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Retirement Income Sources
Concerns about shortfalls in traditional retirement
income sources like Social Security and pension plans
have caused people to expect to rely more heavily on
personal savings to fund their retirement.
The graph illustrates that while only 58% of current
retirees utilize their personal savings for retirement
income, 78% of current workers anticipate personal
savings to play a role during retirement. Further, 75%
of workers expect to receive retirement income from an
employer-sponsored retirement savings plan, while only
44% of those already retired actually receive income
from such a source.
It may be a good idea to plan for a diminished reliance
on Social Security or a pension plan. Whatever extra
funds you save by taking this more conservative view
will make retirement all the more enjoyable.
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Good News for 2012 Medicare
Premiums
By Louis E. Conrad II
Despite an environment in
which health care costs are
experiencing meaningful
increases, most Medicare
recipients will see only
modest increases in their
2012 premiums and, in fact,
some will actually see a
decline.

In recent weeks the federal government
announced changes to the premiums and
deductibles that Medicare recipients will pay, as
well as an increase in the benefits to be received
from Social Security. In this article, we highlight
these changes.
Medicare Part B
A few weeks ago the 2012 premium rates and
deductible for Medicare’s Part B program were
announced, pleasantly surprising Medicare
recipients. The standard Medicare Part B
premium will be $99.90 per month in 2012, up
$3.50 from the $96.40 that most recipients pay,
but less than the $106.60 that Medicare’s trustees
had projected earlier in the year. The government
cited lower utilization rates as the primary reason
behind the lower-than-expected premium
increase. The deductible for Part B, which covers
costs associated with physicians’ services,
outpatient hospital services, some home health
services, and durable medical equipment, will
actually decline by $22 to $140 in 2012.
When combined with the 3.6% cost-of-living
increase for 2012 that was announced earlier by
the Social Security Administration, most seniors
will experience a net increase in their monthly
Social Security benefit. The 3.6% benefit
increase, which will be enjoyed by 55 million
Social Security beneficiaries, amounts to $43
more each month for the average retiree, or a total
of $1,229. In 2010 and 2011, inflation was too
low to trigger a cost-of-living adjustment based
on the Consumer Price Index used for the Social
Security program.
Some Medicare recipients will actually
experience a decrease in Part B premiums in 2012.
By law, Medicare Part B premiums must be set
each year to cover 25% of the program’s costs.
Premiums were kept at 2009 levels for about 75%
of beneficiaries because there was no cost-ofliving adjustment in 2010 and 2011 for Social
Security. Consequently, the Part B premium
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increase in 2010 and 2011 was borne by the
remaining 25% of Medicare recipients, which
included new enrollees and higher income
families, as well as low income beneficiaries who
have their premiums paid by Medicaid. As
indicated above, the 2009 premium level was
$96.40 per month, though most of those who
enrolled in 2010 pay $110.50 per month and most
of those who enrolled in 2011 pay $115.40 per
month. Those who enrolled in 2010 and 2011 will
see their monthly premiums decline in 2012 to the
new $99.90 standard rate.
Part B’s standard monthly premium is adjusted for
those with higher modified adjusted gross income
(MAGI). The tiered schedule results in higher
premiums if your MAGI exceeds $85,000 if you
file an individual return and $170,000 if you file
a joint return.
Medicare Part A
Part A, which covers inpatient hospital, skilled
nursing facility, and some home health care costs,
will see a monthly premium increase of $1 to
$451, though most Medicare beneficiaries do not
pay any premium because they have at least 40
quarters of Medicare-covered employment. The
deductible for a hospital inpatient stay will
increase by $24 to $1,156.
Medicare Parts C and D
Medicare Advantage plans, known as Medicare
Part C, and Medicare Prescription Drug
Coverage, known as Medicare Part D, are
expected to have slightly lower premiums in 2012
versus 2011, according to the federal government.
In summary, for most Medicare recipients,
premiums in 2012 will only slightly reduce their
increased Social Security benefit, though some
seniors will actually enjoy a decrease in Medicare
premiums.
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Monthly Market Commentary
The S&P 500 rallied by 11% during October,
restoring some confidence after a sharp drop at the
beginning of the month. On the international
front, the Greek crisis continued to be the central
concern both by itself and as an indicator of what
could happen in other countries that face similar
budget crises. The European Central Bank
lowered its key interest rate to 1.25% from 1.5%,
as mild signs of a recession begin to appear.
GDP: Overall U.S. GDP numbers for the third
quarter were a lot better than most had expected
in mid-September. The real GDP growth rate was
neither as weak as the 0.4% and 1.3% of the first
two quarters, nor as strong as the 2.5% of the third
quarter. Morningstar economists estimate that the
real inflation-adjusted growth in the economy
appears to be around an anemic but steady 1.75%–
2.25%.
Employment: Net employment growth was
80,000 in October, at the low end of the estimate
range of 70,000-110,000. While still positive, this
growth remains too low to make a significant
impact on the unemployment rate, which only fell
to 9.0% from 9.1%. What is surprising, though, is
where these new jobs are coming from. Two
sectors that tend to contribute heavily to job
growth, government and construction, have failed
to do so recently; the manufacturing and service
sectors have been the real drivers. Almost 500,000
government jobs have been lost since the recovery
began, but the pace of such losses now appears to
be slowing. The construction industry, which
normally represents a meaningful portion of job
creation, remains weak, threatened by cheap
foreclosures and lack of consumer confidence.
Net job growth for August was revised to 104,000
from 57,000, and to 158,000 from 103,000 for
September. These significant revisions are a notso-subtle reminder of the dangers of reading too
much into any one monthly report. When looking
at the larger picture, year-over-year private-sector
employment growth (calculated using a threemonth average) remained at a slow but steady
1.7%.
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Manufacturing: At this point in the recovery,
manufacturing growth usually has a tendency to
slow down, and the services sector begins to take
the lead. Before slowing down, however,
manufacturing has done impressively well,
mostly because of a strong export market for
capital goods and a rebounding auto industry
(auto sales in October jumped to an annualized
rate of 13.2 million units). However, floods in
Thailand (where many electronic parts are
sourced) may slow Japanese auto production
going forward. On the service-sector side,
education and health care have done well, while
information services jobs have declined and the
finance industry has been flat.
Foreign exchange: Given the eurozone’s many
escalating problems, it is perhaps surprising that
the USD/EUR exchange rate has stayed relatively
flat, with the exception of a short dollar rally at
the beginning of October. Going forward, a
eurozone banking crisis remains an alarming
possibility, in which case firm central-bank
intervention might become a necessity.
Bull or bear: As the holidays and the end of the
year approach, there are two possible stockmarket scenarios. The market could continue to
tumble as the European crisis/mild recession
situation unfolds (the “bear” scenario). Or, stocks
could rally as seasonal retail sales and consumer
confidence increase in November and December
(the “bull” scenario—no pun intended). It’s too
early to tell, but despite the October rally, many
analysts have been exercising caution by cutting
their fourth-quarter earnings estimates. Still,
adding to current equity allocations may remain
attractive to many investors despite persistent
global risks.

Wealth Management Update November 2011

4

The Asset Allocation Puzzle
As this article summarizes, the
asset allocation decision is
central to your portfolio's return
and risk.
COMPASS drafts an
Investment Policy Statement
for each of its clients in order to
structure an appropriate asset
allocation.

Possessing a considerable amount of knowledge
about stocks, bonds, and cash is only a small part
of the investment planning process. Many
investors are under the false notion that the greatest
determinant of portfolio performance is the
specific investment choices that they make. In
reality, the biggest decision you will make is how
much to allocate to different investment
categories. Asset allocation is all about finding the
mix of investments that is right for your situation.
Goals, time horizon, and risk tolerance are some
of the key factors that should be taken into
consideration when allocating assets.
Goals: Determining what asset allocation is
appropriate depends largely on the goals you seek
to achieve. Are you saving for retirement, college
education for your children, or a vacation home?
Each goal must be considered in creating the
appropriate asset mix.

Time Horizon: Time horizon is the length of time
your portfolio will remain invested before
withdrawals need to be taken. If your average
investment horizon is fairly short, you will most
likely want a more conservative portfolio—a
portfolio with returns that do not fluctuate too
much. If your investment time horizon is longer,
you can most likely invest more aggressively.
Risk Tolerance: Everyone has a different
emotional reaction to sudden changes in their
portfolio value. Some people have trouble sleeping
at night because they are too busy worrying about
how their portfolio is performing. Other investors
are unfazed by fluctuations in the market and can
endure the uncertainty associated with more risky
investments.
As you can see, the asset allocation decision is not
an easy one and it may be best to work with an
investment advisor who can piece together a plan
that is right for you.
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