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Introduction

How do you plan to pay for your retirement?

If you’re like the average fifty-to-sixty-something American, you have just over $103,000 set aside for retirement. That’s hardly enough to live on, especially if you’re destined to have Al Roker wish you a happy century on The Today Show.

For most Americans, that leaves Social Security benefits to make up the difference. In fact, Social Security benefits are the chief source of income for the majority of the elderly, representing at least half of the retirement income for 74 percent of single beneficiaries and 52 percent of married couples. Clearly, maximizing Social Security benefits is an important part of retirement planning for most Americans.

The simplest method for maximizing benefits is to wait until you are older to start receiving them. The longer you wait, the more you will receive each year. Beneficiaries receive approximately 8 percent more for each year that they wait between the early retirement age of sixty-two and the maximum age of seventy. However, very few retirees can afford such a wait, which is why it is so important for beneficiaries to understand their claiming options. Navigating the complex Social Security system and its labyrinth of obscure rules to get the most from its benefits is beyond both the patience and skills of the average senior. As a result, many Americans who rely on Social Security as their chief source of income receive an amount that is smaller than it should be. This book will help you to determine how to get the most out of your Social Security benefits.

But is it true that future retirees will be able to count on Social Security? If you pay attention to the national conversation on Social Security, it often sounds as if the program is circling the drain—and that anyone younger than current retirement age is foolish to count on those benefits, let alone plan on maximizing them. The truth is that Social Security was set up so that it can be changed as the needs of our government and citizens change, but it is a stable program and it is here to stay. But it was not designed to be anyone’s entire retirement income.

What is the average American to do? Saving more for retirement is certainly in order, and there are plenty of books (including my own The 5 Years Before You Retire and Choose Your Retirement, ahem) that can help you grow your nest egg.

But whether you have yet to save a solitary penny or you have several million dollars set aside for retirement, understanding Social Security—everything from where it stands financially to how the program works to what you can expect from your benefits to Congress’s recent changes to the program—is a necessary part of your retirement planning. This is especially true if you anticipate that you will be among the 22 percent of married couples and 47 percent of single elderly Americans who rely on Social Security benefits for 90 percent or more of their income.

Over the next eleven chapters, I will guide you through the inner workings of Social Security, from its past to its future, so that you can make the best decisions about your benefits. Rather than rely on confusing and contradictory information spouted from a variety of sources, be it your know-it-all neighbor, the talking heads on TV, or even the representatives at your local Social Security office, you can use this book to gain a better understanding of your options. By the end of this book, you should feel confident in your ability to navigate the Social Security system through just about any retirement scenario.

Your Introduction to Social Security

This book is set up to give you a full overview of Social Security, including its beginnings during the Great Depression, the legitimate concerns over its future, the myriad strategies for taking your benefits, and the common problems and pitfalls that affect beneficiaries and their income. To help you understand the alphabet soup of arcane Social Security terminology, you can consult the glossary at the end of the book. Each term will also be defined as we come to it.

Though the book is intended to be a full examination of Social Security that you can read from cover to cover, you may instead choose to read a chapter here and there depending on the specific circumstances and questions that crop up in your journey to becoming a Social Security beneficiary. The book is broken into three parts:

Part One: What Social Security Is, and What It Isn’t

Despite the fact that Social Security affects the majority of Americans in some way, shape, or form, most people have, at best, a hazy understanding of the program. In this section, we will examine both the history and future of the program, including a look at the most likely ways our government will eventually fix anticipated shortfalls. We will also explore in detail the recent changes to Social Security that Congress instituted in October 2015. Finally, this section will give you a blow-by-blow description of how Social Security works for both the taxpayer and the beneficiary.

This section should allay your fears of the imminent (or even future) demise of Social Security, but it will also give you realistic expectations for your benefits.

Part Two: Timing Is Everything

Depending on which expert you consult, you will either hear that you should take benefits as soon as you’re eligible since it may be worth more, depending on your lifespan, or that you should delay taking benefits as long as possible in order to maximize the size of your checks.

In this section, we will look at each argument to help you determine what time frame will make the most sense for your retirement. In addition, you will learn the often-overlooked pitfalls to taking early benefits and several strategies for affording a delay of benefits.

Part Three: The Nuts and Bolts of Claiming Your Social Security Benefits

In this section, we will cover the strategies available for taking benefits, as well as the caveats and stipulations that can affect each strategy.

Married couples (including same-sex couples) will learn how coordinating benefits can improve their financial quality of life and ensure the best survivor benefits for an eventual widow or widower. Divorced couples will learn how an ex-spouse’s earning record can affect their benefits. For single retirees, the options are somewhat less intricate, but we will look at ways to work within the system to get the best possible benefits. In addition, we will discuss disability benefits and the various types of survivor benefits and how they may fit within your retirement income plan.

We will end with an examination of many of the common mistakes that beneficiaries make. You will learn both how to avoid these mistakes and how to protect your benefits.

Charting a Path Through Social Security

In a perfect world, figuring out the best way to take your Social Security benefits would not be confusing, stressful, and overwhelming. Unfortunately, any government program that covers an estimated 166 million workers is bound to become complex and difficult to navigate.

Reading this book will help you cut through the confusion and determine what claiming strategy will make the most sense for you.

Note to the Reader

The book you hold in your hands is not the one I originally wrote. When I started on this project in June 2015, one of the lesser-known and underused Social Security claiming strategies—file and suspend and restricted application—had gained popularity among beneficiaries. But it had also been singled out by the Obama Administration as a Social Security strategy that was in need of reform.

In October 2015, just nine days after I completed and turned in the first version of this manuscript to my publisher, the United States Congress passed the Bipartisan Budget Act of 2015, mandating a number of changes in the way that Social Security is administered. The most notable of these changes was the end of file and suspend and restricted application—the strategies that just happened to make up a major portion of the original version of this book.

Thankfully, things were not so far along in the life cycle of publishing this book that anyone needed to shout, “Stop the presses!” or take other dramatic action to keep the now out-of-date information from confusing any readers. I clawed the book back from my (ever-punctual) editor and began a thorough rewrite to include the newly mandated changes.

Not only do these changes reduce the number of strategies available to beneficiaries, but their rapid implementation has changed the financial landscape for many near retirees who were counting on the money that they would have received by using these strategies. I cannot imagine how frustrating it must be for those beneficiaries whose birthdays are just a little too late. The anger I have seen among such born-too-late beneficiaries is both understandable and warranted.

That being said, I must admit that I was heartened to see these changes come to pass, although I do wish Congress had planned for a longer phase-in time.

I am heartened by the changes because Social Security is a living program. It needs regular tweaks and adjustments to continue to serve the American people. These most recent adjustments to Social Security are just the latest change in an eighty-year history of working to create the best and fairest social insurance program possible. The changes are imperfect, as is the program, but our government is continually working to make Social Security better.

This may not be the book I originally wrote, but it is the book that will best help you to understand your place in Social Security, including how recent changes can affect you and your dependents, and what further changes may be in store.

Let’s dive in.


Part One

What Social Security Is, and What It Isn’t


Chapter One

Social Security’s History

What You’ll Learn in This Chapter

If you want to understand what you are entitled to from Social Security, you need to start with an understanding of the program as a whole. That includes learning about the history of social insurance in general, and America’s Social Security program in particular. In this chapter, you will learn about the beginning of one of America’s most popular government programs. We will explore the various changes and tweaks that have been made to Social Security since its inception in 1935. Finally, we will discuss and debunk several common misconceptions about the program.

Why Look at Social Security’s History?

For anyone reading this book, Social Security probably feels like a simple fact of life. Most of us were assigned Social Security numbers soon after we were born and have seen FICA (Federal Insurance Contributions Act) taxes taken from every paycheck starting with our very first job. You are probably not old enough to remember Social Security being signed into law on August 14, 1935, nor do you likely recall the enormous political, logistical, and organizational work that followed to set up an entirely new government agency over the course of just a few years.

But our comfort with Social Security’s long-term presence in American life means that many of us are unfamiliar with the original intentions and expectations of the program. This can lead to false assumptions. That’s why it’s important to start your plan to maximize your Social Security benefits with an understanding of the program’s history—from the pioneering nineteenth century European idea of social insurance to the creation of Social Security in response to the Great Depression to the adjustments made to the program over the years as society has changed.

Social Insurance: The Nineteenth Century’s Radical Idea

At its heart, insurance is a pretty simple concept. Insured individuals spread the risk of unforeseen losses among a larger group. We have done this in some form or another since ancient times. Today, we all use various types of private insurance—which involves a contract between the individual who is insured and the company that offers protection.

It was not until the 1800s, however, that governments began to consider the idea of social insurance. With this radical new idea, nations took the principles of private insurance and adapted them to create a social insurance designed to protect their citizens from common economic risks. Like private insurance, social insurance helps spread out the risk of an individual loss among a larger group, thereby protecting the most vulnerable in society. Though social insurance shares similarities with private insurance, there are five important differences between them:


	
Mandatory participation. This is a necessary part of social insurance, because it prevents what is known as “adverse selection,” wherein those who have a low risk of needing the insurance buy into the insurance in lower numbers than those who have a higher risk. When only those individuals who need the insurance (the higher-risk people, or “bad risks”) opt into the program, costs rise.

	
Adequacy of benefits. Private insurance aims to offer equitable coverage to all insured individuals, while social insurance is more concerned with providing benefits that are socially adequate for all participants, since adequacy benefits all of society. This is why Social Security benefits are progressive, meaning that they offer lower-income beneficiaries a higher percentage of their preretirement earnings, with the goal of ensuring an adequate retirement income for all. (See Chapter 3 for more on how Social Security’s benefits work.)

	
Statutory rights. If you are insured through private insurance, you have a right to coverage because you have signed a contract. Social insurance, on the other hand, is based on a statute rather than a contract, so your right to benefits can change if the statute is changed, as we all saw with the changes to Social Security in October 2015. (We will talk in Chapter 2 about other potential changes to Social Security’s statute.)

	
Government creation. Only governments can mandate participation in and write statutes for such a program and therefore are the only creators of social insurance programs.

	
Funding through taxation. Unlike private insurance, the mandatory nature of social insurance requires compulsory funding, generally through taxation.



Germany adopted the world’s first old-age social insurance program in 1889, following the design of the plan’s author, Chancellor Otto von Bismarck. The German program covered workers from every profession, and it entitled workers who reached the age of seventy to receive a pension annuity. The program was funded by employers, workers, and the government, which contributed a portion of the underwriting costs.

Despite his conservative bona fides, Bismarck was often accused of being a socialist for pioneering this program. His motivation for introducing social insurance was twofold: He wanted to keep the economy of Germany operating at its maximum efficiency by offering German workers greater security, and he wanted to avoid calls for alternative plans that were much more radically socialist. His program was a success, and it played an important role in the sharp decline of emigration of young German men to America.

The Great Depression and FDR

It is difficult for anyone who did not live through the Great Depression to comprehend the financial devastation that people experienced. America faced 25 percent unemployment, and more than half of the elderly population lived in poverty. With so many suffering, the American government was called to take action.

In particular, Dr. Francis E. Townsend, who found himself unemployed in 1933 at the age of sixty-six, took up the cause of guaranteed government pensions for the elderly. In his Townsend Plan, he proposed that the government provide a pension of $200 per month to every retired American above the age of sixty. Citizens would have been eligible for the pension if “their past life is free from habitual criminality,” and they would have been required to spend their monthly pension within thirty days of receiving the money.

The Townsend Plan enjoyed incredible popularity. Within two years of Dr. Townsend’s publication of the plan in early 1933, about 7,000 Townsend Clubs, encompassing some 2.2 million club members, were established across the nation. Club members actively worked to make the Townsend Plan the law of the land.

This plan was so popular that Franklin D. Roosevelt worried that Dr. Townsend and the Townsend Club members could threaten his reelection in 1936 if he did not have an alternative to offer the American public. In 1934, Roosevelt created a Committee on Economic Security and appointed Secretary of Labor Frances Perkins as chair. Over six months, the Committee conducted a comprehensive study of economic security in America and made an analysis of the social insurance experience in other countries. This information was developed into a report to Congress, which included a detailed legislative proposal.


“Isn’t This a Teeny-Weeny Bit of Socialism?”

American legislators of the 1930s were just as leery of the specter of socialism as Bismarck’s contemporaries had been forty-some years earlier—and just as their political descendants continue to be some eighty years later. During a Senate Finance Committee hearing, Thomas Gore, a Democratic Senator from Oklahoma, asked Secretary of Labor Frances Perkins, “Isn’t this socialism?” When she emphatically replied that it was not, he followed up by asking, “Isn’t this a teeny-weeny bit of socialism?”

This criticism conflates socialism with socialization of risk. The definition of socialism (which, admittedly, has been very stretched of late) specifies that a central government or governing body owns industry and the means of production and that the fruits of that production are then shared equally by the people. Socialization of risk, on the other hand, simply means that certain risks are shared by society as a whole, rather than by individuals.



The Social Security Act of 1935

Roosevelt wanted to ensure that Social Security was both self-financing and contributory. To meet both of those aims, the Social Security Act of 1935 required that benefits be financed by workers’ contributions rather than by general government revenues. The legislation also specified that the Social Security program would be set up so that the contributions paid by current workers would pay the benefits for current beneficiaries, rather than each generation paying for itself.

The program officially began in 1937, when employers and employees each began paying the 1 percent Social Security tax on income, up to a maximum income of $3,000. Originally, monthly benefits were not to be paid until 1942, but the 1939 Amendments to the Act moved the onset of benefits up to 1940. Between 1937 and 1940, Social Security paid benefits as a lump sum single payment in order to offer some fair payback to those workers who contributed to the program but would not be working long enough to become vested for the monthly benefits. The very first Social Security benefits payment went to a Cleveland man named Ernest Ackerman who retired the day after the Social Security program began. He paid five cents in taxes to Social Security in his final paycheck, and received a lump sum payment of seventeen cents from Social Security upon his retirement.

The 1935 legislation only provided retirement benefits to workers, and many types of jobs were excluded from coverage, including agricultural labor, domestic work, government employment, teachers, librarians, nurses and other hospital employees, and social workers. This left nearly half of the working population exempted from Social Security, not to mention widows and orphans who were not eligible for their deceased breadwinners’ benefits. These gaps in coverage led to the first of many amendments to the Social Security Act.


	The Evolution of the Social Security Act



	Year

	Major Changes




	
1939


	
Two categories of benefits were added: dependent benefits to the spouse and minor children of retired workers, and survivor benefits to the family of covered workers who died prematurely.





	
1939


	
Congress increased benefit amounts and moved the start date for monthly benefit payments from 1942 to January 1940.





	
1950


	
Covered employment was expanded to include agricultural labor, domestic work, nonprofit employees, and self-employed nonprofessionals.





	
1950


	
Payment amounts were adjusted for the first time in the ten-year history of monthly benefits. Prior to this, each benefit check that a beneficiary received was the exact same amount as her first benefit check.





	
1954


	
Covered employment was expanded to include all agricultural workers (including self-employed farmers), hotel workers, laundry workers, and state and local government employees.





	
1956


	
Benefit coverage was expanded to include disabled workers between ages fifty and sixty-four and disabled adult children of covered workers.





	
1956


	
Early retirement at sixty-two was introduced for women only. Women who retired at sixty-two would see a 25 percent reduction in benefits.





	
1960


	
Benefit coverage was expanded to include the dependents of disabled workers.





	
1961


	
Early retirement benefits were extended to men.





	
1962


	
Benefit coverage was extended to include benefits for dependent husbands, widowers, and children. Prior to this, it was assumed that men would not be dependent on a wife’s work and/or benefits.





	
1965


	
Medicare and Medicaid were added, providing federal health insurance both to individuals sixty-five and older and to low-income individuals.





	
1972


	
The annual cost-of-living adjustment (COLA) was added, ensuring that benefits would rise automatically with inflation. Unfortunately, an error in the formula for determining COLA caused the adjustments to overcompensate for inflation, making benefits increase at twice the rate of inflation.
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