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Is That Your (Unintentional) 
Retirement Advice?
by Michael E. Kitces, MSFS, CLU®, ChFC®, CASL®, CFP®, RHU®, REBC® 

> Find out if you’re unintentionally leading your clients down an uncertain retirement path

If there’s one thing that has remained certain in this 
decade of diffi culty, it’s the gold standard advice for 
retirement planning: Save a healthy amount of your 
income, start young, invest steadily, and you’ll be 
able to retire when you want to and enjoy the stan-
dard of living for which you hoped and dreamed. 
Yet the reality is this model of retirement planning 
advice is actually far more speculative than we have 
ever acknowledged, and might be better summed 
up as: Save for decades, build a base, and then in 
the last few years quickly double your wealth with 
investment growth and retire happily. We’d never 
say that to our clients, but that’s really exactly what 
we’ve been recommending all along!

In principle, the answer to “How much should I 
save to retire?” is one of the easiest and most basic 
math problems in fi nancial planning. A 20-some-
thing-year-old client comes in and says that she’d 
like to retire in 40 years with $1 
million, and wants to know how to 
save and invest. The advice is sim-
ple; we pull out the fi nancial cal-
culator, enter a modest growth rate 
(perhaps 8 percent for a balanced 
portfolio), a 40-year time horizon, 
a future value of $1 million, and 
press the payment button to solve 
for the amount of annual savings 
required. The screen tells us the so-
lution is to save about $3,600 per 
year, or $300 per month. Armed 
with this guidance, the young cli-
ent goes on her merry way to a safe 
and successful path to retirement, 
comfortable in the knowledge that 
40 years of diligently saving and 

investing $300 per month in a balanced portfolio 
will get her to her goal.

What we’ve actually done is guide the client to-
ward a slow, steady accumulation path for the fi rst 
few decades of her working career, building an in-
vestment base that she must quickly double up in 
the last few years to have any hope of achieving her 
$1 million retirement savings goal on time. To un-
derstand why this is the case, here is a simple chart 
showing the client’s accumulation over the 40-year 
time horizon using the basic assumptions previ-
ously mentioned:

Compounding growth is a pretty amazing thing 
and, as fi nancial planners, we often extol the power 
of compounding over long periods of time. Yet we 
also forget just how powerful compounding can 
be—or is assumed to be—over short periods of 
time as well.
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For example, as the chart reveals, while the client has in-
deed accumulated $1 million by the end of the 40-year time 
horizon, it’s notable that after 30 years, the client still has less 
than $450,000. And, of course, at that point the impact of a 
marginal $300 per month of savings is fairly negligible; the 
client will only succeed in closing the gap to her $1 million 
goal in the final decade because of the investment returns. 
With an assumption of just 8 percent in growth, the classic 
rule of 72 means the client will double her wealth in nine 
years. Accordingly, what this traditional savings approach re-
ally says is that the best way to have $1 million in 40 years is 
to have $500,000 in 31 years, and then quickly double your 
money in the last nine years and retire happily. There’s just 
one problem; this directly contradicts the reality that while 
markets may deliver average returns over a very long time 
horizon, it is highly uncertain that they will deliver a precise 
expected 8 percent growth rate on a balanced portfolio over 
any specific nine-year time period.

This is the challenging reality that 
many clients have been living out for 
the past decade; no wonder so many 
retirees are looking at their portfo-
lios today and wondering how they’ll 
ever be able to retire! Our advice to 
a client who planned to retire some-
time around 2010 was to accumulate 
$400,000 to $500,000 over the first 
30 years of their lives, and then use the 
2000-2010 decade to quickly double 
that wealth to their $1 million retirement goal. What hap-
pened instead? The markets delivered virtually flat returns 
over the decade, and although the balanced portfolio generat-
ed very modest positive returns, it was still nothing close to the 
return necessary to double an entire portfolio in nine years. 
Unfortunately, dutiful, ongoing savings in the final decade of 
$300 per month did little to make up that half-million-dollar 
investment return shortfall.

What does this tell us? We are probably far too reliant on 
compounding to work, and we rely on the biggest part of the 
compounding curve to hit exactly when we need it—if we 
don’t actually get that last doubling of 8 percent per year for 
the final nine years, the retirement plan can be dramatically 
off track. In response, that means some clients might wish to 
save more, while others more will at least need to acknowledge 
how remarkably uncertain their actual retirement date will be 

when committing to a saving/accumulation plan of this na-
ture. In point of fact, this may actually help to translate the 
impact of statistical volatility into a much more tangible result 
for clients. Aiming for higher returns and allowing for more 
volatility may give you an earlier retirement date on average, 
but it makes the exact retirement year highly uncertain due 
to the increased risk. For many, the simple conclusion may 
be that saving more and aiming for a lower return, is a more 
desirable path.

So what do you think? Should we be communicating accu-
mulation planning differently to clients given how much our 
projections actually rely on tremendous accumulations from 
compounding in a very limited number of years at the end 
of a long accumulation/financial planning projection? Have 
you been unintentionally giving your clients iffy retirement 
advice?

Have you been unintentionally 
giving your clients iffy 
retirement advice?


