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Debt and Your Retirement

M ost people’s vision of retire-
ment not only involves free-
dom from work but also 

freedom from debt. A debt-free re-
tirement is a laudable goal, but it’s 
one that has become increasingly 
difficult for many to achieve. Mort-
gage, credit card debt, even student 
loans now follow people into their 
golden years, and that can have seri-
ous consequences for their long-
term financial health.  

When you retire, you stop ac-
tively earning income and start liv-
ing on your savings. If you’re still 
paying off debt, those payments will 
be another fixed expense. By going 
into retirement debt free, you’ll 
lower your living expenses, which 
will make that nest egg last longer.  

Reducing Debt before  
Retirement 

If at all possible, you’ll want to 
eliminate your debt before you re-
tire. Of course, some types of debt 
are worse than others. High-interest 
credit card debt can be a significant 
burden, so you’ll want to eliminate 
it as quickly as possible. Look for 
areas in your budget where you can 
cut back and make extra debt pay-
ments, or consider a second job to 
make extra payments. If you have a 
car loan and are close to retirement, 

consider selling the car after you 
quit working, since many people 
find they no longer need multiple 
vehicles in retirement.   

Becoming debt-free before re-
tirement may mean aligning your 
mortgage payoff date with your re-
tirement date; you may be able to 
bring your mortgage payoff date 
closer by making extra payments. 
Often, retirees want the peace of 
mind that comes with knowing 
they’ll own their home when they 
retire. But that accelerated payoff 

Set Your Own Debt Limits

Credit can be a valuable tool that allows you to purchase major 
items and pay for them over time.  But the ready availability of 

credit also makes it easy to incur more debt than you can comfortably 
repay.  Rather than allowing lenders to set credit limits for you, evalu-
ate your financial situation and determine your own limits. 

To find out where you stand with consumer debt, which includes 
all debt except your mortgage, make a list of your debts and monthly 
payments.  Then calculate your debt ratio by dividing your monthly 
debt payments by your monthly net income.  The general guideline is 
that your debt ratio should not exceed 10% to 15% of your net income, 
with 20% usually considered the absolute maximum.  However, you 
should consider your own circumstances and decide how much debt 
you are comfortable with. 

Setting your own debt limit and carefully evaluating whether you 
should purchase an item on credit should help you keep your debt 
under control.     mmm
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plan might not be right for every-
one. If you have a relatively low-in-
terest mortgage, no other debt, and 
are already maxing out your retire-
ment savings, you may feel comfort-
able sticking with your standard re-
payment plan, especially if you can 
get more from investing the money 
that you’d otherwise use to make 
the extra mortgage payments.  

One thing you shouldn’t do: 
take money out of your retirement 
accounts to pay off credit card or 
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mortgage debt. If you focus all your 
financial resources on paying off 
your loans, you run the risk of retir-
ing with inadequate savings. Anoth-
er potential misstep: prioritizing 
debt payoff over saving. While you 
don’t want to be saddled with exces-
sive debt, you also don’t want to end 
up cash poor in retirement, without 
enough money to meet everyday ex-
penses. 

Debt in Retirement 
Unfortunately, many people still 

end up nearing retirement holding a 
significant amount of debt. If that’s 
your situation, you have several op-
tions. One is to delay retirement for 
a few years while you concentrate 
on paying off debt. Plus, if you con-
tinue to work, you’re not tapping 
your nest egg, and it can continue to 
grow. In addition, if you delay 
claiming Social Security, your 
monthly payment will increase by 
up to 8% a year until you reach  
age 70. 

If you must enter retirement 
with debt, you may need to pare 
down your lifestyle — traveling less 
frequently, moving to a smaller 
home, or giving up your boat or RV 
— to reduce debt and minimize the 
risk of outliving your retirement 
savings. You could also continue to 
work part-time or as a consultant. 
That can bring in extra income, and 
many people enjoy a more gradual 
transition to full retirement.  

Finally, know that going into re-
tirement with debt poses some other, 
specific risks. While most creditors 
can’t garnish your Social Security 
payments, the federal government is 
an exception. If you owe back taxes, 
student loans, alimony, child sup-
port, or certain other types of pay-
ments, you may lose up to 15% of 
your Social Security benefit.  

Interested in learning more 
about what you can do to retire 
debt-free? Please call to discuss this 
in more detail.     mmm
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Financial Rules of Thumb

F inancial rules of thumb are 
designed to provide quick 
guidelines for your finances.  

However, you shouldn’t blindly 
follow them without giving 
thought to your personal circum-
stances.  Some of the more com-
mon rules of thumb include: 

Save 10% of your gross 
income.  While this will give you a 
good start, it’s typically the mini-
mum, not the maximum, you 
should be saving.  Analyze how 
much you’ll need for your finan-
cial goals, and then work back-
wards to calculate how much you 
should be saving. 

Plan on spending 80% of your 
preretirement income during 
retirement.  This may be true if 
you don’t plan to be very active 
during retirement, but more and 
more people expect retirement to 
include extensive travel and 
expensive hobbies.  On the other 
hand, if you’ve paid off your mort-
gage and your children have fin-
ished college, you may need less 
than this.  Review your individual 
situation to determine how much 
you’ll need. 

Set the percentage of stocks in 
your portfolio to 100 minus your 
age.  With increased life expectan-
cies, this can result in a portfolio 
that is too heavily weighted in 
income investments.  Set your 
asset allocation based on your risk 
tolerance and time horizon for 
investing.  Stocks should be con-
sidered for long-term financial 
goals of 10 years or more.   

Keep three to six months of 
income in an emergency fund.  
While an emergency fund is a 
good idea, how much you keep in 
that fund will depend on your cir-
cumstances.  You may need a larg-
er fund if you are the sole wage 
earner in the family, work at a sea-
sonal job, own your own business, 
or rely on commissions or bonuses.  

A smaller fund may be required if 
you have more than one source of 
income, can borrow significant 
sums quickly, or carry insurance to 
cover many emergencies. 

Pay no more than 20% of your 
take-home pay toward short-term 
debt.  Once considered a firm rule 
by lenders, you may now be able 
to obtain loans even if you exceed 
this amount.  Try to reduce your 
debt or at least reduce the interest 
rates on your debt. 

Keep your mortgage or rent 
payment to no more than 30% of 
your gross income.  While you can 
obtain a mortgage for more than 
that, staying within this rule will 
help ensure you have money to 
devote to other financial goals. 

Refinance your mortgage if 
interest rates decline by 2%.  This 
rule of thumb assumes you’ll pay 
significant refinancing costs, 
including points, title insurance, 
appraisal fees, and other fees.  
However, many lenders now offer 
refinancing deals with significantly 
lower costs.  Thus, you should 
assess whether it makes sense to 
refinance when mortgage rates 
decline by as little as half a per-
cent. 

Obtain life insurance equal to 
six times your annual income.  
Different individuals require vastly 
different amounts of insurance, 
depending on whether one or both 
spouses work, minor children are 
part of the family, or insurance is 
being obtained for other needs, 
such as to fund a buy-sell agree-
ment or to help pay estate taxes.  
Thus, you should determine your 
precise needs before purchasing 
insurance. 

Most financial rules of thumb 
should not be followed without 
first considering your individual 
circumstances.  Please call if you’d 
like to address your needs in any 
of these areas.     mmm
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complicated, as you’ll need to take 
into account the growth of your in-
vestments.  

Whatever the timeframe for 
your goals, making these calcula-
tions is important because it allows 
you to adjust your savings as your 
budget allows. For example, if you 
can’t afford to save the over $800 a 
month you need for the wedding, 
you have two options: You can ei-
ther adjust your timeline or opt to 
keep it the same and save less.    

5. Automate Your Savings 
If Possible 

Once you know how much you 
need to save, you’ll likely find it 
easier to stick to your plan if you 
can automate your savings. Adopt 
the pay-yourself-first principle and 
set up automatic transfers to your 
savings or investment accounts. The 
key is to save the money before you 
ever have a chance to spend it, as 
well as to avoid forgetting to make 
the transfers.  

6. Choose the Right Way 
to Save 

Depending on your goals and 
timeline, you have different options 
for savings. Traditional savings ac-
counts are a good option for short-
term goals, since your money will 
be safe. Investment accounts and re-
tirement accounts, like a 401(k) plan 
or IRA, are good options for longer 
term goals, since you’ll earn money 
as you save.  

7. Watch Your Money 
Grow 

Once you have your savings 
plan in place, keep an eye on how it 
is doing. You will need to periodi-
cally review your results and make 
adjustments as necessary.  

Please call if you’d like to dis-
cuss your savings goals in more de-
tail.     mmm 

How to Set Savings Goals

S etting clear, specific savings 
goals is one of the best ways to 
achieve your financial objec-

tives, but it’s a task that many peo-
ple struggle with. Unfortunately,  
establishing savings goals is a bit 
more complex than simply picking a 
number out of the sky and hoping 
you can eventually set aside that 
much cash. Below is a simple seven-
step plan that you can use to set — 
and reach — your savings goals.   

1. Select Goals  
Before you start saving, it helps 

to know what you are saving for, 
since most of us find it easier to save 
money if we know it will eventually 
be used for a specific purpose. Com-
mon savings goals are creating an 
emergency fund with at least six 
months of living expenses or saving 
for retirement, a child’s college edu-
cation, a down payment, or a vaca-
tion. Your goals will be as unique as 
you are; the most important thing is 
that you select them and make them 
as specific as possible.  

2. Determine How Much 
You Need to Save 

Exactly how much money do 
you need to accomplish your goal? 
For example, you may want to have 
$5,000 saved for your dream vaca-
tion, $30,000 for a down payment on 
your first home, or $1 million for re-

tirement. Don’t pick a random num-
ber at this point — research how 
much you’ll actually need so you 
can be confident that your savings 
will be sufficient to achieve your 
goals. 

3. Consider Your  
Timeline 

Savings goals can generally be 
divided into three broad categories: 
short-term (those that you hope to 
reach in a year or less), mid-term 
(those that are roughly one to five 
years away) and long-term (goals 
you hope to achieve in five years or 
more). It’s important to know your 
timeline, since it will have a direct 
impact on how aggressively you 
need to save to hit that target and 
where you put your money.  

4. Determine How Much to 
Set Aside Each Week or 
Month 

For short-term goals, this step is 
fairly simple. Say you plan to get 
married in a year, and you want to 
have $10,000 saved toward that goal 
before your big day. To meet that 
goal, you’ll need to save roughly 
$833 per month for the next year, or 
$10,000 divided by 12.  

Determining how much you 
need to save to hit your long- and 
mid-term goals can be a bit more 
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4Use debt only for items that 
have the potential to increase 

in value, such as a home, college 
education, or home remodeling.   

4Consider a shorter term when 
applying for loans.   

4Make as large a down pay-
ment as you can afford.  If you 

can make prepayments without 
incurring a penalty, this can also 
significantly reduce the interest 
paid. 

4Consolidate high interest-rate 
debts with lower-rate options.  

It is typically fairly easy to transfer 
balances from higher-rate to lower-
rate credit cards.   

4Compare loan terms with sev-
eral lenders, since interest rates 

can vary significantly.  Negotiate 
with the lender.  Although most 
lenders have official rates for each 
type of loan, you can often convince 
them to give you a lower rate if you 
are a current customer or have an 
outstanding credit score.  Review all 
your debt periodically, including 
mortgage, home equity, auto, and 
credit card debt, to see if less expen-
sive options are available. 

4Review your credit report 
before applying for a loan.  

You then have an opportunity to 
correct any errors that might be on 
the report.     mmm

If you’re in the markets for the 
long haul and look to capture 
the benefits of long-term trends, 

you should focus on the tools that 
maximize your long-term rate of 
return while managing the risks 
you take:  

Asset allocation. A long-term 
asset allocation strategy aims at 
determining an optimal mix of 
stocks, bonds, and cash equivalents 
in your portfolio to suit how much 
risk you’re willing to take. The ben-
efit of investing in all three asset 
classes is diversification — spread-
ing investments among assets that 
have different cycles of return.  

Portfolio rebalancing. This 
may be the most overlooked tech-
nique for potentially boosting 
returns and controlling risk. Yet the 
technique is relatively simple: once 
a year (or some other predeter-
mined time period), compare the 
percentage of your assets in each 
class to your strategy. Then sell 
some assets from the categories that 
are larger than your strategy calls 
for and use the proceeds to buy 
more of the assets that decreased in 
value. The principle is that rebal-
ancing forces you to sell high and 
buy low. 

Dollar-cost averaging. This 
technique actually puts market 

downturns to work in your favor. 
The method is to invest a set 
amount of money on a recurring 
basis in each asset class. By continu-
ing to make purchases when prices 
decline, you buy more shares than 
you do when prices are high.  Keep 
in mind that dollar-cost averaging 
neither guarantees a profit nor pro-
tects against loss in a prolonged 
declining market.  Because dollar-
cost averaging involves continuous 
investment regardless of fluctuating 
price levels, investors should care-
fully consider their financial ability 
to continue investment through 
periods of low prices. 

Between the strategies of trad-
ing actively and managing your 
portfolio strictly for the long term is 
a technique called tactical asset allo-
cation. This involves moving signifi-
cant chunks of your portfolio from 
one asset class to another, depend-
ing upon your reading of the chang-
ing prospects for risk and reward. 

Trading involves market timing, 
which in turn depends on reading 
market and economic indicators 
with precision. Is watching the indi-
cators for the right moment to move 
in a new direction the right 
approach for you?  

To determine the approach right 
for you, please call.    mmm

B ased on data from the Survey 
of Consumer Finances, older 

adults with more outstanding 
debt commonly respond to liquid-
ity constraints by working longer, 
delaying retirement, and postpon-
ing claiming Social Security bene-
fits. The researchers found that 
more household debt translates to 
an expectation of about an extra 
2.5 months of full-time work and 
an additional year of overall 
work. Individuals with a negative 

net worth (or more debt than 
financial assets) work for an addi-
tional two years. The study deter-
mined that mortgage debt 
remains the most significant and 
common source of debt among 
older households, representing 
69% of total debt in 2016. Older 
adults with a mortgage are 4.8% 
less likely to be retired and 3.1% 
less likely to receive Social Securi-
ty benefits (Source: AAII Journal, 
June 2020). 

Emerging research on cogni-
tive aging found declines in finan-
cial capability and concurrent 
lower investment performance 
among older individuals. 
Investors older than 75 on aver-
age experience investment returns 
that are 3% lower than those of 
middle-age investors. The return 
disparity rises to 5% among older 
investors with greater wealth 
(Source: AAII Journal, July 2020).    
mmm  




