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In 1981, the Nobel
Prize-winning
economist Robert
Shiller published a
groundbreaking
study that
contradicted a
prevailing theory that
markets are always
efficient. If they
were, stock prices
would generally mirror the growth in earnings
and dividends. Shiller's research showed that
stock prices fluctuate more often than changes
in companies' intrinsic valuations (such as
dividend yield) would suggest.1

Availability bias

Shiller concluded that asset prices sometimes
move erratically in the short term simply
because investor behavior can be influenced by
emotions such as greed and fear. Many
investors would agree that it's sometimes
difficult to stay calm and act rationally,
especially when unexpected events upset the
financial markets.

Overconfidence

Researchers in the field of behavioral finance
have studied how cognitive biases in human
thinking can affect investor behavior.
Understanding the influence of human nature
might help you overcome these common
psychological traps.

Research shows that investors tend to dislike
losses much more than they enjoy gains, so it
can actually be painful to deal with financial
losses.2 Consequently, you might avoid selling
an investment that would realize a loss even
though the sale may be an appropriate course
of action. The intense fear of losing money may
even be paralyzing.

Herd mentality
Individuals may be convinced by their peers to
follow trends, even if it's not in their own best
interests. Shiller proposed that human
psychology is the reason that "bubbles" form in
asset markets. Investor enthusiasm ("irrational
exuberance") and a herd mentality can create
excessive demand for "hot" investments.
Investors often chase returns and drive up
prices until they become very expensive
relative to long-term values.

This mental shortcut leads people to base
judgments on examples that immediately come
to mind, rather than examining alternatives. It
may cause you to misperceive the likelihood or
frequency of events, in the same way that
watching a movie about sharks can make it
seem more dangerous to swim in the ocean.

Confirmation bias
People also have a tendency to search out and
remember information that confirms, rather than
challenges, their current beliefs. If you have a
good feeling about a certain investment, you
may be likely to ignore critical facts and focus
on data that supports your opinion.
Individuals often overestimate their skills,
knowledge, and ability to predict probable
outcomes. When it comes to investing,
overconfidence may cause you to trade
excessively and/or downplay potential risks.

Loss aversion

It's important to slow down the process and try
to consider all relevant factors and possible
outcomes when making financial decisions.
Having a long-term perspective and sticking
with a thoughtfully crafted investing strategy
may also help you avoid expensive,
emotion-driven mistakes.
Note: All investments are subject to market
fluctuation, risk, and loss of principal. When
sold, investments may be worth more or less
than their original cost.

Past performance, however, does not
guarantee future results, and bubbles
eventually burst. Investors who follow the crowd 1 The Economist, "What's Wrong with
can harm long-term portfolio returns by fleeing Finance?" May 1, 2015
the stock market after it falls and/or waiting too
2 The Wall Street Journal, "Why an Economist
long (until prices have already risen) to
Plays Powerball," January 12, 2016
reinvest.
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How to Get a Bigger Social Security Retirement Benefit
Many people decide to begin receiving early
Social Security retirement benefits. In fact,
according to the Social Security Administration,
about 72% of retired workers receive benefits
prior to their full retirement age.1 But waiting
longer could significantly increase your monthly
retirement income, so weigh your options
carefully before making a decision.

Timing counts

Sign up for a my Social
Security account at ssa.gov
to view your online Social
Security Statement. It
contains a detailed record of
your earnings, as well as
benefit estimates and other
information about Social
Security.
1

Social Security
Administration, Annual
Statistical Supplement, 2015

Your monthly Social Security retirement benefit
is based on your lifetime earnings. Your base
benefit--the amount you'll receive at full
retirement age--is calculated using a formula
that takes into account your 35 highest
earnings years.
If you file for retirement benefits before
reaching full retirement age (66 to 67,
depending on your birth year), your benefit will
be permanently reduced. For example, at age
62, each benefit check will be 25% to 30% less
than it would have been had you waited and
claimed your benefit at full retirement age (see
table).

Birth year

Full retirement Percentage
age
reduction at
age 62

1943-1954

66

25%

1955

66 and 2
months

25.83%

1956

66 and 4
months

26.67%

1957

66 and 6
months

27.50%

1958

66 and 8
months

28.33%

1959

66 and 10
months

29.17%

1960 or later

67

30%

Early or late?

Should you begin receiving Social Security
benefits early, or wait until full retirement age or
even longer? If you absolutely need the money
Alternatively, if you postpone filing for benefits
right away, your decision is clear-cut;
past your full retirement age, you'll earn
otherwise, there's no ''right" answer. But take
delayed retirement credits for each month you
time to make an informed, well-reasoned
wait, up until age 70. Delayed retirement credits decision. Consider factors such as how much
will increase the amount you receive by about
retirement income you'll need, your life
8% per year if you were born in 1943 or later.
expectancy, how your spouse or survivors
might be affected, whether you plan to work
The chart below shows how a monthly benefit
after you start receiving benefits, and how your
of $1,800 at full retirement age (66) would be
affected if claimed as early as age 62 or as late income taxes might be affected.
as age 70. This is a hypothetical example used
for illustrative purposes only; your benefits and
results will vary.
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Top Financial Concerns of Baby Boomers, Generation Xers, and
Millennials
Many differences exist among baby boomers,
Generation Xers, and millennials. But one thing
that brings all three generations together is a
concern about their financial situations.

In its survey,
PricewaterhouseCoopers
defined the generations as
having these birth years:
baby boomers: 1943-1960;
Generation X: 1961-1981;
millennials: 1982-1997. The
U.S. Census Bureau and
other groups often define
these generational ranges
differently.
Source:
"Employee Financial
Wellness Survey,"
PricewaterhouseCoopers
LLP, April 2016

According to an April 2016 employee financial
wellness survey, 38% of boomers, 46% of Gen
Xers, and 51% of millennials said that financial
matters are the top cause of stress in their
lives. In fact, baby boomers (50%), Gen Xers
(56%), and millennials (60%) share the same
top financial concern about not having enough
emergency savings for unexpected expenses.
Following are additional financial concerns for
each group and some tips on how to address
them.

Baby boomers
Baby boomers cite retirement as a top concern,
with 45% of the group saying they worry about
not being able to retire when they want to.
Although 79% of the baby boomers said they
are currently saving for retirement, 52% of the
same group believe they will have to delay
retirement. Health issues (30%) and
health-care costs (38%) are some of the
biggest retirement concerns cited by baby
boomers. As a result, many baby boomers
(23%) are delaying retirement in order to retain
their current health-care benefits.
Other reasons reported by baby boomers for
delaying retirement include not having enough
money saved to retire (48%), not wanting to
retire (27%), and having too much debt (23%).

Generation X

Gen Xers (26%) report that better job security
would help them achieve future financial goals,
which may help explain their worry about both
future (retirement) and current (living)
expenses.

Millennials
Unlike baby boomers and Gen Xers who worry
about future financial needs, millennials seem
to be more concerned about meeting current
expenses. This concern has grown
substantially for millennials, from 23% in the
same survey conducted in 2015 to 35% in
2016. Millennials are also finding it increasingly
difficult to pay their household expenses on
time each month, with the number jumping from
35% in 2015 to 46% in 2016.
Considering the amount of debt that millennials
owe, it's probably not surprising that they worry
about making ends meet. Specifically, 42% of
the millennials surveyed have a student loan(s),
with 79% saying their student loans have a
moderate or significant impact on their ability to
meet other financial goals.
In an attempt to make ends meet, 30% of
millennials say they use credit cards to pay for
monthly necessities because they can't afford
them otherwise. But 40% of those who
consistently carry balances find it difficult to
make their minimum credit-card payments on
time each month.

How each generation can address their
concerns

While baby boomers are concerned about
retiring when they want to, Gen Xers are more
specifically worried about running out of money
in retirement, with 50% of the surveyed group
citing this as a top concern. More Gen Xers
(26%) than baby boomers (25%) or millennials
(21%) have already withdrawn money held in
their retirement plans to pay for expenses other
than retirement.

Focusing on some basics may help baby
boomers, Gen Xers, and millennials address
their financial concerns. Creating and sticking
to a budget can make it easier to understand
exactly how much money is needed for
fixed/discretionary expenses as well as help
keep track of debt. A budget may also be a
useful tool for learning how to prioritize and
save for financial goals, including adding to an
emergency savings account and retirement.

Besides worrying about retirement, 25% of Gen
Xers are concerned about meeting monthly
expenses. Forty-four percent find it difficult to
meet household expenses on time each month,
and 53% consistently carry balances on their
credit cards.

At any age, trying to meet the competing
demands of both short- and long-term financial
goals can be frustrating. Fortunately, there is
still time for all three generations to develop
healthy money management habits and
improve their finances.

Being laid off from work is another financial
worry among Gen Xers, cited by 22% of those
surveyed--more than cited by baby boomers or
millennials.
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Should I accept my employer's early-retirement offer?
The right answer for you will
depend on your situation. First
of all, don't underestimate the
psychological impact of early
retirement. The adjustment
from full-time work to a more leisurely pace
may be difficult. So consider whether you're
ready to retire yet. Next, look at what you're
being offered. Most early-retirement offers
share certain basic features that need to be
evaluated. To determine whether your
employer's offer is worth taking, you'll want to
break it down.

sure your employer's coverage lasts until you
reach that age. If your employer's offer doesn't
include medical insurance , you may have to
look into COBRA or a private individual policy.

Does the offer include post-retirement medical
insurance? If so, make sure it's affordable and
provides adequate coverage. Also, since
Medicare doesn't start until you're 65, make

increase by about 8% for each year you delay
benefits, up to age 70.

How will accepting the offer affect your
retirement plan benefits? If your employer has a
traditional pension plan, leaving the company
before normal retirement age (usually 65) may
greatly reduce the final payout you receive from
the plan. If you participate in a 401(k) plan,
what price will you pay for retiring early? You
could end up forfeiting employer contributions if
you're not fully vested. You'll also be missing
Does the offer include a severance package? If out on the opportunity to make additional
so, how does the package compare with your
contributions to the plan.
projected job earnings (including future salary
Finally, will you need to start Social Security
increases and bonuses) if you remain
benefits early if you accept the offer? For
employed? Can you live on that amount (and
example, at age 62 each monthly benefit check
for how long) without tapping into your
will be 25% to 30% less than it would be at full
retirement savings? If not, is your retirement
retirement age (66 to 67 , depending on your
fund large enough that you can start drawing it year of birth). Conversely, you receive a higher
down early? Will you be penalized for
payout by delaying the start of benefits past
withdrawing from your retirement savings?
your full retirement age--your benefit would

What are my health-care options if I retire early?
If you're eligible for an
early-retirement package from
your employer, determine
whether post-retirement
medical coverage is included.
These packages sometimes provide medical
coverage until you reach age 65 and become
eligible for Medicare. Given the high cost of
medical care, you might find it hard to turn
down an early-retirement package that includes
such coverage.
If your package doesn't include post-retirement
medical coverage, or you're not eligible for an
early-retirement package at all, you'll need to
look into alternative sources of health
insurance, such as COBRA continuation
coverage or an individual health insurance
policy, to carry you through to Medicare
eligibility.
Under the Consolidated Omnibus Budget
Reconciliation Act (COBRA), most
employer-provided health plans (typically
employers with 20 or more employees) must
offer temporary continuation coverage for
employees (and their dependents) upon
termination of employment. Coverage can last
for up to 18 months, or 36 months in some

cases. You'll generally have to pay the full cost
of coverage--employers aren't required to
continue their contribution toward coverage,
and most do not. Employers can also charge an
additional 2% administrative fee.
Individual health insurance is available directly
from various insurance carriers or, as a result of
the Affordable Care Act, through state-based or
federal health insurance marketplaces. One
advantage of purchasing coverage through a
marketplace plan is that you may be entitled to
a premium tax credit if your post-retirement
income falls between 100% and 400% of the
federal poverty level (additional income-based
subsidies may also be available).
Some factors to consider when comparing
various health options are (1) the total cost of
coverage, taking into account premiums,
deductibles, copayments, out-of-pocket
maximums, and (for marketplace plans) tax
credits and subsidies; (2) the ability to continue
using your existing health-care providers (and
whether those providers will be in-network or
out-of-network); and (3) the benefits provided
under each option and whether you're likely to
need and use those benefits.
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