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The "New" Retirement
It’s the Same as the Old 

(Except with More Management Responsibility)

 The heady decades of robust stock 
market returns and booming real estate values 
(think the 1980s and 1990s) precipitated a 
shift in retirement plans, as 401(k)s and other 
qualified plans supplanted pensions as the 
primary source of retirement assets. At the 
time, this was considered a win-win for both 
employers and workers. Companies were freed 
from pension funding obligations while 
employees had the opportunity to realize 
higher returns and exercise greater flexibility 
over distributions than the monthly checks 
promised by a pension.

 Retirement decisions in the pension-
dominated model were minimal. With monthly 
Social Security and pension checks for life, the 
only real decision was whether any supplemental 
savings would be tapped for one-time expenses or 
left as an inheritance. Today, participants in the 
“new” retirement world of 401(k)s begun two 
decades ago still have Social Security, but they 
face a slew of decisions about how much of their 
retirement nest egg will be “spent down” to 
provide a monthly income, used to maintain 
adequate emergency reserves, set aside for an 
inheritance, and by the way, keep from 

exhausting their funds before they die.
Analyzing these factors, a current rule of 

thumb often used by financial planners is an 
initial retirement withdrawal equal to 4% of the 
nest egg’s beginning balance, then annually 
increasing this amount to match inflation. Given 
historical rates of return from a blend of asset 
types, this formula typically projects a spend-
down schedule that slightly exceeds life 
expectancy. But the absence of guarantees (such 
as those in a lifetime pension) mean two factors 
can undo this approach: volatile and/or less-
than-average returns and longer life spans. 
Ominously, many retirees have experienced 
both issues in the past decade: returns are down, 
while longevity is up. The theory of the 4% 
withdrawal rate has encountered some daunting 
realities.

In a March 7, 2015, article for the Wall 
Street Journal titled “How to Pump Up Your 
Retirement Income,” personal finance author 
Jonathan Clements sketches a hypothetical 
alternative to the 4% withdrawal format for a 
couple retiring at age 62. The strategies include 
all of the following:

Staggering/delaying Social Security payments 
– one starts now, the other waits until age 70.
Initiating a reverse mortgage at age 62, then 
saving a portion of the early distributions.
Allocating another piece of the nest egg to 
purchase “longevity insurance” in the form of 
a deferred income annuity.
Spending down a portion of the nest egg 
during the eight years of deferred Social 
Security payments.

Clements concludes this approach would 
provide the couple “almost 30 percent more 
than if they had simply claimed Social Security
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THE NEW RETIREMENT: IT’S THE 
SAME AS THE OLD, EXCEPT …

at 62 and plunked for a 4% portfolio withdrawal 
rate. Moreover, the strategy is arguably less 
risky, because they’re locking in various 
streams of income that will keep paying no 
matter how long they live.”   
 Clements’ example personifies several 
conclusions from a July-August 2014 Harvard 
Business Review article by Robert Merton. The 
opening paragraph from “The Crisis in 
Retirement Planning” begins:
 “Our approach to saving is all wrong: We need 
to think about monthly income, not net worth.”
 Merton says pension plans were designed 

with guaranteed incomes in mind. And vested 
recipients thought of their benefits in those 
terms. “Ask someone what her pension is worth 
and she will reply with an income figure: ‘two-
thirds of my final salary’ for example.”
 But defined-contribution (DC) retirement 
plans, like 401(k)s, have a different language 
and perception. “Most DC schemes are designed 
and operated as investment accounts, and 
communication with savers is framed entirely in 
terms of assets and returns.”  
 When the focus shifts from account balances 
and rates of return to income and guarantees, 
retirement priorities and strategies change. 
What’s interesting is that the re-focus is “retro” 
– finding ways to reconfigure existing assets to 
perform more like old-fashioned pensions.  

 The responsibility for producing an income 
from existing assets can either be seen as an 
opportunity or an annoyance (who wants to 
become a “money manager” in retirement?). 
Either way, the final decisions will be on the 
individual, not the employer. If retirement is on 
your horizon, you’ll want to educate yourself 
about the retirement income basics and retain 
the assistance of financial professionals who 
can guide you through your options and the 
accompanying details. 

“Our approach to saving is all 

wrong:  We need to think about 

monthly income, not net worth.”


