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Explain and analyze:

The Retirement Paradox: Why Retirees Can't Spend Their Own Money. List the 
fundamental psychological dimensions and explanations.

The Retirement Paradox, also known as the Decumulation Paradox or Retirement 
Consumption Puzzle, describes the phenomenon where many retirees, despite 
having accumulated substantial wealth for their golden years, struggle to actually 
spend their own money.1 Instead of enjoying the fruits of their labor, they often live 
far below their means, continuing to save even when it's no longer necessary or 
even beneficial. This leads to a situation where they have ample funds but don't 
utilize them to enhance their quality of life, effectively underspending and 
potentially leaving large inheritances that they could have used for themselves.

Analysis: Why Retirees Can't Spend Their Own Money
The paradox stems from a complex interplay of psychological, behavioral, and 
practical factors that make the shift from a lifetime of "accumulation" to 
"decumulation" incredibly challenging.

Fundamental Psychological Dimensions and Explanations:

1. Fear of Running Out of Money (Longevity Risk Aversion):

Explanation: This is arguably the most dominant psychological driver. With 
increasing life expectancies and the unpredictability of future expenses 
(especially healthcare and long-term care), retirees often harbor a deep-
seated fear of outliving their savings. This anxiety leads them to hoard 
cash and maintain a highly conservative spending approach, even if their 
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financial models indicate they can safely spend more. The prospect of 
losing the "safety net" of a steady paycheck exacerbates this fear.

Behavioral Economics Connection: This ties into loss aversion, a core 
concept in behavioral economics, where the pain of a loss is felt more 
intensely than the pleasure of an equivalent gain. For retirees, seeing their 
account balances decrease can feel like a significant loss, leading to 
extreme reluctance to spend.

2. Ingrained Saving Habits and Identity Shift:

Explanation: For decades, individuals are conditioned to save, budget, and 
watch their wealth grow. This "saver" identity becomes deeply ingrained. 
Shifting from this mindset to one of "spender" is a profound psychological 
adjustment that doesn't happen automatically at retirement. The act of 
withdrawing money can trigger anxiety because it goes against years of 
practiced behavior.

Behavioral Economics Connection: This relates to status quo bias and 
familiarity bias. People tend to stick with what they know and are 
comfortable with. The habit of saving is a strong status quo that is difficult 
to break.

3. Uncertainty About Future Expenses (Especially Healthcare):

Explanation: Healthcare costs in retirement are a major unknown and a 
significant source of anxiety. Retirees worry about potential catastrophic 
illnesses or the need for expensive long-term care, leading them to hold 
onto their assets as a protective buffer. This uncertainty can overshadow a 
clear understanding of their current financial capacity.

Behavioral Economics Connection: This speaks to risk aversion and the 
difficulty in accurately forecasting low-probability, high-impact events. 
Without adequate insurance or a clear plan for these costs, the perceived 
risk leads to over-saving.

4. Bequest Motives (Desire to Leave an Inheritance):

Explanation: Many retirees feel a strong desire to leave a substantial 
legacy for their children or grandchildren. While noble, this goal can 
sometimes take precedence over their own comfort and enjoyment, 
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leading them to sacrifice their retirement experience to maximize what 
they'll leave behind.

Behavioral Economics Connection: This highlights the interplay between 
personal utility maximization and intergenerational altruism. The emotional 
satisfaction of leaving a legacy can outweigh the immediate utility of 
personal spending.

5. Mental Accounting:

Explanation: People often "bucket" their money mentally. For example, 
investment accounts might be seen as a "growth" or "legacy" bucket, 
while Social Security or pensions are seen as "income" for daily expenses. 
This mental separation can make it difficult for retirees to tap into their 
accumulated wealth for discretionary spending, even if it's financially 
sound. They may be comfortable spending "income" but not "principal."

Behavioral Economics Connection: Mental accounting demonstrates how 
people categorize and manage their money in their minds, often leading to 
irrational financial decisions.

6. Loss of Identity and Purpose (Non-Financial Factors):

Explanation: Retirement involves a significant shift in daily routines, social 
interactions, and one's sense of purpose. Some retirees may struggle to 
find new activities or experiences that justify spending their money, 
especially if their identity was strongly tied to their working life. They might 
not have a clear "why" for spending.

Behavioral Economics Connection: While not strictly financial, this 
behavioral aspect influences spending patterns. A lack of engaging 
activities or purpose can lead to a reduction in discretionary spending.

7. The "Annuity Puzzle":

Explanation: Despite the theoretical benefits of annuities (which provide a 
guaranteed income stream for life and mitigate longevity risk), their 
adoption by retirees is surprisingly low. This is often attributed to a 
combination of factors, including a desire to retain control over assets, 
complexity of products, low interest rates, and bequest motives (as 
annuities often mean losing access to the principal upon death). If more 
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retirees annuitized a portion of their wealth, it could alleviate their fear of 
running out of money and encourage more spending.

Behavioral Economics Connection: This is a classic example of economic 
theory clashing with observed behavior, highlighting the importance of 
psychological biases like control aversion and misunderstanding of 
probabilistic outcomes.

In conclusion, the Retirement Paradox is not simply a matter of financial literacy 
but a deeply rooted behavioral phenomenon. Understanding these psychological 
dimensions is crucial for financial advisors and policymakers to help retirees 
overcome their reluctance to spend and truly enjoy the retirement they worked so 
hard to achieve. Strategies often involve shifting mindsets, creating structured 
withdrawal plans, and addressing specific fears through education and 
appropriate financial products like annuities (when suitable).

List 22 protocols to mitigate the decumulation puzzle.

The "decumulation puzzle," where retirees underspend their accumulated wealth, 
can be mitigated through a multi-faceted approach combining robust financial 
planning, innovative product solutions, and targeted psychological interventions. 
Here are 22 protocols to help retirees confidently and optimally spend their 
money:

Financial Planning & Management Strategies:

1. Assess Future Needs and Expenses: Conduct a detailed review of anticipated 
retirement expenses, including housing, healthcare, travel, and factoring in 
care costs and inflation, to establish a clear understanding of financial goals 
and lifestyle expectations.

2. Evaluate All Income Sources: Identify and estimate all potential sources of 
retirement income, such as Social Security benefits, pensions, income from 
part-time work, and other investments, to determine how much reliance will be 
placed on savings.

3. Create a Realistic and Stress-Tested Budget: Develop a comprehensive 
budget that plans retirement income for both essential and discretionary 
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expenses, ensuring it is sustainable for the desired lifestyle and can adapt to 
changes.

4. Diversify Your Savings Portfolio: Maintain a diversified investment portfolio 
with a mix of stocks, bonds, and other income-generating investments to 
balance risk and return, and rebalance it regularly to align with evolving needs 
and risk tolerance.

5. Implement a Systematic and Flexible Withdrawal Strategy: Develop a 
structured plan for withdrawing money from retirement accounts that 
considers tax efficiency, market conditions, and personal goals, allowing for a 
mix of fixed and flexible withdrawals to adapt to changing circumstances.

6. Optimize Tax-Efficient Withdrawals: Understand the unique tax implications 
of different account types (e.g., Traditional IRAs, Roth IRAs, taxable accounts) 
to minimize tax burdens and maximize net income during withdrawals.

7. Regularly Monitor and Adjust the Plan: Treat the spend-down plan as an 
ongoing process, continuously reviewing expenses, income, and investment 
performance, and making necessary adjustments due to life events, market 
fluctuations, or changing financial needs.

8. Mitigate Sequencing Risk: Implement intelligent withdrawal strategies that 
account for market conditions, such as delaying withdrawals from certain 
accounts during market downturns, to preserve the portfolio's growth 
potential.

9. Ensure Reliable Cash Flow: Develop a strategy that ensures sufficient funds 
are available to cover living expenses, including potentially larger expenditures 
early in retirement, without compromising the long-term longevity of the 
portfolio.

10. Address Market Volatility Concerns: Implement structured withdrawal 
strategies that account for market cycles, helping retirees overcome anxieties 
about taking money out during downturns and preventing perpetual 
postponement of spending.

11. Proactively Plan for Healthcare and Long-Term Care Costs: Incorporate 
planning for unpredictable healthcare expenses, including potential 
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catastrophic long-term care needs, to reduce anxiety and the tendency to 
hoard assets as a protective buffer.

12. Strategically Tap Tax-Deferred Accounts: Consider drawing down funds 
from traditional IRAs and 401(k)s before Required Minimum Distributions 
(RMDs) are mandated, to avoid being forced into large, potentially tax-
inefficient withdrawals later in retirement.

13. Secure Lifetime Income Sources (e.g., Annuities): Convert a portion of 
accumulated assets into guaranteed lifetime income streams through products 
like annuities, which directly address longevity risk and provide peace of mind, 
giving retirees a "license to spend" their remaining assets more confidently.

14. Utilize Embedded Annuities and Default Income Solutions: Leverage 
financial innovations such as annuities embedded within target-date funds or 
managed accounts, or other carefully designed default payout options, to 
passively build guaranteed income and simplify complex decumulation 
decisions.

15. Engage in Pre-Retirement Psychological Planning: Undertake planning 
beyond just finances, including gradual transitions (e.g., phased retirement), 
identity exploration (contemplating non-work identities), relationship 
discussions, and time structure planning to improve post-retirement 
adjustment.

16. Cultivate Purpose-Driven Activities: Actively engage in meaningful activities 
such as volunteering, mentoring, creative pursuits, continuous learning, or 
part-time work to foster a sense of purpose and provide reasons to spend 
money on enriching experiences.

17. Develop a Diverse Social Portfolio: Intentionally cultivate and invest in various 
types of relationships, including family connections, activity-based 
friendships, community involvement, and intergenerational relationships, to 
maintain social connections and activities that may involve spending.

18. Reconstruct Identity from "Saver" to "Spender": Consciously work to 
redefine one's identity in retirement, shifting from a work-centric or "saver" 
identity to one that embraces spending as a tool for living a fulfilling life, 
clarifying values independent of career.

AI-01725 Retirement Decumulation Paradox 6



19. Reframe Spending as an "Investment in Quality of Life": Encourage a 
mindset shift where spending is viewed not as depletion, but as an 
"investment in quality of life," creating "memory dividends" from experiences, 
or as a deserved reward for decades of discipline. This can also involve 
reframing retirement income as a "paycheck".

20. Leverage Behavioral Nudges: Implement subtle interventions such as 
reframing financial concepts (e.g., presenting pensions as "investments" 
rather than "savings"), setting default options for withdrawals, and providing 
clear, accessible information to guide individuals toward optimal spending 
choices.

21. Seek Professional Financial Guidance and Behavioral Coaching: Partner with 
experienced financial advisors who can provide personalized strategies, offer 
behavioral coaching to help shift mindsets, provide "permission to spend," and 
manage psychological barriers like fear of scarcity or guilt.

22. Accelerate Gifting and Legacy Planning: Discuss and implement strategies 
for accelerating gifts to loved ones or charitable organizations, allowing 
retirees to experience the joy and utility of their generosity directly, rather than 
solely through inheritance after passing.

The Retirement Paradox: Unpacking the 
Psychological Dimensions of Retiree 
Underspending
Executive Summary
The Retirement Paradox, also known as the Decumulation Puzzle, describes the 
perplexing phenomenon where retirees, even those with substantial accumulated 
wealth, consistently underspend their financial resources. This behavior deviates 
significantly from traditional economic theories, which posit that individuals 
should systematically draw down their savings to maximize utility in retirement. 
This report delves into the fundamental psychological, cognitive, and contextual 
factors driving this underspending. Analysis reveals that deep-seated fears such 
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as outliving savings, cognitive biases like loss aversion and mental accounting, 
ingrained saving habits, and the desire to leave a legacy collectively contribute to 
this paradox. Furthermore, systemic shifts in retirement planning, coupled with 
gaps in financial literacy and the influence of societal norms, exacerbate the 
issue. Addressing this paradox requires a multi-faceted approach, integrating 
behavioral coaching from financial advisors, innovative financial products like 
annuities, and psychological interventions to foster a more purposeful and 
fulfilling retirement experience.

1. Introduction: Defining the Decumulation Puzzle
The transition into retirement marks a pivotal shift from a lifetime of wealth 
accumulation to a phase of decumulation—the planned spending of assets to fund 
living expenses. However, observed retiree behavior often contradicts this 
expectation, leading to what is widely recognized as the "Retirement Paradox" or 
"Decumulation Puzzle."

1.1. The "Retirement Paradox" Explained: Misalignment of 
Expected and Observed Spending
The "decumulation paradox" fundamentally represents a misalignment between 
the assumed financial behavior of retirees, particularly the systematic drawing 
down of savings to fund their post-work lives, and what is consistently observed 
in practice.1 Despite decades of diligent saving, many retirees, including those 
who are demonstrably affluent, exhibit a pronounced tendency to underspend 
their accumulated wealth, opting to hold onto assets rather than utilizing them as 
safely as their financial models might suggest.1

This observed behavior directly challenges the central tenet of the life-cycle 
hypothesis, a cornerstone of traditional economic theory. This hypothesis predicts 
that individuals, having accumulated wealth during their working years, should 
gradually decumulate it in retirement to finance their living expenses and 
maximize their lifetime utility.3 Yet, empirical research repeatedly demonstrates 
that retirees either continue to accumulate wealth or decumulate it at a rate 
significantly slower than anticipated.3 For instance, a study by BlackRock and the 
Employee Benefit Research Institute (EBRI) revealed that, on average, retirees 
retain a remarkable 80% of their pre-retirement savings even after nearly two 
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decades in retirement.4 Similarly, data indicates that households with married 65-
year-olds withdrew, on average, a mere 2.1% of their savings annually, a figure 
substantially below the general guidance on portfolio withdrawal rates.2

This persistent underspending poses a fundamental challenge to rational 
economic theory. The core definition of the paradox highlights a direct 
contradiction of a foundational economic principle, suggesting that traditional 
financial planning models, often rooted in purely rational assumptions, may be 
inherently incomplete in predicting and guiding retiree behavior. The issue extends 
beyond retirees simply underspending; it points to the models used to advise them 
failing to capture the full complexity of human decision-making in retirement. This 
necessitates a paradigm shift from purely quantitative optimization to an approach 
that integrates behavioral and psychological factors.

A nuanced aspect of retirement spending is often termed the "spending smile." 
This concept suggests that nominal spending in retirement typically starts highest, 
then declines over time, often due to a diminishing capacity for physically 
demanding activities like extensive travel or frequent movement.1 While this might 
appear to contradict the overall underspending paradox, it actually underscores a 
deeper pattern. The "spending smile" may represent a subset of discretionary, 
activity-based spending that naturally decreases with age and physical limitations. 
However, the underlying reluctance to touch the core principal of the nest egg 
persists, preventing optimal utilization of wealth even for less physically 
demanding leisure or other forms of utility maximization. This distinction highlights 
the intricate nature of "spending" in retirement, differentiating between active 
discretionary consumption and the broader reluctance to draw down the primary 
investment portfolio.

1.2. The Economic and Social Implications of Underspending
The collective tendency of retirees to underspend carries significant implications, 
extending beyond individual financial well-being to impact the broader economy. 
From an economic perspective, this behavior means retirees are effectively 
"leaving money to their heirs, which, to put it in economic terms, is not maximizing 
utility".1 This represents a missed opportunity for individuals to enhance their 
quality of life during their golden years, a period for which they diligently saved 
throughout their working lives.2
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Research consistently indicates a positive correlation between increased 
spending in retirement and higher reported levels of happiness among retirees.2 
Conversely, excessive frugality, driven by the paradox, can lead to self-imposed 
deprivation, self-sabotaging behaviors, and ultimately prevent individuals from 
genuinely thriving and enjoying the fruits of their labor in retirement.7 This reveals 
a societal cost inherent in individual prudence: while underspending might seem 
like a responsible personal choice, the aggregate effect of billions in unspent 
wealth has substantial implications for both individual retirees and the broader 
economy.4 This unspent capital represents foregone consumption and 
investment, potentially dampening overall economic growth.

The Retirement Paradox is therefore not merely a personal finance issue but a 
macroeconomic one. Policymakers and financial institutions have a vested interest 
in encouraging optimal decumulation to unlock this capital. Such a shift could lead 
to increased consumption, stimulate job creation in sectors like leisure and 
healthcare, and foster a more dynamic economy. This reframing positions the 
paradox as a societal challenge demanding systemic solutions, rather than solely 
individual behavioral adjustments.

Table 1: The Retirement Paradox: Observed Underspending vs. Economic 
Expectations

Concept /
Behavior

Description Implications Relevant
Information

Life-Cycle
Hypothesis
Prediction

Individuals should
systematically
decumulate wealth in
retirement to maximize
lifetime consumption.

Optimal utility
maximization.

Retirees should be
drawing down
wealth.3

Observed
Behavior: Average
Annual
Withdrawal Rate

Retirees withdraw a
significantly lower
percentage of their
savings than generally
recommended.

Funds remain largely
untapped; potential
for missed
experiences.

2.1% for 65-year-
old married
households.5

Observed
Behavior:
Percentage of

A substantial portion of
pre-retirement savings
remains unspent after

Wealth transfer to
heirs, often
unintended;

80% remaining
after almost two
decades.4
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Savings
Remaining

many years in
retirement.

underutilization of
personal resources.

Economic
Implication: Utility
Maximization

Retirees are not
maximizing their
personal well-being or
enjoyment from their
accumulated wealth.

Foregone
consumption;
reduced quality of life
in golden years.

Not maximizing
utility.1

Personal
Implication:
Happiness Levels

Retirees who spend
more tend to report
higher levels of
happiness.

Underspending can
lead to self-
deprivation and lower
life satisfaction.

Lower happiness
for
underspenders.2

2. Fundamental Psychological Dimensions and 
Explanations
The Retirement Paradox is deeply rooted in a complex interplay of psychological 
and cognitive factors that influence how individuals perceive, manage, and 
ultimately spend their money in retirement.

2.1. The Pervasive Fear of Running Out (FORO)
The most prominent psychological barrier to spending in retirement is the 
pervasive "Fear of Running Out" (FORO).2 This profound anxiety about depleting 
financial resources leads many retirees, even those with significant wealth, to live 
well below their means, despite having sufficient funds to comfortably support a 
desired lifestyle.2

2.1.1. Longevity Risk and Uncertainty in Healthcare Costs
A primary driver of FORO is the increasing life expectancy, which amplifies 
worries about depleting resources too soon.2 For instance, men turning 65 today 
can expect to live, on average, an additional 17 years, two years longer than those 
who reached 65 in 1990.6 This extended lifespan introduces greater uncertainty 
about how long savings need to last. Compounding this is the unpredictable 
nature of future healthcare costs, including the potential for catastrophic long-
term care expenses, which looms as a significant unknown in retirement 
planning.3 This uncertainty compels many retirees to hoard assets as a protective 
buffer against these potential, high-impact financial shocks.
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This behavior reflects a dominant "just in case" mentality. Retirees hold onto 
assets "in the event that [they] need a new roof or [they] end up in a nursing home 
or [they] have some kind of major medical expense".1 This is not merely a rational 
calculation of risk but an emotional response to perceived uncertainty. This "just 
in case" approach suggests that even when retirees possess statistically sufficient 
funds, the perception of unpredictable, high-impact events overrides rational 
spending. This highlights a need for solutions that address the emotional aspect 
of risk, such as insurance products that cover low-probability, high-impact events 
1 or guaranteed income streams, which can provide psychological comfort beyond 
mere financial solvency. The paradox is exacerbated by the inherent human 
difficulty in accurately assessing and planning for low-probability, high-impact 
financial risks.

It is important to note a geographical nuance regarding precautionary saving. 
While the general fear of running out is widespread, studies in Europe indicate 
only limited evidence that precautionary saving, arising from longevity risk and 
uncertain future medical expenses, is a primary explanation for the slow 
decumulation of wealth.3 In Europe, generous public pension systems may 
reduce the absolute necessity for extensive precautionary saving, thereby shifting 
the primary motivation for wealth preservation more towards bequest motives. 
This illustrates how cultural and systemic factors, such as the robustness of social 
safety nets, can modulate universal psychological biases.

2.1.2. Loss Aversion: The Pain of Principal Decline
Loss aversion, a core principle in behavioral economics, describes the human 
tendency to feel the pain of financial losses more intensely than the pleasure of 
equivalent financial gains.1 This bias is particularly potent in retirement. As 
individuals transition from receiving a steady income to drawing from their 
accumulated savings, they often observe their account balances gradually 
declining. Each withdrawal, and the subsequent lower balance, can trigger a 
visceral sense of loss compared to the previous balance, making them 
excessively frugal.1

This aversion to seeing the balance drop is amplified in retirement because there 
is typically no additional labor income to replenish the principal.1 The transition 
from an income-generating phase to a fixed-income or withdrawal phase 
intensifies loss aversion. The psychological discomfort of seeing the principal 
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diminish is heightened because retirees perceive no clear path to replenish it 
through active work. This makes withdrawals feel like irreversible "losses" rather 
than planned utilization of earned wealth.11 Consequently, individuals become 
highly anchored to their saved principal, making them very averse to any 
perceived reduction.1 This suggests that strategies that reframe withdrawals as a 
regular "income" rather than a depletion of savings 6, or those that provide a 
guaranteed income stream, are critical because they circumvent the direct 
psychological trigger of a declining "principal balance".1

2.2. The Deeply Ingrained Accumulation Mindset
Beyond immediate fears, the Retirement Paradox is profoundly shaped by the 
deeply ingrained mindset cultivated over decades of working and saving.

2.2.1. Decades of Saving Habits and Behavioral Inertia
Individuals spend 30 to 40 years diligently saving and accumulating wealth, 
making the psychological shift to a spending mindset profoundly difficult upon 
retirement.2 Retirees become "so conditioned to save" 5 that the act of spending 
feels "unnatural or irresponsible".6 This creates a powerful behavioral inertia, 
where individuals continue to adhere to the simple rule of "don't spend more than 
you bring in," a habit reinforced over their entire working lives.1

This reveals a profound irony: the very traits that contribute to successful saving—
discipline, frugality, long-term planning, and conscientiousness—paradoxically 
become psychological obstacles to optimal spending in retirement.8 The "save, 
save, save mentality" 12 is deeply ingrained. This suggests that financial literacy 
and planning must evolve beyond merely instructing "how to save" to encompass 
"how to spend optimally," including psychological preparation for this crucial 
mindset transition.8 Financial advice, therefore, should actively work to 
"uncondition" retirees from their lifelong saving habits, reframing spending as a 
deserved reward for their decades of discipline.

2.2.2. The Challenging Identity Shift: From Saver to Spender
For some individuals, their entire identity becomes inextricably linked to their net 
worth and the continuous act of wealth accumulation.12 Retirement, therefore, is 
not merely a change in employment status or income source; it necessitates a 
fundamental identity reconstruction, moving away from a work-centric identity 
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and the self-worth derived from growing assets.14 This transition is inherently 
challenging, as it requires individuals to confront and revise "strongly held beliefs" 
about money and their relationship with it.15

When wealth becomes intertwined with one's identity, the act of spending is not 
just a financial transaction but can be perceived as an attack on one's self-
concept—a "diminishment" of identity.12 This suggests that the reluctance to 
spend is rooted in a deeper psychological need for self-preservation and 
validation. Financial advisors need to help retirees redefine their identity in 
retirement, shifting the focus from "net worth" to "net well-being" or "purpose".12 
This involves reframing money as a tool for living a fulfilling life, rather than an end 
in itself or a "score" to be maximized.15

2.2.3. Guilt and Perceived Irresponsibility in Discretionary 
Spending
Many retirees experience a sense of guilt when considering spending on leisure 
activities or discretionary items, often viewing such expenditures as financially 
reckless.2 This internal conflict leads them to prioritize the preservation of their 
nest egg over their personal well-being, resulting in the avoidance of non-
essential expenses like travel or dining out, even when their financial situation 
comfortably permits it.6

This pervasive guilt and prioritization of future security over present enjoyment 
point to a deeply ingrained "sacrifice ethic" developed during their working years. 
This ethic, which emphasizes delayed gratification, persists even when the future 
(retirement) has arrived. This highlights a potential cultural or generational 
influence where prudence evolved into an extreme, almost pathological, habit. 
Financial planning needs to actively counter this by emphasizing the purpose of 
savings 8 and encouraging "intentional spending" 15 as a legitimate investment in 
quality of life.2 The concept of a "memory dividend" from experiences 12 can 
serve as a powerful counter-narrative to the guilt associated with spending.

2.3. Cognitive Biases Influencing Financial Decisions
Beyond emotional factors and ingrained habits, specific cognitive biases 
systematically distort retirees' financial decision-making, contributing to 
underspending.
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2.3.1. Mental Accounting: Categorizing Money and Spending 
Comfort
Mental accounting is the cognitive process by which individuals categorize and 
treat money differently based on its source or intended use, essentially putting it 
into different "buckets".1 Retirees often feel more comfortable spending a steady 
stream of income, such as recurring dividends or annuity payments, than drawing 
down principal from a lump sum of savings.1 This phenomenon is observed where 
individuals who received dividends from stocks were more likely to spend those 
funds than those whose stock earnings came through capital gains.1 Earmarking 
specific funds for discretionary expenses, such as a "travel bucket," can make 
spending those designated funds feel more controlled and less risky, thereby 
enabling consumption.6

While mental accounting can be strategically leveraged to encourage some 
spending, it also reinforces the reluctance to touch the primary "principal" 
bucket.6 This suggests that while it helps with specific spending categories, 
money not explicitly "bucketed" for consumption, especially the core "nest egg," 
remains subject to loss aversion and the ingrained accumulation mindset, 
potentially leading to overall underspending. The challenge for financial guidance 
is to extend the "spending comfort" derived from mental accounting to the entire 
portfolio, perhaps by reframing all withdrawals as a form of "monthly income".6

2.3.2. Anchoring Bias: Adherence to Rules of Thumb and "Magic 
Numbers"
Anchoring bias occurs when individuals rely too heavily on an initial piece of 
information (the "anchor") when making subsequent decisions.6 In retirement 
planning, this manifests as retirees rigidly adhering to familiar guidelines, such as 
the "4% withdrawal rule" or fixating on abstract "magic numbers" for their total 
retirement savings.6 While such rules of thumb can provide helpful initial 
estimates, their rigid application can cause retirees to live significantly below their 
actual means.6 For example, the "magic number" Americans believe they need to 
retire comfortably was $1.26 million in 2024, a figure often far exceeding what 
individuals actually have saved, yet even those with ample savings continue to 
underspend.16
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This bias creates an artificial ceiling on spending, even when a retiree's financial 
circumstances would safely allow for greater consumption. The "magic number" 
often serves as a perpetual, unattainable goal, preventing the enjoyment of 
current wealth. Financial advisors must actively challenge these ingrained 
anchors, emphasizing personalized planning tailored to individual goals and 
circumstances rather than generic rules.15 The focus should shift from merely 
accumulating a target number to determining "how much can I spend in 
retirement?" based on a sustainable, individualized strategy.17

2.4. The Influence of Bequest Motives and Legacy Planning
A significant, and often underestimated, factor contributing to retiree 
underspending is the profound desire to leave a legacy or inheritance to children 
and other family members.2 This motivation is particularly pronounced in cultures 
that emphasize collectivist family values and filial piety, such as Confucian 
societies.20

Research, particularly in Europe, strongly suggests that bequest motives are a 
primary explanation for the decumulation puzzle, sometimes even outweighing 
precautionary saving.3 The concept of "unintended bequests" 5, where retirees 
die with substantial unspent wealth, further underscores this point. In cultures 
influenced by Confucian heritage, family values prioritize the continuity and 
prosperity of the family lineage over individual desires.20 This leads older 
individuals to practice self-restraint in their spending, saving and making 
sacrifices for the benefit of the next generation.20 This strong desire to leave an 
inheritance, often in the form of real estate, acts as a significant obstacle to 
utilizing financial products like reverse mortgages or annuities, as these might 
mean "nothing will be left for the children".20

This prioritization of intergenerational wealth transfer challenges the purely 
individualistic "life-cycle hypothesis" and introduces a crucial social dimension to 
retirement planning. Financial advisors should proactively engage in discussions 
about legacy planning, helping clients understand the trade-offs between current 
consumption and future inheritance. Strategies such as accelerating gifts 12 can 
be explored, allowing retirees to experience the joy and utility of their generosity 
directly, rather than leaving "Monopoly money" to heirs who may not fully 
appreciate the sacrifices made to accumulate it.13
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Table 2: Key Psychological Drivers of Retirement Underspending

Psychological
Dimension

Explanation Impact on Spending Relevant
Information

Fear of Running Out
(FORO)

Anxiety about depleting
financial, physical, or
emotional resources,
especially due to
longevity risk and
uncertain healthcare
costs.

Leads to excessive
frugality, hoarding
assets "just in case,"
living below means.

2

Loss Aversion

The pain of financial
losses outweighs the
pleasure of gains;
declining account
balances trigger
distress, amplified by
fixed income.

Reluctance to
withdraw principal;
each withdrawal feels
like an irreversible
loss.

1

Accumulation
Mindset/Behavioral
Inertia

Decades of saving
habits create a deep-
seated resistance to
shifting to a spending
mindset.

Spending feels
unnatural,
irresponsible;
prioritization of nest
egg preservation over
well-being.

1

Identity Shift
Challenges

Identity tied to net
worth; difficulty
redefining self from
"saver" to "spender" in
retirement.

Emotional block to
spending; fear of
diminishing self-worth
or social standing.

12

Guilt/Perceived
Irresponsibility

Feeling guilty about
enjoying leisure or
discretionary spending
after a lifetime of
frugality.

Avoidance of non-
essential expenses;
self-deprivation
despite ample
resources.

2

Mental Accounting Categorizing money into
different "buckets";
comfort spending

Willingness to spend
recurring income
(dividends, annuities)
but reluctance to

1
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"income" versus
"principal."

draw from lump
sums.

Anchoring Bias

Over-reliance on fixed
rules of thumb (e.g., 4%
rule) or "magic
numbers" for savings
targets.

Creates artificial
spending ceilings,
leading to
unnecessary frugality
and missed
opportunities.

6

Bequest Motives

Strong desire to leave
an inheritance or legacy
to heirs, particularly
influenced by cultural
values.

Prioritization of
wealth preservation
for future generations
over personal
consumption.

2

3. Broader Contextual Factors Contributing to 
Underspending
Beyond individual psychological predispositions, systemic, historical, and cultural 
elements play a significant role in shaping retirees' spending behavior and 
perpetuating the Retirement Paradox.

3.1. Evolution of Retirement Systems: From Defined Benefit to 
Defined Contribution
Historically, retirees could largely depend on defined benefit (DB) pension plans, 
which provided a steady, predictable income stream throughout their 
retirement.21 However, a profound shift has occurred since the 1980s, moving 
predominantly towards defined contribution (DC) plans, such as 401(k)s and 
IRAs.21 This systemic change represents a fundamental transfer of financial risk 
and decision-making complexity from employers and institutions to individual 
employees.21

This increased individual responsibility means retirees are now solely accountable 
for managing their own retirement funds, including saving, investing, and the 
intricate process of decumulation.21 This heightened complexity, coupled with a 
general lack of financial literacy, leads to significant uncertainty and, 
consequently, a reluctance to spend.5 The burden of choice and the fear of 
making a costly mistake, particularly regarding market volatility and longevity risk, 
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directly contribute to behavioral inertia and underspending.8 The paradox is, in 
part, a systemic issue stemming from inadequate preparation and support for 
individual decumulation management in the modern retirement landscape.

3.2. The Role of Public Pensions and Illiquid Housing Wealth
The structure of public pension systems and the nature of housing wealth also 
significantly influence decumulation patterns. In regions with generous public 
pension systems, such as parts of Europe, the need for extensive precautionary 
saving may be reduced, allowing other motivations, such as the desire to leave a 
bequest, to become the primary driver of wealth preservation.3

Furthermore, the reluctance of retired elderly homeowners to sell or borrow 
against their owner-occupied housing is a substantial contributing factor to 
underspending.3 Housing wealth, often the largest asset for retirees, is inherently 
illiquid and indivisible. Beyond practical considerations like transaction costs, a 
strong emotional attachment to the home and the desire to "age in place" often 
prevent its utilization for consumption.3 This means a significant portion of a 
retiree's wealth remains effectively "frozen" and untapped, contributing to the 
underspending paradox, even if the individual is otherwise "asset-rich." This 
underscores the need for financial solutions that address housing equity without 
necessitating a physical move, such as reverse mortgages, although these 
products also face behavioral resistance due to their perceived impact on 
legacy.20

3.3. Gaps in Financial Literacy and Formal Retirement Planning
A pervasive issue contributing to the Retirement Paradox is the widespread lack of 
sufficient financial literacy among retirees, particularly concerning tax-efficient 
asset drawdowns and comprehensive retirement planning.7 A significant 
proportion of individuals enter retirement without a formal written financial plan.7 
Data indicates that 65% of pre-retirees do not know how much they can safely 
withdraw from their retirement savings, and even estimates from those who 
consider themselves knowledgeable may be inaccurate.23

This highlights a critical "knowledge-action gap." Even if retirees intellectually 
understand they can spend, the absence of concrete, personalized, and tax-
efficient strategies (the "how") creates decision paralysis and reinforces 
underspending. The inherent complexity of the decumulation phase, involving 
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intricate decisions around Social Security, Medicare, tax minimization, and 
hedging against various risks, is a major barrier.23 This situation is often 
exacerbated by limited guidance from financial institutions, whose compensation 
models may not adequately incentivize comprehensive decumulation advice.7 
This underscores a significant role for improved financial education and 
accessible, holistic financial advice that specifically guides the spending phase, 
not just the accumulation phase.

3.4. Societal Norms and Social Comparison in Financial Behavior
Societal influences, including those from family, peers, media, and prevailing 
cultural norms, exert a pervasive influence on financial decisions, often guiding 
choices unconsciously.25 There is a strong societal pressure to save for 
retirement, a norm deeply ingrained in many cultures.16 The "save, save, save 
mentality" 12 cultivated over decades of working life can be seen as a powerful 
societal norm that makes the psychological shift to spending exceptionally 
difficult.5

This suggests that the Retirement Paradox is partly a product of a societal 
narrative that has long prioritized accumulation. The cultural emphasis on 
prudence, financial independence, and potentially even "dying with dignity" 
(which can be interpreted as not being a burden on family or society 20) can 
inadvertently foster underspending. This implies that shifting spending behavior 
requires a broader cultural re-evaluation of what constitutes a "successful" 
retirement. The focus needs to move beyond merely the size of the nest egg to 
encompass the quality of life enjoyed and the purposeful utilization of wealth.

Table 3: Broader Contextual Factors Influencing Retirement Underspending

Factor Explanation Impact on Spending Relevant
Information

Evolution of
Retirement
Systems

Shift from guaranteed
Defined Benefit (DB)
pensions to individual-
responsibility Defined
Contribution (DC) plans.

Increased individual
burden of managing
decumulation, leading
to uncertainty and
reluctance to spend.

5

Public Pensions
& Housing

Generous public pensions
may reduce precautionary

Shifts focus to bequest
motives; large asset

3
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Wealth saving needs; illiquid
housing wealth and
emotional attachment
prevent its use for
consumption.

base remains untapped
due to practical and
emotional barriers.

Financial
Literacy Gaps

Insufficient knowledge
about tax-efficient
withdrawals, investment
products, and formal
planning.

Decision paralysis, fear
of making mistakes,
over-reliance on
conservative rules, and
missed opportunities.

7

Societal Norms
& Comparison

Ingrained "saving culture"
and societal pressure to
accumulate wealth, often
without a corresponding
norm for spending.

Reinforces reluctance
to spend, even when
financially secure, due
to deeply held beliefs
about prudence.

12

4. Implications and Strategies for Addressing the 
Paradox
Understanding the multi-faceted nature of the Retirement Paradox is the first step 
toward developing effective strategies to help retirees achieve a more fulfilling and 
purposeful post-work life. Addressing this phenomenon requires a holistic 
approach that integrates financial, psychological, and systemic interventions.

4.1. The Critical Role of Financial Advisors in Behavioral Coaching
Financial advisors play an indispensable role in helping retirees navigate the 
challenging transition from an accumulation mindset to a decumulation mindset.2 
This often involves more than just numerical calculations; it requires "changing 
their mentality" 5 through active "behavioral coaching".5

The role of a financial advisor must evolve beyond purely financial optimization—
such as maximizing returns or minimizing taxes—to include significant 
psychological counseling and behavioral intervention. This involves actively 
listening to understand a client's emotional barriers, reframing financial decisions, 
and providing explicit "permission" to spend. Advisors can help by developing 
balanced spending approaches, reframing spending not as depletion but as an 
"investment in quality of life".2 They can create personalized plans that align with 
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individual goals and values, rather than generic rules of thumb.12 Furthermore, 
advisors can provide crucial guidance in managing fears related to market 
volatility and uncertain healthcare costs 9, and can implement tax-efficient 
withdrawal strategies that optimize the use of various account types.10 The 
success of retirement planning increasingly depends on the advisor's ability to 
navigate the client's psychological landscape, not just their balance sheet.

4.2. Innovative Financial Products: The Promise of Guaranteed 
Income (e.g., Annuities)
Retirees consistently express a preference for products that provide a "steady 
stream of income," feeling more comfortable spending this predictable "income" 
than drawing down principal from a fluctuating savings account.1 This preference 
highlights a significant opportunity for financial product innovation.

Annuities are particularly effective tools that convert a portion of accumulated 
assets into a guaranteed lifetime income stream, directly addressing the critical 
concern of longevity risk and providing substantial peace of mind.1 This 
"paycheck for life" can effectively give retirees a "license to spend" by assuring 
them that their basic needs will be covered for their entire lives, regardless of 
market performance or how long they live.28 This product effectively "hacks" 
several psychological barriers: it mitigates the fear of running out, reduces loss 
aversion by reframing withdrawals as "income" rather than principal depletion, 
and simplifies financial management by creating a "safe" spending bucket through 
mental accounting.

Recent innovations in the financial industry include embedding annuities within 
target-date funds and managed accounts, making these solutions more 
accessible and integrated into common retirement plans.22 Furthermore, 
regulatory changes, such as the SECURE 2.0 Act, have eased restrictions on the 
use of lifetime income solutions, making them more attractive and compliant.22 
This demonstrates that financial product innovation, particularly in guaranteed 
income solutions, is a powerful systemic lever to address the paradox by aligning 
financial structures with human psychological preferences.

4.3. Psychological Interventions and Behavioral Nudges to 
Encourage Optimal Spending
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Beyond financial products and advisory roles, direct psychological interventions 
and behavioral nudges can significantly encourage optimal spending behavior in 
retirement. Psychological preparation before retirement is crucial, with studies 
showing that individuals who engage in such planning report significantly higher 
satisfaction levels post-retirement.14 This preparation includes gradual transitions 
(e.g., phased retirement or part-time work), identity exploration (contemplating 
non-work identities and interests), and time structure planning (creating tentative 
schedules and activity plans).14

Cultivating a sense of purpose, developing diverse social portfolios (i.e., 
cultivating various types of relationships), and establishing healthy routines are 
consistently found to be more crucial for retirement satisfaction than financial 
resources alone, once basic needs are met.14 This is a critical understanding: 
optimal spending is not just about having money, but about having a reason to 
spend it and the psychological capacity to enjoy it. Financial planning that focuses 
solely on numerical optimization without addressing purpose, identity, and social 
connection will likely fail to solve the underspending paradox.

Behavioral nudges, subtle interventions that guide decision-making without 
restricting choice, can also be highly effective. Examples include reframing 
financial concepts (e.g., presenting pensions as "investments" rather than 
"savings" to encourage utilization 34), setting default options for withdrawals (as 
individuals tend to stick with defaults 24), and providing clear, accessible 
information about spending possibilities.24 Reframing retirement income as a 
"paycheck that someone else is paying you" can also help overcome loss 
aversion.11 These strategies leverage cognitive shortcuts to guide individuals 
toward better decumulation choices. This calls for a multidisciplinary approach, 
integrating financial advice with psychological coaching and lifestyle planning to 
ensure retirees not only can spend but want to and know how to spend in ways 
that maximize their well-being.

Table 4: Strategies and Interventions for Encouraging Optimal Retirement 
Spending

Strategy
Category

Intervention Mechanism Relevant
Information

Role of Financial
Advisors

Behavioral Coaching,
Personalized Spending

Helps shift ingrained
saving mindset, provides

2
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Plans, Tax-Efficient
Withdrawal Guidance.

"permission" to spend,
addresses emotional
barriers, optimizes
financial mechanics.

Innovative
Financial
Products

Guaranteed Income
Products (e.g.,
Annuities), Embedded
Annuities.

Mitigates longevity risk,
reduces loss aversion by
reframing withdrawals as
"income," provides
psychological comfort,
simplifies spending
decisions.

1

Psychological
Interventions &
Behavioral
Nudges

Pre-Retirement
Psychological
Planning, Purpose
Cultivation, Identity
Reconstruction,
Reframing, Default
Options.

Prepares individuals for
the mindset shift, provides
meaning and motivation
for spending, leverages
cognitive shortcuts to
guide behavior.

11

5. Conclusion: Towards a More Fulfilling and 
Purposeful Retirement
The Retirement Paradox, characterized by the widespread tendency of retirees to 
underspend their hard-earned wealth, represents a significant divergence from 
theoretical economic expectations and a missed opportunity for enhanced well-
being. This analysis demonstrates that the paradox is not attributable to a single 
factor but emerges from a complex interplay of fundamental psychological 
dimensions, cognitive biases, and broader contextual influences.

Deep-seated fears, particularly the Fear of Running Out (FORO) amplified by 
longevity risk and uncertain healthcare costs, drive a conservative "just in case" 
mentality. This is compounded by loss aversion, which makes the act of 
withdrawing principal psychologically painful. Furthermore, decades of ingrained 
saving habits create a powerful behavioral inertia, making the transition to a 
spending mindset feel unnatural and even irresponsible. The challenge of identity 
reconstruction, where self-worth has often been tied to wealth accumulation, 
further complicates this shift. Cognitive biases such as mental accounting, which 
compartmentalizes money, and anchoring bias, which leads to rigid adherence to 
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rules of thumb, also contribute to suboptimal spending. Finally, the pervasive 
desire to leave a legacy to heirs, particularly strong in certain cultural contexts, 
often prioritizes intergenerational wealth transfer over personal consumption.

Beyond individual psychology, systemic factors exacerbate the paradox. The 
historical shift from defined benefit to defined contribution plans has transferred 
significant financial responsibility and complexity to individuals, who may lack the 
necessary literacy and planning support. The illiquidity of housing wealth and the 
influence of public pension systems also shape decumulation patterns. Moreover, 
a prevailing societal "saving culture" reinforces the reluctance to spend, even 
when financially secure.

Addressing the Retirement Paradox necessitates a holistic and multidisciplinary 
approach. Financial advisors must evolve their role to include behavioral coaching,
helping clients navigate emotional barriers and reframe spending as an investment 
in quality of life. Innovative financial products, particularly guaranteed income 
solutions like annuities, offer a powerful behavioral "hack" by mitigating longevity 
risk and simplifying spending decisions, thereby providing psychological comfort 
and a "license to spend." Finally, psychological interventions and behavioral 
nudges, such as pre-retirement psychological planning, purpose cultivation, 
identity reconstruction, and strategic reframing, can empower retirees to make 
more optimal spending choices that align with their well-being.

Ultimately, solving the Retirement Paradox requires a redefinition of retirement 
success—one that moves beyond merely accumulating a large nest egg to 
prioritizing the purposeful and fulfilling utilization of that wealth. Continued 
research into these behavioral phenomena, coupled with the development of 
tailored financial solutions and comprehensive advisory practices, is crucial to 
ensure that the golden years are truly enjoyed, maximizing utility not just in 
economic terms, but in terms of overall life satisfaction and well-being.
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