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Outline of Talks

1. Consumption Smoothing

2. MaxiFi Planner – Illustrating the Economics Approach

3 . Pricing Lifestyle Decisions – An Example: When Can I Retire?

4. Secrets to Maximizing Lifetime Social Security Benefits

5. Finding Alpha – Raising Households' Living Standards at No Risk
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Maxifi Planner Implements the Economics Approach
The Economics Approach Maxifi Planner

Consider full life span in financial decisions ✓

Calculate living standard path subject to lifetime budget and 

cash-flow constraints
✓

Find safe ways to raise the living-standard path ✓

Price lifestyle decisions in terms of their living standard impact ✓

Calculate insurance needed to protect survivors’ living 

standards
✓

Analyze living-standard upsides and downsides from investing 

at risk

Economics-Based 

Investment / 

Spending 

Risk Analysis
Find portfolio that maximizes average (expected) path of 

lifetime happiness (utility)
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MaxiFi incorporates all your financial data to 

create a highly detailed lifetime financial plan
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Case Study

Jack and Sarah are both 52. They have 2 children: Jane (17) and Alex (15). Jack earns $50K 

annually, while Sarah earns $100K. Both plan to retire and take Social Security at 62.

● Live in Kentucky in a $500K home.

○ $400K Mortgage, 20 years, 

$2,320/month

○ $5K Property Tax, $5K 

Insurance, $5K Maintenance

● 401(k)s:

○ Jack - $300K, Sarah - $500K

○ Both contribute 3% with a 3% 

match

● $50K in regular assets
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Living standard: lifetime resources - lifetime fixed expenses...
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… spread over one’s lifetime
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Lifetime Budgeting
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Consumption Smoothing – Discretionary Spending
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Consumption Smoothing

A Household’s Annual Living Standard

Equals

Its Annual Discretionary Spending

Per Household Member

Adjusted for Economies in Shared Living and Lower Cost of Kids
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Consumption Smoothing – Living Standard

● Annual

discretionary 

spending 

accounts 

for household 

demographics.

● Declines when 

children leave 

home.

● Per adult living 

standard remains 

the same.
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Consumption Smoothing

● Living Standard Path Has to Abide By Cash Constraints

● Suppose Couple Will Receive a $5 Million Gift at Age 60, Then …
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Cash Constraints:
Jack and Sarah's Living Standard Rises After Receipt of Inheritance
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Life insurance maintains survivors’ living standard
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Life insurance
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Sarah Needs Life Insurance, Jack Does Not
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Sarah is the 

higher earner 

and needs more 

insurance



Raising Lifetime Spending – Taking Social Security at 70
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Impact of 20% Federal Income Tax Hike Starting 2030
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Pricing Lifestyles and Other Decisions
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Change

Discretionary Spending Impact

Direction Lifetime Annual Percentage

Move to 

Texas

Raises $61,028 $1,271 + 2.4%

Downsize Home by 

Half in 3 years

Raises $551,791 $11,496 + 21.5%

Putting the Kids 

Through College at 

$75K per Year

Reduces $594,141 $12,378 - 23.2%

Jane Works Half 

Time

Reduces $402,947 $6,552 -15.0%



Choosing Your Age-Living Standard Profile
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Q&A
19



Connect with Larry

Website

www.kotlikoff.net

www.maxifi.com

Social Media

twitter.com/kotlikoff

facebook.com/laurence.kotlikoff

Linkedin.com/in/laurencekotlikoff/

kotlikoff@economicsecurityplanning.com
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Connect with Rick

Website

sensiblefinancial.com

Massachusetts

203 Crescent Street, Suite 404

Waltham, MA 02453

Phone: (781) 64x2-0890

Social Media

twitter.com/SensibleRick

facebook.com/SensibleFinancial

linkedin.com/SensibleFinancial

California

600 B Street, Suite 300

San Diego, CA 92101

Phone: (619) 573-4131
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