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Social Security Planning For Baby
Boomers

Born in the period between 1946 and 1964, a newwave
of baby boomers retires every day. And for those
boomers turning 62 this year, this will be the first op-
portunity to claim Social Security benefits. Unfortu-
nately, they’ll suffer penalties if they do so before full
retirement age. That’s why it’s so important to know
all your claiming options—and the consequences of
those options—before you start receiving your bene-
fits.

Deb Kriebel, MBA, CFP®

Partner, Wealth Manager



Page 3www.MountainPEAKWealthAdvisors.comOctober 2019

When Should You Apply For Social
Security Benefits?
So, when should you apply for benefits? The answer
is… it depends. It depends upon the unique character-
istics of your personal situation. These include your
health status, your life expectancy, your need for in-
come, whether or not you plan to work, survivor
needs, and (if youaremarried) coordinationwithyour
spouse’s benefits.

The decision as to when you should claim your Social
Security benefits is very important. YourWealthMan-
ager has specialized training in Social Security plan-
ning and enjoys access to software tools that will help
analyze your unique circumstance to help you maxi-
mize your benefits.

Let’s takeaquick lookat therules thatwill impactwhat
you receive.

A Lifetime Annuity
Social Security is one of the few sources of income that
youcan’t outlive; it’s a lifetimeannuity.Andof course,
the longer you live, themore youwill extract from the
system. If your benefit starts out at $2,000 per month,
and you live 10 more years, you will receive over
$300,000 in lifetime benefits. If you live 20more years,
you’ll receive over $600,000 in lifetime benefits. And if
you live 30 more years, you’ll receive more than $1
million over your lifetime. (This example assumes an
annual cost of living increase of 2.8%.)

Social Security also offers annual inflation adjust-
ments. So if yourbenefit starts out at $2,000permonth,
and if annual increases are 2.8%, in 10yearsyouwill be
receiving $2,636 per month. In 20 years your monthly
benefit will be $3,474, and in 30 years your check will
be $4,580.

How Are Social Security Benefits
Calculated?
In order to calculate your benefits, Social Security
looks at your annual earnings over your lifetime, in-

dexes them for inflation, and picks the 35 highest
years’ earnings to include in the formula. The indexed
earningsare totaledanddividedby35 to comeupwith
an average. If you don’t have 35 years of earnings, the
missing years will be filled with zeroes. This has the
effect of lowering benefits for men or women who
have taken time out of the workforce to raise children
or take care of elderly parents.

Next, a formula is applied to your average indexed
monthly earnings to determine your primary insur-
ance amount (PIA). This is the amountyouwill receive
at full retirement age.

Benefits At Full Retirement Age
Full retirement age (FRA) is the age at which you can
claim full, unreduced benefits. For everyone born be-
tween 1943 and 1954, full retirement age is 66. For ev-
eryone born in 1960 and later, full retirement age is 67.
For those born in 1955 through 1959, full retirement
age is 66plus somenumber ofmonths. If you apply for
Social Security after full retirement age, your benefit
will increase by8% for everyyear that youdelay.After
age 70, you do not earn delayed credits, so everyone
should claim their benefits by age 70.

Social Security offers spousal benefits for men and
women. The spousal benefit is 50% of the primary
worker’s PIAat full retirement age (theprimarywork-
er must have filed for benefits). The low earning
spouse must be at least 62 for a reduced benefit or full
retirement age for a full spousal benefit. Spousal bene-
fits do not earn delayed credits after FRA.

Benefits For A Divorced Spouse
A spouse can receive Social Security based on the ex’s
work record, providing the marriage lasted at least 10
years, theyarecurrentlyunmarried, and theex-spouse
is at least 62 years old. The ex-spouse will not be noti-
fied that a claim has been made on their work record,
and you do not need to know the location of your ex.
However, youwill have to provide proof showing the
dates of your marriage and divorce. If you are receiv-
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ing divorced-spouse benefits and you remarry, your
benefits will stop. Of course, youmay then qualify for
spousal benefits based on your new spouse’s work
record.

Widow And Widower Benefits
Survivor benefits are available for those who have
beenmarried for at least 9months (except in case of an
accident). To start benefits, the survivor must be at
least 60 years old, or 50 if disabled. However, if the
widow or widower applies before full retirement age,
thebenefitwill be reduced, just as it is for regularbene-
fits.

If you remarry before age 60, you will not be able to
receive a survivor benefit based on your previous
spouse’s record, unless your remarriage ends. If you
are a divorced spouse, you are entitled to divorced
spouse survivor benefits as long as yourmarriage last-
ed 10 years.

Discuss This With Your Pinnacle Wealth
Manager
Making gooddecisions aboutwhen to take your bene-
fits can be complicated. Be sure to discuss Social Secu-
rityplanningwithyour financialadvisor toensure that
your benefits are properly coordinatedwith the rest of
your financial plan.

Deb Kriebel, MBA, CFP®, is a partner and wealth
manager at Pinnacle Advisory Group.
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Two Ways To Ease The Retirement
Transition

I’ve had two clients in the recent past who struggled
withwhether or not they should retire. Neither client
cared for their jobs, but didn’t think they were ready
for retirement, and so decided to stay put until they
figured out ‘what was next.’

Mindy Gasthalter, CFP®, MBA
Wealth Manager
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Shift From Full-Time To Part-Time Work
In the first case, the client ultimately decided to retire
from her job, realizing that she could just as easily
figure out what came next in the non-work world.
However, not wanting to make the leap entirely, she
spent two years trying a variety of different part-time
options. She didn’t ultimately find anything that
piqued her interest long term, so she decided to stop
trying. After two years of transitional part-timework,
shewas ready for full retirement. She soonshifted into
a routine of the gym a few mornings a week… tennis
or golf on the other days… andmore timewith a rela-
tively new spouse and grandkids.

Could working part-time in your current job before
retiring help? I think this is a great solution, if your
employer allows it. Who wouldn’t love to work three
or four days per week, and then have three or four
days off? Easing into retirement is a great option if it’s
available.

My client was lucky, and initially filled her time with
part-timework, which enabled her to gradually accli-
mate to the ideaof full retirement. Shealsohadoutside
interests and a supportive family, which contributed
to her smooth transition.

Unfortunately,my second client is in a different situa-
tion, and part-time work is off the table. His job is
demandingand theenvironment isdysfunctional and
draining; every day is a struggle. He knows he should
go—largely because it would dramatically improve

his mental health—but he doesn’t havemany outside
interests. Not only that, but he’s also single with no
children or grandchildren, and so is at a loss for what
he would do in those 40 hours a week that he now
spends atwork. Recently, the client decided to engage
a therapist who specializes in transitions to see if that
will help.

Take A Pre-Retirement Gap Year
He might also benefit from taking a gap year before
leaping into retirement. Youprobablyknowabout the
gap year between high school and college. (Most re-
cently, we heard that Malia Obama was taking a gap
year.) My client is an animal lover; maybe there’s an
opportunity to volunteer for a non-profit that rescues
animals.

Gap years are no longer just for the young. There are
structuredprograms and opportunities for those over
50, as well. Maybe that’s the answer my client needs:
Scour theprogramsandopportunities, seewhat grabs
his interest, and make a plan to go.

Should you be interested in service, the Peace Corps
offers threemonth in-country trainingwith a twoyear
commitment. Two additional resources to explore for
those looking to take a pre-retirement gap year are
www.goabroad.com and www.volunteerforever.-
com. Imust admit thatwhile lookingatVolunteerFor-
ever, I found at least six opportunities I would love to
sign up for. I’ll start crafting my auto-responder
now…

Mindy Gasthalter, CFP®, MBA is a Wealth Manager at
Pinnacle Advisory Group.
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How Long Will $500,000 Last In
Retirement?

How long will $500,000 last in retirement? The an-
swer is… it depends. You’ll need to start with some
basic retirement questions. To a large degree, your
ability to retire on $500,000 will depend on your an-
swers:

• How old are you and how long do you want to
plan on funding your retirement?
• How much will you spend in retirement?
What are your other sources of income?
•Will you receive an inheritance or other sources
of assets?
Do you own your $500,000 in pre-tax or after-tax
accounts?

And finally, what is your investment risk tolerance?

Ken Solow, CFP®

Founding Partner,
Chief Investment Officer
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This last question is a particularly interesting one,
because the (surprising) answer is it doesn’tmatter as
much as you might think. Let me explain: There is a
largebodyof research centeredonhowmuchyou can
withdraw from a portfolio without running out of
money. Prior to the 1990s, researchers used the aver-
age returns and volatility of stocks and bonds at the
time to conclude that the safe withdrawal rate was
6%-7%eachyear.Using the 7%withdrawal rate, your
$500,000 could reliably pay you $35,000 annually, or
a little over $2,900 per month. This approach came to
the intuitive answer that the higher returns you get
fromyour portfolio, themoremoney you couldwith-
draw to fund your retirement.

The Change In Safe Withdrawal Rates

That changed in the 1990s when withdrawal rate
studies used a slightly different methodology. In-
steadof just lookingat the impact of portfolio returns,
researchers wanted to know the impact of portfolio
volatility on safewithdrawal rates.Where prior stud-
ies used the average returns and volatility of stocks
and bonds, they used actual historical sequences of
returns of stocks and bonds over different time peri-
ods. As a result, retirement ‘common sense’ changed
in a flash, because the earlier assumption that taking
more risk and earning higher returns would reward
you with higher safe withdrawal rates was dis-
proved. It turned out that constructing riskier portfo-
lios resulted in lowerwithdrawal rates, because port-
folios ran out of money during market crashes or
long-term bear markets. Constructing lower risk
portfolioswith lower allocations to stocks and higher
allocations to bonds resulted in similar results when
inflation was raging in the 1970’s and bond returns
were sharply lower.

The ‘sweet spot’ in the early studies was a portfolio
constructed of 60% stocks and 40% bonds—the well-
known 60/40 portfolio. If you are not especially risk
tolerant (meaning you lose sleepwhen the stockmar-
ket goes into one of its periodic meltdowns), then the

badnews is that the averagedeclineof a 60/40portfo-
lio in a bear market using data from 1970 to the
present is about 25%. In an average bearmarket, your
$500,000 portfolio would suffer paper losses of
$125,000, reducing the value at the market bottom to
only $375,000.

That’s the good news.

The bad news is that these declines in portfolio value
are made worse by the withdrawals you would be
taking to fund your retirement.

The Real Risk To A $500,000 Retirement

Even if you can tolerate what most investors identify
as themoderate risk of a 60/40 allocation, the peril to
your retirement is all about takingwithdrawals from
the portfolio in a bear market in either stocks or
bonds. If you are not withdrawing from your portfo-
lio, you can patiently wait for the stock market to
recover from bear market declines. The problem is
that although bear markets are typically followed by
above average bullmarket returns,when you consid-
er portfolio withdrawals in addition to market de-
clines, you simply don’t have enough capital left to
benefit from the higher returns that follow the bear
market. It may be counterintuitive, but you don’t
have to take more risk to maximize your ability to
retire on $500,000. The research tells us that anything
more than a 60% allocation to awell-diversified stock
portfolio just doesn’t help.

The average safewithdrawal rate (safemeaning there
was no historical scenario when you run of money)
from the portfolio based on original studies was 4%.
Later research showed that if you properly diversi-
fied your portfolio by owning more than just U.S.
stocks and U.S. bonds, the safe withdrawal rate in-
creases to the 4.5% to 5% range. Put differently, your
$500,000 can safelypayyouup to$25,000annually (or
$2,083 per month), adjusted for inflation, for the rest
of your life.
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Invest With Less Volatility

But what if you could invest your portfolio so that
you received returns similar to historical market re-
turns, butyoudid sowith less riskorvolatility?Toget
the answer, I askedourDirector of PlanningResearch
and acknowledged expert on safe withdrawal rates,
Michael Kitces. He writes, “If you can do 60/40 re-
turns with lower risk, you would be able to sustain
higher withdrawal rates (you’d close the gap be-
tween the 6.5% average withdrawal rate and the 4%
“safe” withdrawal rate that defends against bad re-
turn sequences.)”

Sohowcanyougathermarket returns in adiversified
portfoliowith less risk thanmarket history suggests?
Unfortunately theplanning industry tellsuswecan’t.

They say you are doomed to gather the average re-
turns and volatility of financialmarkets in the future.
However, at Pinnacle Advisory Group, we utilize ac-
tive management techniques that allow us to change
portfolio asset allocation in dangerous markets. As a
result, we offer clients the possibility of earningmar-
ket returns with less than market volatility… and
consequently offer the possibility of driving higher
withdrawal rates from client portfolios.

Of course, we have a full-time team of portfolio ana-
lysts to implement our risk management techniques.
If youare a “do-it-yourselfer,” I typically recommend
that you stick to a properly diversified 60/40 portfo-
lio and take your 4.5%-5%withdrawals. All you have
to do is rebalance your account annually and make
sure you don’t overspend in any particular year.

Ken Solow, CFP®, is a founding partner and Chief
Investment Officer at Pinnacle Advisory Group
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After an impressive move higher during the first half of 2019,
riskassetssawlittlemovement to theupside in the thirdquarter.
The S&P 500 did reach a record high of 3,025 on July 26th, only
to slide back six percent over the following six trading days as,
onceagain, investorshadtodigest tradewarconcerns.Thetrade
warhasbecomeafamiliardistractionfor themarketover the last
two years, and we do not anticipate an imminent resolution.

The uncertainty surrounding global trade tensions did induce
investors tocontinue investing in lower-riskassets.Theten-year
treasurybondprice rose asyields fell fromapeak slightly above
2%toa lowof1.45%, and thenclimbedslightly at quarter-end to
yield 1.70%. Rate sensitive equity sectors, likeUtilities andReal
Estate, produced solid returns of 7-8%.Meanwhile gold contin-
ued to move higher, finishing the quarter around $1500 per
ounce, for a gain of 8-9%.

As the quarter ended, the S&P 500 was able to regain some
ground,andfinishedveryclosetowhere itstartedat2,971. Inter-
national stocks in developed nations were also unchanged,
while emerging markets, led by China, finished a few percent-
age points lower.

Clearly,high levelsofuncertaintyhavedrivenmuchof theprice
volatilitydomesticmarketsexperiencedfor the last fewmonths.

Ken Solow
Chief Investment

Officer

Carl Noble
Senior Analyst

Sean Dillon
Technical Analyst

Sauro Locatelli
Quantitative Analyst

MARKET OUTLOOK
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Trade War Offsets Rate Cuts

The strong upward move for equity markets in June
and July was largely due to investors anticipating the
startof aneweasingcycleby theU.S.CentralBank. The
Federal Reservewas barely able tomeet those expecta-
tions, cutting theFederalFundsrateby0.25%.Thecom-
mittee referenced "global developments for the eco-
nomic outlook as well as muted inflation pressures" as
the basis for their decision, but acknowledged there
was both sustained expansion in economic activity and
strong labormarket growth. Further,ChairmanPowell
described the action as a mid-cycle adjustment, which
was interpreted by investors as the Fed only doing one
rate cut. Many investors were hoping for the start of a
majoreasingcycle,whichwouldimplymanymorecuts
in 2019 and into next year. Investor disappointment in
the Fed statement was reflected in market behavior.

On August 1st the president tweeted that the tariffs al-
ready placed on $300 billion worth of Chinese goods
wouldbe raisedby10%.Analreadydisappointedmar-
ket dropped 4.5% over the next three days, and re-
mained there through August. September, historically
theworstperformingmonth for theS&P500,bucked its
historical tendencies and moved higher, as Fed Chair-
manPowell recognizedthepolicymistakeandsignaled
that more easing was probably appropriate.

In a bit of 3rd quarter deja-vu, the Federal Reservemet
on September 18th and cut interest rates by another
0.25%, citing concerns regarding the global economy
and muted inflation. Unfortunately, the rate cut was
promptly followed by disappointing trade news. Chi-
nese officials cancelled a planned visit to the U.S. to
meetwith farmers inMontana,while thepresident told
reporters hewas under no pressure to complete a deal.

In September a significant and highly anticipated cen-
tral bank stimulus program was initiated by the Euro-
pean Central Bank, including the announcement of a
significant rate easing package. ECB president Mario
Draghi announced that the bankwould: 1) cut interest
rates; 2) restart a continuous quantitative easing pro-
gram beginning in November that includes 20 billion

euros of bond purchases permonth, and 3)make euro-
zone refinancing operationsmore favorable. The bond
market responded with cautious optimism following
theannouncement. Clearlyglobal regulatoryandmon-
etary policy, along with trade policy uncertainty, was
another major driver of volatility during the quarter.

The cavalry, in the form of global policy makers, has
certainly showedup to support slowingglobal growth.
In the third quarter, 13 major central banks cut rates
while only one raised them. It is our opinion that ama-
jor,globally-coordinatedeasingcycleshouldbeseenby
investors as supportive of risk assets, even if some
economists are questioning whether lower interest
rates can solve the problems faced by the global econo-
my. Asustainedmoveabove3000intheS&P500would
be a good first step toward making that a reality.

What Exactly Are The Global Developments?

While our own recessionary model does indicate that
risks have risen, we don’t immediately foresee a U.S.
recession. The domestic consumer market is healthy,
andforaservice-basedeconomylike that in theUnited
States, the strength of consumer spending is vitally
important. Additionally, consumer confidence is
high, wages continue to tick upward as measured by
year-over-year changes in average hourly earnings,
and household debt service and financial obligation
ratios continue to appear very low.Housing, a trailing
indicator to economic growth, is improving, accord-
ing to the National Association of Home Builders.
These factors, in concert, continue to bolster domestic
economic optimism.

On the downside, internationalmarkets are experienc-
ingaprotractedmanufacturing recession thathas start-
ed toeffectbusiness confidence. Investorsarequestion-
ing whether a service-based economy like ours can
avoid the global manufacturing slowdown, or if the
U.S. is next on the list andcould fall into recession. Two
recent broad-based U.S. manufacturing reports illus-
trate this point: The September ISMManufacturing in-
dex reported contraction (a reading below 50) in the
U.S., driven by trade war uncertainty and strength in
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the U.S Dollar, while the Markit Manufacturing Index
(MMI), which is more domestically focused, continues
to point to expansionary activity. If the trade war and
the subsequent global economic slowdown escalates
further, there is a risk that business confidence in the
U.S. could erode to the extent that the domestically-
focused MMI will contract as well.

Maybe the Rest of the Globe Needs The
Cavalry...

Globally, economies aremore oriented towardsmanu-
facturing, and recent economicdata reflect this orienta-
tion. Fleeting signs of stabilization earlier in the year
have evaporated, leaving serious recession concerns
among global powers. In Germany, industrial manu-
facturinghas been in contraction since the beginningof
this year. In the second quarter, theGermanGDPwent
negativeat -0.1%andthereare fears that the3rdquarter
could provide another negative reading. Similarly,
South Korean exports are especially sensitive to trade
and they have fallen by 22% year over year. Japan ex-
ports are down 10%, Swedish PMIs have been falling,
Taiwan exports are falling…we could go on.

Finally, political noise is certainly heating up around
the world:

• Brexit is an ongoing sagawith theOctober 31 dead-
line approaching.

• Middle East tensions are up after the latest attack
on two major oil processing facilities inside Saudi
Arabia.

• The U.S.-China trade war continues, with little
hope for a quick resolution.

• A separate trade war between South Korea and
Japan has the potential to escalate into something
much more dangerous.

• An impeachment inquiry intoPresidentTrumphas
been opened.

Is The Cavalry Too Late?

As we enter the 4th quarter, we believe central banks
will continue to support stocks with easing measures.
The banking system started to show signs that more
liquidity is needed from the Fed, with rates on
overnight repurchase agreements (short-term money
market lending rates) soaring to almost 10%. In reac-
tion, the Fed stepped in and provided liquidity to re-
lieve the pressure. Some market participants are sug-
gesting that permanent operations, like Quantitative
Easing (QE)programs,areneeded. If theFeddidrestart
QE programs, it would be another policy decision that
would be supportive of risk assets. Whether or not this
comes to pass, it is safe to say that themarket is actively
telling the Federal Reserve thatmore attention is need-
ed. Investors arepricing in a 93%chanceof another rate
cut by December.

The question then becomes: Will it be too late and/or
will it be enough?During themanufacturing recession
of 2015/16, central bank actions in coordination with
fiscal stimulus provided the spark to reignite global
growth. We believe a similar coordinated response
could be the key to avoiding recession this time. Will
Germany pass a fiscal stimulus plan in response to re-
cessionary conditions? Will Chinese data start to im-
prove after a massive stimulus push throughout the
year?Orhave theydoneenoughalready,and itwill just
take time to filter through to spur real growth?

Our Positioning: A Small Step Below Bench-
mark Risk

We believe that the prudent stance is to be slightly be-
lowbenchmarkrisk.Lastquarter,ourstatedgoalwasto
move to neutral. In light of heightened risks due to the
factors we’ve outlined here, our portfolios remain at
95% of benchmark risk. Our U.S. equity positioning is
overweight in defensive sectors, like consumer staples,
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and also overweight in early cyclical sectors, like tech-
nology. Alternatively, we are positioned underweight
in late cycle sectors (industrials and energy) and inter-
national equities.

In fixed income, we also remain slightly defensive.
Treasury holdings are above benchmarkweight, while
corporate bond exposure is below benchmark weight.
Additionallygold is overweight inportfolios, although
that position has been cut in recognition of the large
increase in gold prices.

The battle between a slowing economyandglobal cen-
tral banks will continue into the 4th quarter. If global
economic data starts to improve,wewill not hesitate to
moveback tobenchmark levels of risk (or slightlyhigh-
er).At thesametime, if the situationcontinuestodeteri-
orate, we will position more defensively.

Pinnacle Advisory Group, Inc. (“Pinnacle”) is a regis-
tered investment advisor. Advisory services are only
offered to clients or prospective clients where Pinnacle
and its representatives are properly licensed or exempt
from licensure.

The information provided is for educational and infor-
mational purposes only anddoes not constitute invest-
ment advice and it should not be relied on as such. It
shouldnotbeconsideredasolicitationtobuyoranoffer
to sell a security. It does not take into account any in-
vestor's particular investment objectives, strategies, tax
status or investment horizon. You should consult your
attorney or tax advisor.

The views expressed in this commentary are subject to
change based on market and other conditions. These
documentsmay contain certain statements thatmaybe
deemed forward�looking statements. Please note that
any such statements are not guarantees of any future
performance and actual results or developments may
differmaterially fromthoseprojected.Anyprojections,
market outlooks, or estimates are based upon certain
assumptions and shouldnot be construed as indicative
of actual events that will occur.

Past performance shown is not indicative of future re-
sults, which could differ substantially. Index returns
are unmanaged anddonot reflect the deduction of any
fees or expenses. Index returns reflect all items of in-
come, gain and loss and the reinvestment of dividends
and other income. You cannot invest directly in an In-
dex.

Riskassociatedwith equity investing include stockval-
ueswhichmay fluctuate in response to the activities of
individualcompaniesandgeneralmarketandeconom-
ic conditions.

Investing in foreign domiciled securities may involve
risk of capital loss from unfavorable fluctuation in cur-
rency values, withholding taxes, from differences in
generally accepted accounting principles or from eco-
nomic or political instability in other nations.

Although bonds generally present less short-term risk
and volatility risk than stocks, bonds contain interest
rate risks; the risk of issuer default; issuer credit risk;
liquidity risk; and inflation risk.

Disclosures
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