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Social Security: What Retirement Savers Need to Know
In the big picture of funding retirement, most Americans (55 percent of adults ages 50 and older, according 
to the Nationwide Retirement Institute) expect social security to be a significant source of their income. Yet, 
social security will account for about only 36 percent of a retiree’s total retirement income. With that type of 
gap to fill, relying on social security to be the only source of retirement income is risky.

Let’s look at a few basic considerations retirement savers should be aware of when factoring social security 
into their retirement picture. Having a clear perspective on how—and why—to save more now (through your 
workplace retirement plan or an IRA, for example) can go a long way toward being less dependent on social 
security in your retirement years.

Don’t Think of Social Security as a Retirement Savings Account

A common misperception is that the government is depositing your payroll tax contributions in a personal 
account solely for you, to be paid out with interest when you retire. In reality, your social security benefit will 
be based on how much money you earned over your working life—not how much you paid into the system. 
Your contributions actually fund the benefits for current retirees. When you retire, those still working will fund 
your benefits.

So, instead of thinking of social security as a retirement savings account, consider it an earned benefit that the 
government pledges to pay in your retirement years.

Who Is Eligible to Claim Social Security Benefits?

To be eligible to claim social security benefits, you must meet three requirements:

• You must have earned 40 retirement credits (one credit is earned for every $1,470 in earnings (in 2021);
a maximum of 4 retirement credits can be earned per year.

• You must have paid into social security for at least 10 years.

• You must be at least 62 years old.
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How Are Social Security Benefits Calculated?

Most people are curious how their benefit is figured. The answer is it depends! As mentioned, social security 
benefits are based on your lifetime earnings. Your actual earnings are adjusted, or indexed, to account for 
changes in average wages since the year the earnings were received. Then, the Social Security Administration 
calculates your average indexed monthly earnings for the 35 years in which you earned the most. A formula 
is then applied to those earnings to arrive at your basic benefit, called the primary insurance amount (PIA). 
This is how much you would receive at your full retirement age (FRA). Your FRA is the age you begin receiving 
100 percent of your PIA, and it varies depending on the year you were born. Fortunately, there are several free 
online calculators like this one that can provide an estimated projection of your benefits based on personal 
factors such as earnings and FRA.

It Pays to Wait

Although you can begin to receive social security benefits at age 62 (provided you meet the two other 
requirements previously described), it pays to wait if you can afford to. Of course, your decision of when to file 
depends on many personal factors, including necessity, health challenges, and employment changes. That 
said, here are two compelling reasons to consider delaying social security benefits, if you can:

• When you file early (before your FRA), you will receive less than 100 percent of your PIA.

• When you delay filing past your FRA, you receive delayed retirement credits (up to age 70), increasing 
your PIA above 100 percent, which could increase your annual benefit by as much as 77 percent.

This example* illustrates the significant effect of delaying filing: Jodi turns 62 in 2021. Her FRA is 66 years, 
10 months, and her monthly benefit starting at FRA is $1,000. If she starts getting benefits at age 62, social 
security will reduce her monthly benefit by 29.2 percent to $708 to account for the longer time she receives 
benefits. This decrease is usually permanent. But, if Jodi chooses to delay getting her benefits until age 70, 
her monthly benefit will increase to $1,253. This increase is the result of delayed retirement credits she earns 
for her decision to postpone receiving benefits past her FRA. The benefit at age 70 in this example is about 
77 percent more than the benefit Jodi would receive each month if she started getting benefits at age 62. For 
Jodi, the decision to delay her social security filing will earn her an additional $545 each month in retirement!

As you can see, the various factors that weigh into your social security decisions can be confusing. An important 
first step is to understand where social security fits in your retirement savings picture. If you’re uncertain how 
to save for retirement or what steps to take for your financial future, consult with a retirement planning expert 
such as a financial advisor or your company’s retirement plan advisor.

* Source: Social Security Administration, When to Start Receiving Retirement Benefits, 2021

https://www.ssa.gov/myaccount/retire-calc.html
https://www.ssa.gov/pubs/EN-05-10147.pdf
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Carrying Debt: 4 Rules of Thumb
Most people carry some debt, whether in the form of a student loan, a mortgage, or a car loan. Let’s face it: making 
large purchases using someone else’s money is often a smart financial move! Borrowing is convenient, allowing 
you to purchase big-ticket items with less out-of-pocket cash—particularly if interest rates are low. Taking on any 
amount of debt, however, comes with risk. A financial setback can reduce your ability to repay a loan, and any 
amount of debt may prevent you from saving more for retirement.

How Much Debt Can You Afford to Take On?

When analyzing your ability to carry debt, take a close look at your personal finances, focusing on these 
four factors:

1. Liquidity. If you suddenly lost your job, would you have enough cash to cover your current liabilities? 
It’s a good idea to maintain an emergency fund to cover three to six months of expenses, but don’t 
go overboard. Guard against keeping more than 120 percent of your six-month expense estimate in 
low-yielding investments. And don’t let more than 5 percent of your cash reserves sit in a checking 
account that doesn’t bear interest.

2. Current debt. Your total monthly minimum required payments should come to no more than about 
35 percent of your monthly gross income. Your consumer debt—credit card balances, automobile loans 
and leases, and debt related to other lifestyle purchases—should amount to less than 10 percent of your 
monthly gross income. If your consumer debt ratio is 20 percent or more, avoid taking on additional debt.

3. Housing expenses. As a general rule, your monthly housing costs—including your mortgage or rent, 
home insurance, real estate taxes, association fees, and other required expenses—shouldn’t amount to 
more than about 30 percent of your monthly gross income. If you’re shopping for a mortgage, keep in 
mind that lenders use their own formulas to calculate how much home you can afford based on your 
gross monthly income, your current housing expenses, and your other long-term debt, such as auto 
and student loans.

4. Savings. Although the standard recommended savings rate is 10 percent of gross income, your guideline 
should depend on your age, goals, and stage of life. You should save more as you age, for example, 
and as retirement nears, you may need to ramp up your savings to 20 percent or 30 percent of your 
income. Direct deposits, automatic contributions to retirement accounts, and electronic transfers from 
checking accounts to savings accounts can help make saving a habit.
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5 Tips for Managing Your Credit Cards
Credit cards can help you build credit history and, if managed properly, improve your credit score. Here are 
five tips that you can put into action today:

1. Pay on time. By paying on time, you not only avoid late fees but may also avoid an automatic increase 
in interest rates. In addition, paying on time can maintain or improve your credit score, which can 
qualify you for lower rates.

2. Keep your balance at no more than 10 percent of your credit limit. Make a habit of keeping 
your credit card balances at less than 10 percent of the card’s credit limit. Although a balance within 
the range of 25 percent to 30 percent of your limit is an acceptable utilization rate (i.e., the amount 
of revolving credit you’re currently using divided by your total amount of available revolving credit), 
maintaining a lower percentage can improve your credit score. Remember, even if you pay your full 
balance monthly, you can still have a high utilization rate. If you’re trying to improve your credit score, 
consider using cash for new purchases to give yourself time to add points to your score.

3. Avoid unnecessary costs. Some credit cards provide overdraft protection if you go over the credit 
limit, but consider the consequences. Not only will you pay interest on the overage, but you’ll also 
be charged an overdraft fee. If the overdraft feature is important to you, avoid the fees by paying the 
balance in full before the due date.

4. Read your mail. The flyers that come with your bill often give you notice of pending changes. You 
probably understand that variable rates can change at any time. But did you know that the issuer can 
also increase your rate because of a change in your credit rating? In both cases, you must be notified, 
and your credit card company must review your account every six months to determine whether you 
qualify for a decrease in rates.

5. Pay more than the minimum. Paying only the minimum monthly payment is a costly mistake. At 
1 percent to 4 percent of your balance, the minimum payment barely covers your interest charges, 
leaving little, if any, of your payment to reduce your balance. At that rate, it could take decades to pay 
off your balance! But you can take control. Credit card statements now disclose how long it will take 
to retire the debt if you make only minimum payments and how much you will pay in total interest 
over that time. They also show you how much you would have to pay each month to retire the debt 
in three years. Make it your goal to at least meet the three-year payoff estimate. And, through online 
banking, you can make payments automatic by arranging to have your checking account transfer 
a set amount to your credit card monthly.
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