Retirement Spending Budgets for 78 Million Baby Boomers: How Will

Poor Baby Boomers Survive the Retirement Crisis?

e 55 million baby boomers are poor and need help to live in their retirements. They
are the “Retirement Crisis.”

e The other 23 million baby boomers have collectively saved $50 trillion. Most can
afford a comfortable retirement

e Spoiler alert. All 78 million baby boomers could be seriously harmed by a market

crash and/or serious inflation. Both are real possibilities.
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America is suffering a Retirement Crisis. Most of our 78 million baby boomers have not
saved enough to last the rest of their lives. Many will have to rely on Social Security and
Medicaid to sustain themselves. You've heard these dire predictions before. In this
article we put some numbers to the dilemma. What is the emerging shortfall? How will

baby boomers live in retirement? How will America help them live?

Please watch our slide presentation and video on the future of baby boomers.



https://www.slideshare.net/RonSurz1/how-will-78-million-baby-boomers-afford-retirement?qid=d36dbac0-eae2-4ebf-8de4-ff9d3b77bce5&v=&b=&from_search=9
https://www.youtube.com/watch?v=gzCrixwdx38

The base case

We start with an estimate of what it costs for just the basics in America. 9 Retirement

Expenses Every Senior Should Plan For reports that average expenses in retirement are

currently about $42,000 per year, excluding one big unknowable — long term care.

Annual Costs
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The average baby boomer has saved $152,000 according to the 19th Annual Retirement
Survey of Workers conducted by the TransAmerica Center for Retirement Studies. The

average Social Security benefit is $1,503 per month in 2020, substantially less than

the average wage, which is approximately $3,668, according to the Bureau of Labor
Statistics. Subtracting $18,000 in annual Social Security payments ($1503 X 12) from the
$42,000 average expense leaves $24,000 per year that will need to be paid from savings.

For simplification purposes, we’ll omit earnings on savings, and calculate how many

years savings of $152,000 will last if you spend $24,000 per year for basic needs:

$152,000 savings / $24,000 spending per year = 6.3 years

Savings will last just 6 years for the average boomer living an average life.


https://www.fool.com/retirement/2018/11/20/9-retirement-expenses-every-senior-should-plan-for.aspx
https://www.fool.com/retirement/2018/11/20/9-retirement-expenses-every-senior-should-plan-for.aspx
https://www.investopedia.com/terms/s/social-security-benefits.asp

What boomers need

But averages don’t tell us that much.
Let’s take a closer look at boomer
wealth. Some are dirt poor, while
others are mansion rich. All want to be
psychologically healthy, as
summarized in the following Maslow’s

Hierarchy of needs:

Money goes a long way toward
fulfilling these needs, but that does not
mean they cannot be met by poor
people. They're just more challenging
for the poor. In the following, we
discuss how people in three boomer
wealth groups will be dealing with
retirement and psychological health.

What boomers have

Self-fulfillment
needs

Self-
actualization:
achieving one’s

full potential,
including creative
activities
Esteem needs:
prestige and feeling of accomplishment Psychological

needs
Belongingness and love needs:
intimate relationships, friends

Safety needs:
security, safety Basic

Physiological needs: et
c .
food, water, warmth, rest

Hundreds of articles have been written about the current “Retirement Crisis.” People

have not saved enough. That’s true for most baby boomers, but not all, as shown in the

following table from DQYD].


https://en.wikipedia.org/wiki/Maslow%27s_hierarchy_of_needs
https://en.wikipedia.org/wiki/Maslow%27s_hierarchy_of_needs
https://dqydj.com/net-worth-brackets-wealth-brackets-one-percent/

Net Worth Percentile

10.0%

20.0%

30.0%

40.0%

50.0%

60.0%

70.0%

80.0%

90.0%

95.0%

99.0%

Net Worth
-$962.66
$4,798.06
$18,753.84
$49,132.21
$97,225.55
$169,550.64
$279,594 .27
$499,263.50
$1,182,390.36
$2,377,985.22

$10,374,030.10

Here’s how to read the table. Starting at the top, 10% of boomers, which is 7.8 million

people, have negative net worth below $962. They owe at least $962 more than they’ve

saved. The next group of 7.9 million boomers, at the 20* percentile, have a net worth
below $4,798. Continuing down the table, we’ve estimated that $300,000 is the very

barest minimum a retiree needs for retirement, so 70% of baby boomers who have

saved less than $279,594 will have a tough time paying for their retirements. They are

the "Retirement Crisis.”



Accordingly, we define the “Poor” as the 70% of boomers with less than $300,000 in
savings. In the following we discuss how these “Poor” baby boomers will live in
retirement. There are 55 million Poor baby boomers by this definition with a collective
net wealth of $5.5 trillion.

Next we define “Middle” as the 25% of boomers with a net worth between $2 million
and $300,000 in savings. There are 20 million Middle boomers with a collective net
worth of $20 trillion. If you’d like to know how these folks got to where they are, please
download our free eBook How to Invest and Retire Like a Millionaire.

We define “Rich” as the top 5% of boomers with more than $2 million in savings. There

are 3 million Rich boomers with a collective net worth of $30 trillion.

In the following, we discuss how each of these groups will live in retirement.

Poor Boomers

Our 55 million Poor boomers will need to find a way to live very frugally and to get the
most out of welfare programs, Social Security and Medicare / Medicaid. These folks are
living entirely off of their Social Security checks day-to-day, relying on Medicare
Advantage plans for their routine health care, and they will need Medicaid if they
become seriously ill. It's not pretty, but it is real. But Poor people can achieve Maslow’s

hierarchy for happiness with a reasonable budget. Happiness is more than money.

Housing is the most expensive need, averaging $16,000 per year for the average
boomer, or $1300 month, which is just $200 less than the average $1500 Social Security
check. A Poor boomer would try to spend about half that average, or $650/month,
leaving $850 for other living expenses, which is about one third of the $2100/month that
the average retiree spends on non-housing. Keep in mind that the $850 residual also has

to pay for utilities like gas and electric.

Maintaining housing costs below $650/month means you are limited to just a few cities
and/or you'll need to find a roommate or two. You would also try to find subsidized

low-income housing, but these properties are in great demand, so you'll go on a
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https://info.glidepathwm.com/how-to-invest-and-retire-like-a-millionaire-glidepath-wealth-management

waiting list and need to figure out what do in the meantime. Here are some examples

of cities with low rentals

Wichita, Kansas: $470
Cleveland, Ohio: $525
Detroit, Michigan: $550
Tucson, Arizona: $559.50
El Paso, Texas: $599.50

Oklahoma City, Oklahoma: $650

These are not terrible places to live by any means, but they could take you away from

family and friends.

Healthcare could easily become the biggest expense that the Poor boomer needs to deal
with. Medicare Advantage plans cover most of the routine medical expenses a boomer
might incur, but the subscriber has substantial co-pays. If the boomer requires long
term care Medicare only pays for skilled and rehabilitative care after a three-day
hospital stay; this excludes custodial care, the assistance someone needs for daily living.

The Poor can claim Medicaid benefits if assets are less than $126,420, excluding yvour

home, and you earn less than $56,000 per year. Coverage and eligibility requirements

vary by state. Medicaid recipients assign most of their Social Security check to the

nursing home providing the care.

The fragility of Social Security and Medicare is a serious concern for Poor boomers.
Medicare is forecast to run out of money in 2026 and Social Security in 2029 (it was 2034
prior to Covid-19). Something will be done, and the sooner the better. There’s a good
chance that human decency will spare the Poor boomers at the expense of wealthier

people and younger generations.

The recent Covid-19 relief checks issued to Poor boomers are especially important to
them, providing a little breathing room in a usually tense situation. Poor boomers are
also likely to continue to work as long as they can, although opportunities become

increasingly limited with age.

Will society continue to care for its 55 million Poor boomers? Can it afford to continue?


https://www.housebeautiful.com/design-inspiration/real-estate/news/a6412/one-bedroom-apartments-rent-us-cities/
https://www.medicaidplanningassistance.org/medicaid-eligibility
https://www.medicaidplanningassistance.org/medicaid-eligibility

Middle Boomers

Life is easier for our 20 million boomers who have saved between $300,000 and $2
million, but they are also most vulnerable to events that could move them into the Poor
group, especially investment losses. Using the same logic as applied for Poor boomers,
the average Middle boomer can afford $2800 per month for housing, leaving
$4700/month for other expenses. For reference, nation-wide rental fees average
$1000/month, but some cities are much higher; average rents in Los Angeles are
$2500/month and they’re $3500/month in New York.

For most of these boomers, savings are as high as they will ever be because paychecks
have stopped and spending has begun. Losses now mean less spending later, so
lifestyles suffer and you could run out of money. Middle boomers are in the “Risk
Zone” spanning the 5-10 years before and after retirement during which investment
losses change the rest of your life even if markets recover. Your main investment

objective at this critical time should be to protect your savings.

The average Middle boomer with a $1 million net worth should be able to afford the
basics, and some extravagances, but needs to be prepared for the big wild card - long
term care. 47% of men over 65 and 58% of women will need long-term care during their
lifetimes, and the costs could be astronomical. There’s a 78% probability that at least one
spouse will require long term care. On average men will need 1.5 years of long-term
care and women will need 2.5 years but many find themselves in long term care for a
decade or more. End of life medical care costs can bankrupt retirees. Dementia patients

can expect to pay at least $300,000.

Medicaid is not an option for most Middle boomers. Your only options are to take your
chances (self-insure) or buy long term care insurance. The average long-term care
insurance annual premium is $3,490, so if you end up paying that over the course of 25
years it's a whopping $87,250. However, that sort of premium might buy you over

$666,000 in coverage, according to the Long-Term Care Insurance Price Index. Should I

Buy Long Term Care Insurance is a good guide for making this complicated important

decision.

Like the Poor boomers, Middle boomers should be concerned about the viability of
Social Security and Medicare because the benefits might be reduced.
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https://www.aarp.org/content/dam/aarp/ppi/2017-01/Fact%20Sheet%20Long-Term%20Support%20and%20Services.pdf
https://www.aarp.org/content/dam/aarp/ppi/2017-01/Fact%20Sheet%20Long-Term%20Support%20and%20Services.pdf
https://www.aarp.org/content/dam/aarp/ppi/2017-01/Fact%20Sheet%20Long-Term%20Support%20and%20Services.pdf
https://www.aarp.org/content/dam/aarp/ppi/2017-01/Fact%20Sheet%20Long-Term%20Support%20and%20Services.pdf
https://www.morningstar.com/articles/879494/75-mustknow-statistics-about-longterm-care-2018-ed.html
https://www.fool.com/retirement/2018/11/20/9-retirement-expenses-every-senior-should-plan-for.aspx
https://www.fool.com/retirement/2018/11/20/9-retirement-expenses-every-senior-should-plan-for.aspx
https://www.forbes.com/sites/nextavenue/2016/08/18/should-i-buy-long-term-care-insurance/#773dfc7b11a8
https://www.forbes.com/sites/nextavenue/2016/08/18/should-i-buy-long-term-care-insurance/#773dfc7b11a8

Rich Boomers

You would think that this group of 3 million boomers with savings above $2 million
would have no cares but you would be wrong. Rich boomers are accustomed to their
nice lifestyles and want to leave some of their wealth to their kids and grandkids. Three

things can spoil their joy: serious investment losses, high inflation, and critical illness.

These boomers can take good physical care of themselves to ward off and treat critical
illness. They can also take good care of their savings by protecting them from losses,

especially in the Risk Zone, and by insulating savings against inflation.

One of the many fixes to Social Security and Medicare is a needs test that many Rich

boomers might not pass, but this will not matter much to them.

Retirement Spending Budgets

The following graph summarizes the preceding budgets:

Spending Summary: The higher, the greater the threats

Housing All Else
6000 9000
8000
5000
7000
4000 6000
5000
3000
4000
2000 3000
2000
1000
1000
0 X X 0
Poor Middle Rich Poor Middle Rich
Dollars/month 700 2800 5100 Dollars/month 1200 4700 8400
4X 2X

Source: Target Date Solutions

Poor baby boomers can live reasonably well but they will rely heavily on Social Security

and Medicare/Medicaid. In many countries they would be considered wealthy. The


https://www.youtube.com/watch?v=vb44OnTumyw&t=51s
https://www.nasdaq.com/articles/we-have-had-serious-inflation-and-it-will-get-much-worse-2020-05-19
https://www.webmd.com/healthy-aging/ss/slideshow-top-11-medical-expenses

biggest concern for Middle boomers is long term care because most will require it. Rich

boomers need to focus on staying rich.

Conclusion

There is a Retirement Crisis in the U.S. affecting 70% of our 78 million baby boomers.
The good news is that these Poor boomers will probably make it through alright with
help from their families and America’s social programs. All baby boomers need to
protect themselves against illness, investment losses and inflation. The greater the

savings, the greater the threat.

Important topics like this are discussed every other Tuesday on the live streaming Baby

Boomer Investing Show where we examine in detail the threats to baby boomers that

could ruin their retirements and how they can protect themselves. For example, the

standard 60/40 stock/bond allocation is way too risky for baby boomers.

Ron Surz is CEO of Target Date Solutions, Age Sage, and GlidePath Wealth
Management, and co-host of the Baby Boomer Investing Show that you can binge

watch on Patreon. Please visit our Baby Boomer blog, our Target Date Fund blog, and
our GlidePath blog.



https://targetdatesolutions.com/articles/Financial-Education-Videos.pdf
https://targetdatesolutions.com/articles/Financial-Education-Videos.pdf
https://www.youtube.com/watch?v=j6hEaCskNxU
http://www.targetdatesolutions.com/
https://targetdatesolutions.com/AgeSageHome.php
https://glidepathwm.com/
https://glidepathwm.com/
https://www.patreon.com/user?u=35204315&fan_landing=true
https://targetdatesolutions.com/AgeSageLibrary.html
https://targetdatesolutions.com/fiduciary-corner.html
https://info.glidepathwm.com/blog

