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Both Dan Moisand and I have published some recent articles on how to estimate how much money an individual or family “needs” for retirement security. However, really knowing how much money someone needs to retire is really a function of “what the money is for?”  Early in the sequence of the financial planning process, we ask a series of questions that boil down to just what the money is to be used for-and the answer is often multileveled and individually complex. The inquiry relates to determining both the basic and deeper reasons for which the individuals are working and saving money.  Sometimes, the answers are surprising to both me as well as the person answering the questions.

Abraham Maslow the psychologist wrote:  “Self Actualization is the desire to become more and more of what one is, to become everything that one is capable of becoming.”  Much of the exploration phase of the financial planning process focuses on the level of self actualization that an individual is reaching for, and how their income and savings process relates. The questions often attempt to determine what different purposes and meanings that money has in particular.  In a recent article on the process, authors Mitch Anthony and Lewis Walker use Malslow’s hierarchy of need fulfillment to review "what the money is for”.

 

They start with need for survival money.  How much do you need to put food on the table and keep a roof over your head during the potential decades of retirement?  After this,  the next step up the ladder is safety money.  Safety money is the “what if” reserve we want to have in case of unexpected illness, divorce, or another loss that puts the survival money in jeopardy. 

After filling the two basic security needs of the survival and safety money savings, we turn to freedom money, which enables us to do those things outside of work that we find enjoyable and fulfilling.  Having a boat, traveling more both before and during retirement, and purchasing a vacation home are all examples of freedom money.  

Often, after fulfilling the desire for those things that freedom money is meant for, we turn to thoughts of giving. Gift money is an expression of love and charity-for our children, our parents, and other deserving causes.

If we are so fortunate to have enough assets now or by retirement to have reached all of the first four money goals, we can now focus on having dream money. Dream money is having enough financial security to make changes in lifestyle (if appropriate) that bring new levels of meaning and personal fulfillment. If you have enough dream money before the usual age of retirement, you might make a part or full time career change.  Dream money would allow an early “retirement” to instead working for markedly less or even no money, but in a place that allows you to be the person you have always wanted to be.  Dream money allows work to be only that which is fulfilling.  It might mean no work earlier in life than planned, allowing that multi-year sailboat trip in the Caribbean or the tour of America by RV.

 

Anthony and Lewis relate that today’s income is not just to pay bills, but also to save for the financial needs and desires that move you up the ladder towards your dreams.  Each of us is different in how much money we need or want to move to the next step up the ladder, but an individual and intra-family discovery of this process is one of benefits of financial planning.
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