fidelity how much to save for retirement

fidelity how much to save for retirement is a critical question that many individuals grapple with
as they plan for their future financial security. Understanding the nuances of retirement savings,
particularly through a reputable institution like Fidelity, empowers individuals to make informed
decisions. This comprehensive guide delves into the essential factors, common benchmarks, and
personalized strategies for determining your ideal retirement savings amount. We will explore age-
based savings targets, income replacement ratios, the impact of inflation, and the various retirement
accounts available through Fidelity. By the end of this article, you will have a clearer roadmap to
confidently assess and pursue your retirement savings goals.
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Understanding Retirement Savings Goals

Planning for retirement involves more than just accumulating a lump sum; it's about ensuring a
sustained lifestyle and financial independence during your non-working years. The amount you need
to save is highly individual, influenced by a complex interplay of personal circumstances, spending
habits, and financial goals for post-career life. Fidelity, as a leading financial services provider, offers
extensive resources and tools to help individuals navigate this complex landscape and establish
realistic savings objectives.

The primary goal of retirement savings is to generate enough income to cover your living expenses
without relying on employment. This requires a forward-thinking approach, considering not only
current needs but also future ones, such as healthcare costs, travel aspirations, or supporting family
members. Without a clear understanding of your desired retirement lifestyle, it's challenging to set a
meaningful savings target.

Key Factors Influencing How Much to Save

Several critical elements directly impact the amount you will need to accumulate for a comfortable
retirement. Ignoring these can lead to under-saving, which can have significant financial
repercussions later in life. Fidelity emphasizes understanding these foundational aspects to build a
robust retirement plan.



Age and Time Horizon

Your current age is arguably the most significant factor. The younger you are when you start saving,
the more time your investments have to grow through compounding. This means that individuals in
their 20s and 30s can often afford to save a smaller percentage of their income compared to those
starting in their 40s or 50s. Fidelity's retirement planning tools often incorporate age-based savings
trajectories to illustrate this principle.

The longer your time horizon until retirement, the more aggressively you might consider investing,
potentially leading to higher returns. Conversely, as retirement approaches, a shift towards more
conservative investments typically occurs to preserve capital. Understanding this timeline is crucial
for setting appropriate savings rates.

Desired Retirement Lifestyle and Expenses

The lifestyle you envision for your retirement plays a direct role in your savings needs. Do you plan to
travel extensively, pursue expensive hobbies, or downsize your home? Or do you anticipate a more
modest lifestyle with fewer discretionary expenses? A detailed estimation of your anticipated monthly
or annual expenses in retirement is essential.

Consider essential expenses like housing, food, utilities, healthcare, and transportation. Then, factor
in discretionary spending such as entertainment, hobbies, and travel. Fidelity suggests using a
retirement expense calculator to help estimate these future costs accurately, taking into account
potential inflation.

Income Replacement Ratio

A common guideline in retirement planning is the income replacement ratio, which refers to the
percentage of your pre-retirement income you aim to replace in retirement. Many financial experts,
including those at Fidelity, often recommend aiming to replace 70% to 90% of your pre-retirement
income. This figure is not a hard-and-fast rule but a valuable starting point.

The exact percentage will vary based on individual circumstances. For instance, if you plan to pay off
your mortgage before retirement or have significantly lower work-related expenses (like commuting
costs), you might need a lower replacement ratio. Conversely, if you anticipate substantial healthcare
costs or wish to maintain a very active lifestyle, a higher ratio might be necessary.

Inflation and Investment Returns

Inflation erodes the purchasing power of money over time, meaning that a dollar saved today will be
worth less in the future. Therefore, your retirement savings plan must account for inflation to ensure
that your money can still buy what you need when you retire. Fidelity's planning models typically



factor in an assumed annual inflation rate.

Similarly, projected investment returns are a critical component. The rate of return you can
reasonably expect from your investments over the long term will influence how quickly your savings
grow. Conservative estimates are generally preferred to avoid overestimating future gains. Fidelity
offers a range of investment options with varying risk and return profiles.

Healthcare Costs

Healthcare expenses tend to increase with age and can become a significant portion of a retiree's
budget. Medical insurance premiums, prescription costs, and potential long-term care needs must be
factored into your retirement savings. Fidelity often highlights the importance of this often-
underestimated expense.

While Medicare covers many health costs for seniors, it does not cover everything. Out-of-pocket
expenses for doctor visits, dental care, vision care, and prescription drugs can add up. Some
individuals also choose to purchase supplemental insurance for additional coverage.

Fidelity's Retirement Savings Benchmarks

Fidelity is renowned for providing practical and actionable guidance on retirement savings. They have
developed several benchmarks and rules of thumb designed to help individuals gauge their progress
and adjust their savings strategies. These benchmarks serve as helpful indicators, though they should
be customized to individual circumstances.

Age-Based Savings Milestones

Fidelity often publishes age-based savings milestones that suggest how much individuals should have
saved by certain ages to stay on track for retirement. These are typically presented as multiples of
your current salary. For example:

By age 30: Aim to have saved 1 times your annual salary.

By age 35: Aim to have saved 2 times your annual salary.

By age 40: Aim to have saved 3 times your annual salary.

By age 45: Aim to have saved 4 times your annual salary.

By age 50: Aim to have saved 6 times your annual salary.

By age 55: Aim to have saved 7 times your annual salary.



e By age 60: Aim to have saved 8 times your annual salary.

e By age 67 (or target retirement age): Aim to have saved 10 times your annual salary.

It's important to note that these are general guidelines. Your personal situation, including your
spending habits and desired retirement income, might necessitate deviating from these benchmarks.
Fidelity's retirement planners can help you assess how well you align with these targets and create a
plan to bridge any gaps.

Recommended Savings Rate

Beyond cumulative savings goals, Fidelity also emphasizes a recommended annual savings rate. A
common recommendation from Fidelity is to aim to save at least 15% of your pre-tax income for
retirement. This includes contributions made by both you and your employer to retirement accounts
like 401(k)s or 403(b)s.

This 15% target is intended to be a consistent savings habit that, over a long career, can accumulate
a substantial retirement nest egg. For those who start saving later in life or have more ambitious
retirement goals, a higher savings rate, perhaps 20% or more, might be necessary. The key is
consistency and starting as early as possible.

Calculating Your Personal Retirement Needs

While benchmarks and general rules of thumb are useful, the most accurate way to determine how
much to save for retirement is to calculate your personalized needs. This involves a more in-depth
look at your financial picture and future expectations. Fidelity provides tools and resources to assist in
this personal calculation.

Estimating Future Expenses

The first step in personal calculation is to create a detailed budget for your projected retirement
expenses. This requires projecting your monthly spending for a typical retirement year. Consider all
categories of expenses, including:

e Housing (mortgage, rent, property taxes, insurance, maintenance)
» Utilities (electricity, gas, water, internet, phone)

e Food and groceries



e Transportation (car payments, insurance, gas, public transport)

Healthcare (premiums, co-pays, prescriptions, potential long-term care)

Personal care (haircuts, toiletries)

Entertainment and hobbies

Travel and vacations
¢ Gifts and charitable contributions

e Taxes (federal, state, local)

When estimating these expenses, remember to account for inflation. A 3% annual inflation rate, for
instance, can significantly increase the cost of living over 20-30 years. Fidelity's retirement
calculators are designed to automatically incorporate inflation adjustments.

Determining Your Required Retirement Income

Once you have a clear estimate of your annual retirement expenses, you can then determine your
required annual retirement income. This is the total amount of money you will need each year to
cover those expenses. For example, if your estimated annual expenses are $60,000, then your target
annual retirement income is $60,000.

Consider any sources of income you might have in retirement besides your savings, such as Social
Security benefits or pensions. Subtracting these expected income streams from your total expense
needs will give you the amount your personal savings must generate annually.

The "4% Rule" and Withdrawal Rates

A widely discussed guideline for determining how much savings you need is the "4% rule." This rule
suggests that you can safely withdraw 4% of your retirement savings in your first year of retirement
and then adjust that amount for inflation in subsequent years, with a high probability of your savings
lasting for at least 30 years. Therefore, to estimate your total retirement savings needed, you can
multiply your desired annual retirement income by 25 (since 1/0.04 = 25).

For example, if you need $60,000 per year in retirement income, you would aim for a nest egg of
$1,500,000 ($60,000 x 25). It's important to understand that the 4% rule is a guideline and not a
guarantee. Market volatility and personal spending habits can influence its effectiveness. Fidelity
encourages individuals to consider their risk tolerance and potentially more conservative withdrawal
rates.



Strategies for Increasing Your Retirement Savings

If your current savings are not on track to meet your retirement goals, or if you simply want to
accelerate your progress, several strategies can help you increase your retirement savings. Fidelity
offers a range of solutions and advice to support these efforts.

Maximize Employer-Sponsored Retirement Plans

If your employer offers a retirement plan like a 401(k) or 403(b), take full advantage of it. Contribute
at least enough to receive the full employer match, as this is essentially free money that boosts your
savings immediately. Fidelity often administers many of these employer plans.

Consider increasing your contribution percentage over time, especially when you receive a raise or
bonus. Many plans allow you to automate your contributions, making it easier to save consistently.
Aiming for the annual contribution limits set by the IRS can significantly accelerate your savings
growth.

Utilize Individual Retirement Accounts (IRAs)

Individual Retirement Accounts (IRAs), such as Traditional IRAs and Roth IRAs, offer tax advantages
for retirement savings outside of employer plans. Fidelity is a prominent provider of IRA accounts and
investment options. A Traditional IRA may offer tax-deductible contributions, while a Roth IRA
provides tax-free withdrawals in retirement.

If you've maxed out your employer plan or don't have access to one, an IRA is an excellent way to
bolster your retirement savings. The choice between a Traditional and Roth IRA depends on your
current and expected future tax bracket.

Automate Your Savings

One of the most effective ways to ensure consistent saving is to automate the process. Set up
automatic transfers from your checking account to your retirement savings accounts on a regular
basis, such as weekly or bi-weekly. This "set it and forget it" approach removes the temptation to
spend the money and builds savings systematically.

Many online brokerage firms and retirement plan administrators, including Fidelity, offer automated
contribution features for both employer-sponsored plans and IRAs. This automation is key to
maintaining discipline in your savings efforts.



Review and Adjust Your Investments

Periodically reviewing your investment portfolio is crucial to ensure it remains aligned with your
retirement goals and risk tolerance. As you get closer to retirement, you may want to gradually shift
your asset allocation towards more conservative investments to protect your accumulated capital.

Fidelity provides a wide array of investment products, from mutual funds and ETFs to individual stocks
and bonds, allowing you to construct a diversified portfolio. Consulting with a financial advisor can
help you make informed decisions about your investment strategy. Regularly rebalancing your
portfolio can help maintain your desired risk level and optimize returns.

The Role of Different Retirement Accounts

Understanding the various types of retirement accounts available is fundamental to maximizing your
savings and tax benefits. Fidelity offers a comprehensive suite of these accounts, each with its own
advantages.

Employer-Sponsored Plans (401(k), 403(b))

These are retirement savings plans sponsored by employers. Contributions are often made on a pre-
tax basis, meaning they reduce your current taxable income. Many employers also provide matching
contributions, which significantly enhance your savings. Fidelity is a major administrator of these
plans for numerous companies, offering a diverse range of investment options within them.

The primary benefit is the tax-deferred growth, where your investments grow without being taxed
until withdrawal in retirement. Catch-up contributions are also permitted for individuals aged 50 and
over, allowing them to save even more.

Individual Retirement Accounts (IRAs)

IRAs are retirement savings accounts that individuals can open on their own, regardless of whether
they have an employer-sponsored plan. Fidelity offers both Traditional and Roth IRAs.

e Traditional IRA: Contributions may be tax-deductible, and earnings grow tax-deferred.
Withdrawals in retirement are taxed as ordinary income.

e Roth IRA: Contributions are made with after-tax dollars, but qualified withdrawals in retirement
are tax-free.



The choice between a Traditional and Roth IRA often depends on your current income level and your
expectations for your tax rate in retirement. Fidelity's IRA services include a broad selection of
investment choices to suit various investor profiles.

Other Retirement Savings Vehicles

Beyond the most common plans, other options exist for specific circumstances. For self-employed
individuals or small business owners, Fidelity offers accounts like SEP IRAs and SIMPLE IRAs, which
provide substantial tax advantages and higher contribution limits than standard IRAs. These plans are
designed to help entrepreneurs build retirement security. Understanding these specialized accounts
can be highly beneficial for a broad range of individuals seeking to optimize their retirement savings
strategy.

Q: How much should | aim to save per year based on my
income, according to Fidelity?

A: According to Fidelity, a general recommendation is to aim to save at least 15% of your pre-tax
income for retirement. This percentage includes any contributions made by your employer to your
retirement plan. If you started saving later or have more ambitious retirement goals, a higher savings
rate of 20% or more might be necessary.

Q: What are Fidelity's age-based savings milestones, and why
are they important?

A: Fidelity's age-based savings milestones are guidelines suggesting how much you should have
saved by certain ages, often expressed as a multiple of your current salary. For instance, by age 30,
they recommend having saved 1x your salary. These milestones are important because they act as
checkpoints to help you assess if you are on track for your retirement goals, allowing for timely
adjustments to your savings strategy.

Q: How does the "4% rule" relate to how much to save for
retirement with Fidelity?

A: The "4% rule" is a guideline suggesting that you can withdraw 4% of your retirement savings in
your first year of retirement and adjust for inflation annually, with a high likelihood of your money
lasting 30 years. To use this with Fidelity's guidance, if you need $60,000 per year in retirement
income, you would multiply that by 25 (1 divided by 0.04) to arrive at a target savings of $1.5 million.
Fidelity encourages this as a planning tool, but also advises considering personal circumstances and
market conditions.

Q: What factors does Fidelity suggest considering when



estimating retirement expenses?

A: Fidelity suggests considering a comprehensive list of potential retirement expenses, including
housing, utilities, food, transportation, healthcare, personal care, entertainment, travel, gifts, and
taxes. They also emphasize the importance of factoring in inflation to ensure your savings maintain
their purchasing power over time.

Q: Can Fidelity help me understand my income replacement
ratio for retirement?

A: Yes, Fidelity typically recommends aiming to replace 70% to 90% of your pre-retirement income.
They offer tools and resources to help you calculate your specific income replacement needs based
on your desired retirement lifestyle, anticipated expenses, and potential income sources like Social
Security or pensions.

Q: What is the difference between a Traditional IRA and a
Roth IRA offered by Fidelity for retirement savings?

A: With a Traditional IRA from Fidelity, contributions may be tax-deductible now, and earnings grow
tax-deferred, but withdrawals in retirement are taxed. A Roth IRA from Fidelity involves contributions
made with after-tax dollars, but qualified withdrawals in retirement are tax-free. The best choice
depends on your current and expected future tax brackets.

Q: How much should I contribute to my 401(k) through
Fidelity if my employer offers a match?

A: If your employer offers a 401(k) match through Fidelity, you should contribute at least enough to
receive the full employer match. This is essentially free money that significantly boosts your
retirement savings. After securing the match, Fidelity recommends aiming to save at least 15% of
your pre-tax income, which may involve increasing your contribution beyond the match.
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