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ASSETS & LIABILITIES # 78
Third Quarter 2011
LIVE LONG AND PROSPER

With his hand outstretched, fingers parted to form a V, Spock’s famous line was “Live long and prosper”.  If you know the saying, “be careful what you wish for”, you just might get it. Well people are living longer and I know so many people with parents in their 90’s (my dad is 92).  Healthcare advances are extending life and the result is people spending as many years in retirement as they did working.

The problem here is prosperity.  How do you support such a long retirement?  Society has not prepared for this.  Sixty years ago it was anticipated that a 65 year old would collect social security for about five years. 
According to the 2011 MetLife Retirement Income IQ Survey that I read, they quoted some sobering statistics.  Only 45% of the respondents knew they will need 80 to 90% of their pre-retirement income to maintain their current standard of living.  30% had an inflated view of how much income they could withdraw from investments at 7-10%.  Almost all expressed not having enough income during retirement and outliving their principal as their primary concerns.

As a result government funded pensions and entitlement programs are breaking the bank and have virtually become impossible to sustain without either major tax increases or cuts in benefits, or both.  All the legislators are able to do is kick the can down the road a little further.  The retiring Baby Boomers have strong political clout and don’t want to see their benefits cut in anyway. (The Social Security Administration just authorized a 3.6% increase).
The Healthcare System is a victim of its own success.  We’ve managed to extend life to the point where we can’t afford to live but doctors keep us alive anyway and the government (really the Taxpayer) is forced to pay for the care of those who can no longer afford too.

During prosperous times we think they will never end so generous benefits are given out.  Too much money is borrowed and spent by governments and people.   But it’s when the tide goes out that you see who’s swimming naked.  The massive de-leveraging we see occurring worldwide is the simple result of overspending based on a false assumption that the good times would never end.  This process will take years to resolve.
But bringing this back around to the retirement problem we face, there are always winners and losers.  Some will never retire, some will have a reduced standard of living, and others who plan ahead will enjoy the American dream.
Best Regards,
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