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Recently, an insurance company survey said the average American
believes they need $4.3 million to retire. A survey from a different

insurance company stated the number is $1.27 million.

This article is the first

of two articles about

So, which one is right? The answer is..NEITHER. “The Magnificent Seven:”
Key metrics that predict
and measure how well

a retirement plan is
helping participants
prepare for retirement.

The problem with both surveys is that they are exactly that—surveys.
Itisn't quite the same, but you might as well ask people what the
Powerball numbers will be this weekend. As someone who has been in
the retirement plan industry for almost 40 years, | find it disheartening
that we are still doing surveys that add little value for American workers.
In fact, the danger of these surveys is they could stop people from even
trying to take action—and | find that even more disheartening.

“Without a clear

No wonder many savers adopt an attitude of: “If the goal is godad |, a saveris
so impossible, why try? | will just keep working until I can't.” like the Cheshire

Fortunately, there are key metrics that predict and measure how well catin Alice in

a retirement plan is helping its participant prepare for retirement. Wonderland,

These metrics fall into four distinct categories: who maintai ns,
KNOWING |[ SAVING || INVESTING || SPENDING If you don't know

where you're

But the most important metric is to establish a Personal going, any road
Retirement Goal (PRG)—-the amount of savings you need Wl” get YOU there.’"
in order to retire at the living standard you want. This is
the logical place to start. Otherwise, without a clear goal,
a saver is like the Cheshire cat in Alice in Wonderland, who

maintains, “If you don’t know where you're going, any road Download our supplement for
will get you there.” calculating how much money

may be needed in retirement.
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https://www.newyorklife.com/newsroom/press-resources/new-york-life-wealth-watch-great-wealth-transfer
https://news.northwesternmutual.com/2023-06-22-Americans-Believe-They-Will-Need-1-27-Million-to-Retire-Comfortably,-According-to-Northwestern-Mutual-Planning-Progress-Study
https://www.fiduciarydecisions.com/blog?__hstc=233546881.f6af5e448778b0e48aedf08c21f7daed.1695074563170.1695310702311.1695828333154.7&__hssc=233546881.3.1695828333154&__hsfp=755016984

Establishing a PRG boils down to two simple “wants”

Answers to these two questions take a saver further down the road to
understanding their PRG than any general survey:

How much does the
2 ) participant want in monthly
income in retirement?

When does the participant

1 want to retire?

| believe the reason you have the wildly varying survey estimates,
referenced above, is because many retirement plan service providers
have not taken the time to help participants define these two “wants.”
I'll provide some important guidance on these two components of a
personal retirement goal.

Key planning question #1:
When does the participant want to retire?

Cumulative American Retirees by Age

2017 Federal Reserve Survey of Household Economics and Decisionmaking
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If you conduct sensitivity analysis on this issue (a mathematical approach
for determining the most impactful item), you will see when you retire is
the most critical metric for determining how much money you will need
for retirement (this is why Social Security reduces the payout by 30%

if you retire at age 62 instead of at age 67). A good personal advice
program should solicit this critical answer for each participant.

- >

This chart shows the
percent of Americans
who have retired by a
certain date. The data
indicates that:

S50%

About 50% of Americans
have retired by age 61 to 62

About 75% of Americans
have retired by age 64


https://dqydj.com/average-retirement-age-in-the-united-states/#:~:text=The%20average%20retirement%20age%20in,ages%20of%2057%20and%2066.

Key planning retirement question #2:

How much does the participant want in monthly retirement income?

While there are several ways to answer this question, most approaches
to calculating “how much money do you need to retire” fall into two
basic categories:

A simple rule such as that it should be 75% of your final pay or ten
times your salary at age 65.

A more complex method that varies the percentage of your final
income inversely with the level of compensation.

So, while #1 is a good start to answer the question of how much you

will need, #2 is an even better answer. A study from Morningstar showed
that the cost of retirement varies from 54% of final pay to 87% of final
pay, because as your income increases, you will likely need a lower
percentage replacement. Logically, those with lower incomes need to
replace nearly their entire income to cover expenses (87% of earned
income). Those earning higher incomes may need a smaller proportion
of their larger income to satisfy needs (54% of earned income). This
analysis is also consistent with an excellent study conducted by Marlena
Lee of Dimensional Fund Advisors.

While #1 is a good start, and #2 is a better approach, the BEST answer for anyone is that this answer
is always personalized. For example, imagine two individuals who are 62 years old both making $120,000

a year at retirement but with very different life circumstances:

HOUSING TRANSPORTATION HEALTHCARE
One individual has their One individual keeps a One individual is
house completely paid car until it has 250,000 incredibly healthy while
off while the other has a miles while the other likes the other is not.
small mortgage (due to to lease a new car every
a divorce later in life). three years.

While there are other expenditure differences to examine, these four
differing circumstances clearly result in a different answer to the question:
How much does the participant want in monthly income?

SO ]

ENTERTAINMENT
One individual eats
out and travels a lot

while the other prefers
to stay home and
enjoys cooking.


http://www.smartretirement.com.au/wp-content/uploads/2015/06/Dimensional-How-Much-Should-I-Save-For-Retirement-White-Paper-Lee.pdf
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Finding the answer
that people are

How hard is it to get a participant to answer the two questions related o
to a PRG? Well, probably tougher than we think, although from my willi ﬂg to share
experience leading employee enrollment meetings earlier in my career, im o]} rtant details
| have witnessed that people are willing to share important details R

8 about their life

about their life when they genuinely believe you're trying to help them.
Lastly, consistent with Peter Drucker’s famous saying that “What when they Qen ul ne|y
gets measured gets managed,” it is vital that service providers start believe you're trying
measuring what percent of participants have a PRG in a manner "

to help them.
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similar to the chart below.

Percent of Participants with a PRG
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Can we reach this milestone right away? No. But having worked with the
largest and most prestigious service providers in the retirement industry,
| am confident that we—as an industry-have the aptitude and attitude to
move the industry forward on this critical metric of “what does retirement
savings success look like." Fiduciary Decisions is ready and willing to assist.




We Can Help

Please share this thought leadership piece with plan sponsors, plan advisors and others
to encourage them to help retirement plan participants establish their PRG. Download here.

Click here for our supplement: “Calculating How Much Money You May Need for Retirement”

Visit us at www.fiduciarydecisions.com
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