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In this study, we present important and previously
unknown insights related to the claiming age that
would maximize the present value of benefits for a
single retiree. In particular, we demonstrate and
explainwhy it is never optimal for a single retireewho
is not affected by the earnings test to claim benefits
in anymonth near Full RetirementAge (FRA) or 36
months prior to FRA. In addition, we explain how
these lessons learned from studying breakeven
analyses for single retirees should affect the
claiming strategy of each partner of a married
couple.

In the next section, we discuss the two criteria that
retirees should use when deciding when to begin
Social Security benefits.We then discuss the real rate
of return that should be used to calculate the present

value of Social Security benefits. Next, we present
an example that illustrates the importance of both
criteria. We then present this study’s novel insights
related to the claiming age that wouldmaximize the
present value of benefits for a single retiree.We then
explain how these insights should affect a couple’s
claiming decisions.

Two Criteria
Meyer andReichenstein (2010) andReichenstein and
Meyer (2011) discuss two criteria that retirees
should use when deciding when to begin Social
Security benefits. First, what starting date would
maximize the present value of benefits if the single
retiree lived to his or her precise life expectancy or
each partner lived to their precise life expectancies?
Second,which starting datewouldminimize longevity
risk, that is, the risk that the single retireewill deplete
his or her financial portfolio during his or her lifetime
or the couple will deplete their portfolio during their
joint lifetime?

Rate of Return
This section discusses the discount rate that should
be used to calculate the present value of Social
Security benefits. If Social Security benefits are begun
and invested then financial principles require that these
benefits be invested in similar risk securities. These
principles require that the assumed rate of return
(a.k.a., discount rate) is the return that could be earned
on similar-risk investments. Social Security benefit
payments and payments from Treasury Inflation
Protection Securities (TIPS) bonds are both linked
to inflation, and both payment streams are promises
of the U.S. government. Consequently, prior authors
have consistently argued that aTIPS real yield should
be used to discount Social Security benefits when
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expressed in real terms (see Fraser, Jennings, King,
2001; Jennings and Reichenstein, 2001 and 2008;
Reichenstein, 2001; and Reichenstein and Jennings,
2003). There can be some disagreement about
whether this real interest rate should be a pretax rate
or an after-tax rate of return. Regardless, today this
real rate is essentially zero.

As of the close of trading on August 17, 2012, the
pretax real interest rate on the TIPS bond maturing
in January 2025 was -0.10%.We selected this TIPS
bond because its duration is similar to the duration
of lifetime Social Security benefits for a 62-year-old
with average life expectancy1. The after-tax real
interest rate was slightly negative2. Therefore,
whether we use a pretax or after-tax real interest rate,
it is essentially zero today. Furthermore, the Fed
promises to keep short-term nominal rates near zero
until at least late 20143. So, we should consider the
implications of a low interest rate environment that
appears likely to persist for years.

Example of Importance of Both Criteria
Suppose a single retiree has a life expectancy of 76
and is deciding when to begin benefits. The starting
age that would maximize the present value of
benefits is 62. The Recommended Strategy from our
software at ssanalyzer.com is for her to begin
benefits at age 64-1/2.Table 1 (above) compares these
two claiming strategies assuming Primary Insurance
Amount of $2,000, Full Retirement Age of 66, and
0% real discount rate. If the retiree lives to her
precise life expectancy then the present value of

benefits will be 1.4% less if she follows our
Recommended Strategy and begins benefits 64-1/2
instead of 62. However, her monthly benefits will be
20% largerwith our Recommended Strategy, and this
20% extra would last even if she lives much longer
than expected.As shown inMeyer and Reichenstein
(2012), delaying benefits by 2-1/2 years may add
several years to the longevity of her financial
portfolio. Thus delaying her benefits from 62 to
64-1/2 could substantially reduce her longevity risk.
We think most single retirees would consider this
tradeoff from delaying benefits until 64-1/2 to be
desirable and thus accept our Recommended
Strategy.

Maximizing Present Value of Expected Benefits
The remainder of this study concentrates on the
criterion ofmaximizing the present value of benefits.
Although it only looks at the first criterion, most
retirees consider both criteria to be important.

Figure 1 (on next page) graphs the claiming age that
would maximize the present value of Social
Security lifetime benefits for a single retireewith FRA
of 66 based on her life expectancy assuming the
earnings test does not apply4. The present value
calculations assume a 0% real return.

If the single retiree dies at age 76 and 10 months or
sooner, the present value of lifetime benefits is
maximized if benefits begin as soon as possible. If
life expectancy is 76 years and 11 months then
present value is maximized if the retiree claims
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TA B L E 1 : IMP O RTA NC E OF T WO CR I T ER I A WHE N SE L E CT I NG CL A I M I NG AG E

Claiming Strategy

Begin SS benefits at 62

Begin SS benefits at 64.5

Present Value of SS Benefit

$252,000

$248,400

Monthly BenefitAmount

$1,500

$1,800

Note: Breakeven age for these two strategies is 77. Primary Insurance Amount is $2,000.
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benefits at age 645,6.As life expectancy increases from
age 76 and 11 months to 79 and eight months, the
present-value-maximizing claiming age rises from63
years and 11months to 65 years and fourmonths.At
life expectancy of 79 and ninemonths, themaximizing
claiming age jumps to 66 and eight months. As life
expectancy increases from 79 and ninemonths to 86
and fourmonths, themaximizing age increases from
66 and 8 months to 69 and 11 months. If life
expectancy is at least 86 and five months then the
maximizing age is 70.

There are two breaks in Figure 1. These breaks are
attributable to the pattern of reductions in benefits for
beginning benefits before FRAand delayed retirement
credits for delaying benefits until after FRA. If the
single retiree begins benefits at FRA, she receives her
Primary Insurance Amount (PIA). If she begins
benefits before FRAthen her benefits are decreased
by 5/9 percent of PIApermonth for the first 36months
plus 5/12 percent of PIA for each additional month.
Delayed retirement credits are 2/3 percent permonth
for eachmonth benefits are delayed fromFRAto 70.

To put these reductions and delayed retirement
credits in perspective, consider a 62-year-oldwithFRA
of 66 who is deciding when to begin benefits. From
age 62 to 63, her monthly benefits increase by 5/12
percent (0.42%) of PIAper month. Beginning at 63,
her monthly benefits increase by a larger 5/9 percent
(0.56%) of PIA per month until she attains FRA of
66.At FRA, hermonthly benefits increase by an even
larger 2/3 percent (0.67%) of PIApermonth until she
reaches 70. These jumps from 5/12 percent to 5/9
percent and to 2/3 percent cause the breaks in
Figure 1. If this single retiree wants tomaximize the
present value of expected lifetime benefits then she
should never claim benefits between ages 62 and 63
and 11 months. Similarly, she should never claim
benefits between 65 years and four months through
66 and eight months7.

In Figure 2 (on next page), we relax the assumption

that the earnings test does not apply. Rather, it assumes
the earnings test would eliminate the retiree's Social
Security benefits if begun before FRA. In this case,
the retiree's claiming choices are effectively limited
to beginning benefits at FRA or later. This single
retireewith a FRAof 66maximizes the present value
of expected benefits by claiming benefits at FRA if
his life expectancy is 78 and six months or less. At
78 and seven months, the maximizing claiming age
increases to 66 and one month. This maximizing
claiming age increases steadily until it reaches 70 for
singles with life expectancy of at least 86 and five
months. Not surprisingly, the upper ends of Figures
1 and 2 are the same.

Figure 3 (on page 65) repeats Figure 1 except it
assumes the single retiree has a FRAof 67.The breaks
occur at FRA (67) and three years earlier than FRA
(64). Since the jump from 5/12 percent to 5/9 percent
that occurs 3 years before FRAis larger than the jump

FIGURE 1: CLAIMING AGE TO MAXIMIZE PRESENT VALUE OF

BENEFITS, FRA 66: EARNINGS TEST DOES NOT APPLY
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from 5/9 percent to 2/3 percent at FRA, there is a
larger range of ages around the earlier date wherein
no one should begin Social Security benefits. For
example, in Figure 3 the range around age 64
wherein no one should begin benefits is between ages
62 and 11months and 65,while the range aroundFRA
is narrower at ages 66 and four months and 67 and
eightmonths. This pattern repeats for retirees at other
FRAs.

Implications for Couples
Figures 1 and 2 also have implications for each
partner of amarried couple. To avoid the constant use
of “he or she,” we assume the husband has the higher
PIA.But the logic is the same if thewife has the higher
PIA. As a strong generalization, the husband's
benefits based on his earning’s record will continue
until the second spouse dies. Thus the relevant life
expectancy for determining when the higher-PIA
spouse should begin his benefits is the age that he
would bewhen the second spouse is expected to die.
In contrast, thewife's benefits based on her recordwill
stop after the death of the first spouse. Thus the
relevant life expectancy for determining when the

lower-PIAspouse should begin her benefits is the age
that she would be when the first spouse is expected
to die.

For example, consider Dan, the higher-PIA spouse,
who has a life expectancy of 82 years, and Jill, his
four-year younger wife, who has a life expectancy of
83. After Dan’s death, she will continue his higher
benefit level. Thus benefits based onDan’s recordwill
continue until he would be 87 (if he was still alive).
From Figures 1 and 2, if their objective is to
maximize the present value of expected joint lifetime
benefits thenDan should delay benefits based on his
record until 70.

Now let's consider Nancy’s claiming decision. Based
on life expectancies, she will be 78 when Dan dies.
FromFigure 1, if the earnings test does not apply then
theywouldmaximize joint lifetime benefits based on
Nancy's record if she begins her benefits at 64 years
and sixmonths. Even if Nancy expects to live to say
95, this should not affect the age she should begin
benefits because benefits based on her record will
cease at the death of the first spouse.

Following these guidelines would help Nancy and
Dan make smart claiming strategies. However,
these guidelines would not lead this couple to their
optimal claiming strategy. There are two major
reasons for this statement. First, these guidelines do
not consider the complex rules governing spousal
benefits and, to a lesser degree, survivor’s benefits.
In this example, Nancy should begin her benefits at
62 or 62 and onemonth8.At that time, Danwill have
attained FRA, so he should file a special application
for spousal benefits only.Dan’s spousal benefitswould
more than make up for the lower present value of
Nancy’s retirement benefits from beginning her
benefits sooner. Second, as previously stated, this
couple should be concerned with more than
maximizing the present value of benefits assuming
they live to their precise life expectancies.They should
also be interested inminimizing their longevity risk.

FIGURE 2: CLAIMING AGE TO MAXIMIZE PRESENT VALUE OF

BENEFITS, FRA 66: EARNINGS TEST APPLIES
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We incorporate these two criteria in the
Recommended Strategies embedded in our software.

Summary
In this study, we present important insights about the
age that retirees should begin Social Security
benefits. In particular, a single who is interested in
maximizing the present value of benefits and is not
affected by the earnings test should never begin Social
Security benefits in anymonth near either of two dates.
The first date is 36 months before Full Retirement
Age, while the second is FRA.

In this study, we also explain that the real discount
rate for use in calculating the present value should
be approximately 0% today. If Social Security
benefits are begun and invested then financial
principles require that these benefits are assumed to
be invested in similar risk securities. Financial
professionals have consistently argued that the
appropriate investment is that on aTIPS bond.Today,
the real return on a duration-appropriate TIPS bond
is approximately 0%.

Furthermore, we present three graphs that show the
claiming age that wouldmaximize the present value
of Social Security benefits for a single retiree. The
first two are for single retirees with a FRAof 66. The
first of these graphs assumes the retiree's benefits
would not be affected by the earnings test, while the
second assumes benefits would be eliminated by the
earnings test if begun before FRA. The third graph
presents the present-value-maximizing claiming
ages for single retirees with FRA of 67 that are not
affected by the earnings test.

Separately, we discuss the implications of our study
for each partner of amarried couple. If the objective
is to maximize the present value of the couple's
expected joint benefits then the higher-PIA spouse
(assumedmale for clarity) generally should begin his
benefits based on his age when the second spouse is
expected to die. The lower-PIA spouse generally

should begin her benefits based on her age when the
first spouse is expected to die. There are exceptions
to these guidelines due, in part, to complexities
governing spousal and survivor’s benefits.

Finally, we emphasized that a single retiree or
married couple should be concerned about two
criteria when selecting the claiming strategy. First,
what claiming strategy wouldmaximize the present
value of benefits if the single lived to his or her
precise life expectancy or each partner lived to their
precise life expectancies? Second, what claiming
strategy would minimize longevity risk, that is, the
risk of outliving the financial portfolio?As financial
planners know,most retirees are concerned about both
criteria. We incorporate both criteria in the
recommendations embedded in our software at
ssanalyzer.com. �

FIGURE 3: CLAIMING AGE TO MAXIMIZE PRESENT VALUE OF

BENEFITS, FRA 67: EARNINGS TEST DOES NOT APPLY
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Footnotes:
1 The duration of say $1,000 a month in real terms for 23.5 years is about 11.75 years when the real yield is zero. Similarly, the duration
of this TIPS bond when the real yield is approximately zero is about 11.75 years.
2 Assume Social Security benefits, if not spent today, would be invested in a taxable account. Then the appropriate rate for
discounting future real benefits is an after-tax real return. Today's Treasury (nominal) yield on bonds maturing in February 2015 is 2.04%,
while the comparable TIPS real yield is -0.10%. Thus we estimate expected inflation at 2.14%. If Social Security benefits are invested in
the risk-appropriate TIPS bond and inflation is 2.14% then the nominal return on the TIPS bond would be 2.04%. Between 0% and 85% of
Social Security benefits are taxable. If benefits are tax free then the after-tax real return is -0.10%. If 85% of benefits are taxable at 15%
(25%), the after-tax nominal return would be 1.78% (1.61%) and the after-tax real return would be slightly negative at -0.36% (-0.53%).
Regardless of the taxation of Social Security benefits, the after-tax real return is approximately 0%.
3 See Phillips and Cheng (2012).
4 The earnings test may reduce or eliminate Social Security benefits if begun before attaining Full Retirement Age. In years before
reaching FRA, Social Security benefits are reduced by $1 for every $2 of earned income above $14,640 (in 2012). In the year someone reaches
FRA, benefits may be reduced by $1 for every $3 of earned income above $38,880 (in 2012). After reaching FRA, individuals can receive full
benefits with no limit on earnings.
5 A life expectancy of 76 years and 11 months means that the retiree is expected to die in the month she turns 76 and 11 months. Thus,
she would not receive benefits for that month; she would receive a benefit in that month, but it would be the benefit for the prior
month.
6 With a life expectancy of 76 years and 11 months, the present values are the same if benefits begin at 63 years and 11 months or 64.
In such cases, we use the later claiming age because it produces a higher monthly benefit if the retiree lives longer than expected and thus
reduces the retiree's longevity risk.
7 The exception would be someone who changes her life expectancy. For instance, suppose a single individual expected to live to 87
but learned at FRA that she had a few years to live. In this case, she should start her benefits immediately upon learning of her reduced
life expectancy.
8 Before Nancy can apply for benefits, she must have “attained” age 62 for the entire month. The Social Security Administration
considers someone to attain an age one day before their birthday. So, unless Nancy was born on the first or second day of the month,
she must wait until the month she turns 62 and one month to begin her retirement benefits.
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