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Social Security
ll of us who work feel the
bite that Social Security
taxes take out of our
paycheck. Most of us take comfort
in the hope that when we retire,
Social Security will be there, giving
back all the money that we paid into
the system over the course of our
careers. Isn’t that how it works?

Well, the short answer is no, it
doesn’t work that way. The Social
Security taxes deducted from your
paycheck are not sitting in a special
account someplace, earmarked
to be returned to you upon your
retirement. Instead, the taxes you
pay today are used to pay benefits to
today’s beneficiaries, just as when
you retire, the benefits you receive
will come from the taxes paid by
people who are still working. This
arrangement works as long as there
are enough people sending in taxes;
it doesn’t work so well if the number
of current workers per retiree is
decreasing.

The baby boomer generation
(those born between 1946 and 1964)
have started to retire in 2008. This
large group’s retiring, coupled with
increasing life expectancies and
decreasing birth rates, means that the
number of retirees will grow faster
than the number of workers. According
to the Social Security Administration,
the number of workers sending in
Social Security taxes to pay each
retiree’s benefits has plummeted from
42 workers per beneficiary in 1945 to
2.9 in 2011. What is more is that this
number is projected to go down even
further to 2.1 workers per beneficiary
by 2035. Since the ratio of workers
to retirees is expected to continue
declining, a shortfall in future Social
Security funding is likely.
Annual cost for the Social Security
program is projected to exceed noninterest income in 2011 and remain
higher throughout the remainder of
the long-range period. Social Security
funds are projected to increase through
2022, and then to decline and become
exhausted and unable to pay scheduled
benefits in full on a timely basis in
2036.
What does all this mean for you?
Well, that depends on how old you are
and what changes the United States
government decides to implement.
If you are nearing retirement, it is
unlikely that your Social Security
benefits will change dramatically.
Younger workers, however, are more
likely to see sweeping changes in the
(Continued on page 4)

A Personal Note
From Global
Wealth Advisors
he first quarter of 2012 was
good for US markets but May
and June numbers have muted
those returns. Although our economy
is slowly moving forward with a first
quarter 2012 annualized GDP of 1.9%
it needs to be closer to 3.0% to help
stabilize the economy. Consumers,
investors, and businesses are still
concerned with domestic issues but
worries of a Euro-led economic
slowdown are weighing in as well.
The Federal Reserve has said it
will keep interest rates low through
2013 in hopes of continuing to
encourage consumers to spend on
big ticket items like homes and cars.
Americans have begun to spend more
money but not at the levels last seen
in 2006. In fact, consumers have been
paying down outstanding debts, and
the homes and cars they are buying
are less expensive choices.
So what does this all mean for
investors for the second half of 2012?
Stay focused on the long-term. Our
economy should continue slowly
recovering as we move toward the
November elections. The Eurozone
will hopefully strike a balance
between austerity measures and
economic reforms that bring the real
GDP growth they so desperately need.
Meanwhile, Asia and its economies
will continue expanding at moderately
lower rates. Stay tuned and stay
invested!

Income Gap
he recent low interest rate environment has
resulted in lower income from short-term fixed
income investments. Relying on yields alone may
not generate the cash flow needed to meet your income
requirements in retirement. If you are looking to generate
more income, consider adding dividend-paying stocks to
your retirement portfolio.
Dividend stocks may provide income through dividend
payments as well as the potential to benefit from stock price
appreciation. Further, these dividend payments may soften
losses during turbulent markets, particularly when investors
incur negative returns. This means that when dividends are
paid out, they act as a cushion and are positive whether stock
returns are positive or negative.
The chart compares the annual income return for the
S&P 500, Dividend Composite and Dividend Leaders index
over the past 10 years. As seen in the image, dividendpaying stocks produced higher income returns relative to
the S&P 500 over this time period. The 10-year average
income return for the S&P 500 was 1.9%, compared with the
Dividend Composite and Dividend Leaders indexes, which
returned 3.1% and 4.5%, respectively.
Stocks that pay dividends may serve as an income source
while also providing investors with exposure to the growth
potential of the stock market.

Happy 4th
of July!

Supreme Court Ruling
Expected on Health-Care Reform
t the time of this printing, the U.S. Supreme
Court was expected to weigh in on the fate of
health-care reform by late June. The Court has
several questions to answer in reviewing the new law.
Does Congress have the constitutional authority to require
individuals to purchase health insurance, or else pay a
penalty? If it does not, what parts of the reform law, if any,
can stand without the individual mandate?
While most people are not making any predictions on
the outcome of the Court’s ruling, some believe the Court,
particularly its “swing” judges, may take a pragmatic
approach considering total potential costs of unwinding
provisions already in place. While a few of the costliest
programs are not scheduled to commence until 2014, there
have been several important changes to the health-care
delivery process already implemented. A number of them are
also targeted for 2012, such as the roll-out of Accountable
Care Organizations (ACOs) and the implementation of
Electronic Health Records.
An ACO is a network of health-care providers (such as
doctors and hospitals) that shares responsibility for providing
care to patients, in particular, Medicare beneficiaries. The
primary purpose of an ACO would be to bring together
the necessary components of care for a patient (primarycare doctors, specialists, clinics, hospitals) and ensure that
all these components work well together as a complete,
integrated care system.
There are four possible directions the Court could take. It
could strike down the entire law; it could strike down just the
individual mandate and related insurance market regulations
while upholding the rest of the law; it could uphold the entire
law; or it could postpone judgment until after 2014.
Even if the entire law is deemed unconstitutional, some
aspects of reform will likely persist. For example, staterun online insurance exchanges have gained acceptance
as a better way to organize the individual and small-group
health insurance markets. Enhanced state scrutiny of
premium increases is also probably here to stay. ACOs have
established a foothold as the care delivery systems of the
future.
Alternatively, it is possible that only the individual
mandate will be deemed unconstitutional. In this case,
insurance market regulations such as guaranteed issue
(forcing insurers to offer policies to all applicants) and
modified community rating (allowing premiums to vary
only within tight bands based on characteristics such as

age and family size) would also almost certainly have to
be eliminated from the law. Otherwise, people would wait
until they became sick to purchase insurance, destroying
the market for individual insurance nationwide. However,
other major provisions of the law, including the Medicaid
expansion and insurance subsidies, could be allowed to
stand.
If the Supreme Court upholds the law, participants in
the health-care system will have gained some much-desired
clarity about the future regulatory environment. It appears
that most companies have been proceeding under the
assumption that the law will stand. Preparation will likely
accelerate as we approach the biggest changes in 2014.
In managed care, modest negatives in the legislation
such as limits on underwriting margins, increased regulatory
scrutiny of premium rates, and Medicare Advantage
reimbursement cuts were partly offset by positives like
subsidies for individual insurance and expansions to the
Medicaid program. For pharmaceutical and device firms,
analysts expect minimal impact from reform as new fees and
pricing restrictions would be offset by increased volume due
to broader coverage.

The Tax Code and U.S. Competitiveness
hile investors prepare for tax hikes in 2013,
it isn’t surprising to learn that taxes have
become increasingly important when it comes
to the economy and U.S. competitiveness. The Harvard
Business School recently published results of a survey
on U.S competitiveness, which aims to lay out facts and
realities of international competition and implications for
the U.S. In October 2011, about 10,000 alumni completed
an in-depth survey on U.S. competitiveness. According to
the survey, the greatest current or emerging weaknesses
are perceived to be America’s tax code, political system,
K-12 education system, macroeconomic policies, legal
framework, regulations, infrastructure, and workforce
skills. Respondents were deterred from investing in the
United States not only by a high statutory corporate tax
rate, but also by the sheer complexity and uncertain future
of the tax code.

Social Security
(Continued from page 1)

way Social Security works in the form of higher taxes,
lower benefits, or a combination of the two.
Bear in mind that Social Security was never intended to
provide Americans with all of the income they would need
in retirement. Social Security is only one leg of a threelegged stool that also includes pension plans and personal
savings. With concerns mounting over the stability of one
leg of the stool, you need to take control of your retirement
by investing in personal savings plans such as IRAs and
401(k)s.
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