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When Should I Start Taking Social Security Benefits? 

 
Social Security is the foundation of retirement income for many.  Deciding when to start taking 
Social Security benefits is of paramount importance—it will affect your income for the rest of 
your life.  However, most people do not have the financial knowledge to know how to analyze 
the problem.  This article will help fill that gap. 
 
The Importance of Social Security 
 
10,000 baby boomers turn 66 every day.1  The single most important financial decision nearly 
all of them will have to make is the decision of when to start taking Social Security benefits.   
 
Very few of them have the financial knowledge to be able to analyze the problem, which is 
fairly complex.  Each individual situation is unique, of course.  But there are certain principles 
that apply to any situation.  This article will highlight some of the most important concepts that 
will help you make a sound decision regarding when to start taking Social Security benefits.  
However, this article is only an introduction.  I recommend getting input from a combination of 
books, online references, your local Social Security office, and your financial planner.  
Particularly if your situation is unusual or complicated, I urge you to compare the information 
and advice that you get from a variety of sources.  Social Security rules are extremely complex.  
Bad information and ill-conceived advice are widespread.  The unfortunate fact is that, once 
you file for your benefits, it is very difficult if not impossible to change your selection.  You 
could be stuck with a poor decision for the rest of your life. 
 
My Single Most Important Recommendation:  Wait! (if you can) 
 
Most people understand that their Social Security benefits will be higher if they wait to receive 
them.  But they may not fully appreciate just how well-rewarded they will be for patience.  
Social Security benefits are 76% higher if taken at age 70 (the latest allowed) rather than at age 
62 (the earliest allowed).  That’s 76% more monthly income for the rest of your life! 
 
Incredibly, only about 2-3% wait to age 70 to begin their benefits.  About 40% start at age 62.  
And nearly 40% of those who claim benefits early come to regret that decision.2   
 
Of course, you have to live long enough to make your patience worthwhile.  That is why your 
life expectancy should figure into your decision.  Unfortunately, the fact that you must hope to  
live long enough to make delaying the benefit worthwhile makes it seem like a gamble to many 
people.  Behavioral finance has found that people generally do not like to gamble in hopes of 
receiving more.  However, for many people, the real gamble is hoping that they will not live so 
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long that they outlive their retirement income.  Even those who have enough retirement 
savings to live comfortably no matter how long they live are likely to find that delaying their 
benefit is an optimal strategy.  
 
And if you are married, or have other dependents, it’s not just your life expectancy that 
matters, especially if you are the higher earner between you and your spouse.  A widow or 
widower is entitled to receive the same benefit as their deceased spouse.  Therefore, the 
reward for delaying benefits, and the penalty for taking them early, is especially strong for the 
higher earning spouse.  His or her Social Security benefit is likely to last a very long time.  For a  
65-year-old couple, the odds are 50% that at least one will live to 94, and 25% that one will live 
to 98.3   
 
The graph below depicts a hypothetical example taken from the Social Security Administration’s 
website in which someone about to turn 62 is given the choice between a Social Security 
benefit of $725/month at age 62, a $1,000 benefit at full retirement age (FRA) of 66 and 6 
months, and $1,280/month at age 70.    (Note that $1,280 is 76% higher than $725.)   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The “breakeven” age at which the beneficiary would have received more cumulative benefits 
from waiting from age 62 to FRA is about age 79, and just under age 82 for waiting from FRA 
until age 70.  Given today’s life expectancies, these are both fairly young ages and likely to be 
attained by most people.     
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However, breakeven analysis is not the correct way to evaluate these options.  Money has a 
“time value.”  Money sooner is always better than money later.  So, future benefits should have 
a “discount rate” applied to them.     
 
We can apply some mathematics to derive a “breakeven discount rate” that would equate the 
early payments that a beneficiary gives up in return for the incrementally higher payments that 
are collected as a result of waiting.  (The way to do this is to subtract the cash flows from taking 
benefits earlier from the cash flows from taking benefits later.)  Payments stop at death, so the 
age at death is an important (if somewhat morbid) input into the calculation.  The longer a 
retiree lives, the longer he or she collects the higher benefit, and the higher the return on the 
“investment.” 
 
The graph below uses the same hypothetical benefit parameters as above taken from the SSA 
website.  The “internal rate of return” (IRR) is the breakeven discount rate that equates forgone 
lower but earlier benefits with later but higher benefits.  At each month-end, a new IRR is 
calculated based upon the beneficiary having lived to that age.  As you can see, delaying from 
age 62 to FRA (blue line) involves a quicker payback than delaying from FRA to age 70 (orange 
line).  Consistent with the breakeven graph above, the IRR for delaying to FRA becomes positive 
at around age 79, whereas the IRR for delaying to age 70 becomes positive at around age 82.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Even at very advanced ages, the IRR line does not get much higher than 6%-7%.   
 

-140%

-120%

-100%

-80%

-60%

-40%

-20%

0%

20%

62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 100102104106108110

Age at Death

IRR for Waiting

62 to FRA FRA to 70

https://www.ssa.gov/pubs/EN-05-10147.pdf


 

4 

 

That return may not seem very high.  Compared to what most people believe the stock market 
is likely to return over the long-term, it may be tempting to believe that you could collect your 
money early and invest it at a positive spread. 
 
However, if you are thinking that the U.S. stock market is likely to return 10% or so over the 
long term, think again.  Just because U.S. stocks achieved a compound return of about 10.2% 
per year since 1926 (according to Ibbotson) does not mean that is a reasonable forecast going 
forward.  For one thing, both inflation and interest rates were much higher on average over 
that period than they are now.  The average inflation since 1926 was 2.9%, so the real return on 
stocks (above inflation) was 7.3%.  And there are very good reasons to believe that future U.S. 
stock returns are going to be much lower.     
 
For one thing, the U.S. experience was a fortunate outlier.  The 2011 landmark study by 
Dimson, Marsh and Staunton (DMS) of the London Business School showed that the U.S. has 
had one of the world’s highest stock market returns.   “This makes it dangerous to generalize 
from that country’s historical returns” according to DMS.  Over the 111-year period studied 
(which is updated annually in the Credit Suisse Global Investment Returns Yearbook), the 
authors found that whereas the U.S. market achieved a real return (over inflation) of 6.3% per 
year, the average global stock market experienced a 5.5% real return.   
 
Perhaps more importantly, DMS found that even the 5.5% average real return was well above 
what could have reasonably been expected at the start of that time period.  They estimate the 
expected equity risk premium was 3% to 3 1/2%.  The primary factor that caused actual returns 
to be above expected returns was a large and unexpected upward revaluation of the market:  
the prices paid for stocks as multiples of dividends and earnings greatly expanded over this time 
period.  This is not a repeatable event.  P/Es cannot expanded forever.       
 
In sum, delaying Social Security benefits yields a real (inflation-adjusted) rate of return that 
could (depending upon life expectancy) rise above 6%, which is competitive with the long-term 
historical average for U.S. stocks, higher than the long-term historical average for global stocks, 
and higher than a reasonable forecast of future real equity returns.  
 
Even those who are confident that they can beat a 6% real return with their stock market 
investments should probably delay taking their Social Security benefits.  That’s because Social 
Security benefits are much more like a bond investment than a stock investment.  Aggressive 
equity-oriented investors should consider the delay as a bond investment—the best bond 
investment they will ever make.  Instead of missing this golden opportunity in order to invest 
more in stocks, they could shift some of their overall portfolio from bonds to stocks to offset 
the increased income they can expect because of the higher benefits they will receive by 
delaying.      
 
Another reason to refrain from the strategy of taking early benefits in hopes of investing them 
in the stock market has to do with risk control.  Stock market returns are highly volatile.  Future 

https://advisor.mp.morningstar.com/resourceDownload?type=publicForms&id=3f9dff3c-f085-47a1-98ba-0bc008df9f25
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1940165
https://www.credit-suisse.com/media/assets/corporate/docs/about-us/media/media-release/2018/02/giry-summary-2018.pdf


 

5 

 

stock returns are unknown.  Social Security benefits are guaranteed by the U.S. government.  
There is absolutely no risk.  Not only that, but the benefit is indexed to inflation.   
 
So, it is not really fair to compare the IRR of delaying Social Security benefits with stock market 
returns, either historical or prospective.  The best market-based comparison that provides an 
analogous payoff—guaranteed by the U.S. government and indexed to inflation—is the yield on 
TIPS (Treasury Inflation-Protected Securities).  TIPS yields are well below the yields on nominal 
Treasuries because in the case of TIPS, the coupon and principal are both indexed to inflation.  
Since many retirees will live quite a long time, the 30-year TIPS yield is probably the most 
applicable maturity.  At present, its yield is around 0.6%.   
 
The graph below is based on the same analysis as the graph above, but this one is focused on 
the age 80 to age 100 mortality range.  This is probably most applicable for most people.  I have 
added the yield on 30-year TIPS for comparison.  Note that the IRR for delaying from age 62 to 
FRA (blue line) is always above the 30-year TIPS yield (black line) in this range.  The IRR for 
delaying from FRA to age 70 (orange line) exceeds the 30-year TIPS yield (black line) at about 
age 82.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
It’s Not an Investment, It’s Insurance 
 
We have seen from the above analysis that delaying Social Security is most likely an attractive 
investment for most people, depending upon their life expectancy, especially on a risk-adjusted 
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basis.  But even if it wasn’t such a good investment, I would still urge you to consider delaying 
your benefits to age 70 if you can.   
 
That’s because Social Security is not really an investment.  It is an insurance policy.   When you 
buy an insurance policy, you do not expect the benefits paid out to be higher than the 
premiums paid in, on average.  If you did, you would never buy insurance.  The actuarial risk 
that your house will burn down is less than the premium you will pay for fire insurance.  The 
actuarial risk that you will become disabled is less than the premium you will pay for disability 
insurance.  The actuarial risk that you will get a life-threatening disease or injury is less than you 
will pay for health insurance.  That does not mean that buying insurance against these risks is a 
bad financial decision.  Unless you are rich enough to self-insure, it is prudent to insure against 
rare but extremely adverse events. 
 
In actuarial terms, delaying the benefits of Social Security is a very attractively priced form of 
insurance.  It is kind of a combination of longevity insurance (while you are alive) and life 
insurance (for your spouse after you are deceased).  In the parlance of the insurance industry, it 
is a “joint survivor annuity” because it pays the same benefit to both spouses for the duration 
of their lives.  And its payout is indexed to inflation, a rarity for insurance annuities.  It is priced 
well below what you would have to pay to attain similar benefits in the private marketplace.  If 
you would like to shop for privately offered joint survivor annuities, Blueprint Income is a good 
source of competitive quotes.  I was able to find only one carrier offering a joint survivor 
annuity indexed to inflation.  Principal Life Insurance Company was offering a payout of about 
3%.  Of course, although they are rated A+ by A.M. Best, Principals’s credit is not nearly as 
strong as that of the U.S. government.   
 
A 2012 study by Shoven and Slavov shows that the assumptions built into Social Security are 
tilted in favor of those who delay benefits, “particularly for real interest rates of 3.5 percent or 
below.”  (At present, real interest rates are close to zero.)  This is not surprising, since the 
actuarial assumptions built into Social Security were legislated in 1956, 1961, and 1983.  Real 
interest rates and mortality tables were much different then.4   
 
Interestingly, Shoven and Slavov also found “no evidence” that people are behaving rationally 
with respect to their Social Security benefits filing behavior.  That is, they seem to be 
completely indifferent with respect to considerations that should matter a great deal, such as 
life expectancy, interest rates, or marital status.  Many people are no doubt very confused by 
Social Security.  They may not understand how to evaluate their options from a financial 
standpoint, and instead may make their decisions based more upon emotion.   
 
Also, chances are that many people also feel financially strapped and therefore forced to take 
Social Security as early as possible despite the long-term disadvantages.  As mentioned above, 
continuing to work is a very good strategy to maximize Social Security benefits, build up more 
retirement savings, and shorten the period of needing to draw upon it.  However, that may not 
be an option for some.  At a certain age it becomes increasingly difficult to find acceptable 
employment in your own field.  If there is a substantial IRA or other retirement savings 

https://www.blueprintincome.com/
https://www.nber.org/papers/w17866
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available, a smart strategy may be to draw upon that source of income heavily up to age 70 and 
then switch to a heavier reliance on Social Security for income.  Even if delaying all the way to 
age 70 is not feasible, the financial attractiveness of delaying applies all the way up to age 70.  
Some delay, say to full retirement age (FRA), may still be possible.  Any delay past age 62 will 
help increase future lifetime income and is likely to be financially attractive.         
 
Why You Need Insurance 
 
Social Security provides insurance against three major risks:  1) the risk of outliving your 
retirement savings, 2) the risk that rampant inflation will seriously erode the purchasing power 
of your retirement savings, and 3) the risk that the stock market and/or bond market will crash 
and never recover.   
 
The first risk is the one that concerns most people.  You can (and should) estimate your life 
expectancy using the best tools available.  But don’t count on dying when your life expectancy 
estimates say you will.  That estimate is merely the mid-point of a very broad range of possible 
outcomes.  And even those estimates will change over the course of the rest of your life.  And 
they could change dramatically—by getting a lot longer. 
 
You wouldn’t expect that, right?  That is the nature of outlier risk.  And that’s what insurance is 
for—outlier risks.  Bad things can happen, including things that you do not at all expect.  You 
should insure against those things that may be unlikely but would be very detrimental to you.  
 
Regarding longevity risk, what if medical science makes tremendous breakthroughs in the next 
20 years?  Individualized treatments and medications based upon your own DNA, for example.  
Diagnoses based on artificial intelligence.  Breakthrough biologic medicines.  Robotic surgery 
using particle accelerators.  It is not out of the question that many of today’s retirees could live 
well past 100. 
 
Regarding inflation risk, right now that seems a remote concern.  Inflation is well contained.  
But government budget deficits have exploded since 2008.  And deficits may continue to 
balloon, since there is little incentive for politicians to show restraint.  Ultimately, it has always 
been true that governments inflate their way out of a deficit problem.  The U.S. is not likely to 
be any different in the long run.  The day of reckoning may come within your lifetime.   
 
Regarding market risk, the U.S. stock market and bond market have been the darlings of the 
world for most of the last 100 years.  It is difficult to imagine things changing.  But they might.  
Tsarist Russia had one of the world’s largest stock markets before the revolution.  So did 
Germany before WWI.  At one time, Argentina was among the world’s largest stock markets.  
Bad things can happen, and eventually they may happen to the U.S. markets. 
 
It’s just smart to buy insurance, especially when it is offered very cheaply.  Delaying your 
benefits in order to maximize them is essentially a cheap way to maximize the insurance that 
Social Security provides, as well as take advantage of a very attractive rate of return.    



 

8 

 

 
Two Key Inputs:  Your Benefit Levels and Your Life Expectancy 
 
As the Social Security Administration’s brochure When to Start Receiving Retirement Benefits 
points out, your decision about when to start your benefits “is personal and depends on several 
factors, such as your current cash needs, your current health, and family longevity. Also, 
consider if you plan to work in retirement and if you have other sources of retirement income. 
You must also study your future financial needs and obligations, and calculate your future 
Social Security benefit.” 
 
Starting with that last consideration, estimating your future benefit is quite easy.  The Social 
Security Administration has kept track of your earnings history and based on that, provides an 
online estimate of your benefit.  If you haven’t already, you should create your own Social 
Security account at https://www.ssa.gov/myaccount/.  Verify (to the extent that you can) your 
earnings history and check back periodically for updates. 
 
Obviously, it would also be very helpful to have a good estimate of your life expectancy.  The 
Social Security Administration provides a very quick calculator based solely on your date of 
birth.  Consequently, it’s not very accurate.   
 
Here are links to a few other online life expectancy calculators that ask more questions and 
thereby provide better estimates: 

• https://www.livingto100.com/  

• https://apps.bluezones.com/en/vitality   

• https://www.blueprintincome.com/tools/life-expectancy-calculator-how-long-will-i-live/  

• http://media.nmfn.com/tnetwork/lifespan/#0  

• http://deanfoster.net/mortality/form.html 

The last one is extremely short, so probably not terribly accurate, but is (surprisingly) the only 
one to provide clearly defined life expectancy ranges.  It is important to understand that the 
expected mortality provided by these calculators is the median estimate of a fairly wide range 
of possible outcomes.  You should pay particular attention to the upper end of the range. 
 
A Few of the Mechanics of Social Security 
 
Once upon a time, full retirement age (FRA) was 65.  No longer.  For anyone born after 1960, 
FRA is now 67.  It’s important to know your own FRA, which can be found on this SSA website.     
 
Your benefit levels are based upon your “Average Indexed Monthly Earnings” (AIME).  Past 
earnings are indexed to reflect the change in average wages over your years of earnings history, 
up to age 60.  The index used is Social Security’s Average Wage Index (AWI).  This effectively 
grosses up your earnings from years ago to make them more comparable to today’s wages.  
AIME is based on the largest 35 annual observations.  If you have less than 35 years in which 
you earned an income on which you paid Social Security taxes, those years will be counted as 

https://www.ssa.gov/pubs/EN-05-10147.pdf
https://www.ssa.gov/myaccount/
https://www.ssa.gov/OACT/population/longevity.html
https://www.livingto100.com/
https://apps.bluezones.com/en/vitality
https://www.blueprintincome.com/tools/life-expectancy-calculator-how-long-will-i-live/
http://media.nmfn.com/tnetwork/lifespan/#0
http://deanfoster.net/mortality/form.html
https://www.ssa.gov/planners/retire/retirechart.html
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zeros, bringing down your AIME.  It is often very advantageous to keep working past 62 if for no 
other reason than to knock out some low earning years (or zeros even) and replace them with 
your current annual income, which is likely much higher than it was at the beginning of your 
earnings history. 
 
Your Social Security benefit is not merely a percentage of your AIME.  The benefit calculation is 
highly progressive.  The benefits paid to those with a lower AIME will be a much higher 
percentage of AIME than those further up the income ladder.   
 
This is often important because the spousal benefit is 50% of the benefit paid to the higher 
earning spouse.  This may lead to you believe that a spouse whose income history is less than 
50% of the higher earning spouse’s may be better off taking a spousal benefit rather than their 
own retirement benefit.  Actually, that is rarely the case.  Unless the lower-earning spouse’s 
AIME is extremely low, it is very likely that their own retirement benefit will be higher than their 
spousal benefit because of the steeply progressive way that benefits are calculated. 
 
While it is almost always the case that the higher earning spouse should delay benefits until age 
70 in order to maximize them (since the benefits will apply to the maximum of the lifetimes of 
both spouses), the optimal strategy for the lesser earning spouse is somewhat less clear.  In 
some cases, it may be optimal for that spouse to file for benefits starting at age 62 and then 
switch to receiving the spousal benefit of 50% of the higher earning spouse’s benefit when that 
spouse turns 70. 
 
These are just of few what I consider to be the most important nuts-and-bolts aspects of Social 
Security that will apply to most people.  However, Social Security also provides other kinds of 
benefits which I have not mentioned, such as for divorced spouses, dependent children, and 
the disabled.  In addition, there are many rules for claiming benefits in your individual situation 
that are beyond the scope of this article.  My main objective in this article is to provide an 
accurate way of analyzing the decision of whether to delay Social Security benefits.  It is not to 
provide an exhaustive treatment of the subject of Social Security.  I have skipped over far more 
than I have covered here.   
 
Again, I strongly urge you to take advantage of the many sources of information and advice that 
are available, including books, online references, your local Social Security office, and your 
financial planner.  
 
For Further Study 
 
The best book I have found on the subject is Get What's Yours: The Secrets to Maxing Out Your 
Social Security.  One of the authors also sells a software tool that provides very detailed analysis 
at a price of $40 for a household license.  Particularly if your situation is unusual or complex, 
the $40 may be repaid many times over with additional benefits that you might otherwise miss.  
 
  

https://www.amazon.com/Get-Whats-Yours-Secrets-Security-ebook/dp/B00LD1OPP6
https://www.amazon.com/Get-Whats-Yours-Secrets-Security-ebook/dp/B00LD1OPP6
https://maximizemysocialsecurity.com/
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Endnotes 
 
1Senator Rob Portman writing in the Wall Street Journal on July 22, 2014 and verified by the 
Washington Post Fact Checker. 
 
2”Social Security Consumer Study,” Nationwide Financial Retirement Institute, June 2014.   
 
3”Risks and Process of Retirement Survey Report,” Society of Actuaries, 2012. 
 
4Get What's Yours: The Secrets to Maxing Out Your Social Security, chapter 3, footnote 4. 
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