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Big Question:  
When Should I Retire?



Disclaimer

This Decision Brief does not 

provide advice for specific indi-

vidual situations and should not 

be construed as doing so. It is 

an information tool for general 

guidance. Individuals needing 

advice should seek the servic-

es of a qualified professional. 

Keep in mind that tax codes 

change, taxation of products 

and strategies vary, and per-

sonal tax needs and issues are 

unique. Consideration of tax 

issues is beyond the scope of 

this work. 

ADVERTISEMENTS FRAME RETIREMENT AS AN EXTENDED VACATION,  

brimming with fulfillment of life-long passions and dreams. But for many people, 

retirement is more like driving on a long trip with question marks posted in 

places where there should be road signs. One of the biggest questions is when 

to retire. This Decision Brief examines this all-important issue and includes some 

examples as well. 

The “when-to-retire” question has many companions. They often pop up at the 

same time as the “when” question. Answering some or all of these compan-

ion questions sometimes helps uncover the answer to the big question. Many 

people ask:

•  Should I/my spouse start Social Security benefits as soon as possible or 

delay taking benefits in order to receive higher payments later on?

• How will age-related changes in my/our health affect retirement? 

• What financial resources will be available? 

• Will the finances be sufficient to last for my/our entire lifetime?

• What will be my family/household needs during retirement? 

• How will I/we be able to realize my/our goals and dreams? 

• Would it be a financially sound move to delay retirement? 

Reminder: There is no right or wrong answer for everyone. Each person 

has unique needs, circumstances and retirement goals. A good strategy is 

to use these questions as a way to spur ideas that fit the specific situation. 

Social Security
Social Security and employee benefits include age and service-linked provisions. 

For example, Social Security benefits can be claimed at age 62. However, the 

monthly income benefit for a worker increases for higher claiming ages up to 

age 70, and is about 75 percent higher at age 70 than at age 62. 

That can be a very important consideration for widows, nearly half of whom have 

no income other that Social Security. Meanwhile, couples may also have spousal 

and survivor benefits to mull over. 

For individuals or couples, if sufficient funds are available, it may make 

sense to consider delaying the claiming of Social Security until some years 

after retirement. 
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Health Insurance and Medicare
Medicare eligibility is at age 65. Eligibility can occur even earlier if a person is 

entitled to Social Security disability benefits. In this case, eligibility would start 24 

months after onset of the disability. (Note: Qualifying for Social Security disability 

involves meeting stringent criteria.)

Some employers offer health benefits to early retirees and may supplement 

Medicare. Workers under age 65 will need to factor the retiree health care 

option and its cost into the decision-making about when to retire. They should 

compare that option to the cost of, and access to, health care coverage that 

the employer provides to active employees. If one option proves to be more 

attractive than the other, the worker may want to move up or slow down the 

retirement date. 

Employer health coverage may continue to be a when-to-retire consideration 

after age 65. This is becoming a more important consideration as more people 

work past age 65.

Pensions
Pension benefits are certainly an important consideration. The plan provisions 

govern when they are available. The pension amount a person receives generally 

increases depending on the age of the person when the benefits start. 

For traditional plans, benefit availability commonly starts at age 55 and 10 years 

of service and gradually increases to normal retirement age, often 65. Some 

plans offer increases for claiming after the normal retirement age. In plans 

that offer a lump sum distribution option, there can be significant year-to-year 

changes in lump sums.

Savings
Funds in 401(k) retirement plans and other savings are important as well. Retirees 

can gradually draw down these funds during the retirement years. Those who 

need additional regular income can use funds from these products to purchase 

an immediate annuity. These annuities will pay out a monthly amount for the rest 

of the person’s life. 

Individuals should work out a definite plan for the use of savings during retirement. 

They should do this when starting to determine whether they can afford to retire. 

 3



Income and Expenses
Many people experience substantial changes in their income and expenses both 

when they retire and also in the following years. These changes can definitely 

impact the when-to-retire decision. Some examples include:

Salary or pre-retirement earnings: In retirement, these are replaced by income 

sources such as Social Security, annuities, and withdrawals from savings. In the 

early retirement years, some people may also continue to have income from 

work on a limited basis.

Expenses: These can go down—and up. For example, those who stop working 

no longer make Social Security and Medicare contributions. Their work-related 

expenses also stop. Many stop adding to their retirement savings accounts too. 

On the other hand, retirees who increase their travel, begin a new hobby and/

or participate in more family activities often see personal activity expenses go 

up. This often happens in the early retirement years. Later on, these costs may 

decline but the costs for health care and for health care coverage often go up. 

Housing costs: These costs may rise if 1) the retiree acquires a second home (not 

recommended without some careful planning) or 2) the retiree moves into spe-

cial senior housing with services and assistance included (typically later in life). 

But housing costs might decrease, too. This can happen if the retiree downsizes 

or moves to a less expensive area. Paying off an outstanding mortgage can help 

reduce periodic housing outlays. It may make sense to rent, at least temporarily, 

when changing geographic location. 

Income taxes: Taxes may change at the time of retirement, particularly if the 

retiree now takes systematic withdrawals from savings in lieu of a regular salary. 

Social Security benefits may also impact income taxes in complicated ways. It is 

important to get expert tax advice on this.

Activities During Retirement
Desired activities and passions have substantial impact on the when-to-retire 

decision. Individuals and couples should think through what they really want to 

do in retirement, where they will live and in what type of housing. Then they 

should assess whether the goals are feasible and realistic. 

If the employer offers the option to work on a reduced basis, this creates the 

option to gradually redefine work commitment and phase into retirement. 

The RMD Factor

People must start withdraw-

ing their required minimum 

distribution (RMD) from their 

pre-tax 401(k) and individual 

retirement accounts (IRAs) by 

age 70½. The RMD is the gov-

ernment-required minimum 

amount that people must take 

out from these accounts each 

year. RMD withdrawals are 

subject to taxation.

Source: Rules of the U.S. 

Internal Revenue Service.
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Some people wish to retire and start a small business. It is absolutely critical 

that savings needed for retirement expenses be preserved for that purpose. 

Investment in the business should not wipe out the amounts available for 

these expenses. 

Family considerations are also important. Couples should coordinate planning. 

For instance, if they retire at different times, they should have common expec-

tations about how this will change their relationship and mutual obligations. 

In some cases, spouses, siblings, children or grandchildren will require care 

and support. Some of this caregiving can be planned but not all. It is impor-

tant to understand that care for older family members needing help is par-

ticularly difficult to predict, with needs changing literally overnight.

Key Questions
Questions to ask as part of planning include:

• Do I have enough money?

• What will be the impact of working one more year? Two more years?

• When should I claim Social Security benefits?

•  Have I identified passions and things I wish to pursue in retirement? Is 

special travel on my agenda?

•  Is my spouse retired? Do we have dreams we wish to pursue together? 

•  Does my spouse need support and help? Are there other family mem-

bers who wish to have support and care?

•  What are my preferences with regard to work, retirement, a different set 

of activities?

•  For how long of a period do I need to plan?

•  What is likely to change during retirement and how does that affect my 

plan?

•  Where will I get medical benefits?

•  Are there plans with regard to family members or family members need-

ing care?

• Have I built enough flexibility into my plans? 

When to Retire Examples
Following are simple examples that show the potential impact of delaying 

retirement.



Single female: Example 1 assumes that Joan, a single female, will have a 

401(k) and Social Security for her retirement income. To make the numbers 

for the different retirement ages comparable, all figures are shown in real 

dollars (that is, adjusted for inflation). The 401(k) retirement income value 

reflects an annuity factor for an inflation-adjusted annuity. Thus, the benefits 

of delaying retirement include both the increase in value of the 401(k) and 

the annuity factor increasing with age. 
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Example 1: Joan, a Single Female 
Retirement 
Age

401(k) 
Balance

Annuity 
Factor per 
$100,000

Monthly 
Annuity

Monthly 
Social 
Security

Total Monthly 
Income

Increase vs. 
Age 62

62 $244,567 $362.17 $886 $883 $1,769  

64 $266,772 $387.70 $1,034 $1,015 $2,049 16%

66 $289,883 $416.71 $1,208 $1,152 $2,360 33%

This example uses the following assumptions: 

•	  401(k) Balance: This assumes Joan earned $40,000 per year in real dollars beginning at age 22, and saved an 

average of 10 percent per year until age 62 and 15 percent per year on any earnings after age 62. The assumed 

real return on the 401(k) is 2 percent per year.

•	 Monthly Income: The calculations assume that the full 401(k) balance is used to provide monthly income. 

•	 Annuity Factor: This is based on estimated rates for an inflation-adjusted annuity.

•	  Monthly Social Security: This is based on Social Security Quick Calculation software, assuming $40,000 in real 

annual earnings beginning at age 22. Assumes monthly benefits start at the beginning of retirement.

•	  The additional contribution of the 401(k) to retirement income from delaying retirement reflects: 1) growth 

from investment returns, 2) growth from additional contributions, and 3) the fact that, because of the delay, the 

401(k) will be spread over a shorter number of retirement years. 

 The example shows that Joan would see a 33 percent increase in monthly 

income if she delays retirement for four years.

If Joan retires at age 62, does not purchase an annuity, and lives to age 95, 

she will have a 401(k) balance of $244,567 to spread over 33 years--in addi-

tion to Social Security of $883 per month (inflation indexed). If she waits to 
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retire until age 66, she will have a 401(k) balance of $289,883 and she will be 

spreading this larger amount over 29 years until age 95. She will also have a 

higher Social Security benefit. 

The increases in Social Security in this example mostly reflect adjustments 

applied to Joan’s benefits for taking Social Security before age 66. The 

example assumes Joan has more than 35 years of earnings at an inflation-

adjusted $40,000 per year. (Note: 35 years is the maximum number of years 

that Social Security uses to calculate benefits.) Because of this, the example 

does not show a benefit from Joan having more years of earnings.

Husband and wife: Example 2 is an expansion of the previous one, but for a 

couple, Paul and Amy. It assumes Paul is two years older than Amy, and that 

they plan to retire at the same time. The earnings and savings assumptions 

are the same as above. For the annuity factors, it assumes that at retirement, 

Paul and Amy each use their own 401(k) balance to purchase an inflation-

indexed annuity that pays 50 percent to the survivor. 

(Note: Combined annuity factors are not the average for Paul and Amy. 

The example assumes that each spouse uses his/her own 401(k) balance to 

purchase an annuity, and that Paul’s 401(k) balance will be larger because of 

more working years.) 

Example 2: Paul and Amy, a Husband and Wife
Retirement 
Age

401(k) 
Balance 
Combined

Annuity 
Factor per 
$100,000

Monthly 
Annuity 
Combined

Monthly 
Social 
Security 
Combined

Total Monthly 
Income

Increase vs. 
Age 64/62

W62/H64

$511,339

W $352.38    

H $381.91 $1,881 $1,898 $3,779

 

 

W64/H66

$556,655

W $375.54    

H $408.11 $2,185 $2,167 $4,352 15%
 

W66/H68

$603,819

W $401.76    

H $437.59 $2,538 $2,501 $5,039 33%



Notice that although the numbers for Paul and Amy are roughly twice as large as 

those for Joan in the single life example, the percentage increases from delaying 

retirement are quite similar—33 percent when Paul is 68 and Amy, 66. 

However, in households where one spouse (usually the wife) has a shorter 

work history, the relative increase from delaying retirement can be greater. 

Three extra years for someone who worked for 40 years is not as much of an 

increase as three extra years for someone who worked 20 or 25 years.

The Decision 

Actual results for individuals or couples will depend on the particular cir-

cumstances. Actual earnings and savings histories will play a big part, for 

example. So will the impact of retiring early on employer-provided benefits 

like health insurance and pensions. 

It also matters whether the person makes an abrupt transition from full-time 

work into full retirement or takes a phased approach and delays claiming 

Social Security. Customized financial projections on the impact of delay-

ing retirement can be especially helpful for those who are considering the 

phased approach. 

The decision of when to retire hinges on all these elements and many more. 

For instance, some decisions are irrevocable while others are not; these 

require careful evaluation. Also, uncertainty over how long the retiree will 

live is a complicating factor. Some retirees may want to factor in the distinct 

possibility that they could live in retirement for a very long time. 

Fortunately, many publications, experts and financial tools can assist in 

sorting out all the issues and variables. This is important to keep in mind, 

because settling on the optimal retirement date is extremely difficult, if not 

impossible, to do alone with a pencil and paper. 

Some people use retirement planning software to help with the calculations. 

The advantage is that many such programs help provide an estimate of 

whether a person will run out of money. In addition, they help people weigh 

different possibilities by testing alternative scenarios. For example, if consid-

ering retiring at different points in time, the software can do the calculations 

once for each alternative. 
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However, Society of Actuaries research has shown wide variations in results 

from these programs, so it is important to use care in interpreting results. 

Assumptions about investment returns, in particular, can have a big impact 

on projections. In general, the best systems provide clear guidance on input 

items and clear reports that allow checking inputs and tracing the path from 

input to results. 

In the end, those who bring thoughtful study and an inquiring mind to the deci-

sion-making task will likely reach the very best solution for their own situation. 
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