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Praise for


Where’s My Money?




“Bob Carlson is the world’s #1 retirement expert. His new book is a gold mine of information that will save you tons of money and maximize your benefits from Social Security and Medicare. It includes tips and details you will never get from the government. Your spouse and family will forever be grateful!”


—Mark Skousen, editor of Forecasts & Strategies


“Having helped Americans plan their estates for over forty-eight years, I know first hand how confusing Social Security can be. And now, with all the new laws, it is a massive, mysterious maze. Bob’s new book, Where’s My Money?, clears up the confusion in an easy-to-understand format. It is, by far, the best work I have ever read on the subject. Considering that longevity risk (people outliving their retirement assets) is a serious problem, there has never been a more crucial time for us to prepare for the long haul. You must have Bob’s book on hand to use as your guide, as it was written to help you get the most out of what is rightfully yours. Great job!”


—David T. Phillips, president of Phillips Financial Services


“Bob Carlson is my go-to resource for all things retirement, and especially for confusing topics like Social Security. He has detailed knowledge and presents information in a clear way that helps real folks make important decisions.”


—Eric Tyson, bestselling author of Personal Finance for Dummies and Investing for Dummies
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To all the readers of Retirement Watch who over the years helped me identify the issues they face and develop practical solutions








Key Social Security Lingo to Know


As with other government programs, Social Security has its own vocabulary and lingo. Naturally, the words and terms that are unique to Social Security are turned into acronyms. In the book, I try to use the full term in each chapter before resorting to the acronym. But sometimes readers miss the first mention or get lost in frequent use of an acronym.


There’s a more complete list of key Social Security terms and their definitions in the Appendix. But here in the front of the book I list the key acronyms that are used throughout the book so that you can dive in without first reviewing the Appendix and can quickly turn back to this page for a reminder of key acronyms.


SSA


Social Security Administration. This is the government agency that administers the Social Security program. It issues Social Security numbers and administers all the different benefits under Social Security: retirement, disability, survivor’s and Supplemental Security Income. It is considered an independent agency, meaning it is not part of any cabinet department of the U.S. government. Its website is www.socialsecurity.gov. The main toll-free telephone number is 800-772-1213.


FRA


Full Retirement Age. This is the age at which you are eligible for full retirement benefits (FRB). FRA is the age at which you are eligible for the standard retirement benefit, without any reductions or additions.


FRA used to be 65 for everyone. But a rewrite of the Social Security law in the 1980s changed the rules. FRA now is between 66 and 67. Your FRA depends on your year of birth. The schedule of FRAs is in chapter 4 in Table 4.1.


FRB


Full Retirement Benefit. This is the retirement benefit you receive if you begin claiming benefits at your FRA. The amount depends on your earnings history.


PIA


Primary Insurance Amount. This is another term the SSA uses for FRB. The calculation of the PIA, or FRB, is described in chapter 4.


AIME


Average Indexed Monthly Earnings. This is a number calculated from your earnings history and used to determine your monthly Social Security benefits. Your annual earnings are adjusted for general wage inflation during your career. Your highest thirty-five years of earnings, after the adjustment, are used to compute the AIME. A formula is applied to the AIME to determine your PIA/FRB. Details of the computations are in chapter 4.


COLA


Cost of Living Adjustment. Social Security benefits are adjusted, or indexed, for inflation each year. The Consumer Price Index is used to make the adjustment. Late each year the SSA announces what the COLA will be for the next year. Benefit payments for January are adjusted for the COLA.


DRC


Delayed Retirement Credits. When you delay the beginning of Social Security retirement benefits until after your FRA, the benefits are increased for each month of delay. A full year of DRCs increases your FRB by 8 percent. Further details are in chapter 4.





Key Social Security Data and Changes for 2021


Key parts of Social Security are adjusted for inflation late each year. These adjustments affect the taxes that workers and employers pay and the amounts beneficiaries receive. To ensure you have the latest data, I include the latest updates on this page. Compare any amounts listed in the book to the latest data here.


Cost of Living Adjustment (COLA)


1.3 percent




FICA Tax Rate



	Employee


	7.65 percent







	Self-employed


	15.30 percent








The 7.65 percent tax rate includes both Social Security and Medicare taxes. The Social Security portion, also known as OASDI or FICA, is 6.20 percent on earnings up to the maximum taxable earnings, or wage base, (listed below). Employers pay a rate matching the employee tax rate. The Medicare portion, also known as HI, is 1.45 percent on all earnings. Individuals with earned income of more than $200,000 ($250,000 for married couples filing jointly) pay an additional 0.9 percent in Medicare taxes.


Maximum Taxable Earnings for Social Security


$142,800


Earnings for a Credit toward Coverage


$1,470





Retirement Earnings Test Limits



	Under full retirement age, annual limit


	$18,960







	Under full retirement age, monthly limit


	$1,580







	Year of full retirement age, annual limit


	$50,520







	Year of full retirement age, monthly limit


	$4,210








Maximum Initial Social Security Benefit at Full Retirement Age


$3,148 per month




Estimated Average Monthly Social Security Benefits Payable in January 2021



	All retired workers


	$1,543







	Aged couple, both receiving benefits


	$2,596







	Widowed mother with two children


	$3,001







	Aged widow(er) living alone


	$1,453







	Disabled worker, spouse, one or more children


	$2,224







	All disabled workers


	$1,277










Bend Points



	1st bend


	$996







	2nd bend


	$6,002








The bend points are used in the SSA’s formula for computing PIA, or FRB. The bend points ensure that the computation of Social Security benefits is progressive, meaning that workers with lower lifetime incomes receive a higher percentage of their average incomes in benefits than do workers with higher lifetime incomes.







CHAPTER 1 You’re Richer Than You Think—and Can Become Even Richer



Shortly after I started working on this book, I mentioned it at a dinner party. A woman in her seventies quickly asked, “You’re going to tell them to wait, aren’t you?”


She explained that as they approached retirement, she and her husband had claimed their Social Security and other retirement benefits at the earliest possible dates. “We wanted that money as soon as we could get it. We thought it was great,” she explained.


She no longer feels that way. A few years back, her husband passed away. At that point she discovered the long-term consequences of claiming Social Security benefits early. Her retirement benefit stopped and she now receives a surviving spouse’s benefit based on her husband’s earnings record and the age at which he claimed retirement benefits, because that amount is higher than her retirement benefit. If he had waited to claim Social Security benefits, her survivor’s benefit would be much higher now. She now has to maintain the household on less money, though her costs have increased.


“Everybody wants the money as soon as they can get it, and it seemed great,” she told me. “But you tell them they should be patient. I wish we had waited.”


I had already determined that one of the themes of this book would be that many people make the wrong decisions about Social Security, and the most frequent mistake is to claim benefits too soon. Another frequent mistake is that married couples don’t coordinate their benefits or put the emphasis that they should on maximizing the benefits of whichever spouse is the survivor.


It’s understandable that people don’t make optimum decisions about Social Security. The program is complicated, and your decisions have long-term consequences. Social Security is such a valuable asset that it’s important to take the time to make better decisions.


Here are a few more anecdotes about Social Security decisions—in which I use fictional names—showing how these decisions can have significant and lasting effects on lifetime income and financial security.


Max Profits was retiring soon at age 62. His wife Rosie was 58. Max initially planned to do as most people do: begin his Social Security retirement benefits at the closest possible date to age 62. If Max began his benefits at 62, he would have received $1,500 monthly.


After doing some research, however, Max decided to delay claiming his benefits for as long as he could, hopefully to age 70, at which point he would receive a monthly benefit of $2,640. He would encourage Rosie, on the other hand, to begin her retirement benefits at age 62, when she would qualify to receive $1,200 monthly.


Max decided to delay his benefits because he realized that after either he or Rosie passed away, the surviving spouse would receive only one Social Security check. And if the surviving spouse had the smaller income, the amount she receives depends on the benefits of the spouse who has passed away. The rules can be complicated (I discuss them in detail in chapter 6), but in general the survivor’s benefit is reduced if the spouse who has passed away began his retirement benefits before reaching full retirement age (FRA). It also can be further reduced if the surviving spouse has claimed her retirement benefits before full retirement age.


If Max began benefits at 62 and passed away at age 80, Rosie would stop receiving her own retirement benefit and instead receive about $1,650 monthly as a survivor’s benefit. But by delaying his benefits to age 70, Max would increase his benefits to $2,640 a month, and if Max passed away first, Rosie would receive that amount (indexed for inflation) for the rest of her life.


That’s about $990 more in benefits per month ($11,880 per year) that Rosie would receive compared to what she’d receive if Max had begun benefits at age 62. If Rosie lives to age 90, she’ll receive more than $166,000 in additional lifetime benefits, before considering inflation indexing. By delaying his benefits to age 70, Max ensures his surviving spouse’s income is substantially higher than if he began retirement benefits at age 62. If Rosie passes away first, Max would continue to receive his retirement benefit and Rosie’s benefit would stop coming to the household.


After reviewing the alternatives, Max realized that delaying his retirement benefits would be the best way to increase the financial security of whichever spouse outlived the other.


Jess Makinit was still employed when he reached his full retirement age for Social Security benefits, and he planned to continue working for several more years. He didn’t need his Social Security retirement benefits to support his lifestyle, so he delayed claiming the benefits. He decided to delay the benefits until age 70 so he could earn the maximum benefit amount.


Three months before turning 70 he met with a Social Security Administration (SSA) representative. The rep said that in addition to receiving his monthly benefits at age 70, Jess also would receive a one-time check that was a lump sum payment of six months of retroactive benefits. Jess was happy, until he started to receive his monthly retirement benefits. They were about 6 percent lower than the estimates he had received of his benefits at age 70.


After some investigation, Jess learned that when he accepted the lump sum of retroactive benefits his monthly benefits were reduced. As I explain in more detail in chapter 11, in exchange for receiving nine months of benefits as a lump sum, Jess reduced his monthly benefits for the rest of his life to the amount he would have received had he claimed them earlier than he intended. Also, when Jess accepted the lump sum, the SSA assumed he was requesting that his retirement benefits begin as of the date he applied, not when he turned 70.


The result was that Jess’s monthly retirement benefit amount was adjusted to the level it would have been had he begun receiving benefits nine months before age 70 (the three months before his seventieth birthday plus six months of retroactive benefits). His monthly benefits will be 6 percent less each month for the rest of his life. As a high-income earner receiving the maximum monthly benefit, Jess receives $2,160 less each year for the rest of his life.


Jess was never informed about the tradeoff. He didn’t realize that accepting the lump sum of retroactive benefits meant lower monthly benefits. When anyone applies for benefits after full retirement age, under SSA policy he is automatically paid the lump sum benefit, and the monthly benefit amount is reduced accordingly, unless the applicant specifically declines the retroactive lump sum benefit.


Kim Kandu was newly widowed and a few months shy of her sixtieth birthday. Her late husband’s passing had not been unexpected, and in the preceding months the couple had reviewed Kim’s options and met with a financial planner to develop a plan. Unlike many widows, when Kim went to her local SSA office to discuss her benefits as a surviving spouse, she was prepared with more than her late husband’s death certificate.


Kim had worked for many years and had her own earnings record and earned Social Security retirement benefits. After reviewing Kim and her late husband’s earnings records, the SSA rep insisted Kim shouldn’t apply for survivor’s benefits at age 60. Instead, she should return at age 62 and apply for her own earned retirement benefits. After Kim raised questions about the advice, the rep asked another rep to help explain why Kim should wait until age 62. In the course of that discussion, the first rep said that on second thought it would be even better for Kim to wait to claim her earned benefits at full retirement age, 66.


But because Kim had done her homework, she knew that if she claimed her survivor’s benefit at age 60 and lived to age 80, she would receive at least $72,000 more in lifetime benefits than if she followed the Social Security rep’s advice. The survivor’s benefits she was entitled to receive upon turning age 60, based on her late husband’s earnings history, would be $1,600 per month (as I explain in detail in chapter 6). If Kim waited until age 62 and claimed her own earned benefits, she would go two years without any benefits and then receive only $1,425 monthly.


Most People Misunderstand Social Security


Social Security benefits are one of the most valuable retirement resources many Americans have. They’re a major source of income for most retirees. Even many well-off retirees receive a significant portion of their retirement income from Social Security. The longer a person’s retirement lasts, the larger a share of their retirement income Social Security tends to become. That’s partly because retirees will spend their other assets during retirement and partly because Social Security benefits are indexed for inflation, so they will increase most years.


About 86 percent of current retirees fund their retirement primarily with Social Security or a pension, according to a 2019 survey by Wells Fargo and the Harris Poll. Social Security and pensions will be the main retirement funding source for 60 percent of Baby Boomers, according to the survey.


Decisions about Social Security, especially when to claim retirement benefits, are some of the most important decisions about retirement finance that you will make. And most of those decisions, though not all of them, are irreversible.


Yet most people aren’t well-prepared to make these important decisions, and there are few reliable resources available to advise them. Quite often these decisions are made quickly without careful analysis or assistance. People rely on conventional wisdom, rules of thumb, what friends did, and other shortcuts in making these critical decisions. They assume that Social Security is simple and their decisions about it are straightforward. In fact, most people have several options for their Social Security retirement benefits and the differences in lifetime income can be substantial.


Americans age 50 and older have significant knowledge gaps regarding their Social Security benefits, according to an annual survey sponsored by Nationwide Retirement Institute, a division of Nationwide Investment Services Corporation. Most Americans don’t know key information. More important, most people believe they are well-informed about how to maximize their Social Security benefits, yet they give incorrect answers to basic questions about Social Security. In other words, they don’t know what they don’t know. That can lead to costly decisions that don’t optimize Social Security benefits.


The 2019 survey found that about 70 percent believe they will be eligible for full retirement benefits years before they actually will be. Fewer than 25 percent of older adults can identify their full retirement age for Social Security benefits. On average, future retirees believe they can begin full retirement benefits at age 63. In fact, those born in 1954 can’t receive full benefits until age 66, and those born after 1954 won’t receive full Social Security retirement benefits until later, as I explain in chapter 4. Retirement benefits can be claimed as early as age 62, but those benefits will be significantly lower than full retirement benefits.


How Much Will Social Security Pay You?


More than half of the survey respondents said they were confident they knew how to maximize their Social Security retirement benefits. When they were asked to name the factors that determine the maximum benefit, however, only 8 percent had the correct response.


Matching the overconfidence in their knowledge of Social Security, most future retirees are overly optimistic about the level of their retirement benefits.


For example, 56 percent of future retirees said they expect Social Security will pay more than half of their retirement expenses. And 26 percent believe Social Security alone will enable them to live comfortably in retirement.1 But according to a 2019 study conducted by United Income, a financial services firm, Social Security is only about one-third of total income for retirees.2 The SSA estimates that the average Social Security benefit replaces only about 40 percent of pre-retirement income. The higher a person’s pre-retirement income was, the lower the percentage of it will be replaced with Social Security benefits.


Future retirees on average estimate their monthly benefits will be more than $1,800 per month. That’s about 28 percent higher than the average monthly benefit reported by those who are retired already.


There are other basic features of Social Security that too many Americans don’t understand well. A whopping 60 percent didn’t know their Social Security retirement benefits are indexed for inflation. Under indexing, the dollar amount you’re paid will be increased each year in line with the increase in the Consumer Price Index (CPI), but it won’t decline if the CPI for the year is negative. It’s a valuable benefit, because indexing preserves at least some of the purchasing power of monthly income.


Almost half of future retirees didn’t know that Social Security retirement benefits are guaranteed for life. Social Security will be the only inflation-indexed guaranteed lifetime source of income for most retired Americans, yet a high percentage of future retirees don’t know about these important features. Because it is the only income source guaranteed for life that many people will have, it is critical that the right decisions be made about claiming Social Security retirement benefits.


Another 40 percent of future retirees weren’t aware of the benefits available to surviving spouses and divorced spouses. These benefits are often critical sources of income to unmarried retirees. Too often, however, these benefits aren’t claimed or aren’t maximized.


The survey covered only a few of the basic features of Social Security.3 There’s much more to the program, and a great deal more that most people misunderstand or are unaware of.


Don’t Leave Thousands of Dollars on the Table


While the program was intended to benefit all Americans, Social Security’s rules were written by armies of lawyers and Ph.D.s, then amended and adjusted many times over the decades since the program began. It’s no wonder the average pre-retiree doesn’t understand them all.


But the unfortunate result is that most people leave tens of thousands of dollars of lifetime income on the table. In fact, almost all American retirees claim Social Security benefits at the wrong time, shortchanging themselves by a collective $3.4 trillion in lifetime benefits, according to a 2019 report by United Income.


The United Income report used data from the University of Michigan Health and Retirement Study, a biannual survey of approximately twenty thousand Americans ages 50 and older. United Income took a sample of about two thousand of those households, which included both non-retired and retired individuals, and considered factors including income, wealth, taxes, health status, and longevity estimates. Using these factors, the report simulated the lifetime income that would have been paid to the individuals under different Social Security benefit-claiming scenarios. After running many simulations, the report determined what the optimal Social Security–claiming strategy would have been for each individual in the sample.


The study’s key conclusion was stunning: 96 percent of retirees began Social Security benefits at the wrong time for them. If the households had claimed their benefits at the optimal time, the average lifetime income per household would have been higher by $111,000, or 9 percent. That’s just the average shortfall; many households gave up even more lifetime benefits.


Remarkably, educated and affluent retirees are more likely to make the wrong decisions about their benefits than less wealthy and less educated retirees.


I won’t hold you in suspense. The optimum decision for most individuals and households is to wait to claim retirement benefits. And yet most people do the opposite. A high percentage of people claim their retirement benefits as soon as possible, at age 62. According to the United Income survey, over 70 percent claim benefits before turning 64.4 Full retirement age for people born from 1943 to 1954 is 66. At full retirement age you will be paid the normal or full retirement benefit. If you claim your benefits before full retirement age, they are reduced 5/8 of 1 percent per month for the first 36 months and 5/12 of one percent for each additional month. The result is that if you claim retirement benefits at age 62, you receive monthly benefits of about 25 percent less than your monthly full retirement age benefit. Other types of benefits also are reduced if you take them early. Spousal benefits claimed at age 62 pay 30 percent less per month than at full retirement age, and taking a survivor’s benefit at 60 (the earliest possible age for most surviving spouses) instead of at full retirement age reduces the monthly benefit by 28.5 percent.


You can further delay claiming benefits past full retirement age. For each year you delay benefits, up to age 70, your benefits increase 8 percent per year through what are known as delayed retirement credits. That means if you delay claiming benefits until you turn 70, you’ll receive about 32 percent more than your benefit at full retirement age.


Your full retirement age depends on your birth date, so the exact increase or decrease for you is determined by your year of birth. Those with FRAs after age 66 will lose more by claiming benefits at age 62 and gain a little less by waiting until age 70 to claim benefits.


There’s a tradeoff to delaying Social Security benefits: you won’t receive any benefits during the delay period. That will cost you money in the short term. But the increased benefits from delaying are generous. You’ll lose some wealth in your sixties and seventies, but you’ll make up for it later. The longer you live, the greater the gain from delaying benefits. Many people will more than make up for the benefits they do not receive while waiting to make their claim.


There are additional reasons to delay benefits. We saw one of those reasons in the example of Max and Rosie Profits: if you’re married, you and your spouse should coordinate your decisions about when to claim Social Security in order to maximize your joint lifetime income and ensure that whichever spouse survives the other has the highest possible survivor’s benefit.



Why Most People Make the Wrong Social Security Decisions


There are many reasons people don’t capture the full amount of Social Security retirement income that they’re allowed. As I said before, Social Security is a complicated program, written primarily by lawyers and Ph.D.s. The law, rules, and regulations governing the program take up about twenty thousand pages. We aren’t taught even the basics of Social Security in our schooling. And if we were, most people would forget the details by the time they approached retirement.


Most financial professionals don’t make Social Security planning part of their services. They focus more on investment management, estate planning, and other financial issues. The two foundations of Americans’ retirement security—Social Security and Medicare—receive far less attention from most financial professionals than they should. (Luckily, that is beginning to change.)


You’re Probably a Social Security Millionaire


I think a significant reason people don’t take the time to make the right decisions about Social Security is that they don’t realize either how much their Social Security benefits are worth or how much optimal decisions about them could increase that value. (Some studies have concluded that the benefit estimates from the Social Security Administration understate the amount of benefits you’ll be paid, and some analysts argue the understatement is deliberate. That’s why I discuss how to interpret Social Security benefit estimates in chapter 3.)


Social Security retirement benefits are paid monthly, and benefit estimates are expressed as a monthly payment. Most people focus on that monthly amount. This benefit can seem like a helpful amount of money, but not a large sum. The average Social Security benefit in 2020 was $1,503 per month, and the maximum amount for a beginning beneficiary was $3,011. But multiply the monthly benefit by twelve months in a year, and it starts to seem like a substantial amount of money. Then multiply that amount by twenty or thirty years of retirement, and you start to see the real value.


Also, remember that Social Security benefits—unlike most annuities, pensions, and bond interest—are indexed for inflation each year. When the CPI rises, your benefits increase.


Another overlooked factor is that the monthly benefits are guaranteed for life, no matter how long you live and no matter how the markets perform. Those are significant advantages that most people aren’t aware of. The value of a guaranteed lifetime income usually isn’t appreciated until some years into retirement.


Consider how large an investment portfolio would be needed to generate the level of income paid by Social Security. A married couple with average Social Security benefits receives over thirty-six thousand dollars each year. To generate an annual income of this amount, they would need an investment portfolio of more than one million dollars, earning at least 3.6 percent annually plus an additional return to ensure future income keeps up with inflation. And neither the investment return nor the safety of the principal would be guaranteed. Or they could purchase an annuity from an insurance company. A joint life annuity that pays thirty-six thousand dollars annually would cost about seven hundred thousand dollars, but it’s not indexed for inflation. Inflation-indexed annuities aren’t widely available in the U.S.


And those comparisons are to average Social Security benefits. If the couple were to increase their lifetime benefits above the average by using some of the strategies you’ll learn in this book, they would need a nest egg of $1.5 million or more to produce the same cash flow.


Because few people do this analysis, most people don’t realize the value of their Social Security benefits or see the value in taking the time to learn how to maximize their benefits.


I’m from the Government and I’m Here to Help You


Another reason people shortchange themselves when it comes to Social Security is that the SSA itself doesn’t provide good information to many retirees. Many financial advisors have heard from people who were told by Social Security representatives that they couldn’t use strategies that clearly are allowed under the law. I’ve been told by readers of my Retirement Watch newsletter that they asked different SSA reps the same question and received different answers from each of them.


The Inspector General of Social Security has found instances when the program routinely underpaid benefits that people were entitled to. Social Security’s representatives are overworked, and often not as well-trained and informed as we would like. (I discuss the issue of the SSA’s mistakes in more detail in chapter 3.)


Another reason people don’t maximize their Social Security benefits is that they underestimate how long they are likely to live. As I pointed out earlier, the optimum claiming strategy results in a loss of wealth during your sixties and seventies but more than makes up for that loss in your later years. Many people wrongly assume that they won’t live long enough to reap the rewards of claiming benefits later. This misunderstanding of longevity and how it relates to claiming Social Security benefits is so widespread that I discuss it in detail in chapter 2.


The longer you live, the more important guaranteed, inflation-indexed lifetime income becomes. And it’s generally more important to women than to men, because women on average live longer than men.


I want you to be among the 4 percent of Americans who optimize their Social Security benefits. I want to help increase the percentage of Americans who select the right benefit-claiming strategy for them, or at least choose a better strategy than they would have. I want the percentage of retirees who make the right Social Security decisions to be far higher than the paltry 4 percent revealed in the United Income report.5


An estimated ten thousand Baby Boomers become eligible for Social Security retirement benefits every day. The peak of the baby boom generation now is reaching Social Security–claiming age. Yet, few of them will seek informed advice about when to take benefits. They’ll make the wrong decisions—meaning they won’t optimize their benefits. They’ll receive much lower lifetime benefits than they could have. They’ll have a lower standard of living than they could have had, especially in their later years, and might even struggle financially. With married couples, the burden of this poor decision making will fall more on the surviving spouse. Most of the Baby Boomers don’t know how much their benefits will vary based on key decisions they make.


The greatest fear that future retirees have is running out of money in retirement. This book was written for those who want to reduce that risk and maximize their retirement security and independence.


Optimizing Social Security benefits isn’t a rich person’s problem. Quite the opposite. It’s an important goal for everyone, but it is especially critical for middle-class and upper-middle-class Americans.


In this book you’ll learn that in many cases the best strategy is to delay beginning Social Security benefits past the age when you’re first eligible to begin them. For a married couple, it’s especially important for the spouses to coordinate benefits. Usually at least one spouse (the one with the highest lifetime earnings) should delay benefits as long as possible. But delaying benefits isn’t always the best solution. I’ll explain how to make the optimum decision for you (and your spouse if you’re married). You’ll also learn when taking benefits sooner rather than later can be the optimum solution.


Yes, you’ll lose some money in the short run by not starting those benefits as early as possible. But if you’re among the half of your age cohort who lives to life expectancy and beyond, you’ll more than make up that money. In fact, the payoff for those who optimize their benefits and live beyond life expectancy is significant, and it increases for each additional year you or your spouse lives.


How to Beat the Three Greatest Retirement Risks


Optimizing Social Security retirement benefits significantly reduces the three greatest risks of retirement:




	Maximizing Social Security benefits reduces what economists call “longevity risk.” No matter how long you live, you won’t run out of money. Your Social Security benefits will continue for life, and because you maximized benefits, those payments will be higher than if you had joined the crowd and claimed benefits early.


	Your risk of losing purchasing power to inflation will be reduced. Social Security benefits are indexed for inflation each year. Social Security is the only inflation-indexed income most people have. While it’s not a perfect inflation hedge, optimizing Social Security benefits causes you to lose less purchasing power over time.


	You’ll depend less on investment markets for retirement security. Many retirees depend on healthy investment markets to finance their retirement lifestyles. But investments can go through extended periods of below-average returns, or even negative returns. U.S. stocks suffered two significant bear markets from 2000 through 2019. Stock market returns from the beginning of that period through the end were little better than the return from short-term treasury bills, and returns were negative for extended times. Social Security benefits are paid without regard to what’s happening in the investment markets. In fact, maximizing guaranteed Social Security benefits can allow you to take more risk with the rest of your nest egg and possibly earn higher returns than you otherwise would have.





Social Security seems boring to many people. I suspect some of them were turned off to the program from the time they received their first paycheck and saw that mysterious “FICA” deduction taken right out of their gross income. Schools never did much to alert us to the importance of Social Security benefits. The government certainly hasn’t alerted people to the importance of making their benefit choices wisely. Even many retirement-planning professionals and programs downplay or ignore the subject.


As you have learned, Social Security benefits are a significant asset, and for many of us they are the largest retirement resource. They’re the only source of inflation-indexed guaranteed lifetime income many people have. In a period of volatile, uncertain investment markets and a weak global economy, guaranteed lifetime income is an important source of security.


Why to Continue Reading


In the rest of this book, you’ll learn how to enhance this source of lifetime income. The right decision (or at least a better decision) will reduce the risk of running out of income in retirement and increase your independence and security.


I cut through the confusing rules and hard-to-understand terms so you can choose the best Social Security benefits decision for you. You’ll learn that the right decision for you might not be the right decision for others. I explain the factors that make the difference.


You’ll also learn about special situations, such as those for surviving spouses, the divorced, and other family members. I explain what happens to your benefits if you continue working while receiving Social Security. You’ll discover how Social Security benefits might be taxed and how to avoid or minimize those taxes.


I also address the financial solvency of Social Security. Many people say they won’t put much thought into Social Security strategies because the program is insolvent. I look behind the scary headlines and give you the straight facts. You’ll learn what to be afraid of, what not to worry about, and how to adjust your plans.


I cover all that and more in the rest of this book, which is written so that you can maximize your Social Security benefits without reading the chapters in order. You can read the chapters that interest or affect you the most and still be able to understand the material and make wise choices.


It’s time to learn how to bolster the financial foundation of your retirement and maximize the return on decades of paying all those FICA or self-employment taxes on your earnings by choosing the right Social Security strategy for you.










CHAPTER 2 The Key to Making the Right Social Security Decisions for You



I believe there’s one overriding reason people make mistakes about claiming their Social Security benefits.


In chapter 1 we learned that 96 percent of Americans don’t make the optimal decisions about claiming Social Security benefits, according to a report from the financial services firm, United Income. The report’s authors obtained data on about two thousand Americans, including their income, wealth, taxes, health status, and life expectancy estimates, and then simulated the results of different Social Security–claiming decisions. The report’s conclusion was that only 4 percent claimed Social Security benefits at the optimal time.


The authors found that not making the most advantageous Social Security decision has significant lifetime consequences. The average retiree gives up more than $100,000 of guaranteed lifetime income. And many give up significantly more. Depending on longevity and lifetime income, the difference between a poor claiming decision and the optimum decision can be $200,000  or more.1


There are two mistakes made most commonly. Surveys of long-lived retirees show that claiming benefits early is one that retirees regret more as the years pass.2 Studies by economists and financial advisers also demonstrate that claiming benefits early is a choice that results in much lower lifetime benefits for most people.3 The other frequent mistake is that spouses fail to coordinate their benefit-claiming decisions. The harm from this mistake usually isn’t apparent until one spouse passes away.


Of course, other claiming mistakes are made, and I’ll discuss them—and also other opportunities—in this book. But those two are the most frequently made errors.


You can avoid these mistakes and the others.


Yes, Social Security is a complicated program with over twenty thousand pages of rules and regulations. It’s also true that schools, employers, and even the Social Security Administration don’t do enough to help people maximize their Social Security benefits. Those are obstacles to making good decisions about claiming Social Security benefits, but the obstacles can be overcome.


The Key Question


Early in the retirement planning process, you need to ask: How long will my retirement last? To put it another way, how long are you likely to live?


Someone anticipating a short retirement isn’t likely to worry about the long term. He is likely to be comfortable spending more than others in the first years of retirement and to put less value on guaranteed, inflation-adjusted lifetime income. On the other hand, someone anticipating a longer-than-average life expectancy knows his income and assets have to last decades. More importance will be given to controlling spending, avoiding investment losses, and setting up one or more streams of income guaranteed to last for life, no matter how long that might be.


Unfortunately, most people enter retirement with misconceptions about their probable life expectancy. Some people don’t seriously attempt to answer the question of how long their retirement might last. Others develop answers, but their answers are off base.


Americans most often significantly underestimate their life expectancy—something that can have serious adverse consequences. When they’re asked about their greatest retirement fear, most people answer either that they’re afraid of running out of money or that they’re afraid medical expenses will absorb their savings. Either way, people are afraid their savings will be exhausted in retirement.


An important step in avoiding running out of money in retirement is to develop a reasonable estimate of your life expectancy. If you underestimate your life expectancy, you’re more likely to run out of money. You’ll spend too much money in the early years of retirement, invest too conservatively, or take other actions that limit your income or deplete your nest egg too rapidly. You’re also likely to make a Social Security–claiming decision that is beneficial in the short term but harmful in the long run.


An important step in having a financially successful retirement and making the right decisions about Social Security is to develop a reasonable estimate of life expectancy.


How Most People Get It Wrong


People generally use two methods to estimate the length of their retirement.


The first method is to look at the ages to which their parents and grandparents lived. Then they’ll estimate their own life expectancy with reference to those ages.


That’s a bad system. Insurance companies have to make highly accurate estimates of how long people are likely to live. If they make the wrong estimates, insurers misprice life insurance and annuities. They’ll soon run out of money if they routinely make bad estimates of how long people are likely to live. And insurance companies don’t put much emphasis on how long someone’s ancestors lived. The insurers know that medical care and personal health habits were different for previous generations. Genetics and heredity influence longevity, but more significant influences are environment, lifestyle, and improvements in medical care. Insurers know that many diseases and conditions that led to early death in past generations now are curable or treatable. The life spans of ancestors are at most only a small factor in developing a reasonably accurate estimate of an individual’s life expectancy.


The second frequently used method is to apply the life expectancy estimated for the individual’s age group when they were youngsters. Many of today’s Baby Boomers, who are in or entering the traditional retirement years, remember that in their youth their generation’s life expectancy was projected to be their late seventies.


That’s a bad estimate to use in your retirement planning. The average life expectancy estimated at birth for an age group assumes that many members of the cohort will pass away before reaching retirement age. Because of illness and accidents, a number will pass away during childhood. Many others will face their demise before reaching their sixties.


The average life expectancy for the surviving members of the age group increases each year that they live. Baby Boomers who have made it this far are likely, on average, to live into their eighties. That significantly exceeds the life expectancy that was projected when they were born.


How You Can Get It Right


Another frequent misunderstanding is about the meaning of life-expectancy estimates for people of a particular age. The frequently cited estimated life expectancies are properly stated as “average life expectancy.” An average life expectancy for an age group means that is the average life expectancy of all the members of the group. Roughly speaking, about half the members of the age group will live longer than the average, and half will have shorter lives. Of the half who will live longer than the average, a meaningful percentage of them will live much longer than the average.


How much longer will the fortunate 50 percent live?


A man who is 65 years old today has a 22-year life expectancy. That means he has a 50 percent probability of living to age 87 or longer, according to the LIMRA Secure Retirement Institute. Yet, one in four men age 65 today are expected to live to age 93. Among women aged 65 today, one in four will live to age 96 or longer.4 (Despite a narrowing of the gap in recent years, women still are likely to live several years longer than men.)


Those who are in good health at age 65 need to add additional years to the estimates. The 65-year-olds in good health today are likely on average to live two to four years longer than the entire group. Also, data show that people with more education or higher lifetime incomes or both tend to live longer than the age group average life expectancy. So if you are in good health, have a college education (or beyond), and have an above-average lifetime income, you should assume that you’ll live years longer than your age-group average, unless there are reasons to believe that you won’t benefit from those advantages.


Married couples need to consider their joint life expectancy, something that can be significantly different from a single life expectancy. There’s a significant probability that at least one spouse will live beyond the average for the age group. In a married couple age 65 today, there’s a 75 percent probability at least one spouse will live to age 88 or longer. At least one spouse has a 50 percent probability of living to age 93, and there’s a 25 percent probability at least one spouse lives to 98.


I have emphasized that a major mistake in Social Security claiming is for spouses to make their claiming decisions independently instead of coordinating their decisions. That’s because when one spouse passes away, one Social Security benefit will end. The surviving spouse will have only one Social Security benefit to maintain a household that was previously supported by two benefits.


The surviving spouse may have to live with only one Social Security check for a considerable time. In almost 75 percent of married couples, one spouse will outlive the other by at least five years. In about 50 percent of couples, the surviving spouse will outlive the other by at least ten years. That’s a long time to make ends meet on a substantially reduced household income. It’s important to consider the long term when making decisions about Social Security and other retirement finance issues.


What’s Your Longevity Risk?


One thing that should be clear at this point is that when planning for retirement, you can’t treat life expectancy as a fixed period. The best we can do is establish probabilities. You have a 50 percent probability of living beyond the life expectancy for your age group, unless you have an underlying health concern. You also have a lower, but still meaningful, probability of living well beyond life expectancy, well into your eighties, nineties, even beyond one hundred.


You need to decide which probability to include in your planning. If there’s a 25 percent probability you or your spouse will live into your nineties, do you want to accommodate that possibility in your plan? Or do you want to assume that’s too low a probability to affect your retirement decisions? That’s a key question to answer before deciding when to claim Social Security benefits.


Science and medicine have done a lot to extend life expectancy, which has increased dramatically over the last fifty years. In addition, people are likely to be healthier and more active during these extended years than in the past. Increased longevity is a major benefit of living in these times.


Yet longer life expectancy can be a financial risk. Economists and financial advisors refer to “longevity risk.” The longer you are going to live, the more assets and income you will have to accumulate during your working years in order to pay your expenses during those additional years.


A longer lifespan also means more inflation risk. The prices of most things you buy are likely to rise during retirement. The purchasing power of your dollars is going to decline, so you’ll need more dollars in the later years of retirement to buy the same goods and services you purchased in the early years of retirement. The longer you live, the more purchasing power you are likely to lose to inflation.


In addition, though an older person today is likely to be healthier and more active than someone of the same age was decades ago, he or she will still need help over the years. As you age, there will be things that you’re no longer able to do or shouldn’t try to do. You’ll need to have other people do those things, and often you’ll have to hire someone.


Beating the Curse of the Average


Longevity risk is one of the greatest retirement risks. Living longer than the average life expectancy greatly increases the risk of exhausting your financial resources. You can plan your retirement based on the average. You can assume average life expectancy, average investment returns, and so forth. I call this The Curse of the Average. It makes planning easy, but it’s risky.


The average is derived from a large number of individual instances. Most of those individual events differ greatly from the average. That’s true of life expectancy, investment returns, and other factors used in retirement planning. Collectively and over the long term, the average is the right number. But each individual’s experience is likely to differ from the average, and it will often differ greatly.


Very few people live to the average life expectancy for their age group. Most live for shorter or longer periods, so most likely your life expectancy will differ from the average. That’s not a problem when your experience differs from the average by a modest amount. But there’s going to be a wide variation. A significant percentage of people will have life spans much longer than the average. If you plan only for the average life span, you greatly increase the probability that you’ll run out of money in retirement.


Social Security is insurance against a long life. It’s one source of money you can’t outlive, because it is guaranteed to be paid monthly for life, no matter how long you live. If you’re in the half of your age group that lives to life expectancy or less, you’ll come out ahead by claiming Social Security benefits at an early age. But those who live beyond average life expectancy will realize, as the years go by, that their monthly income would be higher if they had waited. As they live longer and spend down their assets and see other sources of income lose purchasing power to inflation, the importance of Social Security benefits increases. Your monthly benefit is higher the longer you wait to begin taking your Social Security benefits, and the advantage of that higher monthly benefit will increase the longer you live.


Tools You Can Use


Before making a decision about when to claim your Social Security benefits, develop a realistic estimate of your life expectancy. The average life expectancy for your age group is only a starting point. There are ways to arrive at a better estimate of your life expectancy.


The Society of Actuaries and the American Academy of Actuaries jointly developed an online tool, the Actuaries Longevity Illustrator (ALI). It’s available free online at https://www.longevityillustrator.org. The actuaries sorted through the data and concluded that a reasonable estimate of an individual’s life expectancy can be determined from four factors: age, gender, smoking habits, and whether his current health is poor, average, or excellent. You enter these factors in the ALI, and it gives you an answer.


The ALI gives you more than a simple estimate of life expectancy. It shows you your probability of living to different ages. In addition, a couple can enter the data for each individual. The ALI will not only give probable life expectancies for each spouse. It also will answer the questions “How long can we expect to live as a couple?” and “By how many years might one spouse outlive the other?”


Another way to obtain a personalized estimate is to use one or more of the many individual life expectancy calculators available for free on the internet. They ask a series of questions about your health and lifestyle. Some ask only a few basic questions while others ask a greater number of questions about lifestyle, health, and recent medical tests.


One popular calculator is at www.livingto100.com. Social Security has a life expectancy calculator on its website, and many life insurance companies do as well. The calculator at the Wharton School at the University of Pennsylvania has received good reviews. You can access several well-regarded calculators in one place at www.lifeexpectancycalculators.com. You also can search for “life expectancy calculators” or something similar on your favorite search engine.



The Tools Have Limits


While they are better than life expectancy tables and averages, the calculators also have shortcomings.


Some of the calculators aren’t updated often enough to reflect the latest research and findings. In a quest to be user-friendly, many limit the number of questions they ask. Many calculators, for example, don’t ask if the person ever had cancer.


Some of the calculators make arbitrary decisions. For example, research shows that calcium-rich diets improve bone density and reduce hip fractures late in life. Avoiding a hip fracture can increase life expectancy. But the research doesn’t show how much a calcium-rich diet and avoiding hip fractures increase life expectancy. Yet at least one calculator asks about calcium in the diet and arbitrarily adjusts life expectancy based on the answer.


The calculators also rely on self-reported information, which can be incomplete or inaccurate.


Perhaps most important, the online calculators generally treat each factor in isolation and adjust life expectancy higher or lower based on each answer. In the real world, factors often interact. Two or more factors together can increase or decrease life expectancy more than each factor alone.


Online calculators are valuable tools. They’re a better way to estimate life expectancy than the methods most people use. But I recommend that if you go this route you use more than one calculator. You’ll see different results, sometimes differences of a decade or more. Then you can decide if you want to be conservative and use the longest projection, average the results, or use another method.


You also can consider one of the scientific services known generally as DNA testing services. You submit some genetic material, usually saliva or blood. You may need to go to a medical lab to submit the sample, though many of these services now use the mail or commercial shipping services. The scientific service will examine your DNA or run blood panels and compare your results to those in its database.
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