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Want to Improve Retirement
Outcomes? Make Sure Employees
Understand Social Security Basics

New research reveals Americans have a
significant knowledge gap regarding Social
Security benefits.

According to a recent survey!, more than half
of Americans express confidence that they
know exactly how to optimize their Social Security benefits. However, only 6%
actually understand all the factors that determine the maximum benefit someone
can receive. In addition, the report highlighted additional knowledge gaps:
= A full 39% don’t know at what age they are eligible to receive their full
benefits.
= Just over half (51%) do not have a clear understanding of how much they will
receive in future income.
= QOver one-third (37%) incorrectly assume that Social Security benefits are not
protected against inflation.
= Nearly half (45%) mistakenly believe if they claim their benefits early, their
benefits will go up automatically when they reach full retirement age.

Respondents Worry About Social Security’s Future

The report suggests that one big reason that Americans may not be staying informed
on the benefits of Social Security is that they have doubts that it will be around when
they need it. Approximately 7 in 10 adults age 25+ (71%) worry about the Social
Security program running out in their lifetime.

What might the future of Social Security look like2 The 2020 Social Security frustees
report? estimated that the combined reserves of the various Social Security programs
(retirement, survivor, and disability) would be depleted in 2035 unless changes are



made. The Social Security Board of Trustees believes the most likely adjustments will
come in the form of reduced benefits or an increase in taxes (or some combination
of both). But it's extremely unlikely that Social Security will go away.

The Opportunity for Plan Sponsors and Adyvisors
This might be a timely opportunity to help close the knowledge gap that many
employees have regarding Social Security benefits. Plan sponsors should work with
their advisor and plan recordkeeper to provide educational materials (or possibly
provide employees with a quick education campaign) that cover the following:
= Realistic Social Security preretirement income replacement expectations
= Eligible ages to receive retirement benefits (the range is 62-70)
= Definition and clarification of “full retrement age” (for the majority of
employees, this will be age 67)
= Factors to consider when deciding whether to take benefits earlier versus
later
= Annual cost-of-living adjustments to Social Security benefits (as an example,
in 2021 the cost-of-living adjustment is 1.3%)

Nationwide's 8th Annual Social Security Consumer Survey can be found at https://tinyurl.com/yxjt8xwi.
1 Nafionwide's 8th Annual Social Security Consumer Survey, https://tinyurl.com/yxjt8xwf
2 At the time of the publication of this newsletter, the 2021 trustees report has not yet been released.

] survey Finding How COVID Has
Impacted Americans’ Retirement

Plans Packs a Few Surprises

Newly released research has uncovered
an unsurprising trend: The Covid-19
pandemic has affected many
Americans’ approach to their retirement
plans.

What is perhaps surprising, however, is
how many people expect o retire earlier than they had originally planned.

According to a recent survey, the pandemic has resulted in 35% of Americans
deciding to change the age when they anticipate retiring, with 24% saying they
expect to retire later than originally planned, and 11% saying they hope to retire
earlier.

The survey found that the two youngest generations of adults expect to retire before
the age of 60 — Generation Z (born between 1997-2012) at 59.4 and Millennials (born
between 1981-1996) at 59.5. Overall, the average age people expect toretire is 62.6,
down slightly from 63.4 last year.

"The economic environment created by the Covid-19 pandemic has caused a lot of
people to re-examine their financial lives," commented Christian Mitchell, executive
vice president & chief customer officer at Northwestern Mutual. "For some, the
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prospect of an early retirement appears more achievable, while others are adjusting
for delays. In either case, having a holistic plan is critical fo navigating the uncertainty
and reaching your goals."

For those planning to delay retirement due to the economic impacts of the
pandemic, 39% say they'll push out retirement three to five years, while 35% say their
fimeline for retirement has shifted back more than 10 years.

The top reasons cited for why people are delaying retirement include:
Wanting to work and save money given additional flexibility with their
workplace: 55%
Concerns about rising costs like healthcare and/or unexpected medical
costs: 50%
Having to dip into retirement savings: 24%
Taking care of a relative/friend; responsible for additional dependents: 14%

For those planning to retire earlier than expected, 48% say they are moving up their
fimeline by three to five years.

The top reasons cited for moving up their target retirement age include:
= Wanting to spend more time with their loved ones: 42%
®m  Focusing on hobbies/priorities outside of work: 33%
m  Realizing their personal mission is more important than saving more: 29%
»  Work situation has changed (laid off, efc.): 28%

On average, the survey found, people have $98,800 saved for retirement, up from
$87.500 last year. At the same time, people's expectations for how much they will
need to retire comfortably is also up, from $950,800 in 2020 to $1,047,200 in 2021.

While overall retirement savings are up, more than four in ten (43%) believe they may
outlive their savings, up slightly from 41% last year.

However, in an encouraging sign, the data also show that people are proactively
taking steps to address this concern, including:
= |ncreasing savings: 29%
Putting together a financial plan: 22%
Discussing options with their family: 18%
Purchasing investments: 18%
Seeking advice from a financial advisor: 18%

When it comes to funding refirement, people plan to lean most heavily on their 401 (k)
(26.5%), Social Security (26.5%) and personal savings or investments (23.8%).
However, 19% said they believe that it is not likely that Social Security will be available
to them when they retire, and 43% say they can imagine a fime when Social Security
no longer exists.

For all of that, it should be clear to us all as never before that unexpected events can
alter one’s plans, sometimes significantly. In turn, that proves what we have long




maintained: That it is critical to develop a prudent retirement savings plan that should

be reviewed regularly.

That is especially true of younger people, who have fraditionally been those who

tend to think about their retirement the least and, therefore, save for retirement the

least.

We hope that they can indeed retire earlier than they had anficipated, but without
taking smart action now, we wonder how that can be redlistically achieved.

T R T Pentegra’s Building Blocks for Retirement

The start of a new year is always a good fime to
revisit financial plans to ensure you are on frack.
Participants can take advantage of our Financial
Planning education modules to learn more about
overall financial health and wellness, including
retirement planning, Social Security, budgeting,
managing debt and estate planning. Visit our

Building Blocks to learn more.
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