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To my friend Josephine, who knew what she wanted, was financially wise, and achieved her goal of retiring happily in her little cottage overlooking the sea.
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Introduction:


Retirement Myths, Retirement Realities


‘What are your retirement dreams?’ This is the question I began asking friends and acquaintances of all ages when I started writing this book. The responses were wide-ranging, revealing, sometimes funny, but all said in a tone of voice that reflected the financial uncertainties created by the recession and the pervasive distrust that has become associated with pensions – both rightly and wrongly.


My friend John, in his late 20s, said, ‘My dream is to retire at age 45, but maybe a little later now, and to be able to play golf whenever I want to.’


Paul, in his mid-30s, said, ‘I’ll leave the daily commute behind at some point, I don’t know when, and spend my time growing wine grapes on a hillside in Tuscany.’


Anita, in her mid-40s, said, ‘I’m dreaming about long vacations, warm weather and a yacht in the south of France. Maybe I’ll just settle for a nice little cottage in a warm climate beside the water.’


Janet, in her early 50s, said, ‘I’m never going to retire. I’ve banished the word from my vocabulary! And it’s a good thing that I have, given what’s happened to the value of my pension.’


Richard, another friend in his 50s, admitted with some reluctance that he had not saved enough money and could only dream of retirement, and that the current drop in the stock market and property prices had just made his situation worse. He is quietly and anxiously scrambling to come up with both a plan for a modest retirement and the money to fund it.


As for me, now that I’ve entered my age-denying years, my dream of retirement isn’t about any specific life programme. Instead, it’s about having the mental security of knowing I have enough money to let me relax when I want to and work when I want to. The key is that whether I work or play, the choice should be mine. That’s what I call a dream come true!


‘And how are you going to fund your dreams?’ This was my follow-on question –n the money question. Given the anxieties about the current economic crisis, the responses were, as I would have expected, more vague and less varied. Most people answered with, ‘I’ll figure it out before I get there,’ or some variation on that statement. ‘I guess I’ll have to save more, if I can find the money’ was another common response, often stated wistfully. And a few said, with a little resignation and bitterness, ‘I may have to work until I can’t.’


Surprisingly few people I spoke to had real, concrete ideas about how they would fund their retirements. Many had no retirement savings to speak of. Many were relying heavily on the future value of and income from property or properties they owned. And even those who participated in company pension plans or had personal pensions were vague about how their pensions were performing or how much money they might get on retirement – until the recent recession woke them up to the risk of placing their retirement on autopilot. Even now, many were more or less drifting towards some unknown result – partly because they didn’t want to deal with the sharp decline of their net worth (property, investments, pensions) brought about by the recession, or because they didn’t know what to do, much like a deer caught in the headlights of a speeding car.


Paula, in her 50s, was one of the few with an actual plan. ‘My parents will fund my retirement,’ she told me.


I found this a surprising notion, but I must admit not a totally uncommon one. ‘How awfully generous of them!’ I responded.


‘Oh, they don’t know about it,’ Paula corrected me. ‘But when they die, I’ll inherit their savings and sell their house. That will be my retirement nest egg.’ A realistic plan? Only time – and the unwinding of Paula’s parents’ estate – will tell.


Unfortunately, relying on a substantial inheritance isn’t an option available to me, and it may not be for you, either. And as most people realise, your government pension will support only a very basic retirement lifestyle, not the stuff that dreams are made of. Like me, you will probably have to provide the majority of the money for your retirement through a combination of a company or private pension scheme, and private savings.


It’s a serious responsibility, one that you may have only just begun to get your mind around. Certainly the current economic contraction has made all of us aware that we must pay attention to planning for our retirement if we want to make our dreams reality. I’ve written this book to help you with the process. Whether you are in your 20s, 30s, 40s, 50s or early 60s, and whether you are earning a little or a lot, single or married, working for a big company or self-employed, this book will tell you in plain, clear language what you must do in order to achieve your own retirement dreams, whatever they may be.


Don’t expect miraculous solutions. I can’t tell you the winning numbers in next week’s lottery or the name of a stock that will rise in value by 1,000 per cent over the next five years. And even if I, or anyone else, had warned about the drop in share prices and property values, most people would not have listened. History shows that at some point in a period of long economic growth and upward price movement in property and securities, every generation comes to believe that they have entered a period of unlimited growth. This belief slowly evolves, at almost all economic levels, into a sense of entitlement. And people don’t want to hear any voice that’s counter to that forever rosy economic future.


What I can give you in a book about retirement are some time-tested strategies that have worked for others and can work for you. I’ll help you understand your saving and investment options so that you can make appropriate choices for yourself, just as I and many people I know have done. Importantly, I’ll also tell you the risks and pitfalls to watch out for before you implement a plan, while you’re saving and investing, and after you retire and begin to use your accumulated wealth.


By picking this book off the shelf, you’ve taken an important first step to making your retirement dreams come true. But the next step is just as important and a bit more challenging: seeing through the six big myths that prevent most people from creating a sound financial plan for retirement. I’ve become very familiar with these myths in my work as a financial educator and guide on my television programmes about personal finance. If I had a pound for every time I’ve heard one of them on the lips of people just like you – well, let’s just say that my own pension pot would be a lot bigger than it is!


Let’s go through these six myths together. Which ones have been holding you back?


‘Retirement talk? That’s for the 50-and-over set!’


This is a natural assumption. For most people, retirement arrives in their mid-60s, and few of us are accustomed to planning for events that are more than ten years in the future. Sometimes it’s all we can do to figure out what to have for dinner tonight!


Images in magazines and on television also promote this myth. They illustrate stories about retirement planning with images of vibrant-looking older people with silver hair and satisfied smiles. The implication: if you’re still young, you can tune out the conversation until another couple of decades have passed.


People who accept this myth avoid thinking about retirement until it’s staring them in the face – usually when they hit the half-century mark. Suddenly they realise that retirement is just a few years away. They find themselves scrambling to pull together a package of money on which they can live after retirement. For millions, it’s too little and too late. The fact is that saving enough for a comfortable old age in the space of just ten or fifteen years is very difficult for most people to pull off. They simply don’t have enough spare money to save after paying all their current bills.


This is why waiting until you’re in your 50s is a big mistake . . . and an alarmingly common one. People who discover in their 50s or later that they haven’t saved enough for retirement are usually forced to make hard, unpleasant choices they never imagined having to make.


The lesson: if possible, start planning for retirement while you’re still young. Begin following the advice in this book in your 20s or 30s and you might even find yourself having easy and pleasant choices to make: ‘Should I retire early? Would I prefer a house by the beach or a posh city apartment? Would it be more fun to cruise the Greek isles next year or go on an African safari?’ Those are the kinds of problems I want every reader of this book to face!


‘Save my money? I’m having too much fun spending it!’


This is how nearly every young person feels when they first start earning money. I certainly did! Back in my 20s, when I first entered the workforce, my salary was small, just a little more than I needed to cover the basics – my rent, food and repayments on university loans. I was keen to use the meagre sum I had left over for a few enjoyable treats – fashionable clothes, concerts, theatre and dinners out with friends. Saving for retirement seemed like a boring chore whose importance I glimpsed only distantly, if at all.


But those who do start saving when they’re young – even in a small way – are always happy they did. Take Peter, a young man I recently met. At age 19, he’d begun making money as a professional skateboarder. (That’s one of those occupations we Baby Boomers find it hard to imagine – a career path we certainly never dreamed about when we were Peter’s age.) It was not by any standard a lot of money, but enough that it sparked his desire to do one thing – spend. Like most young people, regardless of the amount of money they are earning, he viewed his income almost as play money or funding for the exciting pastimes he was discovering.


Luckily for Peter, he had a good relationship with his father, who was a wise and thoughtful man. He sat Peter down and talked him into opening a pension plan. At the time it seemed to Peter a ‘sad’ (Peter’s word) thing to do with his money. But today he is in his early 30s and his thoughts have changed. Now working in radio, he sees how the money he began saving in his youth has grown. He realises that he has far more long-term security than if he’d spent every single pound he earned when he was 19. It’s a comforting feeling that motivates him to continue contributing to his pension. And he’s quietly pleased that he listened to his father’s advice.


I hope you’ll be inspired by Peter’s story and see the possibilities in it as they relate to your life. Take the lesson from this story and start saving for retirement when you’re young. You’ll be glad you did, just as he is.


‘Contribute to a retirement plan – on my salary? You must be joking!’


It’s understandable when a low-paid worker, at any age, makes this complaint. In the early years of your career, there’s rarely enough money to cover all the things you really need, let alone the many things you might want. But this myth ignores a basic truth: the earlier you start saving, the lower the cost of your retirement. And this is true even when the amount you save is small.



Time is the key factor. Few forces are as powerful as compound interest with time on its side. For example, suppose you put aside £100 a month (that’s less than £25 a week) starting at age 25. Your nest egg will grow to over £113,000 by age 60 (assuming a realistic 5 per cent average rate of return). Amazing, yes – but true. Now imagine how much more you’d have if you periodically increased the amount you contribute.


So start accumulating money – even small amounts – for your retirement early. When I look back on my life, my second greatest financial regret is that I didn’t start saving soon enough. (My greatest? Not marrying somebody who is very wealthy, of course!)


And if you wonder where the money to begin saving will come from, just imagine the kind of fund you can build by drinking a few pints less each week, giving up smoking, buying fewer DVDs, going to the race track less often, or buying one less outfit every month. If you really put your mind to it, you’ll be surprised to discover how many ways there are to set aside a couple of pounds here, a few pounds there. (And if you do cut back on drinking, smoking, gambling and other such habits, you may benefit in ways that go beyond the purely financial.)


But remember: the sooner you start, the better! Don’t give in to the myth that a young person can’t afford to save. It’s just not so – as Peter and many others like him have shown.


‘I’m no financial genius. Planning for retirement is too complicated for me!’


It’s true that retirement planning can be complex. There are many options available for retirement saving and investment. There are employer-sponsored plans, including some that let you make additional contributions beyond the amounts your employer provides. There are private plans. There are plans that let you put money away before taxes, after taxes, or both. Each type of plan has its advantages and disadvantages.


So feeling a little overwhelmed is understandable, but it’s foolish to let this stop you from getting started. The solution is the same as when tackling any other complex topic: keep it simple. Start by saving an amount you can afford and putting it into an investment vehicle you can understand (I’ll provide all the basic know-how you need in this book). Over time, as your financial circumstances change and your knowledge grows, you can modify your pension plan if you like, making it more sophisticated and powerful.


But don’t wait until you’re an expert – start now! And drop the myth that retirement planning is too difficult for someone like you. If you’re smart enough to use a PC, programme a mobile phone, or download tunes to an MP3 player, I promise you’re smart enough to launch and build an effective retirement plan for yourself.


‘Can’t someone take care of retirement planning for me – or at least tell me exactly what to do?’


The misplaced desire to rely on someone else to make your retirement planning decisions arises from two sources. First, there’s the fear that you can’t possibly master all the details of personal finance. But as I’ve already suggested, you don’t need to be an expert to begin saving and investing. Start small, start simple and enjoy watching your self-confidence, your knowledge, and your money grow together.


Second, there’s the exaggerated perception many people have about the power of experts. They rely on doctors to fix their physical ailments, car mechanics to repair their cars and electricians to mend the wiring in their houses. In just the same way, they reason, there should be experts available to manage their saving and investment needs. However, because most people have no idea about how or where to find a financial expert, this myth becomes yet another excuse for doing nothing.


As someone who makes a living by offering people my financial expertise, I know that such knowledge can be very valuable. But responsibility for your life begins and ends with you. You know better than to drive your car recklessly in bad weather. You know that eating junk, drinking to excess and smoking up a storm are good ways to die young. And you know that plugging too many appliances into a single electrical socket can overload the circuits and cause a fire. If you ignore these simple precautions, neither a car mechanic, a physician nor an electrician can do much to fix the damage you’re likely to cause.


Well, a person who refuses to start saving and investing for retirement is being just as reckless – but with his or her financial future. And if you’re in this category, there’s little an investment expert can do to help you. The first move is up to you.


If you do use the services of a financial planner or adviser, don’t expect to abdicate your decision-making role. Instead, think in terms of a partnership. The two of you should be working together for one goal: your well-funded retirement. Talk with your adviser about your goals, your fears and your tolerance for risk. Don’t hesitate to ask questions, even foolish or apparently stupid ones. The more you do, the better you’ll become at steering your own financial ship.


A little later in this book, I’ll offer more detailed tips about how to find, choose and work with a financial expert. But the most important tip is to discard the myth that someone else can fix your financial future. It’s your life and your money, and only you can decide what to do with both.


‘Retirement? Frankly, I doubt I’ll even be living that long!’


I’ve often heard this excuse uttered with an air of knowing cynicism, as if planning for a long future is the act of a naïve or foolish person. Yet life has a way of tricking us. I’ve seen many a person who assumed they would never reach retirement age suddenly realise that time has passed, seemingly in the blink of an eye. Retirement, either voluntary or involuntary, is already looming. Now, with the opportunity to prepare in advance long vanished, they can do nothing but lament, as jazz musician Eubie Blake did, ‘If I’d known I was going to live so long, I’d have taken better care of myself!’


As with the other myths, the underlying attitude here is natural and understandable. When we’re young it’s hard even to imagine being old, but with a little luck we all get there eventually. And as medical science continues to advance, most of us can look forward to a longer life than our parents and grandparents enjoyed – and that means more retirement years to fund.


So please – even if you find it difficult to believe that one day you’ll be looking in the mirror at the face of a 60, 70 or 80-year-old, accept the fact that it almost surely will happen one day. The only question is: will it be the face of an oldster who feels anxious, insecure and deprived, or that of a retiree brimming with confidence, optimism and exciting plans for tomorrow? The choice is yours.


Above all, don’t let myths like these and stories of real disappointments and fraudulent activities discourage you from planning for your retirement. We’ve all read or heard the bad news and felt a deep sense of betrayal as pensions failed to keep their promises to people who invested in and believed in them for years. Don’t let the myths, fear-mongering, mistakes, disappointments, betrayal and outright fraud cause you to do nothing. If they do, you’ll end up being a victim – both of your own inaction and of the problems in our national and private pension programmes that especially affect those without plans of their own.


Are you a retirement dreamer? I hope so! The ideas, information and recommendations in this book will show you how to transform your dreams into solid realities. The sooner you begin, the easier it’ll be. So turn the page and let’s get started.




1. A Life Beyond Work:


Your Retirement Dreams


The Changing Face of Retirement


Not so long ago, retirement was more of a hope than a reality for the average working person. Some people simply couldn’t afford to stop working at any age. They would work until health problems forced them to reduce their hours or stop completely. Because of short life expectancies in many countries, including the developed world, those who could afford to stop working at age 65 had, on average, only seven or eight more years of life to look forward to. Retirement was little more than a brief stopover between a life of hard work and, perhaps, a few years in a nursing home before the final ‘retirement’ to one’s ultimate reward.


But in the last generation, all of this has changed. Thanks to improved medical care, nutrition, fitness and safety programmes, people in the developed world are living longer than ever. According to the UK Office for National Statistics, a man who retires in the year 2015 at age 65 can expect to live an additional 18 years, while a woman in the same circumstances will average 22 more years of life. And these are just average figures. A sizeable proportion of the population will live even longer, and higher percentages of people are surviving into their 80s and 90s than ever before. Similar patterns are turning up in the United States and in other advanced countries.


These changes mean that retirement planning needs to be a much different exercise for our generation than it was for our parents or their parents. Rather than assuming that we’ll live after retirement for just a few years in a relatively sedentary way, we should assume two decades or more of retired life, much of it active and filled with new experiences.


Of course, this is wonderful news, but it also creates real challenges. How will you be able to afford the vibrant retirement lifestyle that modern medicine is making possible? How can you save and invest enough money during your income-earning years to tide you over through not seven or eight, but 20, 30 or even more non-earning years? And how will you be able to afford the many exciting opportunities that today’s longer-lived, robust seniors can enjoy – travel, volunteerism, lifelong learning, and a host of other cultural, social and personal pursuits?


It’s a nice problem to have, but it’s a problem nonetheless, one that everyone must solve in a unique way, suited to their own resources, abilities, interests and needs.


Planning Your Retirement Lifestyle


Devising your personal solution to the retirement puzzle begins with some realistic thinking about what your life will be like after retirement. Where will you live? How will you spend your time? What will you need money for? These and many other questions must be answered – at least tentatively – before you can begin to develop a plan for making possible the retirement lifestyle you want.


One of the most basic issues you’ll face is: will you retire at all – in the sense of leaving work completely behind? For growing numbers of people, the answer is No.


In 2005, the financial firm Merrill Lynch sponsored a survey of Baby Boomers, members of the enormous (and enormously influential) generation of people born between 1943 and 1964. As I write, the older members of this generation are on the verge of retirement, the first of tens of millions of Boomers who will soon be redefining old age as well as straining the financial resources of government and corporate pension programmes the world over. It’s noteworthy, however, that in the Merrill Lynch survey, fully 76 per cent of the Boomers studied said they hoped to continue working after retirement. Similar surveys in the UK have yielded comparable results.


The respondents to surveys like these aren’t driven only by financial concerns. Many say they want to work well into their 60s because they enjoy the camaraderie, challenges and accomplishments they associate with work, not just the pay cheque.


This is a significant change from the attitudes of previous generations, many of whom are currently enjoying well-earned lives of leisure following decades of hard work (including raising their Baby Boomer children). Almost as soon as long-term retirement became a reality for millions of working people, the Boomers began to rethink it. (Not surprisingly, perhaps; ever since their youthful heyday in the 1960s, the Boomers have been notorious for their readiness to re-examine and challenge all kinds of social, economic and political arrangements.)


Many companies are now beginning to adjust to the changing expectations of their older workers. There are practical reasons for this shift. Many employers are eager to retain the wisdom and experience that their older employees have developed over the years. They worry that the relatively smaller size of the immediately succeeding generation – often known as Generation X – will make it impossible for them to replace the millions of workers who will be retiring in the decades to come with skilled managers and professionals in their 30s and 40s. Some human resource experts even speak about a ‘talent crisis’ as companies lose their Boomers and turn to Xers for leadership.


In response, companies are developing flexible work plans and ‘flexible retirement’ programmes that allow older employees to cut back on their hours while remaining on salary. For example, BT Group (formerly British Telecommunications) eliminated its traditional retirement age in 2006, allowing employees a free choice as to whether and how to remain employed in their 60s. To make good use of this new pool of seasoned talent, the company has created specially-designed programmes, such as a helpdesk staffed by workers aged 60 and over which caters specifically to older customers who are having trouble with high-tech services such as broadband connectivity. At Yorkshire Water, retirement-age employees are permitted to work part-time, draw part of their pension payments and even continue to contribute to their company pension plan for later use. This new flexibility represents a win-win evolution that will benefit both the workers and the companies they serve.


Some older people who want to go on working choose to do so in fresh settings. There are almost as many options as there are retirees with talent, energy and ideas. Some start their own companies, which may compete with, complement, or serve their former employers or occupy an entirely different business niche. Some become consultants, outside contractors or freelancers, offering their expertise on a for-hire basis to companies willing to pay for it. And some become paid trainers, teachers, coaches or mentors to new generations of professionals in their field, passing along their wisdom to those who can benefit from it.


On the other hand, for some people the idea of continuing to work after 65 isn’t a realistic option. Their work may be physically taxing, they may suffer from physical ailments that make work overly stressful or they may work in occupations where a strict retirement age policy is enforced. Others work in industries where employment is stagnant or in decline, and where companies may be happy to be relieved of the relatively higher pay cheques drawn by their retiring workers. And still others may work in fast-changing fields such as high technology, and may be unable or unwilling to keep retraining themselves to stay up-to-date with the latest trends.


Of course, for many people, working past age 65 sounds like a horrendous idea. They can’t wait to leave the office or the workshop behind and begin living a life of leisure.


Whichever camp you fall into, you need to begin thinking about these choices now, before retirement looms, so that the financial plans you develop can match the reality of your post-65 life. And once you’ve decided whether and how you will want to go on working after retirement, there are many more decisions to be considered, from matters of geography (where will you live?) to personal relationships (with whom will you spend most of your time in retirement?). All will have a bearing on the kinds of plans you make and the financial resources you’ll need.


Exploring the Future of Your Dreams


To help you start developing a realistic retirement plan that fits your personality, your needs and your resources, I’ve developed the Retirement Lifestyle Quiz. It’s designed to help you think about your retirement options, including some you have probably never thought of before.


I urge you to devote a couple of hours to taking the quiz now, before you tackle the later chapters in this book. This applies to you no matter what your age or present circumstances. If you’re young, in your 20s or 30s, you may feel that some of the questions are hard to answer or even irrelevant since I’ll be asking you to think about things you won’t be doing for another 20 to 40 years. That’s all right. Respond as best you can, devising answers that seem plausible to you now based on what you know about your personality, likes and dislikes, talents and interests. It’s very likely that your answers will change in the future, along with your retirement plans. No problem – the important thing is to begin developing some plans now, so that as your preferences evolve, your retirement plans can keep pace.


Forcing yourself to begin thinking about possible retirement pathways now can have some surprisingly positive effects. Imagining a life after work can be a great way to discover some of your deepest interests, values and desires. Give yourself permission to fantasise: what would you do with your time and talent if you were freed from the requirement to work every day? Dreaming about that is the first step to making it come true. There are no guarantees, of course; but if you never give yourself permission to dream those dreams, you can be certain they will never come to pass.


And don’t worry that fantasising about a life without work will somehow weaken your commitment to the daily job you currently hold. If anything, the opposite is more likely. Having a retirement dream in mind – one that’s as vivid and appealing as possible – can be a wonderful motivator for hard work in the here and now. Isn’t it nice to think that every day spent working – and every small sum you deposit from your pay cheque into your retirement savings account – can be a step on the path to an exciting, fulfilling future life?


If you’re married or in some other kind of committed relationship, take the quiz with your partner. If you’re not accustomed to sharing such planning with your spouse, now is a great time to begin to get used to it. Assuming you do retire together, you may be spending a lot more time with each other than you are accustomed to. Learning to communicate and make decisions together will be the key to enjoying your new-found freedom as a couple rather than wasting time and energy squabbling.


You’ll probably find that you and your partner have different answers to some or all of the questions. That’s natural and normal. It doesn’t mean you can’t create a mutually satisfying retirement lifestyle together; it just means that you need to devote time and energy to working out a compromise programme that includes as much as possible of what you each desire. Talk through all the areas of agreement and disagreement, and make certain that you really understand your partner’s fundamental motivations and dreams. Don’t just consider the surface of each question; delve into the underlying whys. Once you know why your partner dreams of living in a hut on a South Sea island, while you prefer to imagine life in a high-rise flat in a big city, you can work together on finding an alternative plan that can meet both sets of needs.
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