
VOLUME 2 , NUMBER 2

27

Retirement is becoming increasingly real and
imminent to many Americans. Unlike past
generations, where many households could rely
on pensions to provide most of their retirement
income, many more among today’s (and
tomorrow’s) retirees are facing the prospect of
funding retirement on their own. This creates a
huge burden on retirees who are forced not only to
determine how much they need to save in order to
achieve a successful retirement, but also how to
generate income and deal with the associated
risks. This is a complicated task and
understanding the differences in households and
the solutions they are seeking is perhaps even
more complex.

Many households entering retirement will step
into the asset-based world, deriving a large share
of their incomes from their investment portfolios.

In order to help industry stakeholders better
understand their customers, Morningstar has
partnered with the Retirement Income Industry
Association (RIIA) to look at the balance sheets
of pre-retired and retired households to better
understand their retirement income situation. In
particular we will focus on the average amount of
income that households will receive and the
regularity, predictability and dependability of that
income stream.

Morningstar will use data from RIIA’s Retirement
Typology, a segmentation based on relevant life
stages and meaningful levels of wealth. The
typology divides U.S. households into 16
cohesive, consistent, and mutually exclusive
segments. The analysis looks at nine of the
16 segments that have the most wealth and are
nearest to the retirement years. Figure 1 (below)
shows the number of households in each of the
RIIA segments.

Morningstar’s ability to look at the assets and
income of households by segment allows it to
evaluate the very different financial situations of
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Starters Builders Pre-retired Retired Total
Under 35 35<50 50<65 65+ All USHHs

Marginal 7.2 11.0 11.8 8.2 38.2

Mass Market 12.0 18.5 19.7 14.0 64.1

Affluent 3.6 5.5 5.9 4.2 19.2

Wealthy 1.3 1.8 2.0 1.5 6.6

Total 24.1 36.8 39.4 27.8 128.0

Age of Household Head Nine Segment Focus of RIIA

Source: SBI’s 2010-2011 MacroMonitor

FIGURE 1: MARKET SIZE OF THE RETIREMENT TYPOLOGY (MILLIONS)
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the households. In order to evaluate a resource
component in each of these cohorts the RIIA
segmentation divides each age group into four
levels of wealth based on their total household
assets. See Figure 2 (at left) for a breakout of the
asset levels for each segment.

One goal of the Morningstar analysis is to perform
a sort of financial ‘triage’ where we will likely
determine that many households in the top Wealth
market segment are fully able to achieve their goal
to retire and most households in the bottom
Marginal segment will be unable to even consider
retirement without a considerable change in
course. Further, most households in the Mass
Market and Affluent will require considerable
assistance and careful planning to reach their
objective. For each segment, we want to add a
delineation to separate those that, with reasonable
guidance and assistance, should be able to achieve
some semblance of their retirement goal and the
remainder who will need radical strategies in order
to even come close to achieving their objectives.

Using this analysis we can quantify the
conclusions shown in the RIIA Matrix in Figure 3
(on the following page). For example, the RIIA
Matrix shows that there is a proportion of Mass
Market, Affluent and High Net Worth households
that are under-funded, constrained and over-
funded relative to their retirement income
obligations. The Morningstar analysis will enable
us to quantify the household financial situations
that place them in those segments. In the chart
when the Mass Market households are
constrained, the analysis will show what incomes,
assets, liabilities and budgets contribute to those
constraints. It is likely the Mass Market
constrained households have very different
numbers than the constrained Affluent and High
Net Worth households. The difference in the
financial situations of households that are
considered constrained can yield tremendous
insights into the different products and services
that should be offered to the different households.

Segment

Starters

Builders

Pre- Retired

Retired

Age

Under age 35

Age 35 to 49

Age 50 to 64

Age 65+

Financial Asset Range
for the Household

$475,000 or more

$1.2 million or more

$1.9 million or more

$2.62 million or more

The Wealthy - The first level is the top 5% of households in each cohort. Any
household whose mean total assets place them in the top 5% for that cohort is
assigned to this resource level which we call Wealthy.

Segment

Starters

Builders

Pre- Retired

Retired

Age

Under age 35

Age 35 to 49

Age 50 to 64

Age 65+

Financial Asset Range
for the Household

$230,000 to $475,000

$540,000 to $1.2 million

$730,000 to $1.9 million

$900,000 to $2.62 mil.

The Affluent - The next resource level is set at the next highest 15% of households
in each cohort, which we will call Affluent.

Segment

Starters

Builders

Pre- Retired

Retired

Age

Under age 35

Age 35 to 49

Age 50 to 64

Age 65+

Financial Asset Range
for the Household

$14,000 to $230,000

$75,250 to $540,000

$104,000 to $730,000

$157,000 to $900,000

The Mass Market Households- The next resource level is the next 50% of
households in each cohort, which we call the Mass Market.

Segment

Starters

Builders

Pre- Retired

Retired

Age

Under age 35

Age 35 to 49

Age 50 to 64

Age 65+

Financial Asset Range
for the Household

Under $14,000

Under $75,250

Under $104,000

Under $157,000

The Marginal Households - The final level is the bottom 30% of households in
each cohort who have the lowest level of assets, whom we call Marginal.

Source: SBI’s 2010-2011 MacroMonitor

FIGURE 2: ASSET RANGES OF THE HOUSEHOLDS IN RIIA AGE-WEALTH SEGMENTS
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Figure 4 (at right) provides differences between
household segments in assets and net worth across
the three groups. Affluent households typically
have approximately four times more net worth
than the Mass Market while the Wealthy typically
have more than 10 times the net worth of the Mass
Market. Not only are there significant differences
in the total net worth within each segment but also
in the types of assets that combine to create net
worth. Home equity is much closer within each
age range when compared to investible assets. For
example, while the home equity of the Wealthy
65+ segment is only three times as large as the
Mass Market 65+ segment, the investable assets
are approximately 17 times larger. This has
significant implications on potential funding
sources for retirement income and will be a key
point in our analysis.

For each of the nine segments we show three
categories of assets: Financial, Investable and
Total assets. Total assets represent all the holdings
of the households. However, while Financial and
Investable assets are two major components of
Total assets, they are not the only components.
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F IGURE 3 : R I IA’S 2010 CL I ENT SEGMENTAT ION MATR I X I S BAS ED ON THE HOUS EHOLD 360

FIGURE 4: ASSETS AND NET WORTH OF RIIA MARKET

SEGMENTS (MEAN AMOUNTS IN THOUSANDS)

35<50 AGE GROUP SEGMENT
Mass Market Affluent Wealthy

Total financial assets $68 $271 $1,078
Total investable assets $40 $168 $774
Total assets $267 $757 $2,498
Home equity $66 $174 $280
Net worth $125 $510 $2,135

50<65 AGE GROUP SEGMENT
Mass Market Affluent Wealthy

Total financial assets $130 $594 $1,928
Total investable assets $87 $425 $1,636
Total assets $344 $1,161 $3,530
Home equity $106 $273 $454
Net worth $245 $990 $3,336

65+ AGE GROUP SEGMENT
Mass Market Affluent Wealthy

Total financial assets $178 $897 $3,120
Total investable assets $167 $821 $2,920
Total assets $418 $1,567 $5,414
Home equity $171 $344 $523
Net worth $366 $1,417 $5,204

Source: SBI’s 2010-2011 MacroMonitor
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Figure 5 (above) shows all the components of
Total Assets for a household with two spouses.

The calculation of Total household assets is fairly
straight forward: retail assets plus defined
contribution assets plus real estate plus hard
assets equal Total assets. The importance of
Figure 5, particularly for a financial adviser, is
profound. First of all, advisers should quickly
realize that the investable assets they are
managing are only part of the total resources that
a household has available to fund retirement. DC
plan assets and all the other tangible assets like
real estate, businesses and collectibles may be
beyond the reach of the adviser right now, but only
for the current moment in time. Over time and
depending on the households needs, and with
some planning, all assets are fungible and
convertible to investments.

In addition, advisers will realize that only looking
at the assets of one spouse may significantly
understate the ability of that household to provide
for itself in retirement. While it is much simpler to
focus on one spouse and the accumulation of his
or her assets, the rewards of reaching both spouses
can be seen when the couple steps into retirement.
Typically, spouses who have accumulated wealth
separately before retirement will spend and save
as one unit in retirement. As new retirees put their
heads together and make consolidation decisions,
advisers can lose retail accounts at the suggestion
of spouses with whom they have had no
relationships to other retail accounts that they did
not know existed. In households with two spouses
who maintain some separation of investments,
there easily could be more than one adviser. The
Morningstar analysis will look across financial
and investable assets and at the assets of both
spouses.

F IGURE 5 : THE COMPONENTS OF TOTAL ASS E T S

Combined
Type of Asset Assets Held by Spouse One Assets Held by Spouse Two Household Assets

Investable Assets •Checking, Savings, Cash •Checking, Savings, Cash Combined retail
•Mutual funds •Mutual funds investments, HSAs and
•Annuities •Annuities trust investments of
•Stocks and bonds •Stocks and bonds both spouses
•Options •Options
•CDs •CDs
•Other retail investments •Other retail investments
•Balances held in health savings accounts •Balances held in health savings accounts
•Assets in trusts, 529’s, UTMA’s, •Assets in trusts, 529’s, UTMA’s,
Custodial Accts. Custodial Accts.

+ Financial Assets •Investable assets •Investable assets Combined financial
•401(k), 457 and/or 403(b) assets •401(k), 457 and/or 403(b) assets assets

+ Home Equity Real estate equity, with home equity in many cases is held jointly by both spouses. Combined real estate
May include the primary home, vacation homes, and investment real estate. equity

+ Non-financial Businesses, furniture, autos, boats, Businesses, furniture, autos, boats, Combined tangible
Assets collectibles, and other tangible assets collectibles, and other tangible assets assets

= Total Assets Investable + DC Plans + real estate equity Investable + DC Plans + real estate equity Combined Total
+ tangible assets in spouse’s name + tangible assets in spouse’s name Assets
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Assets only tell one part of the story when it
comes to retirement, since some “assets” that are
used to fund retirement are not typically
considered as “assets” when thinking about net
worth, for example Social Security. While each
retiree’s Social Security benefit could be viewed
as the mortality weighted net present value of
future cash flows, these are not included in an
individual’s typical “balance sheet.” There may be
other sources of income and assets as well. As the
concepts underlying RIIA’s RMA program lay
out, in addition to financial assets, an adviser
should consider the household’s human and social
assets as well.

Different segments will have different types of
income that affect the advice advisers may give
concerning the most suitable products to help
households reach their retirement income goals.
Figure 6 (at right) provides information about the
sources and amount of income that Retired
Affluent households receive during retirement.

When considering income it’s important to think
about the “type” of each income source. For
example, there are guaranteed income sources
such as defined benefit, Social Security or private
annuity payments. Households with high levels of
guaranteed income are unlikely to need additional
sources of guaranteed income (i.e., they’re less
likely to purchase an immediate annuity). These
households would be better served with advice on
how to manage their assets to best meet their
retirement income goals (or possibly their legacy
goals).

This analytical framework enables us to map the
behaviors and financial holdings of households in
each segment to the financial products and
services that serve their financial needs. At a basic
level, we can see how well providers have
penetrated various market segments. Also,
attitudinal data about goals, preferences, risk and
retirement will help explain the decisions
households have made and what they may do in

the future.

As part of RIIA’s RMI program, Morningstar will
analyze the various investment- and product-
related sources of income, characterize these
sources of income based on the level of
consistency (e.g., periodic or guaranteed),
compare and match types of incomes with the
various expenses faced by a retiree and evaluate
the sustainability of the assets pools over time for
the households in each of the nine RIIA market
segments. This research will provide financial
services firms with a better understanding of

FIGURE 6: INCOME SOURCES AND TYPE FOR RETIRED AFFLUENT

HOUSEHOLDS

Average
TRADITIONAL INCOME Amount Type
Wages, salaries, commissions, tips $46,000 Periodic
Net self-employment, business $18,000 Periodic or
or farm income Sporadic

Average
INVESTMENT INCOME Amount Type
Investment income (net) $26,000 Periodic

Interest and dividend income $17,000 Periodic
Net income from investment real estate $44,000 Sporadic
Capital gains from sale of prop. or securities $9,000 Sporadic
Income from royalties and partnerships $13,000 Sporadic

Average
RETIREMENT INCOME Amount Type
Social Security or Suppl. Security Income (SSI) $24,000 Guaranteed
Retirement payments or pensions from
previous employer $35,000 Guaranteed
Private annuity distributions $17,000 Guaranteed
Government payments $19,000 Guaranteed
IRA or Keogh distributions $24,000 Sporadic
401(k), 403(b) or 457 distributions $17,000 Sporadic

Average
“RIGHT PLACE, RIGHT TIME” INCOME Amount Type
Inheritance $19,000 Sporadic
Trust income $14,000 Sporadic
Contrib. from persons not living in household $12,000 Sporadic
Other $31,000 Sporadic

Source: SBI’s 2010-2011 MacroMonitor
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specific households’ retirement-income needs and
their decision-making processes. The ability to
understand and then target specific household
groups will enable firms to identify, design, and
offer compelling and effective retirement-income
solutions for specific customer segments.

So what is the promise of the future? We see three
major positive outcomes from our work. First, we
will be able to size the current flow of retirement
income coming from the total assets of retired
American households. Second, we will be able to
compare and contrast the households in the
different RIIA market segments, showing
retirement income potential from the wealthiest
households to those of more modest means.

Finally, we will be able to put our work in the
context of different, multiple sources of income –
investments, Social Security, pensions, etc. All of
these will then be used to inform the potential for
generating retirement income from the pre-retired
market segments. Together these calculations will
help financial institutions and advisers to be
prepared to meet today’s and tomorrow’s retired
households’ income needs. �

To contact Mr. Cohen: email lcohen@sbi-i.com or
call 609-378-5044.

Mr. Blanchett can be reached at david.blanchett@
morningstar.com and 859-492-5637.
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