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There is a "crisis" brewing in America which will affect more Americans than the subprime crisis in
2008. What is it? It's the pension and retirement crisis. According to a recent report from the
National Retirement Planning Week the three ?legs? of the retirement ?stool? are Social Security,
private pensions and personal savings. None are in great shape.

e The average Social Security check is $14,000 a year, hardly a cushy retirement.

e 23% of boomers ages 56-61 expect to receive income from a private company pension plan;
and,

e 38% of older boomers expect a pension.

e 45% of boomers have ZERO savings for retirement.

| previously discussed the pension issue in the "Unavoidable Pension Crisis.” To wit:
"Using faulty assumptions is the lynchpin toethe inability to meet future obligations.By
over-estimating returns, it has artificially inflated future pension values and
reduced the required contribution amounts by individuals and governments
paying into the pension system."

This is a critically important point to understand as it is why asvast majority of Americans are
trapped in the same "quicksand" as pension funds and don't realize it. For years, Wall Street has
espoused the "myth of compounded average returns."This is the same myth whichehas not only
infected pension funds, but has led to the same false sense of future financial security in
personal retirement planning nationwide. An article from IBDsfurther perpetuates this myth:

"J.P. Morgan says 'enough' means the nest egg is big enough to have at least an 80%
chance of surviving 30 years in retirement.'s

The financial firm's number crunchers also assume that, before retirement, you keep
kicking in 10% of your income each year to your nest egg. In addition, they assume
that your retirement portfolio grows an average of 6% a year before retirement

and 5% a year in retirement."

You Are Saving Enough For Retirement f . . .

... At various ages, your nest egg is this many times farger than your household income.
"Enougn” means:

o y0ur savings have at [east an 80% chance of fasting 30 years after you retire

* y0ur nest eqq averages 6% average annual growth

* \0u continue to save 10% of your income yearly until you retire at age 6o

At this income
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And there it is. *The biggest mistake you are making in your retirement planning bybuying into the
"myth" that markets "compound returns" over time. They don't. They never have. They never
will. The chart below shows a compounded return rate of at 4-8% with $5000 annual dollar cost
averaging (DCA) contributions made monthly (as noted above 10% of $50,000 which is roughly the
median wage),*and using variable rates of return from current valuation levels.(Chart assumes 35
years of age to start saving and expiring at 85)
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Just as with "pension funds,"” the issue of using above average rates of return into the
future suggests one can "save less" today because the "growth" will make up for the
difference. Unfortunately, it just doesn't work that way.

Financial Insecurity

While we can argue about market returns, compounding rates, etc., in order for any of that to

matter we have to assume Americans have money, or savings, to invest to begin with. A new

report bysForbestates that 23% (nearly one in four) Americans are saving not even one penny
from their paychecks. As part of its 2019 Savings Survey,First National Bank of Omahaexamineds
Americans? habits, behaviors, and priorities when it comes to saving, monthly spending, and
retirement planning. The findings showed that nearly 80% of Americans live paycheck to
paycheck.
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The 2018 Planning & Progress Study gathered data in an online survey from over 2000 Americans

over the age of 18. In that survey, they found:

78% said they were ?extremely? or ?somewhat? concerned about affording a comfortable
retirement.

66% said there was some likelihood of outliving retirement savings.

21% have no retirement savings at all

o 33% of baby boomers have between $0 and $25,000 of retirement savings

= 75% of Americans reported a lack of confidence in receiving Social Security
benefits and,

46% admitted to taking no steps to prepare for the likelihood they could outlive their
retirement.

Medium reported that:

"According to a survey from Gallup, 43 percent of adults between the ages of 50
and 64 expect to rely on Social Security during retirement. This number has been
steadily increasing since 2001. However, only 24 percent of respondents in the 2018
Planning & Progress Survey believe it?s extremely likely that Social Security will even
be available when they plan to retire.”

That fear is likely not so misplaced as Reason noted:

"Social Security will be insolvent and unable to pay the full value of promised
benefits by 2035?that's one full year later than previously expected?and Social
Security's costs will exceed its income by 2020, according to a new report
published Monday by the program's trustees. At the end of 2018, Social Security
was providing income to about 67 million Americans. About 47 million of them were
over age 65, and the majority of the rest were disabled. If nothing changes, the Social
Security Trust Fund will be fully depleted by 2035 and the program would impose
across-the-board cuts of 20 percent to all beneficiaries.”

Meanwhile, demographics are blowing up the basic premise of how Social Security is funded.
There were 2.8 workers for every Social Security recipient in 2017. That's down from 3.3 in 2007,
and that's way down from the 5.1 workers per beneficiary that existed in 1960. Furthermore, the
two programs function mostly as a giant conveyor belt to transfer wealth from the young and
relatively poor to the old and relatively rich, allowing the average person (who now lives to be 78)

more than a decade of taxpayer-funded retirement. Ase | have shown previously, welfare now
makes up the highest percentage of disposable personal incomes in history despite record low
unemployment, rising wage growth, and the longest economic expansion in U.S. history.
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Those entitlement programs are also the primary drivers of our national debt, which just hit $22
trillion, and the deficit, despite tax reform is now pushing in excess of $1 Trillion, which has never
been seen during an economic expansion.

Won't Or Can't

Asking people to save "more" really isn't an option. The lack of savings, of course, is directly
related to the rising cost of living versus the lack of wage growth over the last 35-years which led to
a massive surge in debt to maintain the standard of living.
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Fidelity provided some further insights into the savings problem which shows it permeates
Boomers, Generation X'ers, and Millennials:

"Generation X is squarely in middle age and beset on all sides by bills. Many in
Generation X have dependents at home?84% in the survey said they have at least
one. They may also still be paying off their own student debts?just more than one in
four survey respondents from Generation X says he or she is still paying for his or her
own education.e

There are all kinds of money problems, but the solutions are generally the same: Save
more, spend less, or find a higher-paying job?or maybe all three. But this is
easier said than done."
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Financial Wellness Wilennials  Generation X Baby Boomers
By generation Born: 1981 through 1997 1965 through 1980 1946 through 1964

Qut of the three generations represented by the survey, people in
Generation X have the highest level of financial distress.

29% of Gen Xis 38% of Gen X spends
concerned about making $2,000 or more on debt each
ends meet all the time manth
24% millennials 25% millennials
18% boomers 30% of bhoomers
34% of Gen X never pays Only 35% of Gen X
off all monthly credit cards feel they are on track to meet
29% millennials non-retirement financial goals
25% of boomers 40% millennials
49% boomers

h Less than half of Gen X respondents (49%) expect to
: m 44 save more than 10% of household income for goals including retirement
1,& a ] 54% millennials  60% of boomers

Fidelity Workplace Investing conducted a 12-minute online survey June 20, 2016 through July 3, 2018, Fidelity invited respondents to take the survey:
around 500,000 invitations were sent to active retirement plan participants; around 150,000 were sent to eligible non-participants. The survey was
completed by 6,002 active participants and 385 eligible non-participants. Statistical significance testing was conducted at 90% and 95% confidence levels.

The massive shortfall in "savings" is going to be a problem in the future.
But everyone saves money in their 401k plan?

A report from the non-profit National Institute on Retirement Security which found that nearly 60%
of all working-age Americans do not own assets in a retirement account.
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Here are some additional findings from the report:

e Account ownership rates are closely correlated with income and wealth. More than 100
million working-age individuals (57 percent) do not own any retirement account assets,
whether in an employer-sponsored 401(k)-type plan or an IRA nor are they covered by
defined benefit (DB) pensions.

e The typical working-age American has no retirement savings. When all working
individuals are included?not just individuals with retirement accounts?the median retirement
account balance is $0 among all working individuals. Even among workers who have
accumulated savings in retirement accounts, the typical worker had a modest account
balance of $40,000.

e Three-fourths (77 percent) of Americans fall short of conservative retirement savings
targets for their age and income based on working until age 67 even after counting an
individual?s entire net worth?a generous measure of retirement savings.

The Unsolvable Problem

A survey from Bankrate.com touched on the issue.

?13 percent of Americans are saving less for retirement than they were last year and
offers insight into why much of the population is lagging behind. The most popular
response survey participants gave for why they didn?t put more away in the past
year was a drop, or no change, in income.?

Roadblocks to retirement savings

We asked: What's the main reason you haven't increased your retirement contributions

& _ -

compared with last year?
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The cost of living has risen much more dramatically than incomes. According to Pew Research:
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Americans’ paychecks are bigger than 40 years ago, but their purchasing power Je
has hardly budged

Average hourly wages in the U.S., seasonally adjusted
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Mote: Data for wages of production and non-supenvisory employees on private non-farm payrolls. “Constant 2018 dollars”
describes wages adjusted for inflation. *Current dollars” describes wages reported in the value of the currency when received.
“Purchasing power" refers to the amount of goods or services that can be bought per unit of currency.

Source: U.5. Bureau of Labor Statistics.
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But the

problem isn?t just the cost of living due to inflation, but the ?real? cost of raising a family in
the U.S. has grown incredibly more expensive with surging food, energy, health, and
housing costs.

e Researchers at Purdue Universitysrecently studied data culled from across the globe and
found that inthe U.S., $132,000 was found to be the optimal income for ?feeling? happy
for raising a family of four.e

¢ Gallup also surveyed to find out what the ?average? family required to support a family of
four in the U.S. (Forget about being happy, we are talking about ?just getting by.?) That
number turned out to be $58.000.

The chart below shows the ?disposable income? of Americans from the Census Bureau data.
(Disposable income is income after taxes.)
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So, while the ?median?mcome has broken out to all-time highs, the reality is that for the vast
majority of Americans there has been little improvement. Here are some stats from the survey data
which was NOT reported:

e $306,139 ? the difference between the annual income for the Top 5% versus the Bottom
80%.

e $148,504 ? the difference between the annual income for the Top 5% and the Top 20%.

e $157,635 ? the difference between the annual income for the Top 20% and the Bottom 80%.

If you are in the Top 20% of income earners, congratulations. If not, it is a bit of a different story.
Assuming a ?family of four? needs an income of $58,000 a year to just ?make it,?such becomes
problematic for the bottom 80% of the population whose wage growth falls far short of what
is required to support the standard of living, much less to obtain®happiness.?*The®gap?
*between thé&standard of living?eand real disposable incomes is more clearly shown below.
Beginning in 1990, incomes alone were no longer able to meet the standard of living so consumers
turned to debt to fill the®gap.?However, following the®financial crisis,?eeven the combined
levels of income and debt no longer fill the gap.€urrently, there is almost a $3200 annual deficit
that cannot be filled.
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This is why we continue to see consumer credit hitting all-time records despite an economic boom,
rising wage growth, historically low unemployment rates.
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The mirage of consumer wealth has not been a function of a broad increase in the net worth of
Americans, but rather a division in the country between the Top 20% who have the wealth and the
Bottom 80% dependent on increasing debt levelseto sustain their current standard of living. With
the vast amount of individuals already vastly under-saved and dependent on social welfare, the
next major correction will reveal the full extent of the ?retirement crisis? silently lurking in the
shadows of this bull market cycle. For the 75.4 million ?boomers,? about 26% of the entire
population heading into retirement by 2030, the reality is that only about 20% will be able to
actually retire.

The rest will be faced with tough decisions in the years ahead. The good news is that if
Alexandria Ocasio-Cortez is correct, none of this will be a problem if climate change kills
everyone in the next 12 years.
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