
T here is an age-old adage that 
goes something like this: If you 
want something done right, you 

have to do it yourself. Could it also be 
that if you expect to have money for 
retirement, you need to plan and save 
it yourself?

Americans who have put their faith 
in the state and federal “baskets” 
of guaranteed financial security are 
quickly realizing how true this is, 
primarily as a result of:

• Dwindling or nonexistent 
confidence in federal entitlement 
programs, including Social 
Security and Medicare.

• Threats of drastic cuts and 
changes to pension programs and 
retiree health care benefits.

Dwindling confidence in federal 
entitlement programs
According to a 2013 survey conducted 
by the Employee Benefit Research 
Institute1, only five percent of 
workers are very confident in the 
Social Security system. In fact, 69 
percent of workers are not too or not 
at all confident that Social Security 
will continue to provide benefits of 
at least equal value to the benefits 
retirees receive today. 

Additionally, the cost of living 
adjustments (COLA) are typically not 
enough to match the inflation rates 
of commodities, health care and 
other services. On October 30, 2013, 
the Social Security Administration 
announced that the 2014 COLA for 
beneficiaries will be 1.5 percent – the 
fourth smallest since automatic COLAs 
were introduced in 1975. 

Medicare—the federal entitlement 
program that provides health care 
for Americans over the age of 65—is 
also feeling the effects of budget 
crunching. In April 2013, President 
Barack Obama proposed a $5.6 
billion cut in Medicare payments 
for federal fiscal year (FFY) 20142. 
Additionally, there is bipartisan 
support among members of Congress 
that drastic cuts to the program are 
needed. Inevitably, a reduced federal 
investment in the Medicare program 
will increase the out-of-pocket health 
care costs of current and future 
retirees; subsequently decreasing 
most retirees’ expendable income and 
financial security.

changes to government and 
corporate-sponsored pensions 
In the last decade, nearly all states 
have made or proposed changes 
to their state pension plan through 
lower benefits, extended retirement 
ages and bigger contributions from 
employees, primarily because of 
current and anticipated budget 
shortfalls. The problems are 
distributed throughout the country, 
though not every city nor state 
has significant unfunded pension 
liabilities. 

Even at the federal level, employees 
are preparing to see smaller 
paychecks, as both the president and 
members of Congress have proposed 
plans that will require workers to pay 
more. 

Of greatest concern—a precedent 
that current workers should note—
current retirees are at risk of losing 
the benefits that were promised to 
them. 

For example, the city of Detroit has 
recently filed bankruptcy, resulting in 
drastic pay cuts to current retirees. In 
Illinois, there is currently a $146 billion 
pension liability (money promised 
to current retirees), but the state 
has only set aside $63 billion, or 43 
percent. The result is a shortfall of $83 
billion3. Unless the state can find $83 
billion, which isn’t likely, payments 
to current retirees are in jeopardy. 
“Pension reform” is the primary 
task set before the Illinois General 
Assembly, and how workers and 
retirees will fair is anyone’s guess.

If there is any advantage to these 
unfortunate realities, it is that more 
Americans are taking charge of their 
financial future and realizing they 
need to have their own plan for a 
secure retirement. 

Beacon Financial Group is an industry-
leading financial planning firm with 
more than 20 years of experience. 
Contact Beacon Financial Group for a 
free financial consultation. 

Retirement planning
Are you counting on Social Security, Medicare and your 
government-sponsored pension to carry you through retirement? 

Exploring....
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