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“Asset allocation” refers 
to investing in various 
asset classes that, when 

considered all together, reflect 
your investment objectives 
and risk tolerances. The basis 
of this concept is that different 
asset classes perform in varying 
rhythms: When one asset class 
is on an upward swing, another 
may be moving downward.   

Any asset allocation model should 
be based on three major areas: how 
much income you will need; how long 
you will need to generate that level of 
income; and your ability to tolerate 
risk. The resultant strategy should allow 
you to sleep at night yet diversify your 
assets into a wide-enough range of asset 
classes to offset risks like inflation.   

Over time, your goals and financial 
needs will change, and you should plan 
to alter your allocation accordingly. The 
important thing is not to make drastic 
changes in response to the normal ups 
and downs of the financial markets. 
All modifications should be conducted 
in light of your current goals, not as a 
reaction to current events. With careful 

planning and a steady hand, your 
investments may indeed provide you 
with the means for a comfortable life. 

What type of strategy might work 
best for you? Here are some general 
guidelines based on your answers to the 
questionnaire. Once you’ve identified 
your time horizon and risk tolerance, a 
financial advisor can help you construct 
a portfolio that is appropriate for your 
needs.

Short Time Horizon and/or 
Less Risk Tolerance:  
7 to 13 points
Consider allocating the majority of 
your assets to income-producing 
investments, such as bonds. You 
may wish to keep some assets in cash 
equivalent options if you anticipate the 
need for taking distributions in the next 
few years. 

Medium Time Horizon and/or 
Moderate Risk Tolerance:  
14 to 22 points
Consider splitting your assets between 
growth-oriented options and more-
conservative, income-producing 
investments. As your time horizon 
shortens or your ability to tolerate risk 

lessens, you should consider reducing 
the percentage of your assets invested 
in more-aggressive, growth-oriented 
options.

Long Time Horizon and/or 
Higher Risk Tolerance:  
23 to 28 points
You may want to be more aggressive if 
your primary objective is to accumulate 
wealth for your retirement years. Your 
portfolio should favor more-aggressive 
options such as stocks, where the 
earnings potential is greater over time, 
albeit at a greater risk. 

... With an Asset Allocation Strategy
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Despite a weak economy 
and portfolio setbacks, 
Americans are continuing 

to save for retirement.  

A well-regarded annual survey shows 
Americans are taking practical steps 
to repair their retirement finances in 
response to sinking confidence that their 
savings will cover future needs.1 The 
Employee Benefit Research Institute 
(EBRI), a nonpartisan and nonprofit 
organization based in Washington, 

D.C., reports that just 13% of 1,257 
Americans surveyed this year said they 
were very confident about having 
enough money to retire comfortably. 
That’s down from 18% in 2008 and an 
all-time high of 27% in 2007. 

The good news is that Americans are 
doing something about it. According to 
EBRI, of those worried about retirement, 
81% have cut spending, 38% are either 
working more hours or have taken a 
second job, 25% have sought the advice 
of a financial professional and 25% 

are saving more. The majority of those 
surveyed are preserving or increasing their 
contribution to retirement savings plans: 
72% have kept the contribution rate 
constant and 16% have increased the rate. 

This is a good time to follow the crowd 
and do what you can to preserve—or 
even increase—your retirement savings 
rate. If you have to pare back, try to at 
least get the full benefit of your company’s 
matching contribution. 

1 The Wall Street Journal, April 14, 2009

How Much Will You Need to 
Maintain Your Standard of 
Living in Retirement? 

One way to measure what you’ll 
need in retirement is by computing 
a “replacement ratio”—gross 
income after retirement divided by 
pre-retirement gross income. Generally, 
a person needs less gross income after 
retirement because income taxes are 
lower after retirement, Social Security 
taxes end, Social Security benefits 
are partially or fully tax-free and you 
no longer need to contribute to your 
retirement account.

In the example on the left, a person 
earning $60,000 with the given level 
of expenditures could maintain his or 
her standard of living in retirement 
with gross income of $46,972—a 78% 
replacement ratio. 

Saving Strategies
Sticking to the Plan

Annual Income Replacement Ratio
Before Retirement After Retirement (2/1)

1 2  3

Gross Income  $60,000  $46,972 78%

(Taxes)* (10,967) (49)

(Savings)** (2,225) 0

(Age and Work-Related 
Expenditures) (34,253) (34,368)

Amount Left  
for Other Living Expenses 12,555 12,555

  *�Tax rates and Social Security amounts are 
  based on the laws in effect as of Jan 1, 2008.

**	�Savings are assumed to stop at the time of 
retirement.

Data Source: 2008 Replacement Ratio Study, 
Aon Consulting

Replacement Ratio for Employee Earning $60,000 Who Retires at Age 65


