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Retirees got some good news from the US Social Security Administration, as it recently announced a 2.8% bump
in benefits in 2019, the largest increase in seven years. Unfortunately, the good news also came with some bad

news—higher Medicare premiums that could offset those gains. Gail Buckner, CFP, our personal retirement and

financial planning strategist, takes a look at the situation.

Starting in January 2019, retirees will see their monthly Social Security checks increase by 2.8%. This is the

largest cost-of-living-adjustment (COLA) increase since 2011 when we had a COLA of 3.6%2. The size of the COLA
(which was 0% in 2009 and 2010) is based on the amount of inflation we’ve had from one year to the next, as

The CPI-W and CPI-U

What we now call the CPI-“W" is the original measure of inflation
created by the Bureau of Labor Statistics and dates back to 1913,
It came under criticizm in the 1970s because Congress felt it was
too narmow. In fact, it only reflected the buying habits of 28% of
American consumers. If you did not have a job, you were not
included. This meant that the expenses of retirees, the
unemployed and those in between jobs were overlooked.

In response to legislation passed in 1973, the Bureau created a
new index, the CPI “Urban” or CPI-U. This broader index reflects
the buying habits of roughly 88% of the population.

WWhy, you might ask, does Social Security continue to use the old,
narrow index fo determine its annual COLA, especially since it
excludes retirees? Great question! But don't ask the folks at
Social Security. They are simply following the directions that
Congress spelled out when it passed the 1972 Social Security
Amendments.

Among other things, this legislation stated that starting in 1975
Congress would no longer have to vote on an increase in Social
security benefitz. Instead, they would automatically be tied to
increases in the CPI-"W." As a result, it will literally take an act af
Caongress to switch this calculation to the CPI-"L." In the
meantime, the Bureau of Labor Statistics applies a formula to the
CPI-U in order to derive the CPI-W that the Social Security
Adminizstration is required—by law—fto use fo calculate its annual

COLA.
calculated by the Bureau of Labor Statistics.

Specifically, Social Security looks at the Consumer Price Index for Wage Earners and Clerical Workers, or CPI-W,
and is based on a year-on-year comparison of inflation—that is, it compares what it was in the third quarter of the

previous year to the same period in the current year.2


https://www.ssa.gov/news/cola/
https://www.ssa.gov/news/cola/
http://us.beyondbullsandbears.com/pdf.php?p=10417#_ftn1
http://us.beyondbullsandbears.com/pdf.php?p=10417#_ftn2

The CPI-W covers a wide range of items that households commonly buy including food, medical care, shelter,
energy, utilities and transportation. It turns out that during July, August and September of this year, Americans
paid 2.8% more for this “basket” of goods and services than they did last year.

The problem is, this is not as neat and tidy a number as you might think. When you take a close look at the
components of the CPI-W, you find that many things we bought actually went down in price compared to a year

ago. This includes what we spent to buy clothing, an airline ticket or a used car or truck.2

So what caused the year-over-year spike in inflation? Don’t blame medical care! That rose less than 2% over the
past 12 months. The cost of housing or “shelter” rose more than 3%. But the big culprit was the cost of energy.
The price of a gallon of gasoline went up 9.1%. Fuel oil was up a whopping 23.4% over the same timeframe.

Other Numbers Impacted by Social Security’s COLA

The COLA that Social Security applies to retiree benefits also boosts several other key numbers. For instance, if
you work in a job that deducts Social Security tax from your paycheck, a.k.a. “payroll tax,” in 2019 you will pay
this tax on as much as $132,900 in earnings. (Earnings above this amount are not subject to payroll tax.) This

year the “earnings limit” is $128,400.2

If you are under full retirement age (66 for those born between 1943 and 1954), receiving Social Security benefits
and also earning income from a job, Social Security may reduce your monthly check. It depends upon whether
your pay exceeds the annual “earnings limit.” Next year, the earnings limit will increase to $17,640. For every $2
above this amount, Social Security will hold back $1 in benefits. (Don’t worry! Any amount Social Security
withholds is credited to your account. This will be reflected in your monthly checks once you reach full retirement

age.) 2

If you are turning 66 next year, the “earnings limit” is $46,920. For every $3 over this amount that you earn, $1

in benefits is held back. Again, the same adjustment applies when you turn “Full” Retirement Age or “FRA."2
Once you reach FRA, no matter how much money you earn from a job, you will receive 100% of your Social

Security benefitZ

Keep in mind, if you are receiving Social Security and return to work, the income you earn from your current job
will be reported to Social Security. If it is higher than what you earned in previous years, you could see your
Social Security benefit go up.

A Dose of Reality, Compliments of Medicare

Medicare doesn’t use a COLA to calculate your monthly insurance premium. It simply tries to estimate what its
costs will be in the coming year and then tells you what you have to pay based upon the income you had two
years ago. In other words, if you retire next year, Medicare will look at what your income was in 2017 and that
will determine your monthly Part B premium in 2019.

Since most Social Security recipients fall into the “hold harmless” category, as you can see in the table below, the
brunt of the annual increase in Medicare premiums falls on those with higher incomes. The table shows your
monthly premiums for 2019, based on your 2017 yearly income.


http://us.beyondbullsandbears.com/pdf.php?p=10417#_ftn3
http://us.beyondbullsandbears.com/pdf.php?p=10417#_ftn4
http://us.beyondbullsandbears.com/pdf.php?p=10417#_ftn5
http://us.beyondbullsandbears.com/pdf.php?p=10417#_ftn6
http://us.beyondbullsandbears.com/pdf.php?p=10417#_ftn7

File individual tax
return {2017)

File joint tax return
(2017)

File married & separate
tax return [2017)

Monthly premium
(2019)

585,000 or less

5170,000 or less

585,000 or less

5135.50
{Up 51.50 from 2018)

Above 585,000 up to Above $170,000 upto | Mot applicable 5129.60
$107,000 $214,000 (Up $2.10 from 2018)
Above 5107,000 upto | Above $214,000 up to Mot applicable 5270.90
$133,500 $267,000 (Up $3.00 from 2018)
Above $133,500 upto | Above $267,000 upto | Not applicable 5352.20

5160,000

$320,000

(Up 3.50 from 2018)

Above $160,000 and
less than 500,000

Above $320,000 and
less than 5750,000

Above 585,000 and less
than $415,000

5433.40
[Up 585.10 from 2018)

5500,000 ar above

5750,000 and above

5450,000 and above

$460.50

(Up 31.90 from 2018)
Source: US Centers for Medicare & Medicaid Services, Medicare.gov. hitps;//www.medicare.gov/your-medicare-
costs/medicare-costs-at-a-glance

So, while any bump in Social Security benefits is good news, it doesn’t necessarily mean those checks will
actually stretch much farther for many retirees grappling with higher Medicare premiums.

Learn more about developing a strategy to fund your own retirement: www.franklintempleton.com/whatsnext.

Gail Buckner’s comments, opinions and analyses are for informational purposes only and should not be
considered individual investment advice or recommendations to invest in any security or to adopt any investment
strategy. Opinions and analyses are rendered as of the date of the posting and may change without notice.

Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®, CERTIFIED FINANCIAL
PLANNER™, CFP® (with plaque design) and CFP® (with flame design) in the US, which it awards to individuals
who successfully complete CFP Board'’s initial and ongoing certification requirements.

This information is intended for US residents only.

Important Legal Information
All financial decisions and investments involve risk, including possible loss of principal.

The information (including tools) contained herein is general and educational in nature and should
not be considered or relied upon as legal, tax, or investment advice or recommendations, or as a
substitute for legal or tax counsel. It is not intended to serve as the primary basis for your
investment, tax or retirement planning purposes, and should not be used as the final determinant
on how and when to claim Social Security benefits, which can be a complex and personal decision.
FTI is not responsible for content on the Social Security Administration’s website. Federal and state laws and
regulations are complex and subject to change, which can materially impact your results. Always consult your
own independent financial professional, attorney or tax advisor for advice regarding your specific goals and
individual situation.

Hyperlink Disclaimer

Links can take you to third-party sites/media with information and services not reviewed or endorsed by us. We
urge you to review the privacy, security, terms of use and other policies of each site you visit, as we have no
control over and assume no responsibility or liability for them.
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