
10 Reasons to Re-think Retirement Income
Stock and bond returns may have been abysmal, but Social Security recipients are slated 
to receive an increase of 8.7% in 2023. What’s wrong with this picture?

While boomers (born 1946-1964) are estimated to control over half of 
U.S. financial assets—$29 trillion out of a $55 trillion total—more than 
80 percent of that cohort may be unprepared for retirement, according to 
recent McKinsey surveys of almost 9,000 U.S. households. Moreover, 
many prospective retirees feel that they lack assets and the financial 
knowledge they need for a confident retirement.

The challenge is decumulation—converting accumulated assets into a 
steady and reliable stream of income that lasts through retirement. But, 
there is no one-size-fits-all approach. Investors over age 72, for example, 
must deal with required minimum distributions from IRAs and defined 
contribution plans such as 401(k), 403(b), and 457(b) plans. Other 
investors may choose to annuitize some of those assets—a hot topic in 
the financial services industry given the various choices, costs, risks, and 
complexity. In any case, the risk is either spending too quickly and 
outliving their resources or spending too conservatively and consuming 
too little, say Boston College researchers.

ONLY 13 PERCENT OF U.S. PRE-RETIREES ARE “RETIREMENT READY” IN 
BOTH FINANCIAL SUFFICIENCY AND CONFIDENCE
Financial and attitudinal segmentation, U.S. pre-retirees, 2022, % of pre-retiree respondents1
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4 20

Totals 54 46 100
1Numbers may not add to 100% due to rounding
2Q: How ready do you feel overall for retirement?
Source: McKinsey Retirement Readiness Survey, Apr 2022
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Millennials (1981-1996) and Generation X  
(1965-1980) are significantly more pessimistic 
about achieving financial security in retirement, 
according to the National Institute for Retirement 
Security. Those generations will be more reliant on 
401(k) plans and IRAs (if they’re able to fund 
them) and less reliant on an imperiled Social 
Security system (which, if it lasts, will likely push 
retirement ages higher). 

To say it is time to rethink retirement income 
strategies would be an understatement, and here 
are 10 reasons why: 

1. Decline of defined benefit pension plans 

  The percentage of workers covered by a traditional defined benefit (DB) pension plan that pays a lifetime 
annuity, often based on years of service and final salary, has been steadily declining over the past 40 years. 
In contrast, the percentage of workers covered by a defined contribution (DC) pension plan—that is, an 
investment account established and often subsidized by employers, but owned and controlled by 
employees—has been increasing over time, the most popular being the 401(k), but many do not have 
access to such plans. 

2. Greater longevity

  According to the Centers for Disease Control and Prevention, life expectancy at birth for women in the 
United States was 79.1 in 2021, while life expectancy for men was 73.2 in 2021. Both marked declines 
because of the pandemic, but ongoing medical advances and healthy lifestyles are expected to drive 
longevity higher. 

3. Questionable future of Social Security

  While much can change in Washington, the Old-Age and Survivors Trust (OASI), which pays 48.1-million-
plus retired workers each month, is expected to exhaust its cash reserves by 2034. In that scenario, OASI 
benefits might need to be cut by 23% to sustain payouts through 2096 without any further reductions.

4. Growing savings gap

  Millions of American workers have not saved enough for retirement. According to Alicia Munnell, director of 
Boston College’s Center for Retirement Research, market turmoil erased some $3.4 trillion from 401(k)s 
and IRAs in the first half of 2022. As a result, Boston College research now points to a $7.1 trillion 
retirement-savings shortfall among U.S. households.

HOW CONCERNED ARE YOU THAT YOU  WON’T BE ABLE TO 
ACHIEVE A FINANCIALLY SECURE RETIREMENT?

Millennials and Gen X are most pessimistic about retirement. National Institute on 
Retirement Security.
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5. Chances of higher taxes

  According to the Institute on Taxation and Economic Policy, the United States had the most regressive state 
tax system in 2018; state and local taxes consumed 17.8% of family income for those in the bottom 20%, 
but only 3% of family income for those in the top 1%. Will progressive income taxes be a more attractive 
revenue source compared to sales, excise, and property taxes? Or, will the new Congress try to cut income 
taxes even though such a move backfired in the United Kingdom? Something must give with current debt, 
deficits, and demographics. 

6. Higher health care expenses

  According to the Centers for Medicare and Medicaid Services, national health expenditures grew 9.7% to 
$4.1 trillion in 2020, or $12,530 per person, and accounted for 19.7% of Gross Domestic Product (GDP). 
Hospital expenditures grew 6.4% to $1,270.1 billion in 2020, slightly faster than the 6.3% growth in 
2019. Physician and clinical services expenditures grew 5.4% to $809.5 billion in 2020, faster growth 
than the 4.2% in 2019. Prescription drug spending increased 3.0% to $348.4 billion in 2020, slower 
than the 4.3% growth in 2019.

  While many seniors expect Medicare to be a one-stop health insurance solution, it often is not enough. The 
program offers coverage for hospital stays, doctor appointments, medical tests, and more. But there is a lot 
that Medicare does not pay for, and the out-of-pocket costs can be massive.

7. Elder care

  As the Baby Boomer population ages, an unprecedented number of senior citizens are expected to need 
elder care. As a result, the U.S. home healthcare services market is projected to grow from $94.17 billion 
in 2022 to $153.19 billion by 2029.

TOTAL STATE AND LOCAL TAXES IN WASHINGTON Share of Family Income

Source: Institute on Taxation and Economic Policy
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8.  Younger generations living at home longer

  As successive generations of young adults 
in the United States cope with rising 
student debt and housing costs, 
multigenerational living is increasingly 
providing a respite from the storm: 
according to Pew Research Group, a 
quarter of U.S. adults ages 25 to 34 
resided in a multigenerational family 
household in 2021, up from 9% in 1971.

9. Prohibitive long-term health care insurance

LONG-TERM CARE INSURANCE POLICY COSTS – 2022 – PURCHASE AGE 55

Annual Premium – Purchase Age 55

Single Male, Age 55 (Select Health) $165,000 level benefits $950 Percentage difference between 
lowest and highest prices – with  
the 3% optionSingle Male, Age 55 (Select Health) benefits grow at 1% yearly $1,375

Single Male, Age 55 (Select Health) benefits grow at 2% yearly $1,750

Single Male, Age 55 (Select Health) benefits grow at 3% yearly $2,220

Single Male, Age 55 (Select Health) benefits grow at 5% yearly $3,685

Single Female, Age 55 (Select Health) $165,000 level benefits $1,500

Single Female, Age 55 (Select Health) benefits grow at 1% yearly $2,150

Single Female, Age 55 (Select Health) benefits grow at 2% yearly $2,815

Single Female, Age 55 (Select Health) benefits grow at 3% yearly $3,700

Single Female, Age 55 (Select Health) benefits grow at 5% yearly $6,400

Couple Both Age 55 (Select Health) $165,000 level benefits $2,080 combined

Couple Both Age 55 (Select Health) benefits grow at 1% yearly $3,000 combined

Couple Both Age 55 (Select Health) benefits grow at 2% yearly $3,870 combined

Couple Both Age 55 (Select Health) benefits grow at 3% yearly $5,025 combined

Couple Both Age 55 (Select Health) benefits grow at 5% yearly $8,575 combined

Based on 2022 American Association for Long-Term Care Insurance annual Price Index survey of leading LTC insurer(s) 
selected by consumers. Initial policy benefits equals $165,000. Rates shown above reflect “Select” health which is 
more costly than “Preferred” health. Rates above are for an initial pool of benefits equal to $165,000 (each at age 55). 
Value of benefits when policyholder reaches age 85 equals $222,400 each (@1%), $298,900 (@2%), or $400,500 each 
(@3%). Prices for state of IL. Prices can vary by state. Calculated: January 2022 and subject to change by the various 
insurers. Source: American Association for Long-Term Care Insurance 2021, www.aaltci.org.

Note: Young adults are adults ages 25 to 34. Multigenerational households include at least two 
generations of adults mainly ages 25 and older or grandparents and grandchildren younger than 
age 25. Source: Pew Research Center analysis of Current Population Survey Annual Social and 
Economic Supplement (ASEC) data files for 1971, 1981, 1991, 2001, 2011, and 2021 (IPUMS).

MULTIGENERATIONAL LIVING HAS GROWN FASTEST AMONG 
YOUNG ADULTS, ESPECIALLY THOSE WITH LESS EDUCATION

% in multigenerational household,  
by age group

% of 25- to 34-year-olds in a 
multigenerational household
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COST OF WAITING TO APPLY FOR LONG-TERM CARE INSURANCE POLICIES

How Much the Price Increases if You Wait

Issue Age 5 Years 10 Years 15 Years 20 Years A comparison of equal coverage. If you 
wait (say from age 55 to 65) same initial 
coverage costs 49.9% more. Not only will 
you pay more but you forfeit the increase 
in potential available benefits (thanks to 
having an annual growth factor. Plus you 
risk being declined for health reasons or 
paying more. Finally, you may lose the 
couple’s discount due to spouse’s death, 
divorce or denial of coverage.

55  16.5%  49.9%  100.8%  187.6%

60  28.7%  72.4%  147.0%

65  34.0%  91.9%

70  43.2%

Source: American Association for Long-Term Care Insurance 2021, www.aaltci.org. AALTCI LTCI Price Index. Couple, 
both buying $175,000 initial benefit growing at 2% compounded annually. State IL. January 2021.

10. Inflation

  Inflation in household staples has steadily outpaced wage growth since early 2021, exacerbating the 
challenge of savings prior to retirement, raising costs for those in retirement, and reducing the real returns 
of fixed income investors, depending on their underlying holdings.

The Takeaway

For investors looking to finance a two-person, two- or three-decade retirement, nothing is less safe than playing it 
too safe. Nothing is riskier than not taking enough risk and falling short. Not taking enough risk can cause just as 
much damage as taking on too much. Volatility is the price of admission to pursuing real returns over time. Coming 
up short is risk. 

Of course, markets do not move in a straight line, and there is plenty of reason to expect significant volatility in 
the years to come.

Be diversified, be defensive, and be patient. 

  With the tailwind of quantitative easing fading away and monetary tightening further, slower global growth can be 
expected. As a result, selectivity and quality should matter more this decade than the liquidity driven years after the 
global financial crisis. 

  Which company can grow in a slowing economy? Which company has pricing power? Which company has the strong 
balance sheet to withstand higher debt service costs? Auto-pilot investing alone may not be the answer. 

  Seek out managers who have posted superior risk-adjusted returns over market cycles – at least to pair with passive 
exposures. 

 Consider alternative investments, like merger arbitrage.

 Reduce duration.

  Rebuild long-term risk allocations with quality growth and value equity managers who have weathered multiple 
market cycles, or with equity substitutes like high yield, convertibles, or emerging market debt. 

Explore Virtus for Retirement Income Solutions

For more on how Virtus strategies can help in retirement planning, 
visit virtus.com or call 800-243-4361.
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