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Abstract
Americans, according to recent Hearts & Wallets
(H&W) research, continue to embrace two
inevitable consequences of the shift to self-funded
retirements: planning to work as long as possible,
and accepting the obvious fact that income will be
substantially lower when not working than when
working. “Retirement” solutions must start to
work within these parameters, rather than resisting
them by trying to entice Americans with the
attractive, but impossible, alternatives, namely
setting expectations that it will be possible for most
Americans to withdraw voluntarily from the work
force at a relatively young age while maintaining
their living standard for decades. Americans
acknowledge a day will come when, in their own
words, they are no longer “employable,” and that
they want to prepare realistically for this 
eventuality, albeit with more modest goals than are
often set forth currently. 

The danger is that, by positioning stretch goals as
the standard, retirement planning approaches could
be discouraging Americans from saving towards the
more urgent, and ironically, achievable, goal of
financial independence. An analysis of the incomes,
current assets, savings behaviors and aspirations for
retirement-income replacement rate, as published
in H&W’s “Retirement Reachability RatioTM”
index, shows that many Americans are within reach
of personal goals that are lower than those currently
“recommended” by industry, even as some are still
falling short of adequately protecting themselves
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for the time of life when work may no longer be
possible. 

With lower margins for error, how income is 
generated becomes more important. American
savers are interested in emerging techniques for 
generating income from personal assets for this time
of life. Three currently interesting techniques are:
setting an insured “income floor,” taking 
sustainable withdrawals or using time-based 
buckets to allocate resources for future 
consumption. 

In order for these approaches to resonate with 
customers, practitioners will need to set these 
techniques in a context that legitimizes working as
long as possible, prepares for health and 
employment market uncertainties and embraces a
lower financial lifestyle, even though overall 
happiness can increase. While the word “retirement”
is firmly ingrained in both industry and consumer
vocabularies and would be difficult to replace, the
context needs to change. It’s not about rocking
chairs, but neither is it about riding motorcycles
cross-country. For current generations of working
Americans, the number one financial priority is

building the financial safety net that lets them be
secure and independent, without having to rely on
any one employer who may not be able to offer
them work forever. 

Exhibits
■ Vision for lifestyle as senior citizen
■ Current industry recommendations
■ Reachability index
■ Usage and interest in income floor, sustainable

withdrawals and time-based buckets

Vision for Lifestyle as Senior Citizen
In the most recent fielding of an annual nationally
representative survey of American investors, more
than half (52%) of working-age Americans 
envision life as a senior citizen as “working full time
as long as health permits.” Lifestage variations are
shown in Figure 1 (above). And while hope for a
leisure retirement increases with wealth, only
about one-third of working age investors with at
least $100,000 envisions a retirement with no work. 

Qualitative research illuminates the thinking behind
these statistics. There is growing acceptance of the
reality that, for most people, employment is the most

FIGURE 1: VISION FOR LIFESTYLE AS SENIOR CITIZEN BY LIFESTAGE - 2011

Source: Hearts & Wallets Investor Quantitative Panel 2011

Analysis Excludes Those Who Are Already Retired
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effective way to generate substantial income, and
that income tends to drop when employment
stops. If it would be undesirable for income to
decline, and it is still possible to work, then the 
logical response is to continue working. 

As one research participant put it, “If I quit 
working, I quit getting money.” Income data by
lifestage from the 2011 Investor Quantitative
Panel (“H&W 2011 IQP1”) confirm the intuition that
income rises in “Early Career,” flattens out in “Mid
Career,” then peaks right before retirement, after
which income falls. In 2011, the average income
for a “Late Career” household was $68,000, and
only $48,000 for the average “Post-Retiree” 
household.

Desired Replacement Rates
The fact is that most retirees are currently living on
much less income than they had when they were

working. The H&W 2011 IQP found that 
approximately 40% of retirees live on 60% or 
less of pre-retirement income2. This was 
surprising in 2010; 2011 data show the same
thing.

Despite lower income in retirement, research 
suggests that many retirees are happier due to more
leisure and less stress. When asked how their
lifestyle in retirement compares to their 
expectations,” the most common response, chosen
by 39% of retirees, was “I am/we are surprised by
how much I/we enjoy having more time and less
stress.” This likely makes them feel that they can
achieve the same quality of life on less money.

Younger Americans see this reality, and embrace
it. Most “Accumulators,” H&W’s term for 
Americans neither in retirement nor within five
years of it, plan to live frugally in old age: 

FIGURE 2: RETIREMENT INCOME CALCULATORS: RESULTS OF “BEN AND ELAINE” SCENARIO

Source: Hearts & Wallets Retirement Income Competitive Landscape, After the Gold Rush: What’s Next for Retirement Income, March 2011

Pardon me is there a financial analyst in the house?
There is a massive disparity in results, usually caused by default assumptions.
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■ In 2011, the average Accumulator wants to have
a 65% replacement rate in retirement. Desired
post-retirement replacement rates declined
from 2010 to 2011 for all older investors close
to retirement, across all investable asset groups
For example, investors with $100,000 to
$500,000 in assets had an average desired
replacement rate of 65% in 2011, down from
75% in 2010. Similarly, investors with $500,000
to $2,000,000 in assets had an average desired
replacement rate of 75% in 2011, down from
85% in 2010. 52% of Accumulators and 44%
of “Pre-Retirees” say they will live on 60% or
less of pre-retirement income. These 2011
figures are higher than percentages reported in
previous years

■ Only 23% expect to live on 90% or more of
pre-retirement income. An “100%-of-income”
retirement is a luxury that not even the wealthy
are sure they want; even among investors with
more than $2 million in assets, only 39% expect
90% of income or more

At the risk of stating the obvious – but needing to
do so since so many industry thinkers seem not to
accept it – without defined benefit plans that
deliver a good deal of their compensation in the
form of lifetime income after a mandatory 
retirement age, a voluntary leisure retirement at the
same level of consumption as when one was
working has become a luxury good that few
Americans want, or believe is possible. 

Current Recommendations
The interesting part will be to see how, and
whether, retirement-planning approaches evolve to
embrace this reality. Many currently do not. In Q1
2011, a review of popular publically available 
retirement planning tools, showed that major firms
such as Bank of America/Merrill Lynch, TD
Ameritrade, Wells Fargo, Amerprise, TIAA-CREF
and others, default users to replacement rates of 80%
to 100%. In most cases, users may manually

adjust replacement rates. The point is that the default
is much higher that what most Americans are 
targeting.

Research suggests that more Americans are 
beginning to use retirement calculators and other
sources in an attempt to improve retirement 
preparedness. Figure 2 (previous page) shows a 
customer scenario that was run through a selection
of leading industry calculators that are publically
available in one of our competitive landscape 
studies that was conducted in 2011. 

Most Americans intuitively understand the reality
that, to accomplish a leisure retirement over two or
three decades, income over the working years would
have to be divided fairly evenly between 
consumption and saving. Few are willing to make
the extreme, and certain, sacrifices necessary for
the potential enjoyment of an uncertain future. Yet
most calculators assume replacement rates of 
80-100% of pre-retirement income, and do not make
it easy to change this default. Life expectancy is 
similarly high, pre-determined and unchangeable,
averaging from 90 to 101.

What is an American saver supposed to conclude
from these results? When a firm or adviser presents
them with a scenario that does not reflect their 
aspirations, or that they believe is impossible, the
natural consumer reaction is, at best, to feel 
misunderstood, and, at worst, to perceive the 
presenter as unreliable.

Reachability
If the industry continues to promote a view of 
retirement that is so out-of-touch with two common
sense responses to a change in environment, the risk
is that American savers will miss the important 
message that they must prepare themselves for old
age. The resources needed to protect oneself in old
age are less daunting than what would be necessary
to fund a “retirement” – and are not unachievable.
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H&W’s “Retirement Reachability RatioTM” is a
measure of how close older Americans are to
achieving their retirement goals. This metric is 
different from related measures developed by
other organizations because it takes into account
their desired replacement rates and only the amount
of income they expect to earn from personal
assets (allowing them employment income, for
example.) About 54% of Pre-Retirees, defined as
households who consider themselves within five
years of voluntary or involuntary retirement, are
within 80% of the target assets to reach their goals.
However, 45% of Late Careers are not within 60%
of the target assets to reach their goals, even 
taking low desired replacement rates into account.

We believe this situation will improve when more
Americans are presented with realistic goals, in line
with their practical perceptions of what retirement
really looks like, that they can work towards. Our
competitive landscape best practices research
reveals many immediate improvements to fund and

launch. Additionally, longer-term enhancements to
ponder include the connections with health, debt and
real estate. Good health allows work to continue,
while poor health means work may have to stop,
and health care bills may rise. On average 
Post-Retirees, defined as households who have
already entered retirement as defined as the 
historical primary breadwinner ceasing full-time
work in the primary occupation, devote about 16%
of spending to health, but averages are misleading.
One in eight (15%) allocates more than one-
quarter of expenses on healthcare. It is very hard
to make consumption trade-offs with health 
spending when there are life and death 
consequences, or even serious quality of life
implications. Regarding debt and real estate, only
six in 10 Post-Retirees have no consumer debt,
while for the average Pre-Retiree the primary home
and additional vacation or investment real estate 
represents 52% of the total of real estate plus
investable assets.

FIGURE 3: 2011 “RETIREMENT REACHABILITY RATIO” FOR PRE-RETIREES AND LATE CAREERS

Source: Hearts & Wallets Investor Quantitative Panel 2011

Current Assets Relative to Assets Required to Reach Desired Post-Retirement Replacement Rate

HOW THIS WAS CALCULATED
Desired Income = If not yet retired, Q30 Desired Replacement Rate * Q24 Current Income; If Post-Retiree, Q24 Current Income
Percentage of Income desired from Personal Assets = Q32 Dividends + Withdrawals + Interest + Annuity Income
Target Assets = Desired Income from Personal Assets / 4% (sustainable withdrawal)
“Reachability Ratio” = Current Assets/Target Assets
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Three Techniques 
There is no doubt that retirees without traditional
pensions will have to use their personal assets for
income. In 2011, among Post-Retirees, only 12%
of income comes from personal assets. However,
Pre-Retirees expect to get 28% of their income from
personal assets. Late Careers, who are less likely
to have traditional pensions, expect to generate 35%
of their income from personal assets. This is 
reasonable, and may even understate the situation.
“Post-Retiree Non-Pensioners,” H&W’s term for
people living in retirement without pensions, 
generate 43% of their income from personal
assets. 

Seven years into the intensification of efforts to
improve support for older Americans who will rely
on income from their personal assets, three 
retirement income methodologies are emerging:
“income floor,” “sustainable withdrawal,” and
“time-based buckets.” Top-level findings on
investor usage of, and interest in, these three
techniques are shown in Figure 4 (above). Insights
into usage by channel, wealth and attributes with

most and least appeal are available from H&W. The
income floor approach has high potential, although
findings vary by investor segment, of course, and
there is a role for all three approaches. 

Conclusion
Retirees will continue to face many challenges in
retirement. The diminished role of pensions, poor
capital market performance over the last decade and
escalating health care costs are a few challenges that
call for sound retirement planning solutions. In 
addition, many retirees should assess whether
their retirement goals are reasonable. In short, 
reasonable expectations and adopting the 
appropriate retirement strategy are critical to
achieving desirable results.

In conclusion, there definitely continues to be ample
competitive “white space” in the opportunity for 
private industry to innovate, on one hand, to help
American retirement savers define and work to 
realistic goals, and on the other, to support 
retirees in responsibly enjoying the fruits of their
hard work. ■

FIGURE 4: INVESTORS ALREADY USING /INTERESTED IN EMERGING RETIREMENT INCOME TECHNIQUES

Source: Hearts & Wallets Investor Quantitative Panel 2011

Late Career, Pre/Post-Retirees, & Fully-Employed Seniors Only

Scale of 1 to 10 where “1” equals “strongly disagree” and “10” equals “Strongly Agree.” “Strongly Agree” includes scores of 9 and
10, while “Agree” is 6 to 8, “Disagree” is 3 to 5, and “Strongly Disagree” is 1 and 2.
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Footnotes:
1        A nationally representative survey of 4,574 Americans conducted in July 2011.
2        H&W defines “retirement” as when the historical primary breadwinner ceases full-time work in the primary occupation, and 
“replacement rate” as the self-reported ratio of post-retirement income to pre-retirement income.
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