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The Principal Problem
Solving the Right Problem in Retirement

Principal | prin·ci·pal | ˈprinsəpəl |
noun - An original sum of money invested
adjective - First in order of importance; main

Two Doors
Every one of us will walk through one of two doors1.
There is no “door number three.” There are no other
options. You and I will pass through one of these two doors.
The doors are the outcome of our retirement. At the end
of your retirement, there are only two outcomes. You will
face one or the other.
Door One: The Money Outlives the People.
You pass away with money to spare. You knew you
wouldn’t run out of money, and thus your retirement had
considerably less worry and stress. You leave a substantial
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sum to your children and grandchildren, churches, and
charities and a legacy of generosity, peace, and joy.
Door Two: The People Outlive the Money.
You run out of money. You live the last few years of your
retirement on a fixed income of Social Security and perhaps
an annuity or pension. The annuity income was once
substantial, but the rising cost of living has chipped away at it,
and now you’re barely able to make ends meet. You will leave
nothing to your cherished children and charities except a
legacy of stress and poverty.
There are no other options. Either you will outlive your
money, or your money will outlive you. If given a choice,
choose Door One.
Here’s the good news. You do have a choice! You can
choose Door One. But that election does not happen in your
80s. It happens now, in your 50s and 60s.
Choose, now, to have your money outlive you.
How? How do we ensure today that our money outlives
us and that we both retire successfully and stay successfully
retired?
We will get to the solution. Spoiler alert: the answer is
3D Retirement Income. But before we explore the solution,
we must first correctly frame the problem. There are no right
answers to wrong questions.
What, then, is the principal problem? What is the issue?
What is the central predicament we are trying to avoid?

The Nest Egg
Gone are the days when most people retire on a pension.
Most will get Social Security as a base income layer, but it was
never designed to provide a total retirement income. There is
a gap between monthly Social Security income and monthly
retirement expenses.
The gap must be filled by withdrawals from retirement
savings. We know this, and so we save a portion of our
earned income throughout our lives into accounts to build up
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our retirement “Nest Egg.” We save to create a giant sum of
invested money, our Retirement Principal.
Saving into a bank is insufficient for creating a sizable
Nest Egg. We save into 401(k)s, IRAs, Roth accounts, and
others to gain tax advantages. Our savings are not just saved
but invested in stock and fixed-income funds inside these
accounts. The compounding effect of investments over our
working lives turns our savings into a pile of money we
believe we can live on.
Our Nest Egg, our Retirement Principal, is essential to us.
It represents our life savings and becomes our livelihood. Our
instinct is to protect it, and we are taught to do as much. We
are taught that life comes in two phases.
Accumulation. We must accumulate as much retirement
principal as possible in our working years. The focus is on
savings and growth. Invest money in stock mutual funds and
let the compounding of the stock market take over. We don’t
need the money until retirement, so even when the accounts
go down in a bad market, we have time for it to recover. We
may have 70%, 80%, or even 90-95% of our retirement
investments in stock funds, with the remaining in fixed
income funds (bonds, treasury bills, etc.).
Decumulation. In our retirement years, we must
decumulate everything we have saved in an orderly fashion.
The focus is on withdrawals and safety. We must protect
everything we have grown and ensure we don’t lose it. We
need the money now, and we don’t have time to recover if we
lose it in a market drop. We reduce the money we have
invested in stocks to 60%, 50%, or even 40%, and invest the
bulk of our retirement principal in safe fixed-income
investments.
We build up our retirement principal in our working
years, climbing up the mountain. Then we spend down our
principal in retirement, walking down the other side.
We are taught that our main problem in retirement is the
loss of retirement principal. We cannot afford to lose money
in the market, so we must invest in “safe” fixed-income
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investments. We have saved up our Nest Egg. We cannot
lose it. We should limit our exposure to the stock market to
protect our life savings.
According to conventional thought, our principal
problem is the loss of retirement principal.
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Conventional thought is wrong and damaging many.
Our principal problem is not the loss of retirement principal.
Our principal problem is the loss of retirement income.
Our expenses in life do not come in a lump sum, whether
working or retired. We cannot pre-pay for a lifetime supply of
groceries. We do not hit a lifetime healthcare deductible and
have all our expenses covered from that point forward. We
do not pay for gasoline once and drive forever. Even after
paying off the mortgage on a house, property taxes,
homeowner’s insurance, and maintenance are ongoing
expenses, not one-time expenses.
Expenses in retirement are a series of ongoing
expenditures, monthly and annual. They are not one-time
lump-sum payments. They are continuous and increasing
outflows.
Thus, we must stop focusing on preserving a lump sum
retirement principal. Instead, we must start focusing on
creating an ongoing retirement income.
In accumulation, we know that we must invest in stock
market funds. They are the best way to get long-term growth,
even though we must weather some downs to get the ups.
We know we must invest for the “long term” throughout
our career, which we believe to be the day we retire. Thirty to
forty years of working is certainly a long term.
But then we shift. We are taught that we must now
“save” and “preserve” the accumulated money. Investing in
stocks is “risky.” Therefore, we must switch to “safe” fixed
income.
It’s time to challenge the notion of “safe.”
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Suppose you follow conventional thought. You invest in
stock funds throughout your working years and then shift to
mostly fixed income in retirement. You fear a 30-50% loss in
the stock market and not enough time to regain the losses.
You load up on fixed income for retirement. From the day
you retire to the day you pass, your retirement portfolio never
loses more than 10%. It is “safe.”
Mission accomplished, right? You never “lost money in
the market.” Three or four major market drops happened
while you were retired, but you never experienced huge
losses—a successful retirement portfolio by many measures.
Except one.
You ran out of money.
Your “safe” fixed-income investments generated a small
return that could not offset your withdrawals. Moreover, it
was overwhelmed by the tripling cost of everything you
wanted and needed to buy throughout your retirement.
The rising costs were imperceptible at first. But
compounding devastates the expense side in the same way it
builds the savings side.
Because the low returns of the fixed income were not
enough to cover even your starting expenses, you always
needed to pull a little bit from your retirement principal.
Before long, you were required to withdraw larger and larger
amounts from the principal of your retirement as your
expenses grew faster than your income.
Because your principal was shrinking each year, the
interest it generated also shrank each year. Rising withdrawals
combined with shrinking returns created a vicious cycle,
accelerating your portfolio’s demise.
Without ever “losing” money in the market, you lost all
your money and were confined to living out the rest of your
days on Social Security alone.
Is your retirement principal “safe” if you run out of
money?
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Is your retirement plan revolving around avoiding market
losses “successful” if you lose your money to the rising cost
of living?
Calling your retirement portfolio “safe” simply because
you won’t “lose” money in a market crash is like calling a
morbidly obese person “healthy” simply because they don’t
currently have the flu.
Your lack of problems in the short term does not
ensure your long-term success.
Even if you have no short-term market losses, you can
still run out of money. Even if you have no flu-like
symptoms, you can still die of a heart attack.
The Principal Problem is not Protecting Retirement
Principal.
The Principal Problem is Creating a Retirement
Income.
Break the mindset of protecting your nest egg from
market losses. This should not be your primary concern.
Your mortal enemy is not a drop in the stock market over
the next few years.
Your mortal enemy is the rising cost of everything
you need and want to buy over your lifetime.

Your Mortal Enemy: Inflation
Inflation, the rising cost of everything we need and want
to buy, is an insidious evil. It goes unnoticed in the short
term. We rarely notice its effects month over month, even
year over year. Especially during times of low inflation, it
doesn’t faze us.
From 2011 through 2020, the average annual inflation
was 1.73%2. When, over the course of a decade, you see the
price of a Dollar Menu item at McDonald’s go from $1 to
$1.18, you don’t panic. It’s not going to break the bank.
Indeed, it would take 40 years for prices to double at that
pace. Most people wouldn’t have a problem if inflation
remained at that rate. Over the average thirty-year retirement,
a Dollar Menu item would go up to $1.68. No problem.
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But we knew the good times couldn’t last.
We were all reminded that inflation still exists when it
went from 1.4% in 2020 to over 6% in 2021. At 6% inflation,
prices of everything will double in less than 12 years. Over a
thirty-year retirement, costs will sextuple. Your McDouble
went from $1 to $6. Is your “safe” fixed income portfolio or
fixed annuity going to keep up with that?
Thankfully, no one expects that 6% inflation will
continue for 30 years. It won’t because it can’t. Price increases
of that much for that long cannot be sustained. While we
don’t need to assume massive increases in prices, we cannot
take for granted the small changes we’ve experienced in the
last decade.
Even before the price hikes of 2021, I’ve been warning
clients about the effects of inflation. Even at long-term
historical rates of inflation of 2.5-3%2, the prices of
everything you want and need to buy will double and perhaps
triple in your lifetime.
Sure, your fixed-income portfolio can generate enough
income to buy a $3 gallon of gasoline. And perhaps you’ll still
be okay when the price is $4 and $5. But what about when
the price hits $7, $8, or $9 per gallon and stay there?
The ongoing effects of inflation are far more dangerous
than a temporary stock market decline.
We are taught to fear market crashes, not inflation.
Market crashes are significant events. They draw headlines
and doomsayers. Every time it happens, people declare, “The
world is ending!” “This time is different!” “We won’t get
through this!”
The 24-hour news cycle loves market crashes. They won’t
let us forget them. They make them worse by perpetuating
the fear. It’s a constant barrage of pundits and talking heads
announcing the end of life as we know it.
We notice when the market crashes. We see stock market
indexes go down by 20, 30, or 40%, and if we are invested in
stock funds, we see our portfolios lose hundreds of
thousands of dollars.
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Crashes make noise. We notice. And we are taught to
avoid them by investing in fixed income while in retirement.
Inflation is quiet. We ignore. An increase from $4.00 to
$4.12 doesn’t make any headlines. We don’t notice it. We
don’t fear it.
But here is the critical difference:
Stock market crashes are always temporary.
Consumer price increases are always permanent.
Every time the stock markets have crashed (and it
happens all the time), they have rebounded and reached new
heights. Every. Single. Time.
Equity markets will continue to crash. It happens once
every five years on average. Common as dirt. You’ll live
through five or six crashes during a 30-year retirement, with
two or three being massive! They will always rebound. Equity
market crashes are always temporary.2
When was the last time you saw prices come back down
to stay? When Subway got rid of their Five Dollar Footlong,
did they replace it with a Four Dollar Footlong? We may be
happy that we are no longer chanting, “Five. Five-dollar.
Five-dollar foot-looooong.” But we aren’t happy that a
footlong is now $8 or more.
When prices rise, the increase is permanent.
We can create a strategy to weather a temporary decline in
stock markets. But there is no strategy for a “temporary
increase” in prices because they are never temporary.
We focus too much on protecting our retirement
principal from temporary market declines.
We focus too little on creating a retirement income to
outpace the permanent rise in prices.
Billions of dollars are spent every year to encourage
people’s fear of temporary market declines and “solve” that
problem with fixed annuities, permanent life insurance, and
other fixed products. The fixed product market is highly
profitable for insurance companies and banks. They make
those profits on the backs of people who are focused on the
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wrong thing: protecting their retirement principal instead of
creating a retirement income.
This book will show you how to create a retirement
income strategy that will help you weather temporary market
declines, but more importantly, it will help you defeat your
mortal enemy.
You won’t live off your nest egg. You will turn your nest
egg into an income. You will need to make sure that income
will not run out. You will need 3D Retirement Income.
You need your retirement income to have three
dimensions:
1. Direction: Income that rises faster than the cost of
living.
2. Duration: Income that lasts longer than you and
yours.
3. Diversion: Income that flexes better than the stock
market.
When your Retirement Plan includes the 3D Retirement
Income strategy, you’ll be better prepared for anything and
everything retirement can throw at you.
You won’t have to worry about inflation because your
income will grow faster than your costs. You won’t have to
worry about living too long because your income will outlive
you no matter your lifespan. And won’t have to worry about
market crashes, unexpected expenses, and monkey wrenches
because you’ll have the flexibility to deal with all of them.
We will unpack each of the Three Dimensions to explain
how we succeed in that domain. We will also explore ways
commonly sold to people as solutions that do not solve the
problem but rather create other issues.
We will sum up the Three Dimensions in a simple and
effective strategy to turn your nest egg into reliable income
for you while also preserving it to leave a financial legacy to
your children and grandchildren, churches, and charities.
Warning: When you read “simple,” do not infer “easy.”
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Anyone who has ever tried to eat vegetables daily and
avoid sugar and processed oils knows that just because a
strategy is simple doesn’t mean it’s easy. 3D Retirement
Income is a simple strategy. But it is hard.
We’ll share three critical aspects of making the 3D
Retirement income work.
1. Investment and Investor returns. This is the most
significant mental shift we need to make for this
strategy to work.
2. The Four Horsemen. They are the behavioral
mistakes that cause most people to fail in this strategy.
3. The Seven Principles of Success. We’ll share the
Seven Principles you’ll need to adopt to make this
strategy work.
Whether you’re retiring in the next ten years or have
recently retired, 3D Retirement Income will give you the
most security and opportunity for a successful retirement.
Let’s learn the three dimensions.
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Introduction Summary
The last page of each chapter will summarize the key
points of that chapter. These summaries will reinforce what
you’ve just read and drive home the takeaways. It will also
serve as an easy way for you to review the book in the future.
You can read all the summaries and remember the central
messages of the book in about 10-15 minutes.
•
•
•
•
•
•
•
•
•
•
•

We will all face one of two outcomes in retirement:
1. The money outlives the people.
2. The people outlive the money.
We must choose today if we want Outcome One.
We are taught that we should invest in “risky” stocks in
the accumulation phase of life.
We are taught to switch to “safe” fixed income in the
“decumulation” phase of life.
Fixed income is not “safe” if we run out of money.
“Decumulation” can be a dangerous strategy if you live
too long.
The Principal Problem is not Protecting Retirement Principal.
The Principal Problem is Creating a Retirement Income.
Your mortal enemy is the rising cost of everything you
need and want to buy over your lifetime.
Stock market crashes are always temporary. Consumer
price increases are always permanent.
We need a better plan. We need 3D Retirement Income.

