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drawdown for their retirement, many without advice, and 
often withdrawing at rates of income that may not last a 
lifetime1. What’s more, retirement is increasingly a transition 
– it’s not always obvious where work ends and retirement 
begins – while higher rates of inflation can have a profound 
effect on the finances of retirees. Against this background, 
advisers need to take a holistic view of retirement, managing 
and adapting their clients’ plans as circumstances change. 
Our range of reports look at these issues and show how 
advisers can help their clients achieve a better retirement.

1.  Retirement income market data 2021/22, FCA, October 2022.
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How much does a comfortable retirement cost?

A 2019 report by Close Bros revealed that the number one worry for 
employees is funding retirement2. This broadly translates into ‘Will I 
have enough to retire comfortably?’ On the face of it, this question is 
straightforward to address. Calculate how much income is needed at 
retirement then, for drawdown clients, apply a safe withdrawal rate to 
the value of their pension pots and add other sources of income (state 
pensions, defined benefits, non-pensions savings and investments). 
But there’s often a problem: a sizeable gap that needs filling.

A 65 year old couple with a £500,000 pension pot, taking the 
recommended safe withdrawal rate by Morningstar of 4%3 would 
achieve an annual income of £20,000. Even with the State Pension 
added, this would fall significantly short of the £67,464 calculated by 
Retirement Living Standards for a comfortable retirement4. Yet often 
clients could take more than this. How do we ensure clients enjoy a 
comfortable retirement, while not exposing them to too much risk?

‘How much does a comfortable retirement cost?’ explores the impact 
of different risk factors and how retirees could manage these risks to 
make the most of their retirement savings.

Click on the thumbnails to view the full report on our website.

2.  Financial Wellbeing Index 2019, Close Brothers.
3.  The State of Retirement Income: Safe Withdrawal Rates, Morningstar, November 2023.
4.  How to estimate likely retirement living standards, Pensions and Lifetime Savings Association, 2023.
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Our start point is to understand what constitutes a ‘comfortable retirement’? 
This in itself is a matter of conjecture. What defines ‘comfortable’ for one 
person may be quite different for someone else. Nevertheless, there are a 
number of inputs we can consider:

 ■ Final salary pensions have long been the ‘gold standard’ in pension 
planning. These schemes usually pay a maximum of two thirds (66%) 
of final salary. With the State Pension, this could provide from 75–100% 
of pre-retirement salary.

 ■ DWP research suggested there should be a range for the replacement rate 
from 50% to 80% of pre-retirement earnings depending on income5. For high 
earners, fixed expenses are a smaller percentage of their earnings. That 
means they have more wriggle room to cut back, so a replacement rate of 
50% could be enough. In contrast, people on low incomes may need a much 
higher proportion of their pre-retirement earnings to maintain a reasonable 
standard of living.

 ■ The Pensions and Lifetime Savings Association developed the Retirement 
Living Standards. The Retirement Living Standards study calculates how much 
is needed at retirement6. The study estimates the annual income required 
at different levels of comfort for a single person and a couple. They define 
three categories of expenditure ‘modest’, ‘moderate’ and ‘comfortable’.

The figures for a comfortable retirement are as follows:

5. Automatic Enrolment Review 2017, Department of Work and Pensions, December 2017 chart 4.15, page 93.

6. Retirement Living Standards, Pensions and Lifetime Savings Association, 2022.

7. Retirement Living Standards, Pensions and Lifetime Savings Association, 2022

Net (£) Gross (£)

Single 37,300 43,482

Couple 54,500 61,840

Source: Retirement Living Standards, Pensions and Lifetime Savings Association, 2021

In terms of defining ’comfortable’, it’s worth noting that this isn’t living 
extravagantly. The Retirement Living Standards study assumes the weekly 
shop is at Sainsbury’s, holidaying is in Europe for three weeks each year and 
motorists will drive a five year old mid-range SUV, like a Nissan Qashqai plus 
an older, smaller run around7.

The Retirement Living Standards figures are a helpful starting point, but we 
need to calculate how much someone should have saved to provide for a 
comnfortable income throughout their retirement.

Our start point is to understand 
what constitutes a ‘comfortable 
retirement’? This in itself is a 
matter of conjecture. What 
defines ‘comfortable’ for one 
person may be quite different 
for someone else.
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3. Century of change: Trends in UK statistics since 1900, Research paper 99/111 House of Commons, 1999.

4. National life tables – life expectancy in the UK: 2018 to 2020, ONS, September 2021.

One of the stellar achievements of the last century was the improvement in 
longevity. It’s difficult to grasp that life expectancy was just 45 years at the 
start of the 20th century for men and 49 for women. By the end of the century, 
it had risen to 75 for men and 80 for women3. Today, it stands at 79 and 83 
respectively4.

If we look at the life expectancy for 65-year olds the figures are even more 
startling. The prospect of a 20,30 or even 40 year retirement isn’t out of the 
question. Welcome though this is, it poses one of the greatest challenges we 
face this century. How do we fund a comfortable retirement that could last as 
long as our working life?

To address this question, we need to:

 ■ Understand how much income is necessary at outset for a 
comfortable retirement

 ■ Track how income is likely to change over the course of retirement

 ■ Calculate the present value of the income required

This will identify how much is needed to sustain an average retirement. We can 
then model variations to the base case to determine where the sensitivities lie. 
In other words, which factors have the greatest impact on the outcome?

The prospect of a 20,30 or even 
40 year retirement isn’t out of the 
question. Welcome though this 
is, it poses one of the greatest 
challenges we face this century. 
How do we fund a comfortable 
retirement that could last as long 
as our working life?
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Julie

Chart 5: The impact of varying assumptions on cost of a comfortable retirement

Life expectancy
10% probability
(£870k)

Investment
returns at 8%
(£483k)

Life expectancy
25% probability
(£790k)

Inflation at 4%
(£890k)

Charges at 2%
(£715k)

Charges at 0.5% pa
(£605k) Delay retiring to age 67 (£565k)

Delay retiring to age 70
(£505k)

Income reducing at
2.5% after 10 years
(£565k)

Legacy £100k
(£679k)

Investment returns
at 2% pa compound
(£880k)

£200k

£400k

Base case £640k

£800k

£1m

Source: Data provided by Conquest Planning to provide an income of £38,860 for 65 year old femaie.

Julie’s figures have a similar pattern to Tim’s, although 4% inflation 
(£890,000), slightly edges investment returns at 2% pa compound 
(£880,000) which was slightly ahead of living to 98 (£870,000) as 
the most significant contributor to cost.

In terms of reducing the costs, relative to our base case, 8% pa 
investment returns have the greatest impact bringing the costs 
down to £483,000, followed by delaying retirement to age 70 
which reduces the pot size required to £505,000.
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Interpreting the results
What do these results tell us? Let’s look at Tim and Julie separately.

Tim

Chart 4: The impact of varying assumptions on cost of a comfortable retirement

Life expectancy
10% probability
(£835k)

Investment
returns at 8%
(£460k)

Life expectancy
25% probability
(£750k)

Inflation at 4%
(£803k)

Charges at 2%
(£660k)

Charges at 0.5% pa
(£570k)

Delay retiring to age 67 (£520k)

Delay retiring to age 70
(£460k)

Income reducing at
2.5% after 10 years
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Legacy £100k
(£640k)

Investment returns
at 2% pa compound
(£810k)

£200k
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£800k
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Source: Data provided by Conquest Planning to provide an income of £38,860 for 65 year old male.

If we consider the factors that increase the base case costs, the probability 
of living to 96 has the greatest impact (£835,000), but only 1 in 10, 65 year 
old men will live this long. The prospect of living to 92 has less impact, but 
is still significant (£750,000), 3 out of 4, 65 year old men will die before 92. 
Inflation increasing to 4% is is a significant risk factor (£803,000). Previous 
studies have shown that inflation has a significant impact in the early 
years, because high inflationary increases in income are effectively ‘baked 
in’ throughout life.

Low investment returns of 2% pa also have a major impact (£810,000), 
which reinforces the importance of investing in higher risk assets likely to 
outperform other asset classes over the longer term (while safeguarding 
against sequencing risk in the early years). Both ‘charges at 2%’ and 
‘leaving a legacy of £100,000’ have a low impact, relatively speaking.

Turning to those variables that lower the base case costs, high investment 
returns of 8% have a significant impact in reducing costs. The base case 
costs reduce from £600,000 to £460,000. Similarly, deferring retirement to 
age 70, including delaying receipt of the State Pension, also reduces the 
cost to £460,000. Delaying retirement to 67 and reducing income after 10 
years also have a substantial impact reducing the costs to £520,000 and 
£530,000 respectively.

Previous studies have shown 
that inflation has a particularly 
significant impact in the early 
years, because high inflationary 
increases in income are effectively 
‘baked in’ throughout life.

At a glance…
 ■ People are often consumed 
with how much they need for a 
comfortable retirement.

 ■ Data suggests it can be 
challenging to meet the amount 
required.

 ■ Yet there are different ways 
people may be able to retire in 
comfort.

 ■ Our report demonstrates how to 
manage risk to make the most of 
retirement savings.

https://adviserservices.fidelity.co.uk/technical-resources/technical-matters/retirement-income/retirement-strategies
https://adviserservices.fidelity.co.uk/technical-resources/technical-matters/retirement-income/retirement-strategies
https://adviserservices.fidelity.co.uk/technical-resources/technical-matters/retirement-income/retirement-strategies
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The impact of inflation on retirement planning

Inflation can have a profound impact on the finances of retirees and 
its influence is widespread. The obvious consequence is the erosion 
in the value of income over time, but inflation can have a far-reaching 
impact over many aspects of retirement.

Inflation rates at the start of retirement can influence sustainable 
withdrawal rates throughout retirement. And, if expenditure is assumed 
to decrease during retirement, should income be fully protected 
against inflation? If it isn’t necessary to match inflation each year, what 
are the implications for withdrawal rates? 

Annuities are impacted by inflation too. High inflation invariably leads 
to interest rate increases that usually result in higher annuity rates, 
while low inflation will commonly deflate annuity rates. 

Our report considers all of these issues and draws on research and 
studies that show how inflation can affect the decisions retirees make 
at and during retirement. Inflation is a recurring issue for advisers and 
their clients. Our report brings this issue into focus to help you plan 
and develop retirement strategies to help your clients combat the risks 
posed by inflation.

Click on the thumbnails to view the full report on our website.
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Chart 2: Value of £10,000 at 2%, 4% and 6% inflation rates at different survival points (females)

1. Consumer price inflation, UK: ONS, January 2024.

2. Inflation rate in the UK 1989-2023, published by Dick Clark, November 2023, Statista.

3. Inflation rate in the UK 1989-2023, published by Dick Clark, November 2023, Statista.

4. Trading Economics, October 2023.

5. Consumer price inflation, historical estimates and recent trends, UK: 1950 to 2022, ONS, May 2022.

6. Forty-year high and rising, but this isn’t 70s inflation, Oxford Economics, June 2022.

7. Monetary Policy Report, Bank of England, November 2023.
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Background
The UK inflation rate for December 2023 was 4%1, which means the government has met its pledge 
to halve inflation by the end of 2023. Between September 2022 and March 2023, the UK experienced 
seven months of double-digit inflation which peaked at 11.1% in October 20222. The last time overall 
inflation rose to comparable levels was in 1992, when inflation peaked at 8.4%3.

To put this in context, overall UK inflation averaged 2.82% from 1989 until 20234. If we go back further 
and consider the period from 1950-1988 the average annual rate of inflation was 6.4%5, but this 
included the great inflation of the 70s. During this period, CPI inflation in the UK averaged 12% on a 
calendar-year basis, peaking at almost 23% in 19756.

Prospects for the future
The expectation from the Bank of England is that inflation will continue to fall and meet the 
government’s 2% target during 20257. Of course, this is a forecast and extraneous circumstances could 
undermine this expectation.
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According to the author Sam Ewing ‘Inflation is when you pay fifteen dollars for the ten-dollar haircut 
you used to get for five dollars when you had hair’. Using a less colourful definition, inflation is the 
rate of increase in prices over a given period of time.

With retirement lasting 20–30 years, even modest rates of inflation can significantly erode the value 
of retirement income. The charts below plot average inflation rates of 2%, 4% and 6% over a 35-year 
period, which would take a 65-year old to 100. The chart also shows the survival rate at different 
points using average mortality for a 65-year old followed by a range of probabilities.

The charts look at survival rates for men and women separately.

Chart 1: Value of £10,000 at 2%, 4% and 6% inflation rates at different survival points (males)
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Source: Life expectancy calculator, ONS, October 2023.

Men who live to 85, the average life expectancy for a 65-year old man today, would see the value of 
their income more than half at this point if inflation averaged 4%. In contrast, at 2% average inflation 
over this period, income would reduce by nearly a third. If inflation averaged 6% pa, the value would 
reduce by around two thirds.

There is a 25% probability that a 65-year old man could live to 92. By this time, the income would 
reduce, in real terms, to around a third of its starting value if inflation averaged 4%. At 2% annual 
average inflation, the income is still worth more than 50% of its original value. If inflation averaged 
6%, the value of £10,000 at age 92 would be a little over £2,000. This shows how devastating high 
inflation can be on the purchasing power of income in retirement.

A similar picture emerges for women, but the impact is greater because life expectancy is longer. 
Chart 2 shows that, for the one in ten women who live to 98, the value of their income would have 
fallen to just over a quarter of its original value at 4% pa inflation. Even at average life expectancy of 
87, income would lose almost 60% of its value. At 2% average annual inflation the impact is lessened, 
but income would still almost half in value for the one in ten women who live to 98. For the one in 
twenty women who live to 100, the original £10,000 would be worth less than 15% of its original value 
if inflation averaged 6%, while women who live to 94 would find that their original income of £10,000 
would be worth less than 20%.

The impact of inflation  
on retirement planning
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Is there a silver bullet if inflation is rampant? 

21. Hargreaves Lansdown, December 2023 (based on single life, level guaranteed 5).

22. MoneyHelper, December 2023 (based on single life, level, guaranteed 5).

The key take-out from this section is that if income isn’t fully inflation 
protected, there is scope to take a higher withdrawal rate, though the 
purchasing power of the higher income will erode over time. At low rates of 
inflation, this may not be a major concern, but at high rates of inflation this 
could have a significant impact. 

There may be a silver bullet insofar as higher rates of inflation will usually 
lead to increases in interest rates. All things being equal, this should lead 
to higher annuity rates. If the purchasing power of income is reduced 
significantly as a result of high inflation, a strategic response could be to 
leverage higher annuity rates to mitigate the impact on the fund. Perhaps 
introducing a programme of partial annuitisation? 

This issue is likely to arise some years into retirement, which means the 
benefits of higher annuity rates, driven by increased interest rates, should 
be supplemented by the mortality cross subsidy which increases with age. 
At 75 a single life, level annuity would provide over £9,000 income each 
year per £100,00021 and over £14,000 income each year at age 8522.

These rates are for a level annuity, so they won’t directly address the  
issue of rampant inflation, but they can mitigate the impact of inflation 
on drawdown funds which have been depleted as a result of high 
withdrawal rates.

If income isn’t fully inflation 
protected, there is scope to take 
a higher withdrawal rate, though 
the purchasing power of the higher 
income will erode over time. 
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In contrast, chart 9 shows the corresponding data if income rises each year 
by the full rate of inflation. In this case, the maximum income that could 
be taken to provide a 90% probability of success would be 4.5%. A 6% 
withdrawal rate would have only a 56% probability of success if income is 
fully inflation linked. 

18. When QE broke the 4% rule, LCP on point, September 2020.

19. The State of Retirement Income: Safe Withdrawal Rates, Morningstar, November 2023.

20. The State of Retirement Income: Safe Withdrawal Rates, Morningstar, November 2023.

Chart 9: Probability of portfolio lasting 30 years v withdrawal rate (full inflation throughout)
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Source: Conserving Client Portfolios During Retirement, Part IV, William P Bengen, FPA journal, 2001.

Inflation and a low interest rate environment 

A separate 2020 study ‘When QE broke the 4% rule’ assessed sustainability 
of income during a low interest rate environment. This puts downward 
pressure on withdrawal rates (particularly given charges were assumed 
to be 2% pa in the study). Perhaps unsurprisingly, using 2020 bond yields 
produced lower withdrawal rates than those above. The study calculates 
that 3% should be a sustainable withdrawal rate if the payments are 
inflation adjusted compared with 4% if income isn’t adjusted each year 
from inflation18. 

The 3% inflation adjusted income is broadly in line with the Morningstar 
analysis during this period. The latest Morningstar report modifies its 
assumptions, given the current economic and investment environment, 
and suggests that an inflation adjusted income of 4% is now sustainable 
over a 30 year period based on a 90% probability of success and a 
balanced portfolio19. 

The Morningstar report also modelled partial inflation linking. It assumed 
that, rather than fully adjusting for inflation, real retirement spending 
reduces by 1.9% per year between 65 and 75; 1.5% per year between 75 
and 85; and 1.8% per year between 85 and 9520. This increases the starting 
income from 4% to 5%.

The latest Morningstar report 
suggests that an inflation adjusted 
income of 3.8% is now sustainable 
based on a 90% probability of 
success and a balanced portfolio.

At a glance…
 ■ As life expectancy increases, even 
modest levels of inflation can have 
a significant impact on income in 
retirement.

 ■ During retirement, partial inflation 
linking can boost safe withdrawal 
rates.

 ■ Analysis suggests that increasing 
annuities are fairly priced and will 
benefit people who enjoy a longer 
than average retirement.

https://adviserservices.fidelity.co.uk/technical-resources/technical-matters/retirement-income/retirement-strategies
https://adviserservices.fidelity.co.uk/technical-resources/technical-matters/retirement-income/retirement-strategies
https://adviserservices.fidelity.co.uk/technical-resources/technical-matters/retirement-income/retirement-strategies
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Reinventing retirement

Historically, people stopped work one day and retired the next. Now, 
it can take several years to move to outright retirement. And some 
people never do. It’s often no longer obvious when work ends and 
retirement begins though there is usually some sign: a reduction in 
working hours or a move to a less demanding role, that signals the 
transition has begun. What’s more, a new word has entered the 
financial services lexicon, ‘unretired’. It describes people who’ve left 
the workplace to retire and subsequently returned to work.

‘Retirement reinvented’ explores the challenges clients and their 
advisers face as they navigate this transitionary phase. For example, 
how to supplement any shortfall in income? Does it make sense to 
take or defer the State Pension? Can tax-free cash be used effectively 
(beware the rules on recycling if pension contributions are continuing)? 
Alternatively, taking an income from drawdown over the tax free 
amount could trigger the MPAA. And what about other non-pensions 
sources of income (like ISAs for example)? We also look at the 
importance of a Centralised Retirement Proposition and review a case 
study to demonstrate the complexity of managing during this period.

Don’t miss out. Read how these major changes to retirement could 
impact you and you clients.

Click on the thumbnails to view the full report on our website.
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The new world of retirement
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Private pension
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Decision making

Fixed

Mostly 
Defined 
Benefit

10-15 
years

Simple

Variable

Mostly 
Defined 

Contribution

20-25 
years

Complex

 Swinging sixties 21st century

This combination of less generous pension scheme provision (defined benefits 
schemes have historically been more generous than defined contribution plans), 
without guarantees, coupled with the need to provide income for much longer 
periods, has fuelled a transformation in the nature of retirement.

Aided by improvements in health, and the abandonment of a fixed retirement 
date, retirement has become a more nebulous, indistinct concept. It’s not always 
obvious where work ends and retirement begins. This new approach has led 
to retirement being characterised as a ‘journey’, rather than a single event. The 
desire to transition gradually to retirement may be motivated by a need to boost 
savings, but it can be symptomatic of other issues. It could be to maintain the 
social benefits that work can bring and stave off loneliness. It may be a desire 
to stay active mentally and/or physically. Perhaps it’s to maintain the status and 
self-esteem work often confers. And of course, there are people who simply 
enjoy their job so much they are reluctant to retire completely.
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1. A turbulent history of British pensions, since 1874, Telegraph Media Group Limited, April 2015.

2. Mortality improvements and evolution of life expectancies, Adrian Gallop, UK Government Actuary’s Department.

3. Just one DB scheme left in the FTSE 100 – Isio, Corporate Adviser, July 2022.

4. Life expectancy calculator, ONS, January 2024.

5. Retirement income market data 2021/22, FCA, October 2022.

The Beatles and the Rolling Stones battled it out for the number one slot. Mary 
Quant pioneered the mini skirt and a man landed on the moon. The swinging 
sixties was a period of optimism epitomised by innovation, cultural change and 
discovery.

Yet retirement remained a much more traditional process. By and large, men 
retired at 65, women at 60. The state pension started at the same time and 
there was no option to defer payment. Company pensions were mostly final 
salary schemes. In 1967, more than eight million employees working for private 
companies enjoyed a final salary pension, along with four million state workers1. 
Once retired, men could expect to live on average for 12 years to age 77. 
Women until 802. The process of retiring was simple. Most people had to 
answer just one simple question: Should they commute part of their pension 
for a tax-free lump sum?

How times change. These days there is no longer a default retirement age. 
People can choose when to retire. Generous guaranteed final salary pensions 
have mostly given way to defined contribution schemes. Only one FTSE 100 
company, Croda International, has a defined benefit scheme open to new 
members3. Average life expectancy at 65 has increased to 85 for men and 
87 for women4. An increase of more than 50% for a man (compared with men 
retiring in the 60s); a little less than this for a woman.

What’s more, the risks associated with retirement have been transferred from the 
employer to the employee and drawdown is becoming the product of choice 
for most people5. This gives rise to a more complex decision making process: 
Choosing the right product, defining the asset allocation, picking investment 
funds, selecting the withdrawal rate. And much more.
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Overview of different types of flexible retirement

 ■ Increase in MPAA to £10,000 
may mean fewer people 
affected. Carry forward 
provisions can’t be used to 
fund more than the MPAA.

 ■ Taking benefits from a DB 
scheme before the selected 
retirement date will often result 
in an actuarial reduction being 
applied.

 ■ If eligible, State Pension can 
make up any shortfall, but 
100% must be taken which 
could be more than required.

 ■ No NICs payable if beyond 
State Pension Age.

 ■ Any shortfall could be covered 
by pension income, but this 
could trigger MPAA.

 ■ Tax-free cash could be used to 
avoid MPAA.

 ■ A lifetime annuity or any 
defined benefit income 
would also mean MPAA not 
triggered.

 ■ Tax-free savings and 
investments like ISAs could 
be used to gap fill.

 ■ Tax-free status means less 
income needed.

 ■ Maximises pension savings 
and favourable treatment on 
death before 75.

Moving to part time work or a less well-paid role

 ■ Pensions savings could be 
used, but same considerations 
as per people working part 
time or in a lower paid role 
apply.

 ■ A lifetime annuity or DB income 
might not be ideal as income 
cannot be varied and an 
actuarial reduction may apply 
if DB benefits taken early.

 ■ Same considerations as per 
people working part time or in 
a lower paid role.

Becoming self-employed

 ■ Income from self employment 
can be variable. If top up 
required State Pension may be 
too much or too little.

 ■ Class 2 NICs have been 
abolished for self employed 
individuals with profits over the 
small profit threshold.

 ■ Voluntary class 2 NICs can still 
be paid where profits are less 
than the small profits threshold 
up to State Pension Age.

 ■ There is a dividend allowance 
of £500 (2024/25). Dividend 
payments in excess of this 
are treated as the top slice of 
income and taxed at 8.75% for 
basic rate taxpayers, 33.75% 
for people paying higher rate 
tax payer or 39.35% for anyone 
paying the additional rate tax 
payer.

 ■ If State Pension Age reached, 
the State Pension can be 
set against the personal 
allowance or stopped if in 
payment.

 ■ If the State Pension isn’t 
payable yet, it can be deferred 
when State Pension Age is 
reached.

 ■ No NICs payable after 
State Pension Age.

 ■ Treatment of dividend 
income requires careful tax 
planning. It may make sense 
to take income over personal 
allowance as dividend income 
if possible.

 ■ Tax-free cash could be used to 
top up any shortfall in income 
and would not trigger MPAA.

 ■ Tax-free savings and 
investments could be used to 
gap fill without reducing the 
advantageous treatment of 
dividend income.

 ■ Tax-free status means less 
income needed.

 ■ Maximises pension savings 
and favourable treatment on 
death before 75.

Starting a company

 ■ If benefits have or are being 
taken the MPAA will apply, 
unless these are exempt. For 
example, tax-free lump sum, 
lifetime annuity, benefits from a 
defined benefit scheme.

 ■ The State Pension can be 
stopped if someone returns to 
the workplace. This can only 
be done once.

 ■ Someone returning to the 
workplace under State Pension 
Age can defer payment of 
their State Pension when it is 
due.

 ■ Income received from private 
pensions can be reduced or 
stopped (this is not possible 
for income from DB scheme or 
lifetime annuity).

 ■ Anyone below State Pension 
Age earning above £10k 
should automatically be 
enrolled into a workplace 
pension. People over State 
Pension Age should be 
given the option of joining a 
workplace pension to age 74.

 ■ Tax-free savings and 
investments could be used, 
if required, to make up any 
shortfall in income if this is 
more advantageous.

Returning to work after retirement

 ■ Automatic enrolment doesn’t 
apply to workers aged 75 or 
over and tax relief is no longer 
available.

 ■ Sustainable withdrawal rate 
and annuity rates should both 
improve if continuing to work.

 ■ Consider deferring State 
Pension assuming income 
unchanged or use it to fund 
further savings or pension 
contributions.

 ■ No NICs payable so net 
income increases anyway.

 ■ Membership should be 
unaffected.

 ■ DB pensions may not 
continue to grow past State 
Pension Age.

Continuing to work beyond State Pension age

State Pension Private pensions Savings and investments Other considerations
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Returning to work after retirement

Increasingly, people may retire and then return to work in some capacity. 
They may have chosen to take a few years out, akin to an extended 
sabbatical or they may be disillusioned with retirement – doing nothing 
can seem desirable, but boredom can set in. For some people, the main 
reason is the most obvious: The realisation that they don’t have enough 
money to enjoy a satisfying retirement. For anyone who has retired and 
decided to return to the workplace, there are a number of issues to 
consider:

 ■ Auto enrolment. Anyone returning to the workplace who is below the 
State Pension age and earning above £10,000 should automatically be 
enrolled into a workplace pension scheme. People over State Pension 
age won’t automatically be enrolled, but should be given the option of 
joining a workplace pension scheme.

 ■ Workplace pension. If benefits, other than the tax-free lump sum, 
income from a lifetime annuity or benefits from a defined benefit 
scheme, have or are being taken the MPAA will apply.

 ■ State pension. Even if the State Pension is already being paid it can 
be stopped if someone returns to the workplace. This will boost their 
State Pension when it is reinstated. This can only be done once and it is 
necessary to contact DWP. The date to stop payment cannot be a date 
in the past or more than four weeks into the future. Someone returning 
to work under State Pension age can choose to defer payment of their 
State Pension age when it becomes due.

 ■ Private pensions. Someone returning to the workplace may want to 
reduce or stop any income they receive from their private pensions. 
This should allow them to take a higher income when they eventually 
retire outright. Of course, they may not have this option. Benefits received 
from a defined benefit scheme can’t usually be stopped nor can the 
income from a lifetime annuity (though in the case of the latter, the 
income doesn’t have to be taken if it’s established as an asset of a 
drawdown fund).

For some people, the main reason 
is the most obvious: The realisation 
that they don’t have enough money 
to enjoy a satisfying retirement.

Key points

 ■ Continuing to work full time after retirement raises the question of whether to take or defer State Pension.

 ■ Part time work or lesser paid work invariably leads to a gap in earnings. There are several ways in which any 
shortfall can be made up.

 ■ Becoming self-employed may also lead a reduction in income, but any shortfall may differ from year to year. This 
has implications for how best to replace any income.

 ■ Starting a small business by setting up a limited company introduces the option of taking dividend income.

 ■ Returning to the workplace after retirement raises a series of questions: For example, should the State Pension be 
stopped or deferred if not yet payable? 

At a glance…
 ■ Retirement is no longer a ‘one and 
done’ event.

 ■ There can be many ‘twists and 
turns’ before outright retirement.

 ■ Often income needs to be 
supplemented during this phase.

 ■ ‘Retirement reinvented’ explores 
how to navigate this transition.
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Navigating the retirement maze

Help your clients survive retirement

William P Bengen, the architect of the original concept of the 4% rule, 
calculated that 4% is the correct level of withdrawal for US retirees 
over a 30 year period to avoid running out of money.

Bengen’s analysis showed that, while there is no money remaining 
in the worst case scenarios at the end of the 30 year term, in 96% of 
cases all of the original capital is left5. Indeed, analysis has shown 
that over the last 140 years, US retirees, withdrawing at the rate of 
4%, would have only a 10% likelihood of ending up with less than their 
initial capital after 30 years and a 10% chance that they would still 
have 6 times their original capital6.

There is the real possibility that people deny themselves a 
comfortable retirement, and perhaps even experience hardship, 
by being too conservative. Of course, the alternative is that an 
unconstrained approach could mean retirees run out of money during 
their lifetime. ‘Surviving retirement’ reviews the studies in this area and 
considers which factors influence how much can be taken and when 
more than 4% could be withdrawn, so long as the risks are considered 
and managed by advisers and their clients.

Check out ‘Surviving retirement’ and make sure you know what drives 
withdrawal rates to secure the best possible retirement for your clients.

Click on the thumbnails to view the full report on our website.

5.  20 Years of Safe Withdrawal Rate Research, Kitces Report, March 2012.
6.  The Extraordinary Upside Potential Of Sequence Of Return Risk In Retirement, Michael Kitces, 

February 2019.
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Though, on average, larger funds aren’t withdrawing at such high rates, a significant number are 
still making regular withdrawals of more than 4%. It has been estimated that a couple need a gross 
income of £67,464 to provide a comfortable standard of living so perhaps this is unsurprising4. 
Given the importance of managing income through retirement, now may be a good time to review 
the sustainability of withdrawal rates and the influence of cash flow forecasting models to address 
changing patterns of expenditure.

4. Retirement Living Standards, Pensions and Lifetime Savings Association, 2023.

Chart 1: Regular withdrawal rates by pot size 2021/22
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Source: Retirement income market data, FCA, October 2022.

Key points

 ■ The likelihood of running out of money has not historically been an issue for UK retirees.

 ■ The introduction of unfettered drawdown in 2015 threatens to undermine this.

 ■ The evidence from overseas is not encouraging.

 ■ Flexi-access drawdown is proving popular but withdrawal rates appear high.

 ■ There may be valid reasons for high withdrawal rates, but this is a concern.

5

Help your clients survive retirement

A review of sustainable withdrawal rates during retirement

2. Retirement income makrket data 2021/22, FCA, October 2022. 

3. http://www.telegraph.co.uk/finance/personalfinance/pensions/11970524/Australian-and-US-pension-data-predicts-penniless-decades-for-older-Britons.html

For most of the last century, retirement income was provided by defined 
benefit schemes, annuities and state pensions. The income from these 
sources share one important feature. Durability. Retirees never had to worry 
about running out of money. Even when income drawdown was launched 
in the mid 1990s it came with safeguards. There was a limit on how much 
could be withdrawn and, effectively, a requirement to annuitise at 75.

The rise in defined contribution plans mean people now have to choose 
how their retirement income is paid. Before 2015, many chose the security 
of an annuity. In the 2014 budget, the seeds of a profound change were 
sown. The then chancellor announced that ‘no one will have to buy an 
annuity’. At the same time, unfettered drawdown was introduced. People 
could take what they want, when they want.

The unintended consequence of ‘pension freedoms’ is that many people 
risk outliving their savings. The 2022 FCA data suggests that nearly three 
times as many people opt for drawdown to fund their retirement than 
choose an annuity2. Data for 2023 is unavailable at this time, but this gap 
has probably narrowed given substantial improvements in annuity rates 
during the year. Nevertheless, drawdown is still likely to prove an attractive 
option for many retirees. The most popular rate of withdrawal is 8% or 
more (chart 1). Such rates are unlikely to be sustainable. Evidence from 
around the world suggests there is a real risk of running out of money3.

At the same time, we should be cautious about taking the UK data at 
face value. The reality is likely to be nuanced. For example, the 8% rate is 
more pronounced among smaller funds where the pension pot may be 
incidental, perhaps supplementing a generous defined benefit pension. 
In contrast, for funds over £250,000 the most popular withdrawal rates are 
less than 4%, which suggests a more conservative approach. A fund worth 
more than £250,000 may be the major proportion of someone’s retirement 
plan, so it’s encouraging that more realistic withdrawal rates are being 
used. People with larger funds are more likely to take financial advice, 
which is probably another reason why withdrawal rates are lower.

The unintended consequence of 
‘pension freedoms’ is that many 
people risk outliving their savings

4 Pension decumulation

Preservation of capital

A key question is whether the client plans to preserve as much of their capital as they can to leave a legacy when 
they die. If preservation of capital is important, one way to achieve this is to simply live off natural income. In other 
words, interest and dividend payments. But this has its own drawbacks – income will vary each year.

Another approach is to reduce the withdrawal rate to increase the likelihood of preserving capital. Bengen suggested 
that if the objective is to leave 100% of capital the safe withdrawal rate should be reduced by just under 0.2%28. It’s 
worth pointing out that Bengen’s original research demonstrated that, while there is no money remaining in the worst 
case scenarios at the end of the 30 year term, in 96% of cases all of the original capital is left. If it’s not important to 
preserve a legacy, withdrawal rates could be increased.

Current market forecasts

While there are differing views on the efficacy of using historical data v current forecasts to identify returns over a 
30 year period, there does appear to be broad agreement that current forecasts of returns over shorter terms are 
valuable in identifying the prospect of sequencing risk. 

If, at the point of retirement, markets are considered overvalued and bond yields are low, this should give cause for 
concern. Low levels of inflation can mitigate the impact to some extent, while high levels of inflation in the early years 
can exacerbate the problem. Chart 4 is an overview of the key influences on withdrawal rates. 

Chart 4: Main factors affecting withdrawal rates
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28. 20 Years of Safe Withdrawal Rate Research, Kitces Report, March 2012.

Key points

 ■ Broadly, the safe withdrawal rate for an inflation linked income with a 90% probability of success over a 30 year 
period still appears to be around 4%.

 ■ Factors that influence this range include whether historic data is used to calculate returns or current forecasts, 
the level of charges and asset allocation.

 ■ These rates may not generate sufficient income, but there are other solutions that can provide a higher income.

 ■ These include ignoring or partially ignoring inflation, choosing a shorter term or accepting a lower probability 
of success.

 ■ All of these measures can make sense in the right circumstances.

1514 Pension decumulation

Asset allocation

27. FTSE takes worst ever fall, The Guardian, January 2003.

Over the long term, equities will generally outperform other asset classes, 
so it makes sense to hold high levels of equities. At the same time, 
retirement is an unforgiving environment. If markets fall in the early years 
of retirement, the results can be devastating. Someone who retired on 
New Year’s Eve 1999, invested in the FTSE 100, would have found that 
their fund was 43% down by 1 January 2003 ignoring withdrawals. At a 4% 
withdrawal rate, they would have lost more than half the value of their fund 
in the first 3 years of their retirement (charges and dividends excluded)27.

In contrast, holding everything in cash or bonds may give the illusion of 
security, but that’s all it is. An overly conservative strategy increases the 
likelihood of running out of money in retirement. It eliminates the prospect 
of benefiting from any growth in equities.

Holding everything in cash or 
bonds may give the illusion of 
security, but that’s all it is. An 
overly conservative strategy 
increases the likelihood of running 
out of money in retirement

At a glance…
 ■ The original Bengen analysis 
suggested 4% is a safe withdrawal 
rate over a 30 year period.

 ■ Numerous studies over the years 
have refined the thinking on this 
subject.

 ■ It may often be possible to 
take more than this in certain 
circumstances.

 ■ Our report considers what factors 
influence withdrawal rates and the 
risks that arise.
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Navigating the retirement maze

The path through retirement

Retirement these days is no longer a single event. The initial transition 
to retirement could involve several twists and turns and require 
regular reviews. During the course of a retirement, health issues, 
both mental and physical, can impact financial plans. Vulnerability 
is more pronounced among the elderly. Death and divorce can 
disrupt financial strategies and impact inheritance planning. And of 
course, the economic environment – inflation, investment markets and 
performance – all require regular monitoring.

Drawdown clients should also consider partial or phased annuitisation 
as they age and/or their health deteriorates. A change in physical 
health could qualify for enhanced rates or a decision to annuitise 
may be made to mitigate a decline in mental health that could impair 
decision making. Wills, Power of Attorney and Expression of Wish 
forms may also require updating from time to time. What’s more, while 
we can identify the main factors that can derail the best laid plans, 
there is one unknown we can rarely define: the timing of any changes 
that may require plans to be reviewed and adapted.

Advisers today need to engage with their clients throughout 
retirement. ‘The path through retirement’ charts some of the issues that 
can arise and their possible impact. We’ve also included a checklist 
you can use to compare with your own process.
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Many issues are interrelated, but age and vulnerability are overarching themes

Flexible retirement

Late retirement

Part time work or less stressful role

Self-employment or set up a company

‘Unretirement’

Physical health

Impact on withdrawal rates

Enhanced annuities

Expenditure

Care needs

Mental health

Will 

Power of attorney

Expression of wish 

Role of annuity purchase

Other important considerations

Inheritance 

Tax

Death of a partner

Divorce

VulnerabilityAge

In the next section, we’ll look individually at each of these categories and their influence on 
retirement planning.
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Key points

■ Retirement is no longer a ‘one and done’ exercise for advisers, regular reviews are necessary throughout 
retirement.

■ There is significant focus on making the right decisions at the beginning of retirement, but this is only the start.

■ This is particularly relevant where people ease gradually into retirement, which can lead to several iterations to any 
financial strategy.

■ The timing and the nature of any changes during retirement cannot usually be predicted with any degree of 
accuracy.

■ Nevertheless, we can identify the more common changes that can occur and propose solutions to mitigate any 
adverse occurrences.

■ Changes are often interrelated, but it can be useful to understand changes independently.

4 The path through retirement

The path through retirement
The English writer R.C. Sherriff is credited with saying words to the effect that ‘When someone retires 
and time is no longer a matter of urgent importance, their colleagues generally present them with a 
watch!’. This could be a subliminal reminder that time is finite, so make the most of it. Alternatively, it 
could suggest how little we know or think about retirement, particularly retirement in the 21st Century. 
Relentless improvements in life expectancy and breakthroughs in medicine hold out the prospect of 
an ever longer retirement that our forefathers could never have imagined.

Welcome though this is, it creates challenges for financial advisers. The concept of retirement as a 
‘one and done’ financial planning exercise is outdated. There is significant focus on helping people 
make the right decisions when they approach retirement, rightly so: Pension freedoms extended the 
options people have when they access their benefits. Some decisions, like buying an annuity, are 
irreversible, while others, like drawdown, involve managing a complex range of interrelated risks. 
Nevertheless, whatever choices are made when retirement begins, one thing is almost certain – 
changes will be required throughout retirement.

We can’t predict when changes might occur nor can we know in advance the nature of such change. 
For example, early in retirement someone may fall victim to a terminal illness or lose a partner 
or show signs of dementia. Alternatively, someone could remain active and healthy well into their 
nineties. What’s more, extraneous events may disrupt the best laid plans, like inflation, for example. 
The permutations are endless. While we can’t say when and if any of these changes will occur, we 
can identify the main changes that can disrupt people’s plans and the action that can be taken to 
mitigate the impact. For example:

■ Flexible retirement. The process of retirement could evolve over several years and include distinct 
stages that may require a series of iterations to financial plans. It can also include periods of 
‘unretirement’ with people returning to the workplace.

■ Physical health. Despite the relentless improvements in medicine, the evidence suggests that 
a proportion of retirement will be spent in poor health. This has a number of implications on 
spending patterns including the costs of dealing with ill health.

■ Mental health. Deteriorating mental health can bring an array of problems for advisers. This can 
include difficulties in making decisions and ultimately the need to consider delegating decision-
making.

■ Vulnerability. While vulnerability includes mental health issues and physical incapacity it is much 
broader than this and advisers should constantly be on the lookout for signs of vulnerability 
throughout retirement.

■ Age. As clients age, this can have implications for withdrawal rates under drawdown and bring 
into focus the attraction of partial or full annuitisation (given the impact of mortality surplus, the 
income from an annuity is difficult to match).

■ Miscellaneous. Advisers also need to monitor other changes that could impact financial plans. 
These could include the death of a partner or inheritance tax planning.

Of course, many of these are interrelated. As people age, their mental and physical faculties decline 
which can induce vulnerability, so categorising changes under these headings may seem erroneous. 
Nevertheless, it does provide a framework to track how changes can affect retirement plans. The 
overarching themes are age and vulnerability as shown in the chart on the next page.

At a glance
 ■ Making the right decisions at the 
beginning of retirement is just the 
start.

 ■ Advisers need to stay close to 
their clients and undertake regular 
reviews.

 ■ Health issues, death and divorce, 
inheritance and vulnerability can 
all impact plans.

 ■ ‘The path through retirement’ 
identifies the key issues that can 
arise and the implications.
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This report, along with all the others showcased in this 
document, can be viewed or downloaded from our website
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Flexible retirement

Retirement is increasingly referred to as a journey rather than an event. In 
fact, it can be difficult to know when work ends and retirement starts. Yet 
there is usually a tangible sign: a reduction in working hours, a move to 
a less stressful role or a complete change of career. This phase can take 
many twists and turns before someone stops work completely (and some 
never do).

Often this transition is accompanied by a reduction in earnings, so income 
may need to be supplemented. This subject is explored in much greater 
detail in one of our other reports titled ‘Reinventing retirement’, but some 
of the implications are summarised here.

State Pension
Someone who has reached State Pension age could use their State 
Pension to top up any shortfall. However, it’s not possible to take part 
of the State Pension. This means the State Pension could push someone 
into a higher tax bracket. At best, it may provide more income than the 
client needs (though any excess could be used to fund further pension 
contributions under the right circumstances). Alternatively, the State Pension 
could be deferred and taken at a later date.

Top up from private pensions
It could make sense to top up any shortfall from private pensions. If so, the 
following should be borne in mind:

■ Leaving aside the tax-free cash element, income from private pensions is 
taxable so this approach could push someone into a higher tax bracket.

■ Taking income could trigger the MPAA. This may be less relevant now 
the MPAA has been increased to £10,000 (though carry forward can’t be 
used to fund contributions to a DC pension plan above the MPAA limit).

■ Using the tax-free cash sum to top up income would not trigger any 
reduction in the MPAA or lead to an increase in tax payable. Also less 
income would need to be withdrawn because of the tax-free status. 
If pension contributions continue to be made, the rules on recycling 
tax-free lump sums should be borne in mind.

■ Income from a lifetime annuity or any defined benefit income would not 
trigger the MPAA, but would be taxable. If the retirement journey begins 
at a relatively young age, annuity rates may not be that attractive and 
defined benefit schemes usually apply an actuarial reduction if income 
is taken early.

Other savings and investments
An alternative source of income to top up any shortfall could be other 
savings and investments, particularly those which are tax advantaged 
like ISAs or the tax deferred status of investment bonds. Utilising the CGT 
allowance, dividend allowance or personal saving allowance could also 
create additional tax-free income.
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6 The path through retirement

The long and winding road
The future is uncertain and that’s a good thing. Life would be mundane if we knew what 
would happen and when. In financial planning this uncertainty presents challenges. It 
requires advisers to stay close to their clients during retirement, undertake regular reviews 
and to adapt plans as events unfold. Here are just some of the challenges advisers face.
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