave a part of who we were and what was important to us.

			Christine: I liked your point that we might have different purposes, and also that they might change over time. It’s not like, if I’ve chosen some things that I identify as my purpose, I’m stuck with them, right?

			

			Jordan: The only important part of purpose, in my mind, is that you enjoy the process of doing what you’re doing. Your purpose could work for you for a year or two years, or three, and then you could decide that it’s not making you happy anymore. You could have one purpose, or you could have tons of them. So maybe you like working in a soup kitchen. Maybe you like building model airplanes.

			Maybe both of those things feel exceedingly purposeful to you, and you spend a certain amount of time each week doing those things. Your purpose can change the world, or it can be really selfish. All of that is fine.

			The key is that we listen to ourselves and continuously ask this question: Am I filling up my time with something that’s meaningful to me? And when that thing stops being meaningful, then it’s fine to pivot to doing something else.

			That’s another difference between little-p purpose and big-P purpose. Big-P purpose feels like something that has to be lifelong and has to stick, and maybe it even has to be painful to do. Little-p purpose can be transitory and fun and light, and it can change. Most of the happily retired people I know have found their purpose will transition over and over again.

			A perfect example is our friend Fritz Gilbert from The Retirement Manifesto blog. When he retired, he had no idea that a big part of his purpose would be building fences for pets. It’s his wife’s not-for-profit, and they love this thing. He had no idea, when he retired, that this would become a huge part of his purpose.

			He may at some point find that physically he can no longer do that work. Then it might be time to transfer that sense of purpose to something else. Maybe then it’s going to shelters and sitting with abused dogs and comforting them. Who knows? The point is that we don’t have to be afraid of being defined by our purpose. We actually define our purpose.

			

			We don’t necessarily find our purpose, we create it. This is something that’s very important for retirees. Purpose is not something that just falls into your lap. It’s often something you create by being intentional about doing things you think you like and investing in those things, and then seeing whether those investments pay dividends. Going back to Fritz, he invested time and energy into building these fences, but the return on investment for him has been community, because now they have tons of volunteers. He has found purpose in the joy of helping these animals, in the process of seeing incremental gain as they build more fences and help more people and animals.

			Leaving work and identity

			Christine: Let’s talk about your personal story, and finding your own purpose, to illustrate these ideas. It sounds like it was a circuitous path but now it seems you’re very aligned with your purpose.

			Jordan: It was a circuitous path, and my sense of purpose changed over time, which is very common. When I was seven years old my father died. He was a doctor. I convinced myself that the world would be okay and everything would be all right if I just became a doctor like him and took his place. So that became the purpose that drove my life. I never thought about money. I never thought about any of the things that I do now and enjoy. That was really my singular purpose, and that in some senses served me. It drove me to become a physician. I was helping people, and I was changing people’s lives.

			But it wasn’t fulfilling me. Eventually I reached a point where I burned out and realized that this thing that I had grown up thinking was my purpose, that had become my identity, wasn’t necessarily making me happy. I was lucky enough to have built a financial framework around my life such that I could step away from medicine. That was wonderful, but also probably the scariest thing I ever did, because I had to step away from the only identity that I knew. I then had to start doing exactly what my dying patients have to do. I was starting out anew and asking, “Who am I? What am I about, and what is purposeful for me now that I’m forever stepping away from that thing that defined me?” That was scary and difficult. I had some purpose anxiety. But ultimately I realized that while being a doctor was a wonderful thing that served me, my true purpose was more about being a communicator. I loved writing and eventually podcasting and public speaking—things that I had always told myself I couldn’t make a living doing so I had pushed them away.

			

			I had always said, “That’s something you do in your free moments or spare time.” But now that I had stepped away from this identity that wasn’t suiting me, and I didn’t have to worry about money, I could actually start at the basic premise. “What will fill me up? What does feel purposeful? What do I do, regardless of the outcome, that brings me joy as I’m doing it?” I love to bring up podcasting. It’s wonderful if thousands of people listen to your podcast, and if that gets you some fame or renown or money. But I realized that I would podcast even if no one listened to any of my episodes. When I get behind a microphone and I get to interview someone I’ve connected with, those moments, probably more than anything else, give me a sense of purpose.

			I could say the same thing for hospice medicine. Even though I stepped away from almost all aspects of medicine, I was still doing some part-time hospice work. The question I always ask myself is, “If no one was paying me to do this, would I keep doing it?” And the answer for sure was, yes. I realized there are these things out there that connect me to who I am. It took me a while to get there, but that was partially because I didn’t know how to ask the right questions.

			Christine: Being a physician is a very prestigious job in our society. How difficult is it for people to step away from jobs that confer this sense of prestige? That is something retirees confront. They have an identity in their community and their work life, but once they step away from that activity, they might feel like they’re no longer that person.

			

			Jordan: It can be very confounding and difficult. It’s not just doctors, lawyers, accountants, entrepreneurs; it’s pretty much anyone who derives some sense of status and identity from their work. This is one of the reasons why people have trouble retiring, even if they don’t love their jobs anymore, because they are so connected to that person that they see themselves as, and that everyone else sees them as. The question becomes, “Is that identity serving you?” There are a lot of professionals out there who realize that identity isn’t serving them. There are other things they’d rather do, or they don’t feel connected to that identity anymore, but they’re afraid to walk away from that status. They’re also afraid to walk away from that paycheck. This is a big reason why people don’t retire; it’s just so much more emotionally easy not to.

			The problem is when you aren’t connected to the identity you’ve built for yourself, you start finding yourself pursuing goals that don’t make you happier. They just make you feel more lost. A doctor who’s not feeling that sense of drive anymore and is too afraid to step out of the doctor persona might build a bigger practice, or get more credentials, or make more money. All of those things seem like they’re going to be solutions to the problem. But when you do that kind of thing, you find yourself no happier. You’ve just gotten to the next goal, and then feel that emptiness of again saying, “This is not fulfilling me.”

			We see the same thing with money a lot, too. We talk about people who get really excited about having a net worth that they feel safe enough to retire at. But then they get to that net worth, and they haven’t built up any sense of identity or purpose above and beyond getting to that place. Once they get there, it is so terrifying to step away from that identity of the person who makes money, or the person who wants to retire early. Instead of actually doing that, they double down and make bigger financial goals, because that’s the only reality they know, even if those goals don’t serve them.

			

			Self-discovery

			Christine: For people on this process of self-discovery, who are trying to identify their purpose, trying to identify those areas where they might have regrets in the end, can you walk us through some of the key questions they should ask themselves?

			Jordan: There are a few basic ones. What were your childhood dreams, especially the ones you didn’t pursue? What are you known for when people describe you, what kind of words do they use, and what do they think you’re good at?

			What wakes you up in the middle of the night and gets you excited? What are your biggest successes? What are your failures? What things would you regret not having done if you were to find out you’re going to die tomorrow? What are your key relationships? What moments in life were you happiest, and what were you doing? What moments in life were you saddest, and what was happening?

			Christine: You mentioned childhood dreams. Why might revisiting them be helpful? 

			Jordan: Childhood happens before society has the full effect on us and tells us what we’re supposed to be. It sounds silly, but I often ask people, “What are those things that made you happiest when you were a child?”

			For instance, I used to love collecting baseball cards and watching baseball on TV, and I never do that stuff now. But whenever I’m scrolling on Facebook, or I’m watching ads on TV, if anything about baseball cards comes up, I immediately light up and pay attention. It made me wonder why that was so important to me and why I don’t pursue it now. I really dissected that thought because I want to understand what about that felt so special and important to me. 

			

			What I realized is that when I was a little kid, I never felt like I fit in. I didn’t have a huge number of friends, but I loved baseball and baseball cards, and there was an antique dealer who was about a mile from my house. He started selling baseball cards, and his little store became a hub for nerdy kids like me, who didn’t fit in anywhere. This guy was a prince, he ended up informally coaching us. He mentored us with relationships.

			I can’t tell you the countless days I’d go in there. I’d buy a few packs of baseball cards. We’d open them. We’d eat the horrible gum. I started thinking about what that meant to me in my life. What I really learned from this mentor is he built a community around baseball and baseball cards and changed people’s lives. I don’t know if he meant to do that. He actually liked baseball cards and liked owning a store, and that led to him changing the world. Lots of little kids who walked out of there probably developed a better sense of self and became successful adults in part because of him. He actually got cancer and died when I was in my 20s. But I think about his sense of purpose, how he pursued it, how he changed the world, even though it was kind of a selfish thing. He loved baseball cards. He loved owning a shop. But that led to me developing a sense of purpose and becoming a confident kid who felt like I had a community and people around me.

			That’s why we ask these questions. When did we feel most alive? I felt most alive as a little kid sitting in that antique store with a bunch of kids around me, this mentor talking about baseball cards, opening up baseball-card packs. Doing my life review, I now can look at my current life as a 50-year-old, and ask, “What kind of things would add some sense of purpose?” Maybe re-entering that community would; not because I’d create anything, not because I’d make a million dollars buying and selling baseball cards. Just because those moments got me excited and made me feel connected and purposeful. That’s the way we have to go at it. We have to start looking back at who we were, who we are, and what has meaning for us.

			

			Time management and the art of subtraction

			Christine: Inevitably we all have competing priorities, though, even when we’re retired. There’s a finite number of hours in a day, and if you’re retired you might already feel like the clock is ticking on your life. How do people find the time to pursue some of these purposes, to tap into what really excites them?

			Jordan: That’s where we get to the art of subtraction. We always talk about buying time, selling time, wasting time. We tend to make it sound like a commodity, but it isn’t. Time is something that passes, no matter what we do, and we have very little control over it.

			We do, however, have control over what activities we’re engaged in as time passes. I look at our lives as a series of moments or time slots. We have weeks, days, months, or years. You can divide it however you want. But the question is, “What are we going to be doing as that time passes?” My goal for all of us is that we start figuring out what’s important to us, and then start adding purpose into more and more of those time slots and subtracting away things that don’t serve us.

			We actually have to get really intentional about what we’re doing as time passes. When I tell people this, I hear, “Wait, wait, wait! I don’t like going to work, but I need to make money, and because I need to make money, I need to go to work.” I don’t think we have to ignore that fact, but we also have to be really clear about the trade-offs. If you’re going to a job you loathe and it’s taking up 40 hours a week and it’s making you $100,000 a year, maybe it’s worthwhile for you to say you’re going to get a job that you like a little bit more, but it only pays $75,000 a year. This feels like a better use of those time slots than a job you completely loathe. It might take you longer to retire. You might have to work a few more years. But the trade-off of filling some of that time with something you like a little more is worthwhile.

			

			Here’s the problem: None of us knows when we’re going to die. We have no clue. If we knew we were going to die at 100, it would be easy to say, “I’m going to spend the first 50 years of my life doing something I don’t like very much, but it’s going to make me a lot of money. Then I’m going to spend the second 50 years enjoying all that hard work and loving life.

			If we knew for sure when we would die, we could be very thoughtful about how much time we spend doing things we don’t like and how much time we spend doing things we do like and really balancing it out. Since we don’t know, we have to give our best guess. I tell people to be innovative, to fill those time slots with more things they love doing and get rid of those things they don’t like doing. I’m not Pollyannaish about this. I realize that there are financial concerns, and we have to build a financial framework around this. If we’re thoughtful about it, we can.

			Christine: I appreciate that you’re not saying that we have to make these radical shifts. It can be quite incremental.

			Jordan: Exactly. I was the high-earning doctor who was pursuing a passionate career, building a practice. I no longer saw myself as that, but stepping away entirely was way too traumatic, and I didn’t even know how to start the process. So I looked at my job, and I said, “Well, what’s the most loathsome aspect? What is the thing that’s giving me the most anxiety?” Let’s try to trim that off. And over a period of years I started trimming everything at my job that wasn’t suiting me.

			When I did that, it finally gave me the emotional space to start adding back in those things that I thought could serve me. I knew I liked writing. I never had enough time for it, but as I started shaving off those things I didn’t like at work, I had more time. I did more public speaking. Eventually I started a podcast. Those were all things that I had an inkling I would love to do 20 years ago, but I never gave myself permission.

			

			In the meantime, I was relentlessly searching for anything in medicine that still had value. I found that hospice work was something I could do for short periods of time, ten to 15 hours a week. And it still felt really meaningful. I knew I didn’t want to subtract that.

			I kept what was good and I slowly got rid of what was bad, and then started adding in new things that felt more purposeful and identity-congruent. I’d love for more people to start subtracting out things that are even mediocre to them and start adding in things that really feel purposeful. Because ultimately, I want you one day to get to your deathbed and say, “I don’t have many regrets.” The only way you’re going to do that is if you start working on those important things today.

			Christine: I appreciate that you couch this process as kind of experimental; try a little bit of this, try a little bit of that.

			Jordan: We have to remember that none of this is perfect. We’re talking about a continuum. When we start thinking about purpose, we have to let go of perfection. It’s okay to get two thirds of the way there, or three fourths of the way there. It’s okay if you don’t get rid of every loathsome thing. I still have to do things from time to time that I don’t like doing. If you’re like me, and you’re married, or you have kids, sometimes you’re going to get dragged into things that don’t feel purposeful, and that’s totally fine.

			But the idea is to get much more thoughtful and better at filling your time slots with things that are more meaningful to you. You’re never going to get to a point where 100% of your time is filled with meaningful activity, and that’s totally fine. There are things we can’t control. Life’s going to change in ways that none of us can predict. The idea is to do the best we can. Give yourself a little bit of grace and don’t be hard on yourself. But do start thinking about these things and working on them. You’re going to find yourself in a much better place as you get older. But more importantly, you’re going to enjoy what you’re doing now a lot more.

			

			My takeaways

			

			
					Conducting a life review can be cathartic and may help you uncover areas you’d like to work on in retirement. Life review templates are plentiful online, but be sure to cover the following: what you most want to do and accomplish during your lifetime, your biggest regrets and successes, the most important people in your life and relationships that need repair, and parts of your life that you would redo if you could. 

					Retiring from a career can feel like a loss of your identity. Can you find a way to stay active in a professional capacity even after you retire from day-to-day work? Extra points if those activities confer purpose and meaning, as Jordan was able to do by continuing to work as a hospice doctor. 

					If you have a big-P purpose in mind for your retirement—something like starting a foundation or taking in foster children, go for it. But a group of little-p purposes is just fine, too—things like being a wonderful partner to your spouse, reading the classics, or starting a dining-out club. 

					I loved Jordan’s point about tapping into those activities that sparked joy in childhood. Do they still spark joy, and if so, can you find a way to reconnect with them? 

					We all have regrets about relationships and how we might have approached things differently if we could get a do-over. Take that first step to reconnect with those people—send a text, drop off some flowers, whatever feels right. If it doesn’t work out it doesn’t work out, but you won’t regret that you didn’t do your part to repair it. 

					Start today! It’s never too late to form a vision for what you want your life to be and take steps to get closer to it.

			

			Related resources

			Jordan’s website: jordangrumet.com.

			Taking Stock: www.amazon.com/Taking-Stock-Financial-Independence-Regret-Free/dp/1646043545.

			The Purpose Code: www.amazon.com/Purpose-Code-meaning-maximize-happiness/dp/1804090859.

			Earn & Invest podcast: www.earnandinvest.com.

			“A Hospice Doctor Shares Lessons about Work, Money, and Life,” The Long View podcast, July 26, 2022: www.morningstar.com/personal-finance/hospice-doctor-shares-lessons-about-work-money-life.

			Life Review Questions: continuagroup.com/article/lifetime-legacies-life-review-questions.

		

	
		
			

			Conclusion

			“Wait, you’re ending your book with a discussion with a hospice doctor? Are you sure that’s a good idea?” 

			That was my husband’s response when I told him that Jordan Grumet’s chapter would be the last one in this book. I assured him that despite the somber-sounding background, Jordan’s chapter would be most uplifting. But, I figured, he’s probably right—I should end with a few words of my own.  

			If you’ve made it this far, you probably guessed that this book is a little bit of a “me-search” project. I’m getting to that life stage where some of the questions I asked in the book—about whether, when, and how to retire—are becoming more relevant to my own life and to those of my peers. I’m grateful to love what I do and work for a company that encourages me to pursue what lights me up—like this book project. I expect that I’ll be doing some variation of my current activities for a while. But I also know that people often retire earlier than expected for reasons they didn’t foresee, so I want to be prepared. As I asked questions in this book, I asked them with you in mind, but I also asked them for “a friend.” 

			As I reflect on some of the wisdom imparted in the chapters you’ve just read, here are some of the key concepts that jump out at me.  

			Be willing to entertain different perspectives 

			You may have noticed that this book includes differing opinions on key aspects of retirement planning. Some interviewees asserted that annuities are a way for retirees to maximize their spending, while others shuddered at their very mention. Some argued for working longer while others said it’s possible to find purpose and relationships in other pursuits. Sharing different perspectives on these matters wasn’t a goal when I started this project, but I love the message it sends. No one person has all the answers. Listen, ask questions, and stay open to new information. 

			

			Don’t be afraid to be a weirdo

			Ramit Sethi said that your spending should “fit you like a glove,” and that if you’re doing it right, you could draw some odd looks. The same goes for the whole of your retirement. This is not the time to conform to how everyone else approaches retirement, or how your parents did it. If you’ve always wanted to live in a tiny house, complete a triathlon, or write a children’s book, these are your years to try your hand at pursuing those goals. And as Jordan Grumet said, “try” is the most important part. 

			Forget optimization 

			As Michael Finke mentioned in the kickoff chapter, people often approach retirement as a math problem that they can solve. You should indeed put some math around the financial aspect of your retirement plan—when setting your portfolio’s asset allocation or figuring out your withdrawal rate, for example. But even the investment piece of retirement is, in Bill Bernstein’s words, “part Shakespeare”—messy and bound to be affected by emotions. From a financial standpoint, the “optimal” retirement plan is the one that you can stick with and that doesn’t create undue stress.

			

			Experiment

			Another recurrent theme in this book is the virtue of experimentation, ideally well before retirement. Don’t quit your job; ask your employer if you could just do the parts of it you like. Don’t sell your house and move to Florida; rent a place for a month and make sure you like it first. In other words, “try it before you buy it.”   

			Find your “micro-joys” 

			Finally, I often mentally reference the line from James Taylor: “The secret of life is enjoying the passage of time.” The older I get, the more I’m convinced that success in life isn’t about “big-P” purpose and bucket lists. It’s about what I think of as “micro-joys”—a walk with a friend to get coffee, a perfect meal on the patio on a summer night, getting lost in a wonderful book. Those joys are there for the taking regardless of your finances or season in life. My wish for your retirement is that you’ll find some of them every day.

		

	
		
			

			Acknowledgments

			michael finke, fritz gilbert, Laura Carstensen, Mary Beth Franklin, David Blanchett, Jonathan Guyton, Ramit Sethi, Wade Pfau, Bill Bernstein, JL Collins, Mark Miller, Maria Bruno, Jamie Hopkins, Mike Piper, Carolyn McClanahan, Jean Chatzky, Cameron Huddleston, Jennifer Rozelle, and Jordan Grumet. Whew, what a list! You all infused complicated topics with clarity and most of all humanity, and your thoughtful feedback made the book better. I learned so much from all of you during the course of the project and know that I will continue to do so.

			I’m also grateful to Jonathan Clements for writing such a brilliant foreword to the book. His work has always been a key inspiration for me, so it’s a special kind of honor to see his name and writing in How to Retire.

			I’m also grateful to the wonderful team at Harriman House. All credit for the book’s format goes to commissioning editor Craig Pearce, who also provided helpful guidance once the project was up and running. Chris Parker created the book’s cover and overall look, sharing multiple iterations until we got it exactly right. Nick Fletcher provided invaluable edits on the manuscript and kept the project moving along. “They sent the A-team to edit my book!” I shouted to my husband as I looked through Nick’s first edits. I wasn’t wrong. 

			My colleagues at Morningstar also deserve my thanks. Susan Dziubinski and Jeff Ptak both pushed me to finally pursue the retirement book that I’d been talking about for several years, and they also provided exceptionally valuable feedback on the project along the way. Margaret Giles, Ivanna Hampton, Amy Arnott, John Rekenthaler, Dawn Rescigno—and many others—helped pick up the slack with my other Morningstar obligations so that I could concentrate on this book. I’m also grateful to Morningstar founder Joe Mansueto and current CEO Kunal Kapoor for running a company that’s squarely focused on helping people. I’ve never wanted to work anywhere else. 

			

			Most of all, I couldn’t have completed this book without the support of my husband Greg, who’s unwaveringly wise and hilarious, and whose first response is always “How can I help?” You’re my world.

		

	
		
			

			About the Author

			[image: ]

			christine benz is director of personal finance and retirement planning for Morningstar and senior columnist for Morningstar.com. She also co-hosts a podcast for Morningstar, The Long View. She has been widely quoted in the media, including The New York Times, The Wall Street Journal, Barron’s, CNBC, and PBS. Barron’s named her to its list of the 100 most influential women in finance in 2020 and 2021, and as one of the ten most influential women in wealth management in 2021.

			Christine is author of 30-Minute Money Solutions: A Step-by-Step Guide to Managing Your Finances; co-author of Morningstar® Guide to Mutual Funds: 5-Star Strategies for Success; and author of that book’s second edition.

			She lives in the Chicago area with her husband.

		

	
		
			

			Publishing Details

			harriman house ltd

			3 Viceroy Court

			Bedford Road 

			Petersfield 

			Hampshire

			GU32 3LJ

			GREAT BRITAIN

			Tel: +44 (0)1730 233870

			Email: enquiries@harriman-house.com

			Website: harriman.house

			First published in 2024.

			Copyright © Morningstar, Inc.

			The right of Christine Benz to be identified as the Author has been asserted in accordance with the Copyright, Design and Patents Act 1988.

			Paperback ISBN: 978-1-80409-069-5

			eBook ISBN: 978-1-80409-070-1

			British Library Cataloguing in Publication Data

			A CIP catalogue record for this book can be obtained from the British Library.

			All rights reserved; no part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form or by any means, electronic, mechanical, photocopying, recording, or otherwise without the prior written permission of the Publisher. This book may not be lent, resold, hired out or otherwise disposed of by way of trade in any form of binding or cover other than that in which it is published without the prior written consent of the Publisher.

			Whilst every effort has been made to ensure that information in this book is accurate, no liability can be accepted for any loss incurred in any way whatsoever by any person relying solely on the information contained herein.

			No responsibility for loss occasioned to any person or corporate body acting or refraining to act as a result of reading material in this book can be accepted by the Publisher, by the Author, or by the employers of the Author.

		

	OEBPS/image/ChristineBenz.jpg





OEBPS/toc.xhtml

		
  Contents


  
    		Cover


    		Title


    		Contents


    		Praise


    		Dedication


    		Foreword: Jonathan Clements


    		Introduction


    		
      Lesson 1: Michael Finke
      
        		Visualize Your In-Retirement Lifestyle


      


    


    		
      Lesson 2: Fritz Gilbert
      
        		Lay the Groundwork


      


    


    		
      Lesson 3: Laura Carstensen
      
        		Nurture Your Relationships


      


    


    		
      Lesson 4: Mary Beth Franklin
      
        		Get the Most Out of Social Security


      


    


    		
      Lesson 5: David Blanchett
      
        		Understand How Your Spending Might Change


      


    


    		
      Lesson 6: Jonathan Guyton
      
        		Create a Spending Plan


      


    


    		
      Lesson 7: Ramit Sethi
      
        		Give Yourself Permission to Spend on What Matters to You


      


    


    		
      Lesson 8: Wade Pfau
      
        		Know Your Retirement Income Style


      


    


    		
      Lesson 9: William Bernstein
      
        		Set an Asset Allocation for Your Retirement Portfolio


      


    


    		
      Lesson 10: JL Collins
      
        		Stick to a Simple Investment Plan


      


    


    		
      Lesson 11: Christine Benz
      
        		Structure Your Portfolio for Cash Flows


      


    


    		
      Lesson 12: Mark Miller
      
        		Make Smart Choices about Housing


      


    


    		
      Lesson 13: Maria Bruno
      
        		Focus on What You Can Control


      


    


    		
      Lesson 14: Jamie Hopkins
      
        		Be Adaptable as Retirement Unfolds


      


    


    		
      Lesson 15: Mike Piper
      
        		Plan for Taxes


      


    


    		
      Lesson 16: Carolyn McClanahan
      
        		Plan for Healthcare


      


    


    		
      Lesson 17: Jean Chatzky
      
        		What Women Need to Do Differently


      


    


    		
      Lesson 18: Cameron Huddleston
      
        		Communicate with Your Loved Ones


      


    


    		
      Lesson 19: Jennifer Rozelle
      
        		Create an Estate Plan


      


    


    		
      Lesson 20: Jordan Grumet
      
        		Leave No Regrets


      


    


    		Conclusion


    		Acknowledgments


    		About the Author


    		Publishing Details


  




		Page List


			
						i


						ii


						iii


						iv


						v


						vi


						vii


						viii


						ix


						x


						xi


						xii


						xiii


						xiv


						xv


						xvi


						1


						2


						3


						4


						5


						6


						7


						8


						9


						10


						11


						12


						13


						14


						15


						16


						17


						18


						19


						20


						21


						22


						23


						24


						25


						26


						27


						28


						29


						30


						31


						32


						33


						34


						35


						36


						37


						38


						39


						40


						41


						42


						43


						44


						45


						46


						47


						48


						49


						50


						51


						52


						53


						54


						55


						56


						57


						58


						59


						60


						61


						62


						63


						64


						65


						66


						67


						68


						69


						70


						71


						72


						73


						74


						75


						76


						77


						78


						79


						80


						81


						82


						83


						84


						85


						86


						87


						88


						89


						90


						91


						92


						93


						94


						95


						96


						97


						98


						99


						100


						101


						102


						103


						104


						105


						106


						107


						108


						109


						110


						111


						112


						113


						114


						115


						116


						117


						118


						119


						120


						121


						122


						123


						124


						125


						126


						127


						128


						129


						130


						131


						132


						133


						134


						135


						136


						137


						138


						139


						140


						141


						142


						143


						144


						145


						146


						147


						148


						149


						150


						151


						152


						153


						154


						155


						156


						157


						158


						159


						160


						161


						162


						163


						164


						165


						166


						167


						168


						169


						170


						171


						172


						173


						174


						175


						176


						177


						178


						179


						180


						181


						182


						183


						184


						185


						186


						187


						188


						189


						190


						191


						192


						193


						194


						195


						196


						197


						198


						199


						200


						201


						202


						203


						204


						205


						206


						207


						208


						209


						210


						211


						212


						213


						214


						215


						216


						217


						218


						219


						220


						221


						222


						223


						224


						225


						226


						227


						228


						229


						230


						231


						232


						233


						234


						235


						236


						237


						238


						239


						240


						241


						242


						243


						244


						245


						246


						247


						248


						249


						250


						251


						252


						253


						254


						255


						256


						257


						258


						259


						260


						261


						262


						263


						264


						265


						266


						267


						268


						269


						270


						271


						272


						273


						274


						275


						276


						277


						278


						279


						280


						281


						282


						283


						284


						285


						286


						287


						288


						289


						290


						291


						292


						293


						294


						295


						296


						297


						298


						299


						300


						301


						302


						303


						304


						305


						306


						307


						308


						309


						310


						311


						312


						313


						314


						315


						316


						317


			


		
		
		Landmarks


			
						Cover


			


		
	

OEBPS/image/HHFullLogo-Black.png
Harriman
House






OEBPS/image/1.jpg





OEBPS/image/HowtoRetire-frontcover-040124.jpg
“Wonderful. The rare money book that realizes
life is more than dollars and cents.”

-MORGAN HOUSEL

International bestselling author of Same as Ever and The Psychology of Money

How
Lo

Retire

20 LESSONS FOR A
HAPPY, SUCCESSFUL, AND
WEALTHY RETIREMENT

Christine Benz

DIRECTOR OF PERSONAL FINANCE AND
RETIREMENT PLANNING AT MORNINGSTAR .






