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This research document outlines Vanguard's Principles for Retirement Income, a

framework designed to help retirees shift their focus from absolute account

balances to generating sustainable income. It emphasizes balancing personal

goals, managing unique retirement risks, and utilizing resources efficiently

through structural and tactical strategies.

Executive Summary
The guide is built around four foundational pillars:

1. Start with Purpose: Defining personal milestones (needs, wants, and wishes)

and building a realistic spending framework.

2. Cover the Essentials: Securing basic human and lifestyle needs through

guaranteed, non-market-dependent income mechanisms.

3. Make Your Wealth Last: Introducing disciplined tax mitigation, smart asset

withdrawal positioning, and liability management.

4. Simplify: Optimizing day-to-day administrative oversight of wealth to reduce

"cash drag" and improve long-term financial clarity.

22 Extracted Guidelines for Retirement Income

Pillar 1: Start with Purpose (Goal-Setting & Expense Estimation)

1. Balance Needs, Wants, and Wishes: Structure your goals hierarchically.

Cover Needs (housing, healthcare) and Wants (travel, dining) first, before

funding Wishes (legacy, charity).
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2. Build a Dedicated Contingency Fund: Separate an emergency fund for

unpredictable, non-routine expenses (major home repairs, uninsured medical

bills). Exclude this cash buffer when calculating your sustainable portfolio

withdrawal rate.

3. Attach Realistic Numbers and Factor in Taxes: When estimating your

financial targets, calculate rough dollar amounts for goals, ensuring you factor

in the impacts of both inflation and tax liabilities.

4. Target an Initial 3.5%–4% Portfolio Withdrawal Rate: For a standard 30-

year retirement, look to withdraw roughly 3.5% to 4% of your initial portfolio

balance annually (after accounting for outside reliable income) to ensure

sustainability.

5. Adjust Withdrawals Downward for Longer Horizons: If you are an early

retiree, part of a married couple planning for a surviving spouse, or highly

prioritized on leaving an inheritance, target a baseline withdrawal rate below

3.5%.

6. Diversify Allocations to Combat Market and Inflation Risk: Maintain an

intentional mix of stocks, bonds, and cash. Include growth-oriented

investments (equities) even into retirement to help preserve long-term

purchasing power against inflation.

Pillar 2: Cover the Essentials (Guaranteed Income Streams)

7. Coordinate Spousal Social Security Choices: Married couples should map

out Social Security together rather than individually. For example, having the

higher earner delay claiming can protect the lower earner by maximizing

potential survivor benefits.

8. Delay Social Security to Maximize Payments: If you are in good health and

possess outside assets to bridge the gap, wait to claim benefits. Every year

delayed past Full Retirement Age (FRA) up to age 70 raises your benefit by

approximately 8% annualized.

9. Claim Social Security Early Only When Financially or Physically

Necessary: If your personal health is failing, you face structural

unemployment, or immediate cash flow is required to make ends meet, claim

benefits early (starting at age 62).
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10. Deploy Income Annuities to Cover Essential Gaps: If predictable income

streams (Social Security, pensions) do not completely cover baseline survival

costs, convert a portion of savings into an income annuity (SPIA, DIA, or

QLAC) to buy guaranteed lifetime market-insulated income.

11. Maintain Liquidity Prior to Annuitization: Carefully evaluate how much you

put into an annuity. Avoid over-allocating, as funds used to purchase an

annuity are generally illiquid and no longer accessible for emergency cash or

direct inheritances.

12. Leverage Continued Employment to Boost Resilience: If able, working

even one single extra year past your target retirement window significantly

improves outcomes. It allows you to save more, withdraw less, defer Social

Security, or retain employer health coverage.

13. Evaluate Home Equity Formally: Treat your home as a strategic financial

asset. Explore downsizing to unlock raw capital and lower living overhead, or

evaluate tools like HELOCs and reverse mortgages for structural liquidity.

Pillar 3: Make Your Wealth Last (Tax and Structural Management)

14. Clear High-Interest Debt First: Pay off high-interest obligations (credit

cards, unsecured loans) aggressively. Standard market investments rarely

outpace the guaranteed "return" of erasing high interest rates.

15. Follow a Tax-Efficient Sequential Withdrawal Order: To reduce your

lifetime tax bill, pull money from taxable accounts first, followed by tax-

deferred accounts (Traditional IRAs/401ks), and leave tax-free accounts

(Roth assets) for last.

16. Execute Strategic Roth Conversions in Low-Income Windows: Move

assets from traditional accounts into Roth environments during your lowest-

taxed retirement years—typically the gap between your final working day and

the onset of Required Minimum Distributions (RMDs).

17. Pay Roth Conversion Taxes with Taxable Funds: When completing a Roth

conversion, use separate cash from a taxable bank account to cover the tax

obligation. This leaves the maximum amount of money compounding

efficiently inside the tax-advantaged account.
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18. Adopt a Dynamic Spending Strategy: Introduce flexibility by adjusting

annual spending to market behavior (e.g., spending slightly less when the

market drops, and more when it gains). Establish guardrails, such as capping

annual increases at 5% and spending cuts at 2.5%.

19. Secure Your Legal and Financial Intent Proactively: Establish a durable or

springing financial Power of Attorney (POA) and designate a trusted

emergency contact across your investment profiles before experiencing any

cognitive decline or health crises.

20. Audit Account Titles and Estate Exemptions Regularly: Work with estate

professionals to review how your accounts are titled and ensure beneficiary

designations match your intent. Be mindful of changing estate tax exemptions

(such as the $15 million per person limit in 2026).

Pillar 4: Simplify (Administrative Efficiency)

21. Establish a 12-Month Spending Fund: Keep exactly 12 months' worth of

planned portfolio withdrawals in an accessible, competitive high-yield savings

account or money market fund. This handles short-term bills cleanly while

avoiding excessive "cash drag" that stunts long-term growth.

22. Automate RMD Compliance and Portfolio Rebalancing: Consolidate

external scattered assets into a single provider to simplify tracking. Use free

automated institutional services to calculate and distribute your RMDs, and

strategically direct those mandatory distributions to rebalance your target

asset allocation.
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