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• Social Security provides a unique combination of benefits,
including guaranteed income, inflation protection, and a hedge
to longevity risk.

• Social security currently may be worth USD 1mn or more for
a couple.

• The claiming decision should not be solely made based on
maximizing a forward-looking Social Security payout.

• We suggest a dynamic claiming approach that enables
households to mitigate longevity risk and sequence risk while
also maximizing the expect value of their benefits.

Social Security holds a unique place on retirees’ balance sheets since
the program provides inflation-adjusted income for the lifetime of
the recipient. There are other assets that provide some of the same
characteristics as Social Security, but it is unusual to find all of the
characteristics in combination. For instance, investors can purchase
annuities, which will provide lifetime income, but they are rarely
available with true inflation protection. On the other hand, Treasury
Inflation Protected Securities (TIPS) provide inflation protection, but
don't hedge the owner against longevity risk. Social Security is truly
unique in that respect.

Trying to "optimize" the decision around when to start claiming
Social Security is like trying to perfectly time the birth of a child.
There are some general guidelines to follow to increase the odds,
but unless a doctor intervenes, things are unlikely to go exactly as
planned. Even so, we believe there are some broad considerations
retirees can use to make a good decision that we cover in this report.

The hidden million dollar asset

An individual retiring at full retirement age ("FRA", see Fig. 1)
and has qualified for the largest primary insurance amount (PIA)
benefit will receive approximately USD 32,000 of income, adjusted
upward for inflation, each year for the remainder of his or her life.
Depending on your socioeconomic position in life, that may or may
not seem like a significant amount of money.

Fig. 1: Full retirement age based on year of
birth

Year of Birth Full Retirement Age
1937 or earlier 65
1938 65 and 2 months
1939 65 and 4 months
1940 65 and 6 months
1941 65 and 8 months
1942 65 and 10 months
1943--1954 66
1955 66 and 2 months
1956 66 and 4 months
1957 66 and 6 months
1958 66 and 8 months
1959 66 and 10 months
1960 and later 67

Source: Social Security Administration, UBS

What is social
security worth?

Rough value of social security for

a couple at full retirement age

$1.2M

Based on current interest rates and life

expectancies

Source: UBS
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Perhaps the better perspective is to calculate how much a retiree
would have to save to create the same guaranteed income stream
they get from Social Security. Today, bonds pay a very low rate of
interest (Fig. 2), which means replicating guaranteed inflation-adjust-
ed income is very expensive.

Based on current interest rates and life expectancies, the PIA value of
Social Security is roughly USD 540,000 for men and USD 615,000 for
women at FRA. Said otherwise, a husband and wife who both receive
the largest PIA benefit have an asset, guaranteed by the United States
government, that's worth about USD 1.2mn. Nearly everyone would
agree that USD 1.2mn is a substantial asset.

Now or later?

The data around Social Security claiming indicates that most retirees
take benefits early in exchange for a reduced monthly benefit.
Approximately 42% of workers claim Social Security at 62, which is
the earliest possible age. Another 34% claim at full retirement age,
and only 2% wait until age 70. The remaining retirees claim at ages
somewhere in between those mileposts (Fig. 3).

When do people typically claim social security?

of workers claim

social security at

age 62

42%

of workers claim

social security at age

67 (full retirement)

34%

of workers claim

social security at

age 70

2%

Source: Alicia H. Munnell, Geoffrey T. Sanzenbacher, Anthony Webb, and Christopher M. Gillis, "Are early claimers

making a mistake?" CRR WP 2016-5 July 2016.

Social Security claiming is structured such that a worker's monthly
benefit increases or decreases based on the age at which they file
(Fig. 4). Workers who file before their full retirement age will receive
lower monthly benefits, but receive the benefits for a longer period.
Workers who delay filing will receive a larger benefit, but for a shorter
period.

A lot of research has been published that focuses on maximizing the
expected value of Social Security benefits, but here's the thing: the
increased monthly payment that comes from delaying is, for the most
part, actuarially fair. That means there's no free lunch from an expect-
ed-value standpoint.

Research in the Journal of Financial Planning1 indicates that the
expected-value breakeven between claiming at age 62 and FRA
occurs around age 81, assuming reasonable forecasts for inflation and
investment returns. This breakeven means that if the retiree passes
away prior to age 81, he or she would have been better off taking
benefits at age 62 than at FRA.

Fig. 2: Inflation-adjusted interest rates remain low
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Source: Bloomberg, UBS

Fig. 3: Most retirees start benefits at FRA or earlier
Distribution of claims for Social Security by age
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pher M. Gillis, "Are early claimers making a mistake?" CRR WP 2016-5 July 2016.

Fig. 4: Benefit levels change with filing age
Assumes FRA of 66

Filing age
Change in monthly

benefits
62 -25%

63 -20%

64 -13.30%

65 -6.70%

66/FRA ------

67 8%

68 16%

69 24%

70 32%

Source: Social Security Administration, UBS
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The breakeven between claiming at FRA and age 70, based on similar
assumptions, falls closer to age 86. Again, this breakeven means that
if the retiree passes away prior to age 86, he or she would have been
better off taking benefits at FRA than at 70.

Longevity, of course, will be a main determinant as to whether some-
one claimed at the right time to maximize their benefit. Median life
expectancy at the age of 65 is about 20 years, so these breakevens
fall pretty close to life expectancy (Fig. 5). Unless the retiree has a
good sense of her likely longevity, the breakeven analysis isn't going
to be overly definitive. However, there are other variables that also
matter, like tax rates, other sources of earned income, the rate of
return received on investment assets, and inflation.

Social Security as a bond portfolio

The Social Security decision shouldn't be made based on maximizing
a forward-looking Social Security payout in isolation.

From an investment standpoint, retirees should think about Social
Security as a bond position on their balance sheet that defaults when
they pass away. Social Security works in conjunction with their oth-
er investment assets as a substitute for fixed income, and essentially
enables a family to take more risk with their liquid investment assets
than they otherwise could.

Fig. 5: Current 65 year-olds have a life expectancy
of over 20 years
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UBS.

Why does the positioning of Social Security in a portfolio matter?
Sequence risk represents one of the main investment risks at the start
of retirement. Sequence risk is the situation where a retiree decides
to withdraw a prudent percentage of her assets (e.g., 3–4%) at the
start of retirement, but a bear market turns a 4% spend into 5%,
6%, or 7% and results in the forced selling of risk assets, like equities.
Recently, individuals who retired in 1999 and 2007 experienced sig-
nificant sequence risk. By providing guaranteed income, Social Secu-
rity has the potential to alleviate sequence risk by allowing an investor
to not touch her risk assets during a bear market.

A dynamic claiming decision

When it comes to claiming Social Security, the right question is how
Social Security can be used, as part of the overall investment plan, to
reach the best outcome for the family.

Longevity risk is the first and most important consideration. If a
retiree's financial plan indicates there's a strong potential to outlive
her assets, delaying filing will maximize late-life income for the retiree
if she becomes entirely dependent on Social Security for income.

A decision that is
dif

Trying to optimize
the decision
around when to
start claiming is
like trying to
perfectly time the
birth of a child.

Source: UBS
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Longevity
risk

Mitigating
sequence risk

Maximizing
return

Guidelines for making claim decisions

1 2 3
Source: UBS

Some retirees will opt to claim at retirement, instead of waiting until
age 70, as a way to populate their portfolio with an asset that pro-
duces safe income. There's nothing in the data we have reviewed that
indicates they are making a major "expected value" mistake by doing
so – unless they know exactly when they will pass away (in which case
the claiming decision becomes very easy to make). However, early,
non-liquidity-constrained claimers are significantly undervaluing the
longevity insurance aspect of Social Security.

Allow us to suggest a more dynamic option. The inflation-adjusted
return on waiting to claim between the ages of 62 and 70 is about
3% for men, 4% for women, and 5% overall for a couple. That's
about the same inflation-adjusted return we expect from a moderate-
ly aggressive portfolio, so attempting to capture the "delayed filing
return" makes sense.

Increasing life expectancy means people will need
more income later in life

80.8
Life expectancy of a 65 year old

in 1960

85.5
Life expectancy of a 65 year old

in 2016

Source: CDC/NCHS, National Vital Statistics System, public-use Mortality Files,

UBS.

However, we don't want to incur actual sequence risk in our invest-
ment portfolio in order to increase a hypothetical Social Security
return. A dynamic strategy would be to delay filing until the first of
1) reaching age 70 or 2) experiencing a bear market, at which point
Social Security could be turned on to reduce spending out of the
investment portfolio. Of course, households can take an even more
dynamic approach by staging when each spouse claims Social Secu-
rity to maximize the overall value of the Longevity hedge while also
protecting their liquid financial assets early in retirement. We believe
comprehensive financial plan is the best way to make that decision.

When should someone claim social security?

Postpone to 67-70 if possible

Source: UBS

Additional resources

· Retirees can check out their Social Security Statement, including benefit estimates, at https://www.ssa.gov/.

· Subscribe to our weekly podcast, Modern Retirement, where we discuss Social Security and other retirement-related
issues. You can get it on iTunes and at https://www.ubs.com/us/en/wealth/misc/researchpodcasts.html.

1Lemons, Doug, "When to Start Collecting Social Security Benefits: A
Break-Even Analysis." Journal of Financial Planning. 2013.

Modern retirement monthly

UBS Chief Investment Office Americas, Wealth Management 6 July 2017      4

https://www.ssa.gov/
https://www.ubs.com/us/en/wealth/misc/researchpodcasts.html


Appendix

Disclaimer

Research publications from Chief Investment Office Americas, Wealth Management, formerly known as CIO Wealth
Management Research, are published by UBS Wealth Management and UBS Wealth Management Americas, Business
Divisions of UBS AG or an affiliate thereof (collectively, UBS). In certain countries UBS AG is referred to as UBS SA. This
publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any
investment or other specific product. The analysis contained herein does not constitute a personal recommendation or
take into account the particular investment objectives, investment strategies, financial situation and needs of any specific
recipient. It is based on numerous assumptions. Different assumptions could result in materially different results. We
recommend that you obtain financial and/or tax advice as to the implications (including tax) of investing in the manner
described or in any of the products mentioned herein. Certain services and products are subject to legal restrictions and
cannot be offered worldwide on an unrestricted basis and/or may not be eligible for sale to all investors. All information
and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but no
representation or warranty, express or implied, is made as to its accuracy or completeness (other than disclosures relating
to UBS). All information and opinions as well as any prices indicated are current only as of the dateof this report, and are
subject to change without notice. Opinions expressed herein may differ or be contrary to thoseexpressed by other business
areas or divisions of UBS as a result of using different assumptions and/or criteria. At any time, investment decisions
(including whether to buy, sell or hold securities) made by UBS and its employees may differ from or be contrary to the
opinions expressed in UBS research publications. Some investments may not be readily realizable since the market in the
securities is illiquid and therefore valuing the investment and identifying the risk to which you are exposed may be difficult
to quantify. UBS relies on information barriers to control the flow of information contained in one or more areas within
UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading is considered risky. Past performance
of an investment is no guarantee for its future performance. Some investments may be subject to sudden and large falls
in value and on realization you may receive back less than you invested or may be required to pay more. Changes in FX
rates may have an adverse effect on the price, value or income of an investment. This report is for distribution only under
such circumstances as may be permitted by applicable law.
Distributed to US persons by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland
AG, UBS Deutschland AG, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico,
S.A. de C.V., UBS Securities Japan Co., Ltd, UBS Wealth Management Israel Ltd and UBS Menkul Degerler AS are affiliates
of UBS AG. UBS Financial Services Incorporated of Puerto Rico is a subsidiary of UBS Financial Services Inc. UBS Financial
Services Inc. accepts responsibility for the content of a report prepared by a non-US affiliate when it distributes reports
to US persons. All transactions by a US person in the securities mentioned in this report should be effected through a
US-registered broker dealer affiliated with UBS, and not through a non-US affiliate. The contents of this report have not
been and will not be approved by any securities or investment authority in the United States or elsewhere. UBS Financial
Services Inc. is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of Section
15B of the Securities Exchange Act (the "Municipal Advisor Rule") and the opinions or views contained herein are not
intended to be, and do not constitute, advice within the meaning of the Municipal Advisor Rule. UBS specifically prohibits
the redistribution or reproduction of this material in whole or in part without the prior written permission of UBS and
UBS accepts no liability whatsoever for the actions of third parties in this respect.
Version as per May 2017.
© UBS 2017. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.

Modern retirement monthly

UBS Chief Investment Office Americas, Wealth Management 6 July 2017      5


