
FINANCIAL PERSPECTIVE

Retirement Readiness: 
The Smarter Way of Thinking

More than HALF of non-retired people are worried 
that they won’t have enough saved for retirement.1

Find Out How Ready You Really Are…
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The Myth of the Magic Number
It’s not uncommon to think there is a magic number 

for retirement, and once your savings account and that 

number match up, your “happily-ever-after” retirement 

can simply go on autopilot. For too long, the financial 

services industry has painted this distorted view of 

retirement. From national marketing campaigns to 

tireless media coverage, you were told that reaching 

your number is your key to success in retirement. 

Unfortunately, this line of thinking can be flawed. 

The problem is that just “knowing your number” can 

fail to address the fundamentals of how money works 

in retirement. Like life, money is fluid, complicated, and 

different for each person. Let’s say that you have your 

magic number in mind, but something unexpected and 

costly occurs, causing your retirement savings to fall 

short. Does this mean that you won’t be able to retire 

on time? Or maybe it means that you’ll have to go back 

to work indefinitely? We can’t answer these questions 

because we don’t know enough about your needs and 

wants for retirement, and the income sources required 

to fuel it. The savings you’ve accumulated during your 

working years are only part of the story.

This perspective will explore a different way of thinking; 

it explores why Retirement Readiness is more than just 

a number and what steps could be taken to ensure 

that you can be ready to retire. And perhaps more 

importantly, it will show you how you can afford to stay 

retired.

The Two Aspects of Retirement Readiness
There are two aspects to Retirement Readiness: 

fundamental readiness and emotional readiness. 

Fundamental readiness can be defined as how your 

assets are structured to provide you with the greatest 

probability of financial success in retirement. This can 

include planning for factors such as how much income 

you need each year, when to take withdrawals, whether 

or not your income sources need to be repositioned for 

risk or tax reasons, and so on.

In contrast, emotional readiness is the feeling of 

confidence that you have in your retirement plan 

(fundamental readiness). This comes from knowing 

that your plan is fully prepared to fulfill your needs, 

wants, and can be adjusted for unexpected events in 

retirement, as required.

When you are fundamentally ready for retirement, 

you are also emotionally ready.
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The Reality: Many of Us Aren’t Ready
While many of us have saved and invested throughout our working lives, the reality 

is that many of us aren’t ready and/or simply don’t feel ready for retirement. The 

Allianz 2020 Retirement Risk Readiness Study revealed that most Americans are 

underprepared for when and how retirement will happen, including:

1. Facing a Forced Early Retirement 

50% of survey respondents retired earlier than expected, with the vast 

majority doing so for reasons outside of their control including unanticipated 

job loss and healthcare issues.¹  

2. Not Saving Enough

42% of near-retirees (those within 10 years of retirement) say they aren’t 

currently able to put away any money for retirement;  32% say they are way 

too far behind on retirement savings goals to be able to catch up in time.¹

3. Failing to Address Risk Tolerance 

49% of survey respondents said that a stock market drop is the greatest 

threat to their retirement income.¹

4. Not Understanding the Potential Impact of Inflation in 
Retirement

Only 24% of survey respondents are considering the impact of inflation and 

how it can prevent them from enjoying their retirement.¹

5. Growing Concern of Outliving One’s Money in Retirement

60% of non-retirees said that one of their biggest worries is running out of 

money before they die.¹

6. Lack of Understanding the Costs of Healthcare in 
Retirement

48% of current retirees say they have no idea how much they spend on 

healthcare while 62% of non-retirees say they have no idea of how much they 

will spend on healthcare in retirement.¹

SOURCE: Allianz Life Insurance Company of North America, “Key Findings from Our 2020 
Retirement Risk Readiness Study,” July 2020. https://www.allianzlife.com/-/media/files/allianz/
pdfs/newsroom/ent-3474.pdf
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The Planning Gap: Why We Aren’t Ready
The “know your number” retirement planning philosophy can be refuted by the fact that there are ever-present 

external threats and uncertainties that can impact on retirement assets. While many of us are aware of these 

risks, many don’t think to include or know how to solve for them in our retirement plans, causing a gap in our 

readiness.

Five Risks to Your Retirement Income

During your working years you accumulate wealth, anticipating withdrawing from this stockpile as soon as you 

enter retirement. This withdrawal period typically means that the money going out is greater than the money 

coming in, and your wealth drops over time. However, there is more to this income and expense equation, 

as your money is  subject to various risks that can accelerate the depletion of your wealth, beyond just your 

income withdrawals. 

Did You Know?

Inflation tends to be 
higher for retirees due 
to increased medical 
expenses (as tracked 
by the Consumer Price 
Index for the Elderly).2

Figure 1.0: Five Risks to Retirement Income

Market Risk
Losing more than you are willing or can afford to lose 

in the market.

Tax Risk
Not managing your income in the most 

tax-advantageous manner possible.

Inflation Risk
Not being able to maintain your desired 

lifestyle in retirement.

Longevity Risk
The chance that you may outlive your money.

Survivorship Risk
Not being able to provide for your loved ones after your passing.

SOURCE: The National 
Committee to Preserve Social 
Security & Medicare, “The CPI-E: 
A Better Option for Calculating 
Social Security COLAs,” 
September 2020. https://www.
ncpssm.org/documents/social-
securitypolicy-papers/the-cpi-e-
a-better-option-for-calculating-
social-security-colas/
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A Hypothetical Example: Total 
Assets vs. Income Protection
To get a better understanding of the planning challenges 

that come along with the “magic number” way of thinking, 

consider the following hypothetical example.

Part 1: Retirement Assets

Let’s say that you have two scenarios to choose 

from for your retirement. Both scenarios assume 

a 3% return on total assets, as well as expenses 

inflating each year by 2%.

Option A provides you with $3 million in accumulated retirement assets and Option B only provides 

you with $500,000. Most people would select Option A based on the total amount of assets available 

to withdraw from in retirement.

Part 2: Expenses

But now, let’s factor in expenses. Let’s say that with Option A you have $300,000 in annual expenses 

and Option B you have $100,000 in annual expenses. Option A is still looking like the better option, 

as your wealth should extend further than Option B.

OPTION A

OPTION A

$3M
Retirement Assets

$3M
Retirement Assets

($300,000)
Annual Expenses

$500,000
Retirement Assets

$500,000
Retirement Assets

($100,000)
Annual Expenses

OPTION B

OPTION B
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Part 3: Guaranteed Income

Assets accumulated and expenses are only part of the equation. We also need to consider guaranteed 

income which could come from various sources like Social Security benefits, a pension, or an annuity 

product. Let’s say with Option A you have $50,000 of guaranteed income each year and with Option B your 

guaranteed income is $150,000. This additional piece to the financial picture immediately changes 
the long-term sustainability which can make Option B the more prudent choice both fundamental 
and emotionally.

Part 4: Added Income Protection

Last, but not least, let’s evaluate retirement income risks. In Option A, you didn’t think to account for 
inflation or longevity risks. However, in Option B you’ve added additional income protection to help 
account for the impact of inflation and the possibility of long-term care expenses. Option B could be 
considered the more prudent choice as you are taking steps to protect your income from potential risks.

OPTION A

OPTION A

$3M
Retirement Assets

$3M
Retirement Assets

($300,000)
Annual Expenses

($300,000)
Annual Expenses

$50,000
Guaranteed Income

$50,000
Guaranteed Income

None
Added Income Protection

$500,000
Retirement Assets

$500,000
Retirement Assets

($100,000)
Annual Expenses

($100,000)
Annual Expenses

$150,000
Guaranteed Income

$150,000
Guaranteed Income

 Inflation Protection 
and LTC Plan

Added Income Protection

OPTION B

OPTION B
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If we were to demonstrate this hypothetical example in a graphical form in Figure 2.0, you can see that Option A 

falls short in providing income that will last throughout the duration of your retirement. Guaranteed income that 

outweighs your expenses can help provide you with the fundamental readiness and confidence (aka “emotional 

readiness”) for your retirement life.

Figure 2.0: Option A (Total Assets) vs. Option B (Income Protection)

$3,500,000

$3,000,000

$2,500,000

$2,000,000

$1,500,000

$1,000,000

$500,000

$0

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

The information in this hypothetical example is intended for illustrative purposes only and is not guaranteed.
This example assumes both options have a 3% return on total assets and that expenses inflate each year by 2%.

Number of Years Retired 

To
ta

l A
ss

et
s

Option A (Total Assets) Option B (Income Protection)

Year 14 Total Account Value
Option A: $0
Option B: $734,267

Retirement Readiness = Income Protection

Get a New View on Your Retirement Plan

Retirement should be an exciting milestone to achieve in life. However, being ready for it extends beyond a 

magic number. To be fundamentally and emotionally ready, you need to understand how to structure your 

retirement income so that it’s protected and can provide for you and your family throughout your lifetime. 

There’s no time like the present to get a quality check on your current retirement plan – you may be surprised 

to find out you are more ready than you realize or discover that there is a risk factor that should be addressed 

before it impacts your retirement.

For a complimentary, no obligation Retirement Readiness Review, please contact the 
financial representative who provided you with this financial perspective.
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Disclosures

This information is provided as general information and is not intended to be specific financial guidance.  Before 

you make any decisions regarding your personal financial situation, you should consult a qualified financial 

professional to discuss your individual circumstances and objectives.

Guarantees are backed by the financial strength and claims-paying ability of the issuing insurance company. 

An annuity is intended to be a long-term, tax-deferred retirement vehicle. Earnings are taxable as ordinary 

income when distributed, and if withdrawn before age 59½, may be subject to a 10% federal tax penalty. If the 

annuity will fund an IRA or other tax qualified plan, the tax deferral feature offers no additional value. Qualified 

distributions from a Roth IRA are generally excluded from gross income, but taxes and penalties may apply to 

non-qualified distributions. Consult a tax advisor for specific information. This information is designed to provide 

general information on the subjects covered.  Pursuant to IRS Circular 230, it is not intended to provide specific 

legal or tax advice and cannot be used to avoid penalties or to promote, market, or recommend any tax plan or 

arrangement.  You are encouraged to consult your personal tax advisor or attorney.


