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Introduction



Money is an astonishingly powerful mind changer. Lots of it—or at least enough of it—makes you happy, while a shortage makes you miserable. There’s some magic to having enough that’s as basic as the need to take in water and oxygen. The “mojo” of having more than enough, of having an amount necessary to be comfortable, is intoxicating.

Just think about how you feel when you open a brokerage statement that says your investments have been doing well, and compare that with how you feel when it says they’ve been doing poorly. Imagine what it means to open an envelope and find a check instead of a bill.

Years ago, one of your authors, Ben Stein, got a call asking him to do a commercial for which he was to be paid what seemed like a lordly sum. He had lunch with a friend right after he took the call, and his friend asked if he’d had a face-lift. “No,” Ben replied, “I just got offered a lot of money to do something pleasant and easy.”

“Money,” she said sagely, “can make you look younger. Or,” she added ruefully (because she was short of money), “it can age you.”

We, your authors, are just ordinary people like you. We worry about money all the time, and whether we have enough of it. As we get older, we’re concerned about whether we’ve invested wisely. (We often haven’t, but we’re getting better with age … we hope.) Most of all, we think about whether we’ll have enough to live comfortably when we’re too old and infirm—or just too worn-out—to work, and whether the people we love will have enough. We’ve seen magnificent examples of retirement preparedness—especially in our parents, all of whom died far too young—but we’ve also seen disasters among people we’re very close to.

This has prompted very serious study on our part to save ourselves and others. We want to begin our salvation at home, but we’d like to spare as many people as possible sleepless nights and torment. We love this country more than words can say, and we’re devoted to our fellow American citizens, as well as those of the UK, Canada, and all good countries. We want to offer some help based on our own terrible experiences and terrifying observations, as well as what we’ve seen that works. That help is within these pages. If you read and learn from it, your chances for a successful retirement will rise markedly.

As you make your way through this book, please bear in mind an admonition from a famous 12-step program: “No one among us has been able to maintain anywhere near perfect adherence to these principles.” Like the organizations that save lives from alcohol and drugs, this program is meant to be suggestive and to provoke thought. The closer you can come to doing the actions we suggest after thinking it over, the better off you’ll be.

We’ve seen the future, and it scares us; we’ve seen the past, in our parents’ prudent behavior, and it was inspiring. One of your authors (yep, Ben Stein again) especially saw spectacular results in his parents’ lives from the regular purchase of carefully selected variable annuities (VAs) in stocks. If we harp on regular purchases and on VAs, it’s because we’ve seen that they work miracles when carefully chosen and well understood. If you notice our emphasis on diversification, you can rest assured that we’ve also seen that practice achieve wonderful success. Above all, if we can teach you that a little self-discipline from a young age can transform your future by allowing the passage of time and compound interest to do the heavy lifting, we will have justified the few shekels you spent on this book.

Please take care not to torture yourself as you read if you’ve been way off course so far. Believe us, we’ve made every mistake possible. But each day starts a new wave of possibility, and we hope that you can ride that wave into a glorious, golden sunset. If you have any problems with the math and research here, e-mail Phil DeMuth. He did all the hard work for this volume (and if Phil finds that he has made any dumb mistakes, he’ll post corrections on our Website, www.stein-demuth.com). If you want someone to come over and babysit your German shorthaired pointer, e-mail Ben.
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PART I


YES, YOU CAN STILL RETIRE COMFORTABLY!*

*But Not Everyone Will Be So Lucky …




The 21 Basic Rules of Retirement



1. Maximize your abilities through self-discipline and the ability to get along with others.

2. Start saving early. If it doesn’t hurt, you’re probably not saving enough.

3. Never spend more than you earn.

4. Max out all your retirement plans every year.

5. Get and stay married to a sensible person.

6. Buy your home.

7. Plan far ahead for your retirement, and then stick to your program.

8. Make a plan with a reliable financial adviser. Don’t be afraid to ask for advice.

9. Save your hindquarters, not your face—that is, make savings and financial stability more important than showing off or looking cool.

10. Adopt a straightforward investment philosophy that takes advantage of the historical benefits of investing in common stocks but balances it with bonds in a judicious mixture.

11. Don’t swing for the fences. You’ll get into good retirement shape with singles and walks—in other words, don’t try for something brilliant. Just stay even with the market and you’ll do great.

12. Always have a reserve of cash on hand so that you don’t have to dig deeply into your stock-and-bond savings.

13. At the earliest possible stage of life, learn to enjoy yourself in some other way than impoverishing yourself or beggaring your retirement plan.

14. Acquire work skills that are in demand so that you’ll consistently be employed and won’t need to use up your savings while unemployed.

15. If you’re starting a business, make someone else put up the money while you put up the sweat.

16. Consider the tax implications of everything you do.

17. Planning for your retirement is more important than offering a lavish life to your children. They’re young and strong and can fend for themselves.

18. Know in your heart that you’ll be fine if you err by having too much savings—not if you have too little.

19. Be able to say no to people who ask for money, even if they have the same last name as you.

20. Make sure your plan allows for flexibility if economic times and styles change, but don’t follow fads or trends.

21. Keep in mind that no matter what, you don’t want to be old, weak, ill, and poor.
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Retirement Planning
Decade by Decade



Teenage Years

• Study hard so that you can get into the best possible college or trade school.

• Learn the habit of working and earning to pay for what you want and need, not whining and moaning about it to your parents.

• Learn a hobby that will keep you occupied without spending a vast amount of money: Listening to opera or classic rock, carefully perusing the newspapers, and reading history are some examples.

• Get the most basic primers on stock- and bond-market strategy and start reading them carefully, but don’t expect to understand them right away—no one ever does.

• Keep a small savings and stock market account just for the purpose of learning and developing good habits.

• Don’t smoke or use drugs.

• Don’t drink to excess.

Twenties

College Years

• Pay for as much of your education as is necessary through your own labor so that you learn the habit of connecting effort with reward.

• Study as hard as you can so that you can get into the best possible graduate school and secure the best possible job. Employers and admissions officers are sensitive to dips in your academic record.

• If possible, let your savings account grow, and add to it by working.

• Learn more about the stock market and about investing.

Post-School

• Do your best at your job. Employers are keenly aware of who’s trying and who isn’t. Learn as many of the skills of your career as fast as you can.

• Make your colleagues into friends. All advancement comes from a combination of ability and affability.

• Add to your savings as much as possible.

• Create a retirement plan with sufficient flexibility to adapt to what will likely be job and even career changes. This means having your own retirement account right away.

• Take part in all tax-advantaged, employer-subsidized savings plans, such as Keoghs and 401(k)s.

• Max out all such contributions.

• Start saving, using the rates we recommend as an absolute minimum level. Every dollar you set aside now grows geometrically thanks to compound interest.

• Credit cards are like nitroglycerine: Handle with care.

Thirties

• If at all possible, buy your own house, and eventually, a vacation home as well. People who own their homes are natural savers.

• If you’re handy and have extra time, consider buying rental property.

• Continue to add to your skill sets as you see the economy changing and evolving, so you stand in the intersection of where society is going.

• Add to your tax-advantaged savings accounts whenever you can to the maximum extent allowed by law.

• Add to your employer-subsidized accounts as much as possible.

• Take a course in the stock market at the local junior college, and read the annual reports of Berkshire Hathaway online. If you haven’t already done so, begin what we call a “couch potato portfolio” of 50 percent total stock market index and 50 percent total bond market index, available from any large broker or mutual fund company at low expense. (We give a full explanation of this portfolio in Chapter 4.)

• Once your tax-advantaged accounts are maxed out, begin a monthly or quarterly program of building a variable annuity account, after shopping carefully for the most advantageous rates.

• Develop new hobbies that don’t require the expenditure of large sums of money.

• Stay off the conspicuous consumption treadmill.

• Every five years, check your savings against our recommended amounts to make sure you’re on track, and adjust your course as needed.

• A couple of hours spent with a fee-only certified financial planner will do wonders for your life.

Forties

• Continue to add to your work skills and develop your aptitudes.

• Max out IRAs, Keoghs, and 401(k)s and add to variable annuities and any other tax-advantaged accounts.

• Pay more than the minimum on your home mortgage with the view of getting it down to zero by the time you retire.

• Keep track of your well-being and seek to remain in as good health as possible.

• If you’re married, stay that way if at all possible. This can be a time of severe marital stress. Try to get through it by prayer and working at common interests. The economic consequences of divorce, except in rare cases, are seriously disadvantageous.

• Continue to add to your couch potato account of 50 percent total stock market index, 50 percent bond market index. Maintain a meaningful cash position as well so that you don’t need to dip in to stock accounts for eventualities.

• At age 45, do a reality checkup to see where you stand vis-à-vis retirement. Don’t hesitate to get professional help if you need it.

• Of course you have a will, don’t you?

Fifties

• Follow the same methodologies and actions as in your 40s, except add as much as possible to the couch potato portfolio. This will be your maximum decade for adding to savings if you follow standard practices.

• Stay married—love the one you’re with.

• Maintain even better health, because at this point, it becomes close to synonymous with wealth.

• Consider what skills you have that you might be able to utilize in a part-time career after retirement.

• As you travel for business, keep mental notes on places that might be suitable to relocate to after you retire.

• Make sure your savings are growing on course.

• Develop hobbies and activities that you can practice post-retirement.

• This is a good time to consider buying long-term-care insurance, especially if you’re neither rich enough to self-insure nor poor enough to be taken care of by the state.

Sixties

Pre-retirement

• Start rebalancing your couch potato portfolio every year, preferably when you add new money.

• When you get within five years of retirement, start shunting new money into the real estate investment trusts and high-dividend stocks.

• Use Intuit’s Quicken or Microsoft’s Money software for a year to get a fix on your probable post-retirement expenses. Don’t forget to budget for big-ticket items like cars and home-maintenance expenses (such as a new roof, plumbing, or furnace) that occur infrequently but are expensive when they hit. Don’t forget Medicare and Medigap insurance premiums either, as well as out-of-pocket medical services not covered by these plans.

• Set up a post-retirement career if at all possible. Get it up and running while you still have a paycheck so that there aren’t any unpleasant surprises later.

• The later you stop working, the better for your retirement finances.

At Retirement

• Use our tables and worksheets to determine your initial safe-withdrawal levels.

• Set up your income portfolio and arrange to electronically sweep the coupons and dividends into your bank account every quarter.

• Tell Social Security that you want payments to begin (this doesn’t happen automatically).

• In addition to everything else, you’ll need an emergency fund that isn’t part of your nest egg. This should contain enough cash to get you through several months’ worth of expenses. Both you and your spouse need to be on the account so that either one of you can access the money if needed.

• Unless you have a government pension or one with a cost-of-living adjustment, consider taking a lump-sum payout (in whatever form makes sense, taxwise) and either adding the proceeds to your portfolio or using them to buy an immediate annuity.

• Roll over your 401(k) with its dismal menu of choices and its high fees to an IRA at Vanguard, Fidelity, or another low-cost provider with a good selection of low-expense index funds.

• If necessary, annuitize your nest egg, take out a reverse mortgage, and/or relocate to an area with a lower cost of living.

In Retirement

• Make sure your estate plan is in good order.

• Don’t forget to set up living wills and durable powers of attorney.

• Create a letter with instructions for the spouse who doesn’t normally handle the finances, including the locations of all the accounts, statements, policies, tax returns, and keys to the safe-deposit box; phone numbers of accountants, brokers, insurance agents, and attorneys; account passwords; and so on.

• Anything you can do in early retirement to provide an income stream will take that much weight off of your nest egg.

• Adjust the withdrawal from your couch potato portfolio every year by the rate of inflation.

• If your nest egg is down 10 percent only a few years after retirement, perhaps due to excessive withdrawals or falling markets, it’s time to tighten your belt, no matter what the tables say.

• Every five years, recalculate your retirement withdrawals as if you were starting anew.

Seventies and Beyond

• Begin taking your required substantially equal IRA distributions by the time you’re age 70½.

• Keep your letter of emergency instructions updated as conditions change.

• Do your children know that you love them? If not, when were you planning on telling them?

• Whom do you need to set things right with? Now might be a good time.

• Every five years, recalibrate your nest egg withdrawal rate according to our tables.

• Every five years, check the yield on your income account and match it to your couch potato account if needed.

• Rebalance your accounts only when needed.
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CHAPTER 1

The Coming Baby-Boom Retirement Crisis



A specter is haunting the baby boomers: the specter of retirement. As with a python that swallowed a goat, the baby-boom demographic is a giant lump moving through the economic system, and it’s now on the cusp of retirement. A generation of 78 million Americans stands largely unprepared.

When the crisis is actually upon us, you’ll read human-interest stories in the newspapers about people who once seemed to be well-off, but who now have nothing and don’t know what to do. And actually, you won’t even need to read about it in the papers, because their numbers will include your friends. The press will frame this as a cautionary tale, an updated Aesop’s fable of the grasshopper (played here by the self-indulgent, make-a-dollar, spend-a-dollar baby boomers) and the ant (those few who were wise and frugal enough to prepare). But, in truth, it’s only partly a morality play—it’s also a matter of demographic inevitability.

Retirement is traditionally said to rest upon a three-legged stool. The three legs are: Social Security, your pension benefits, and your personal savings. Let’s look at it piece by piece in order to see how sturdy this stool is upon which your future rests. Prepare to be frightened.

Leg One: Benefits from the Government

The first thing you need to know is that your personal Social Security savings don’t reside in a numbered safe-deposit box behind a heavy vault door in Washington, D.C. It would be nice to think that the government safely stows all the cash you pay in every year, putting it away to earn interest on your behalf, but the reality is decidedly otherwise. Social Security is a “pay-as-you-go” system: The government takes the money from your paycheck today and spends it today, doling it out to current retirees—in fact, paying them vastly more than they ever put into the system. Al Gore’s prattle about putting a “lockbox” on the Social Security trust fund was either doltishly naïve or cruelly cynical, because there’s no box to put a lock on. It’s accounting fiction. He might as well have suggested that we keep the money in Uncle Scrooge McDuck’s money bin.

When the demographic lump of baby boomers first started moving through the system in the 1960s and 1970s, and even up through the present, there was no problem with this arrangement. The boomers provided lots and lots of workers paying into Social Security to fund the retirements of those few individuals a little bit ahead of them.

In a few years, however—beginning in earnest in 2008, when the first wave of boomers reaches age 62 and becomes eligible for Social Security—this demographic lump itself will all be retired. Then there will be comparatively fewer workers (those left in the “python” a bit behind the boomers) paying into the system, and at that point, the pay-as-you-go model begins to disintegrate.

In reality, it’s already broken down, and a giant stack of IOUs is accumulating that will come due to your children. Add in Medicare expenditures, and far from having a surplus, you’re already devoting 3.6 percent of personal and corporate tax revenues to meet the shortfall from Social Security and Medicare taxes today. By 2030, this shortage will require 52.7 percent of general tax revenues, and by 2070, they’ll need 100 percent, according to the National Center for Policy Analysis. At that point, action will be essential, since this doesn’t leave any money to pay Congress’s salary.

What really exists is a two-part problem: Too many people about to retire (thanks to the postwar baby boom), and too few workers to subsidize their (prolonged and ever-more-expensive) retirements. Instead of 7.3 workers per retiree, as there were in 1950, or 4.7 each, as there are now; in 2035, there will only be 2.7 individuals in the workforce for each Social Security recipient. All in all, the burden per worker will go up 74 percent from today, even if the costs remain constant—which they won’t. Costs are rising astronomically. Something has to give.

In 1935, when Social Security got started, the average male worker didn’t even live to age 65 (just as black males still don’t survive to that age, on average). Cigarettes, by killing off large numbers of the population prematurely, were a tremendous asset to the system. Today’s retirees, however, live about 17 years longer than the ones back then. Yet over the decades, the minimum retirement age for Social Security benefits has only advanced by a total of one year.

It was never intended that Americans should work for 44 years and then retire and be supported (by whom?) for 23 more years after that, prior to shuffling off this mortal coil. Yet this has been promoted into the routine expectation. Worse still, most people would prefer to take an early retirement.

Meanwhile, this looming crisis doesn’t even appear on the books of the U.S. government. Social Security and Medicare, which provide income and medical benefits to retirees, presently account for more than one-third of all federal spending. In fact, Congress recently authorized a vast expansion of these benefits to include prescription drugs. Unfortunately, it didn’t see its way to providing any method to pay for this largesse. It charged a $7.5 trillion gift to taxpayers, putting the bill on a credit card that they lent it, and this debt is going to come due to a future generation. Politicians have pandered to older voters today by placing an inconceivably massive, but invisible (for the present) financial burden on people who can’t lift a finger to protest: the young and the unborn—in other words, on your children.

How big is the bill that’s coming for Social Security and Medicare? The sum of future obligations Congress has promised (as of October 2004, courtesy of economists Jagadeesh Gokhale and Kent Smetters) totals $72.4 trillion. To break it down: $10.4 trillion is for Social Security, and $62 trillion is for Medicare. This is the amount of money we’d need in the bank earning interest today to cover our future liabilities. And this amount is rising every day.

How much is $72.4 trillion? Sure, it sounds like a lot of money, but is it really? Lets put this amount in context: At the start of 2000, the total equity value of all publicly traded companies in the world was $36.1 trillion; the value of every bond in the world was $31 trillion. So even if you owned the entire global stock and bond markets, you wouldn’t have enough money in the bank to pay for Social Security and Medicare—you’d still be $5.3 trillion short, and to some people, even this paltry sum is a lot of money. The entire amount that Americans owe on their houses, cars, and credit cards totals about $9.5 trillion; the entire amount that they have in their IRAs is $2.6 trillion; and the combined worth of all of the nation’s public and private pension funds is about $6 trillion.

Bill Gates is widely reputed to be a rich man—the richest in the world, in fact. His net worth is some $29.4 billion, based on today’s Microsoft stock price. But the amount of money needed to pay for the unfunded Social Security and Medicare liability is 2,470 times as much money as Bill has.

Here’s yet another way of looking at the size of the obligation: It’s more than six times the total value of every good produced and service sold in the United States in 2004.

Americans are living in a dreamland. The median taxpayers today, a married working couple earning $46,400 a year, will have paid into the system a total of $198,000 in Social Security taxes and $43,400 in Medicare taxes. Then they’ll pull out a sum of $326,000 in Social Security and $283,500 in Medicare benefits (all these figures are in present dollars). The difference—$328,200—is the burden being shifted to future taxpayers … and that’s just one average couple. In reality, the entire $609,500 will have to come from future taxpayers, because the money this couple paid has already been spent. It’s gone.

In short, our government is running a gigantic Ponzi scheme, using the money coming in to pay off the first investors, not investing the money on behalf of current payers, and the situation is unsustainable. As economist Herbert Stein pointed out, if a trend can’t continue forever, it will stop. It will end in tears.

What Can Be Done?

There are two quick solutions for the government:

1. Don’t pay the money.

2. Do pay the money, but pay it with worthlessly inflated dollars.

Congress has made a promise, and it can break its word. By changing the law, voters can get rid of this crushing obligation at the stroke of a pen. But while this “solves” the problem, it does so by hanging senior citizens out to dry.

Alternatively, by running its printing presses at full tilt, the government could produce money with a lot of zeroes on it and settle the debt at once. A single bill with a number followed by 12 zeroes could cover the entire cost, but this would both leave seniors in the lurch and destroy the economy.

Both of these approaches are politically unpalatable. Unfortunately, the next round of solutions is also tough to swallow and guaranteed to be unpopular.

3. Raise the relevant federal taxes immediately (roughly double them).

4. Cut benefits immediately (roughly in half).

5. Some combination of the above.

These options are hardly trouble-free. For example, taxing your way out of the hole could involve raising taxes to a point that would discourage work and suppress economic output, and give rise to an even larger gray-market economy (with its attendant disrespect for law). Cutting benefits in half could produce legions of seniors begging in the streets. Either way, profound social dislocations of one sort or another would follow.

One solution often touted is for everyone to start saving aggressively. The problem is that the resulting drop in consumption would likely trigger a recession or a full-blown depression. In the extremely unlikely event that everyone in the baby-boom generation did save, you’d still be faced with the problem later of a large group of retirees trading the sum total of its assets for goods and services from a much smaller labor force. This would either depress the value of the assets being sold, or inflate the prices of the goods and services that seniors want (or both), but in either event offsetting the benefit of their earlier savings.

This problem is inherent in the supposed panacea of privatizing Social Security accounts, which has the financial-services industry licking its chops over the prospect of being able to harvest fees from every employee in America. Even so, allowing workers to invest a few percentage points of their savings into the stock and bond markets might make it possible for them to earn more than the 1.5 percent annual return on their contributions that Social Security currently offers. As it presently stands, the less you contribute to this system, the better an investment it becomes. Unfortunately, when the time comes to cash in, either the price of assets will fall or the cost of what retirees want will rise, until they reach equilibrium.

Remember that the other developed nations in the world (European countries and Japan) have this same problem (an aging population and a skewed demographic) even worse than we do, while the developing ones (China, India, and South America) are net importers of capital, not exporters. We can’t look to foreigners to buy all our stocks and bonds. Meanwhile, there will be fewer buyers in the younger generation at home as well. As Gary Lewis and the Playboys asked in the 1960s, “Who wants to buy this diamond ring?” For many, this question may turn out to be prophetic.

Still other theories propose that importing labor into the country (through increased immigration) will solve the problem by providing the extra workers that the economy needs. However, for this to be effective, we would have to take in approximately five times as many foreign workers per year as we do at present—and a much higher multiple if by chance these people want to bring their families with them. Such a shift would obviously change the makeup of America, and if we go this route, it would be a good idea to screen out as many potential terrorists as possible—no small task. Europe will be facing this dilemma as well, only their workers won’t be coming from Latin America, but from Islamic countries such as Algeria. Good luck!

Financiers Robert Arnott and Anne Casscells, in considering all of the above, propose that the most likely outcome is that people simply won’t be able to afford to retire. In order to retain roughly the same dependency ratio for the working population (that is, the number of parents and children that each active worker is required to support) that’s existed for the past 20 years, more people will have to work longer, both to add to the support side as well as to subtract from the debit side, by staying off the rolls of retirees who need supporting. This holds true even if every new retiree is handed a check for a million dollars by the government, since all that would happen is tremendous inflation in the mad crush of retirees competing to buy goods and services from the few remaining workers. In other words, there is no financial solution to a demographic problem for the generation as a whole.

How does this play out? In Arnott’s and Casscells’s projection, the baby boomers and Gen Xers will see their retirement ages rise from 64 to 72 between the years 2009 and 2035. Of course, there will be many people who are both unable to retire and unable to work. Theirs will be an unenviable lot.

Even postponing retirement may not be the solution it seems. When people plan to work longer, they tend to save even less, because they foresee fewer years needing to be self-financed, so it’s not clear how much of a net gain there really would be.

What’s Going to Happen?

No one knows. With debt of this magnitude, it’s pretty clear that the government can’t save you. No one has pockets big enough to pick.

Here’s what your authors won’t be surprised to see in the years ahead:

• Cutting benefits. Well, they won’t be “cut,” exactly, because this word is taboo when talking about Social Security. Let’s say that they’ll be “modified” according to different schedules, “reprioritized,” or “targeted” to help the truly needy. The government will no longer give money to people who don’t really need it (“means testing”), and benefits will be taxed at a higher rate. In other words, benefits will be cut to the bone.

• Delaying benefits by raising the mandatory retirement age. Maybe not “raising” it, exactly, but changing the payout contingencies so that retiring earlier will be unaffordable, and doing so later will be inevitable.

• Raising taxes by escalating payroll and Medicare taxes and raising marginal tax rates. Perhaps a European-style value-added tax (VAT) will join the mix, so the country can run two gigantic tax systems instead of one.

• Inflation. This one is too good to pass up: It raises taxes and reduces the debt in one swoop, with no legislator having to take the blame.

However the Social Security and Medicare burdens are allocated, it’s not going to be pretty. Perhaps the other two legs of the retirement stool will hold you up?

Leg Two: Benefits from Work

Until fairly recently, most Americans were covered by a defined-benefit pension plan at their place of employment. These promised lifelong benefits after workers retired, and frequently contained an adjustment for the cost of living. They grew tax deferred, unaffected by inflation or shocks from the market, and they were usually tied to a worker’s latest (and therefore highest) salary with the company, as well as to total years of service. Furthermore, the pension was there whether or not the employee chose to save, and the underlying investment portfolio was professionally managed, requiring no brain work on the employee’s part beyond showing up in the morning and punching the clock. The only downside was that if you left your job before you were vested (as Americans were wont to do), you lost the benefit. A great deal like this was bound to disappear, and it has. The defined-benefit pension plan is becoming deader than disco.

According to the federal Pension Benefit Guaranty Corporation (PBGC), which oversees these programs, some 7,500 such plans have been shut down since 2000 alone. Why? Various reasons have been given, but one that stands out is that they’re too expensive for management to offer. Consider the near-bottomless liability for future payouts under this arrangement, and you’ll see why.

In 1978 the defined-contribution plan was born: the 401(k) and its ilk. This gave workers the option of leaving some of their salary behind (tax deferred, often with a partial employer match) and managing the investments themselves, with results that we’ll examine in a moment. Later, when the idea came to hand employees back the cash value of their remaining defined-benefit plans (remembering that the biggest payouts were end loaded, making it cheap to pay off workers early), and then let them worry about what to do with it, management was all over this like polka dots on a bikini. Today, only 16 percent of Americans receive guaranteed-benefits pensions from their employers.

Happiest of all are government employees. Their pensions are backed by the taxing and borrowing power of the government, a formidable line of defense. Many can retire at age 50 with sensational benefits. In fact, the private sector—which couldn’t possibly afford such generous benefits itself—ends up having to pay for the government-pension bonanza. If you want to retire comfortably and early, work at the post office.

Employees in the private sector are less fortunate. If you have a corporate defined-benefit pension that’s fully funded, feel free to stand up and dance a jig. The problem is, it’s difficult to know for sure whether your plan actually is fully funded. You can check your company’s latest 10-K filing with the Securities and Exchange Commission, where there will be a table listing both the plan’s “benefit obligation at year end” and “value of plan assets at year end.” Compare these two numbers.

Alternatively, get a copy of your plan’s tax Form 5500 from your benefits administrator. Under Schedule B, Item 2A, you’ll find the plan’s assets, while Item 2b(4) lists the current liabilities (we warned you that this wasn’t easy).

Either way, the great hope is that assets equal or exceed liabilities, and that they’ll continue to do so in the future. The Bush administration is pushing Congress to require companies to let workers know if their plans are in trouble, and this seems like a good idea.

Although you may have a defined benefit on paper, it’s possible that the fund has been mismanaged and is now underfunded for meeting its coming obligations to you. Instead of prudently pairing future liabilities with maturity-matched government bonds, the managers may have bought stock (hoping to turn the workers’ pension program into a profit center). Then, possibly, the stock went down, and they now have a problem: There’s not enough money in the account to cover the future liabilities.

By a strange quirk of law, U.S. pension accounting allows a company to book income even when the fund experiences losses (because the “income” is based on expected, not actual returns). In other words, pension assets can be put on the balance sheet without having to record underfunded plans as a corresponding liability. Recently, the government gave a major gift to pension plans by letting them discount their future obligations by using an even higher assumed interest rate looking forward.

All these accounting games do nothing except paper over the problem. Meanwhile, when a pension plan fails, the promised health-insurance benefits usually go out the window along with it. This is no small matter to anyone affected.

Some 30,000 single-company defined-benefit pension plans still exist. If your employer is one of these and falls into bankruptcy, or if the plan becomes seriously distressed, it may be taken over by the above-mentioned quasi-governmental Pension Benefit Guaranty Corporation. Starting from that moment, no more benefits accrue. The maximum that can be paid out is set at $44,386 a year (but watch for that amount to shrink), no matter how much you were supposed to have coming, and highly paid workers who retire early find their benefits cut even more. The PBGC does not insure medical benefits at all.

Last year, United Airlines (UAL), by virtue of filing for bankruptcy, was able to stop paying into its defined-benefit pension plan. UAL has paid $50 million in insurance premiums to the government, and yet, if they bail on their pension obligations, the PBGC will be stuck with a tab of $8 billion—just from this one company.

There are presently a half-dozen firms who have unfunded liabilities that are greater than their entire market capitalization, and if the markets tumble, there will be many more. In 2002, 360 of the businesses in the S&P 500 had plans that were underfunded to the tune of $216 billion. Because companies can manage their own defined-benefit pension plans internally, instead of being forced to hand them over to a third-party insurer, the existence of a taxpayer-funded agency ready to bail them out when times get tough is an ever-present, tempting option. By agreeing to insure private pension plans, but then radically undercharging for this insurance (premiums haven’t been raised since 1994), the government has put itself in jeopardy, while providing a massive bailout to financially unsound companies—first the steel industry, then the airlines … can the auto industry be far behind? If a number of these plans run aground at the same time that the Social Security and Medicare deficits come due, who knows to what extent workers will be helped? Will the PBGC get the money it needs? There would be a lot of chicks asking for that worm.

Unfortunately, the United States has no one to pass its financial buck to except the U.S. taxpayer, and taxpayers in aggregate cannot tax themselves into solvency. Last year, the PBGC had a deficit of $23.3 billion, and it foresees “reasonably possible” pension defaults of $96 billion. We realize that this sounds like a trivial sum when we were just talking about trillions of dollars, but it’s not peanuts—just ask any of the 518,000 retirees who are currently receiving checks from PBGC instead of from the company pension plan on which they were counting. Overall, PBGC insures some 35 million participants. The pension liability has the potential to mushroom into one of the largest financial crises in U.S. history.

401(k) Plans

The 401(k) plan is the standard retirement vehicle facing most American workers today. These are directed by the workers themselves and contain assets of about $1.9 trillion in total. If you compare this figure with the $72 trillion needed just to keep Social Security and Medicare afloat, you can see right away that this solution is not going to be enough for everyone to retire to the south of France.

While the 401(k) plans have the advantage of being portable from job to job, they have serious drawbacks. One of the first was noticed when the Internet-telecom bubble burst in 2000 and workers found that the rug had been pulled out from under their stock portfolios. Despite the rules laid down by the Employee Retirement Income Security Act of 1974 (ERISA), workers at smaller companies (where most Americans are employed) often have access to only a few poor and expensive investment options. Still other corporations assign the business of managing their 401(k) plans to a vendor with the expectation of favors in return, such as future business relationships. The final mutual funds that appear on the plan’s menu may be there not because they’re the best available, but rather because the funds simply paid the plan sponsor to be listed, usually by some revenue-sharing arrangement (a fact not disclosed to workers).

Meanwhile, plan participants often assume that the funds are free, because the expenses are conveniently deducted from performance numbers and not broken out as a separate charge. And since the workers (not the companies) are footing the bill, there’s little incentive to keep costs down. For example, while you might buy a diversified portfolio of stocks and bonds at Fidelity Investments for 0.1 percent per year, workers in large plans typically pay 1.17 percent per year in expenses, according to a study by HR Investment Consultants. In medium-size companies (about 50 employees), the fees rise to 1.4 percent, on average; and for small companies, they can be as high as 3 percent per year. These seemingly small amounts make an enormous difference to your investment returns over time.

The biggest problem, however, is that employees haven’t proven to be expert money managers. Many choose to make no contribution at all to their 401(k) plans, even where there’s a matching contribution from their employer. They may be living hand to mouth and need every penny that they earn.

Only 8.4 percent make the maximum allowable contribution, according to the Center for Retirement Research at Boston College; and when they do pay in, they frequently don’t know how to manage their investments. Their employers, fearing lawsuits, are extremely loath to get in the business of providing advice on this topic. Somehow, a lunchtime PowerPoint presentation plus a raft of confusing marketing materials and small-typeface prospectuses from the mutual fund “families” don’t seem to be turning us into a nation of cracker-jack investors.

Where companies offer both defined-benefit pension plans and 401(k)s, the professionally managed defined-benefit plans outperform the worker’s choices by about 1.9 percentage points per year, according to a study by the National Center for Policy Analysis. This may not seem like a big deal, but it adds up to an enormous difference over time.

More damning is this study’s finding that the 401(k) plans of workers for major financial service firms like Morningstar, Prudential, Citigroup, and Merrill Lynch—people who earn their livelihood giving financial advice to others—underperformed simple market indexes by anywhere from 3.2 to 10.5 percentage points per year (this study covered the years 1995 to 1998, the last period for which data was available at the time it was written in 2001). If even these people can’t manage their own 401(k)s effectively, what hope is there for everyone else?

Let’s look at the kind of investment choices workers are making. The Hewitt 401(k) Index tracks the daily transfer activity of 1.5 million 401(k) plan participants with a total of about $90 billion in collective assets. As of August 2004, Hewitt Associates found that 24 percent of these workers’ assets was invested in their own company’s stock. This is a terrible choice, since a decline in an employer’s fortunes can lead to a layoff at exactly the same time as the 401(k) implodes. Less than half of these workers’ 401(k) assets were invested in diversified stocks and bonds, and 27 percent was warehoused in money-market or stable-value funds, virtually guaranteeing an insolvent retirement. The overall allocation is shown in Figure 1.1.

Figure 1.1: Workers’ 401(k) Asset Allocation 08/2004

[image: image]

For the coup de grâce, 42 percent of workers simply cash out their 401(k) plans when changing jobs, funneling their retirement savings into current consumption.

In a few years, when these individuals retire and find their piggy banks empty, the Krakatoa of all class-action lawsuits will arrive. The companies that employed them will be put on trial for having failed in their fiduciary responsibility and could be held liable—a black cloud hanging over the stock market and corporate earnings at exactly the point when we’ll need a vigorous economy to help shoulder the social burden of the baby-boom and Gen-X retirement. Your authors see the career path of class-action trial lawyer as a growth industry in the future.

The average 401(k) account balance for individuals age 50 to 59, a cohort careening toward retirement, is $88,000. In other words, there’s no pot of money sitting in their employee retirement accounts that’s going to save them either, which just leaves the third leg of the retirement-funds stool.

Leg Three: Personal Savings

Even if government benefits and corporate pension plans are in jeopardy, perhaps baby boomers have enough in the way of personal savings to see them through their retirements.

According to the U.S. Census bureau’s Survey of Income and Program Participation, in 2000 the median net worth of households headed by 55- to 64-year-olds was $112,048; subtract home equity, and that number fell to $32,304. Since then, the housing boom has undoubtedly inflated the value of their homes, although (as many have seen by checking their stock portfolios) what a bubble gives can quickly be taken away. Younger boomers, aged 45 to 54 years, had a median net worth of $83,150, and not counting their homes, their value was $23,525. It may be that the value of these assets will climb a lot between now and when they retire. However, they’re off to a slow start: Both the S&P 500 and the Dow Jones Industrial Average were higher in 2000 than they are today.

If this median-net-worth household of 55- to 64-year-olds were to retire tomorrow and somehow manage to get a 10 percent return on their $32,304 (they couldn’t do this safely, of course, but imagine that they could), they’d have $3,230.40 a year to supplement whatever they receive from Social Security and their defined-benefit pension plans, if any. This isn’t a lot to live on. We hasten to add that, according to AARP, less than 15 percent of boomers expect to receive an inheritance of any magnitude.

Table 1.1 shows the median worth of U.S. households in general in 2000.

[image: table 1.1]

Tables 1.2 and 1.3 drill down a bit further, focusing on 45- to 54-year-old and 55- to 64-year-old heads of households, outlining their median financial and nonfinancial assets. This data is from the 2001 Survey of Consumer Finances conducted by the Federal Reserve Board. It includes the 401(k) accounts we mentioned above, but not defined-benefit pension plans (which are difficult to value).

[image: table 1.2]

[image: table 1.3]

Of course, lest these paint too rosy a picture, we also need to take into account the debt these folks owe, which is shown in Tables 1.4 and 1.5.

[image: table 1.4]

[image: table 1.5]

A glance at these tables will show something missing—namely, anything like the massive amounts of capital that will be required to sustain the baby boomers and Gen Xers through their retirements. The amount of private savings they’ve accumulated is grossly inadequate.

Figure 1.2, which is from the U.S. Bureau of Economic Analysis, shows the percent of disposable personal income that Americans have been saving lately.

Figure 1.2: U.S. Personal Saving Rate

[image: image]

Personal saving accounted for 0.1 percent of disposable personal income in October 2004, down from 0.3 percent in September. These aren’t the savings rates of a nation that’s aggressively preparing for the future. If the English are a nation of shopkeepers, then Americans are a nation of shoppers. You can’t extrapolate from savings rates like these and come anywhere close to where we need to be.

Whether you look to government redistribution programs, corporate pensions, 401(k) plans, or other private savings, it’s just not in the cards for 78 million baby boomers to knock off work and play golf for 23 years. Where’s all the cash going to come from to support them? It doesn’t exist. If the government tries to print the money anyway, it will ruin the currency. If it tries to tax its way out of the mess, the economy will be crushed.

Ten percent of senior citizens already live below the poverty line. This is no way to spend your days when you’re old. Your authors fear that many in our generation are going to be joining their numbers.

What’s more, the retired baby boomers are going to be living well compared to Gen Xers, because the bones will be picked completely clean by the time they retire.

Having said all of this, we’d like to add one more thing: Yes, you can still retire comfortably. Maybe not everyone will, but you can, and we’re about to tell you how. Don’t get overwhelmed with the fate of the whole generation. Just worry about yourself, and then plan and act. You don’t need to outrun the bear; you just need to outrun the other hunter.

Read on.
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Table 6.2: Median Case out of 10,000

Year Portfolio Returns End-of-Year Balance
1 7% $1,018,534
8% $1,047,948
3 7% $1,071,872
4 8% $1,104,270
5 8% $1,136,694
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Table 6.1: Best Case out of 10,000

Year Portfolio Returns End-of-Year Balance
1 94% $1,844,111
2 21% $2,168,454
3 44% $3,043,881
4 5% $3,156,496
5 38% $4,287,345






OEBPS/images/raj37.jpg
‘Years Into Your Retirement

2Years

3 Years

4Years

5 Years

20%

0% 60%
Nest Egg Failures at 25 Years

80%

100%





OEBPS/images/raj36.jpg
Table 6.3: Worst Case out of 10,000

Year Portfolio Returns End-of-Year Balance
1 -35% $613,957
2 -8% $517,244
3 -17% $388,414
4 -12% $296,828
5 -21% $194,093
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Table 7.1: A Conservative Income Portfolio

Percent Asset Ticker Yield Expense

REITs

20%  Vanguard REIT Index VIPERS VNQ 4.90% 0.18%
STOCKS

iShares Dow Jones Select

20%  Dividend Fund DVY 326% 0.40%
TIPS

30% iShares Lehman TIPS TIP  484% 020%
BONDS

30% iShares Lehman Aggregate AGG 369% 0.20%
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Table 7.2: Historical Yield of Income Instruments

REITs CONED 10-Year Bond Portfolio

1985 71% 13.8% 11.6% 11.1%
1990 8.4% 5.9% 7.9% 7.6%
1995 77% 78% 78% 7.8%
2000 87% 6.1% 6.5% 6.9%

2005 4.7% 5.3% 4.2% 4.5%
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Table 1.2: Financial Assets Held by Baby Boomers
Head of Check. sav. Mutual Retrmnt. ~ Life
Hshid. Acct. CD Bonds Bonds Stocks Funds Accts. Ins.
Age
45-54,

Percent
WhoOwn 92%  15%  21% 3%  22% 20%  63%  31%

Median
Amount  $4,600 $12,000 $1,000 $60,000 $15,000 $38,500 $48,000 $11,000
Age
55-64
Percent
WhoOwn 94% 4%  14% 6%  27%  21%  59%  36%

Median
Amount  $5,500 $19,000 $2,500 $60,000 $37,500 $60,000 $55,000 $10,000
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Retirement Withdrawal Worksheet

Step One: Longevity Risk
1. Decide whether you want to plan for a 99% or a 95%
maximum ife span (see Table 3.2 on p. 63). Subtract your
retirement age from this outside figure to see how long a
retirement you're planning.

Step Two: Investment Risk

2. Decide whether you want to plan for 100%, 99%, or
95% probabilty of portfolio success.

Step Three: Withdrawal Rate

3. Enter the value of your couch potato portfolc
4. Goto Figure 7.1 and look up your recommended
portfolio ithdravial rate.

5. Muliply Line 3 by the percentage in Line 4.

Withdraw this amount of money from your coch potato

portfolio at the beginning of your irst year of refirement

Step Four:
6. Are stocks overvalued (Y/N)?

ithdraw the Money

See www.yesyoucantimethemarket.com.
f stocks are overvalued, sell 75% stocks/25% bonds.
f stocks are undervalued, sell 25% stocks/75% bonds.

Step Four: Annual Inflation Adjustments
7. Look up the annual rate of inflation fo the past year.

3. Multple Line 5 times Line 7

9. Add Line 8 o Line 5

10. Withdraw the amount i line 9 at the beginning of your
Your next year of etirement

11. Line 9 becomes the new Line 5

Step Five: Every Five Years
12. Go back to Step 1
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Table 9.1: Sample Costs of Annual Step-Up in a Fixed Annuity

Annual Payout Step-Up Initial Annual Payout
0% $7,738
1% $7,056
2% $6,403
3% $5,780
4% $5,189

5% $4,632
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Table 9.3: Variable Annuity Allocations

TIAA-CREF Portfolios: Allocation
Stock Index 30%
International Equity 20%
TIPS 20%
Large Cap Value 10%
Small Cap Equity 10%
Real Estate Security 10%
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Table 9.2: Variable Annuity Allocations

Vanguard Portfolios: Allocation
Total Stock Market 40%
Total International Index 30%
Total Bond Market* 20%
REIT Index 10%

* Substitute inflation-indexed bonds if using pre-tax dollars.
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Table 9.4: Variable Annuity Allocations

Fidelity Portfolios: Allocation
Fidelity VIP Index 500 40%
Morgan Stanley Intl. Magnum 30%
Fidelity VIP Value Strategies 10%
Fidelity VIP Health Care 10%

Fidelity VIP Real Estate 10%
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Table 1.3: Nonfinancial Assets Held by Baby Boomers

Other
Head of Other Nonrsdntl. Business
Hshid. Vehicles Residence Property Property Equity Other
Age 45-54
Percent
WhoOwn — 91%  T76% 15% 10% 7% 7%
Median
Amount  $15700 $135000 $65000 $56,400 $102,000 $11,000
Age 55-64
Percent
WhoOwn — 91%  83% 18% 12% 16% 8%
Median

Amount  $15,100 $130,000 $80,000 $78,500 $100,000 $30,000
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Table 3.

ife Expectancy

There’s a 5% There’s a 1%
Chance Chance

Your Age Today You'll Live To: You'll Live To:
40 100 105
45 100 105
50 100 105
55 100 105
60 100 105
65 100 105
70 101 105
75 101 106
80 102 106
85 102 106
90 104 107
95 106 109

100 108 110
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Table 3.5: Are Your Retirement Savings on Track?
Conservative Assumptions
Multiple of Current Salary You Should Have in Savings

Age Retirement Savings
25 01
30 05
35 1
40 16
45 26
50 4
55 6
60 85
65 125
70 16

Assumptions: “Gouch Potato” Portfolio - Live on 80% of final salary after retirement
« Retire at 70 - No pension - No Social Security - Low (40 percentile) investment
returns untilretirement - You might live to age 105 (1% possibility). - Your portfolio in
refirement has a 1% risk of failure
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Table 3.6: Are Your Retirement Savings on Track?
Moderate Assumptions
Multiple of Current Salary You Should Have in Savings

Age Retirement Savings
25 0.05
30 03
35 07
40 12
45 20
50 3.0
55 45
60 7
65 10
70 13

Assumptions: “Gotich Potato" Portfolio - Live on 80% of final salary after retremer
Retire at 70 - No pension + No Social Security - Median investment returns untl reire-
ment - You might lve to age 100 (5% possibility). - Your portfolio in retirement has a
507 risk of failure.
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Table 4.2: Percentage of Nest Egg to Save Annually
for People Starting 35 Years from Retirement

Future Investment Returns: Median 25%ile

Savings as % of Nest Eqg:

0% 0.6% 0.8%
5% 0.2% 0.5%
10% 0.0% 0.1%

20% 0.0% 0.0%
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Table 4.1:

low Big a Nest Egg Do You Need? Average Returns
Multiply Times Desired Annual Retirement Income from Nest Egg:

Income Safety:  100% 99% 95%

Longevity Safety:  99% 99% 95%
Retire at 60 323 213 179
Retire at 65 313 213 16.9
Retire at 70 313 20.0 16.1
Retire at 75 28.6 18.9 152

Assumphions. 0.20% Account Fees Afier Refiing - "Couch Pofato” Porffolio
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Table 4.3: Percentage of Nest Egg to Save Annually
for People Starting 30 Years from Retirement

Future Investment Returns: Median 25%ile

Savings as % of Nest Eqg:

0% 0.9% 1.1%
5% 0.5% 0.8%
10% 0.1% 0.5%
15% 0.0% 0.1%

20% 0.0% 0.0%
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Table 1.4: Debts Held by Baby Boomers

Headof Home  Other Instimnt. Credit-Card Lines
Hshld. Mortgage Residntl. Loans Balances of Credit Other

Age 45-54:

Percent
Who Own ~ 60% 7% 46% 50% 2% 7%

Median
Amount $75000 $33500 $9.600  $2,300  $5300 $5,000

Age 55-64:

Percent
Who Own  49% 8% 40% 42% 3% 7%

Median
Amount $55,000  $40,000 $9,000  $1,900  $20,500 $5,000
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Table 4.5: Percentage of Nest Egg to Save Annually
for People Starting 20 Years from Retirement

Future Investment Returns: Median 25%ile

Savings as % of Nest Eqg:
0% 2.1% 2.5%
5% 1.7% 2.1%
10% 1.3% 1.7%
15% 0.8% 1.3%
20% 0.4% 0.9%
25% 0.0% 0.5%
30% 0.0% 0.1%

35% 0.0% 0.0%
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Table 4.4: Percentage of Nest Egg to Save Annually
for People Starting 25 Years from Retirement

Future Investment Returns: Median 25%ile
Savings as % of Nest Egg.
0% 1.4% 1.7%
5% 1.0% 1.3%
10% 0.5% 1.0%
15% 0.1% 0.6%
20% 0.0% 02%

25% 0.0% 0.0%
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Table 4.7: Percentage of Nest Egg to Save Annually
for People Starting 10 Years from Retirement

Future Investment Returns: Median 25%ile

Savings as % of Nest Eqg:

0% 6.2% 7.0%
5% 5.6% 6.4%
10% 49% 5.8%
15% 4.3% 5.3%
20% 37% 47%
25% 3.0% 4.1%
30% 24% 35%
35% 1.8% 29%
40% 1.2% 23%
45% 0.5% 1.8%
50% 0.0% 1.2%
55% 0.0% 0.6%

60% 0.0% 0.0%
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Table 4.6: Percentage of Nest Egg to Save Annually
for People Starting 15 Years from Retirement

Future Investment Returns: Median 25%ile

Savings as % of Nest Eqg:

0% 3.4% 41%
5% 29% 3.6%
10% 24% 3.1%
15% 1.9% 27%
20% 1.4% 22%
25% 0.9% 1.7%
30% 0.4% 1.3%
35% 0.0% 0.8%
40% 0.0% 0.4%

45% 0.0% 0.0%
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Table A.1: Successful Income
Withdrawal Strategy Comparisons 1929-1958

Biggest
Early Middle Late  1-Year | Final

Strategy Rtrmnt. Rtrmnt. Rtrmnt.  Drop Estate
Omega $34315 $402372 $61334 $3586 | $40,304
Galeno $23,909 $18977 $36947 $5403 | $2,049413
Stein-DeMuth
99% Safe $38,088 $54,197 $55080 $13,000 | $584,505
Stein-DeMuth
95% Safe $47218 $48538 $55037 $11,191 | $163,463
Grangaard $56,101 $22,800 $23,069 $33,301 | $848,891
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Table 4.8: Percentage of Nest Egg to Save Annually
for People Starting 5 Years from Retirement

Future Investment Returns: Median 25%ile

Savings as % of Nest Eqg:

0% 13.8% 15.0%
5% 12.8% 14.1%
10% 11.8% 13.1%
15% 10.8% 122%
20% 9.9% 11.3%
25% 8.9% 10.3%
30% 79% 9.4%
35% 6.9% 8.5%
40% 5.9% 7.5%
45% 49% 6.6%
50% 3.9% 57%
55% 3.0% 47%
60% 20% 3.8%
65% 1.0% 29%
70% 0.0% 1.9%
75% 0.0% 1.0%
80% 0.0% 0.1%

85% 0.0% 0.0%
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Table 1.5: Debt of the Boomers

Head of Debt Payment Debts Past Due
Household > 40% of Income 60 Days
Age 45-54; 9% 6%

Age 55-64: 11% 6%
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Retirement Savings Worksheet

Step One: Adjust for Post-Retirement
Income Needs.

1. Your pre-retirement income

2. Estimated % needed after retirement
(default = 80%)

3. Desired post.retirement income
Step Two: Adjust for Social Security
4. Realistic annual social security income estimate:

5. Subtract Line 4 from Line 3:

Step Three: Adjust for Defined-Benef

Pen:

6. Realistic annual pension income estimate.
7. Subtract Line 6 from Line 5:

Step Four: Calculate Nest Egg

3. Get multiplier from Table 4.1

9. Multiply Line 7 times Line 8 to get nest egg
needed

Step Five: Calculate Necessary Savings
10. Current reirement savings
11: Divide Line 9 by Line 10.

12. Get multiplier from Tables 4.2-4.8

13 Multiply Line 12 times Line  to get annual
savings

Step Six: Adjust Savings Annually

18. Increase savings by rate of infiation.

19. Pay taxes separately if savings are held
taxable accounts.
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Table 5.2: Inflation-Indexed Bond Funds

Fund Ticker _ Expense
Vanguard Inflation-Protected Securities VIPSX  0.18%
iShares Inflation Protected Securities TP 0.20%
TIAA-CREF Inflation-Linked Bond TCILX  0.30%
American Century Inflation Bond ACITX  050%
Fidelity Inflation Protected Securities FINPX  0.50%
T Rowe Price Inflation-Protected PRIPX  0.50%






OEBPS/images/raj9.jpg
Home-cune Fnancal
Assets

Non-Home.owner Net
Worth

S _

B
25000
550000
575,000
$100,000
5125000
$150,000
$175.000

50500





OEBPS/images/raj28.jpg
Table 5.1: The Couch Potato Portfolio
Total Stock Market Index Funds

Fund Ticker _ Expense
Fidelity Spartan Total Stock Market Index  FSTMX 0.10
Vanguard Total Stock Market Index Viper VTl 0.15
Vanguard Total Stock Market Index VTSMX 020
iShares Russell 3000 Index wy 020
TIAA-CREF Equity Index TCEIX 026
T. Rowe Price Total Equity Market Index POMIX 0.40
Schwab Total Stock Market Index SWTIX 053
Total Bond Market Index Funds

Fund Ticker _ Expense
Dreyfus Bond Market Index DBIRX 0.15
iShares Lehman Aggregate AGG 020
Vanguard Total Bond Market Index VBMFX 022
Fidelity U.S. Bond Index FBIDX 032
Schwab Total Bond Market Index SWLBX 043
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Table 5.3 International Index Funds

Fund Ticker _ Expense
Fidelity Spartan International Index FSIIX 0.10%
Vanguard Tax-Managed International Index  VTMGX ~ 0.35%
iShares EAFE EFA 035%
Vanguard Developed Markets Index VDMIX  0.35%
Vanguard Total Intemational Stock Index ~~ VGTSX ~ 0.36%
TIAA-CREF Intemational Equity TINX 0.49%
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Table 1.1: Assets Held by U.S. Households 2000

Bank IRA/ Mutual Business
Home Car Accts. Keogh 401(k) Funds Equity
Percent

Who

Own 66%  85%  64%  21%  27%  27% 1%
Median

Value  $59,000 $5,875 $4,000 $24,000 $20,000 $19,268 $10,000
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