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Making the 
Most of Social 

Security
Mary Beth Franklin



Learning Objectives

• LEARN how claiming age, marital status, and earnings limits 
can affect Social Security benefits amounts.

• DISCOVER how to apply Social Security claiming strategies to 
maximize benefits for some married couples and eligible 
divorced spouses.

• UNDERSTAND that Social Security retirement and survivor 
benefits represent two different pots of money and may be 
claimed at different times.



Eligibility for 
Benefits

• You must work at least 10 years 
to earn a minimum of 40 credits 
needed to qualify for Social 
Security retirement benefits or 
be married to (or divorced from) 
someone who is eligible to claim 
Social Security.

• Benefits are based on the top 35 
years of indexed earnings and 
your age at time of claim. If you 
work fewer than 35 years, the 
calculation will include some 
zeroes, resulting in reduced 
future benefits. 



Your Age Matters

• You can collect Social Security retirement benefits as early as 
62, but they will be permanently reduced by up to 30%. If you 
are married, SSA must pay you your own benefits first, topped 
off by a spousal amount if larger.

• If you wait until your full retirement age (FRA), which ranges 
from 66 to 67 depending on birth year, you can collect your full 
retirement benefit even if you continue to work. 

• If you delay collecting retirement benefits beyond your FRA, 
you can increase the amount by 8% per year up to age 70.



Find Your Full Retirement Age*

Birth Year Full Retirement Age Benefit Reduction at 62

1943 – 1954 66 25.00%

1955 66 and 2 months 25.83%

1956 66 and 4 months 26.67%

1957 66 and 6 months 27.505

1958 66 and 8 months 28.33%

1959 66 and 10 months 29.17%

1960 and later 67 30.00%

* Your FRA for survivor benefits may be different



The Value of Waiting:
76% Increase in Monthly Benefits for Life
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Delayed Retirement Credits

• The 8%-per-year increase in benefits between FRA and 70 
applies only to the worker’s retirement benefit. It does not 
apply to a spousal benefit. The maximum spousal benefit is 
worth 50% of the worker’s full retirement age (FRA)  benefit 
amount if the spouse claims at her FRA or later.

• But if one spouse (or ex-spouse) delays benefits until 70 and 
later dies, the surviving spouse or surviving ex-spouse is 
entitled to a survivor benefit worth 100% of the deceased 
worker’s benefit—including any delayed retirement credits. At 
that point, the smaller retirement benefit would end.



Should You Delay Social Security?

• Bigger benefit for each year you 
postpone claiming between 62 and 
70

• Creates a larger base for future 
COLAs (Cost of Living Adjustments)

• Provides a potentially larger survivor 
benefit

Pros Cons
• Reduced cash flow now

• Higher breakeven age to make 
delaying worthwhile

• Could die before claiming



Earnings Cap

• If you collect Social Security benefits before 
FRA and continue to work, you lose $1 in 
benefits for every $2 earned over $21,240 in 
2023.

• Higher limits apply in the year you reach FRA, 
losing $1 in benefits for every $3 earned over 
$55,520 in 2023 in the months before FRA. 

• The earnings cap disappears at FRA. 

.



#1 Rule

• In most cases it makes no sense to claim 
Social Security benefits before FRA if you 
work.

• All types of benefits—retirement, spousal 
and survivor—are subject to income limits on 
earnings if collected before FRA.

• Benefits lost to excess earnings are not gone 
forever. They will be restored in the form of 
higher monthly benefits after FRA.

.



Strategies for Married Couples

• In most cases, it makes sense for the higher-
earning spouse to delay benefits up to age 70 
to lock in the maximum retirement benefit as 
well as the largest survivor benefit for the 
spouse left behind.

• The lower-earning spouse may want to claim 
reduced benefits early at 62, assuming she or 
he is no longer working, or at FRA if still 
working (when earnings restrictions end). 
This split strategy increases household 
cashflow while the other spouse delays 
benefits.



Spouse’s Benefit Amount

• Based on your age at time of claim and comparison of your own 
benefit to spouse’s benefit amount.

• If your own benefit is larger than half of your spouse’s FRA 
benefit, you will receive a retired worker’s benefit on your own 
earnings record. You will not collect a spousal benefit.

• If your retirement benefit is smaller, your benefit will be 
topped off by excess spousal amount to bring the combined 
total up to half of your ex-spouse’s FRA, assuming you are at 
least full retirement age; less if you claim Social Security before 
FRA. The worker must claim Social Security to trigger benefit 
for spouse.



Some Spouses Must Wait to Claim

• Spouses with no Social Security benefits of 
their own must wait for the working 
spouse to claim retirement (or disability) 
benefits before they can collect. Spousal 
benefits are worth up to 50% of worker’s 
FRA amount. 

• Different rules apply to eligible divorced 
spouses.



Couples’ Goal: Maximize Survivor Benefits

• Spousal benefits = 50% of worker’s FRA 
benefit. Survivor benefits = 100% of worker’s 
benefit, including any delayed retirement 
credits, if surviving spouse is at least FRA; 
less if collected earlier.

• Even if one spouse claimed reduced 
retirement benefits early, it will have no 
impact on her survivor benefits if she is at 
least FRA when she claims them.



Social Security Rules for Divorced Spouses

• Must be married at least 10 years before 
divorcing.

• Must be currently single (different rules 
for survivor benefits).

• Both ex-spouses must be at least 62 years 
old.

• Plus, if divorced at least 2 years, you may 
be able to claim benefits on your ex even 
if your former spouse has not yet filed for 
Social Security..



You Can Collect on Your Ex

If your Social Security benefit as an 
ex-spouse is larger than your own 
retirement benefit, you would collect 
the larger of the two amounts.

Although you must be single to collect 
on a living ex, if you wait until age 60 
or later to remarry, you can collect 
survivor benefits on your deceased ex 
even if you’re married to someone 
else!

.



Survivors Can Switch Benefits

• Survivor benefits and retirement benefits represent two different pots of 
money. Eligible survivors who are also entitled to their own retirement 
benefit may be able to switch benefits.

• Widows, widowers and surviving ex-spouses can collect survivor benefits 
as early as age 60 but are subject to benefit reductions if claimed before 
FRA and the earnings cap if they continue to work.

• They can collect survivor benefits initially—worth up to 100% of the 
deceased spouse’s benefit—and then switch to their own benefit that 
continues to grow at 8% per year until age 70. Or they could collect their 
own reduced retirement benefit first and switch to maximum survivor 
benefits at FRA.



Strategies for Singles

For those who never married or who were divorced 
before 10 years of marriage:

• Benefits based on age at time of claim.

• Delaying claiming benefits until age 70 will 
result in a larger monthly payment but it 
may not be worth waiting that long since no 
one will collect a survivor benefit if you die 
before claiming Social Security.



Public Employees Must Pay to Play

• If you receive a pension from work in the public sector 
where you did not pay FICA payroll taxes, your Social 
Security benefits may be reduced or eliminated.

• The Windfall Elimination Provision (WEP) can reduce a 
worker’s Social Security benefit by up to half of the 
amount of his or her pension, but not by more than $557 
per month in 2023.

• The Government Pension Offset (GPO) rule can reduce or 
eliminate Social Security spousal or survivor benefits. 
Social Security benefits are reduced by two-thirds of the 
amount of the non-covered pension with no dollar limit.

.



Two Do-Over Strategies

• If you change your mind within 12 months of first 
claiming retirement benefits, you can withdraw 
your application for benefits and repay the 
money you have already received and then 
restart your benefits later at a higher rate.

• Or, if you wait until FRA or later, you can suspend 
your benefits—but not repay them—and earn 
8% per year up to age 70. Be careful not to 
disenroll from Medicare when you suspend 
benefits.

.



Lump Sum Option

Anyone who claims 
Social Security after 
their full retirement 
age (FRA) can request a 
lump sum payout of up 
to six months of 
retroactive benefits 
beginning no sooner 
than FRA.

For example, if you FRA 
is 67 and you claim 
benefits at 68, you can 
request six months of 
retroactive benefits 
payable in a lump sum. 
Going forward, your 
monthly benefit would 
be based on your 
claiming age of 67 ½.  

You cannot receive 
Delayed Retirement 
Credits for the same 
period that you 
received retroactive 
benefits. Social Security 
benefits are subject to 
federal income taxes 
and in some cases, 
state taxes.

.



Will Social Security Be There For Me?
The Social Security trust funds are 
expected to be depleted in 2033. That 
does not mean the system is bankrupt. 
There would be enough money from 
ongoing FICA taxes to pay about 80% of 
promised benefits.

Congress must act before then to prevent 
benefit cuts. Reforms could include 
increased payroll taxes, higher full 
retirement ages or changes to the benefit 
formula.

.



Should You Rush to Claim Benefits Now?

Worried that Social Security is going broke? 
Claiming benefits early out of fear is like 
selling stocks in a down market: the only 
thing you have guaranteed is that you have 
locked in a loss.

Benefits would be reduced if claimed before 
FRA, and if the worst-cast scenario 
occurred—and future benefits had to be 
cut—your benefits could be reduced even 
further.

.



MAXIMIZING
SOCIAL SECURITY

BENEFITS
Guidance on how future retirees can  

make the most of their retirement benefits

M a r y  B e t h  F r a n k l i n ,  C F P ®

I n v e s t m e n t N e w s  C o n t r i b u t i n g  E d i t o r

NEW FOR 
2023!

Questions?

www.MaryBethFranklin.com 

.

http://www.marybethfranklin.com/


Structuring Your 
Retirement 

Portfolio
Dana Anspach



ü This presentation contains general information that is not suitable for everyone and was prepared for 
informational purposes only. Nothing contained herein should be construed as a solicitation to buy or sell 
any security or as an offer to provide investment advice. 

ü Sensible Money, LLC (“SM” or "the Firm") is a registered investment adviser. Registration is a legal 
requirement – it does not imply approval or endorsement. For additional information about SM, including 
its services and fees, you can request a copy of SM’s disclosure brochure by emailing us at 
info@sensiblemoney.com or visit www.advisorinfo.sec.gov.

ü Any charts in the presentation are not meant to show the performance of SM strategies or to imply the 
performance of any model portfolios. Any charts or examples are meant to show the Firm’s belief in 
sticking to a plan over time, but there is no guarantee that you will have the same or positive results. Any 
results portrayed in these cases or examples are not representative of all of SM’s clients or the clients’ 
experiences. No portion of this presentation should be interpreted as a testimonial or endorsement of 
SM’s investment advisory services.

ü Past performance is not a guarantee of future results. When investing, depending on your timing, you 
could lose money. There is no guarantee that the prevailing market and economic conditions during the 
time frames in the graphs will continue, and performance may be negatively impacted by a shift in such 
conditions.

Disclosures:

mailto:info@sensiblemoney.com
http://www.advisorinfo.sec.gov/


Which factors have the

BIGGEST IMPACT
on your retirement 
income outcomes?



Savings?

Retirement 
Date?

Withdrawal 
Rate?

Investment 
Returns?

Inflation?



First, how do we define

OUTCOMES?



100% 
Bonds

20% Stocks
80% Bonds 

40% Stocks
60% Bonds

80% Stocks
20% Bonds

100% Stocks

Maximum Risk Portfolio

Minimum Risk 
Portfolio

60% Stocks
40% Bonds

Annualized Return 
(%) 
1985 - 2022

Source of data: DFA Matrix Book 2023

Lowest One Year 
Return (%)

The Traditional Efficient Frontier



Accumulation vs. Decumulation



“Trying to solve retirement income 
using rules for accumulating wealth is 
dangerous. Expected returns... are not 
predictors of success for retirees, 
even if they are higher returns. 
Volatility… is not a predictor of 
success. When distributing wealth, 
trying to beat a long-term average 
such as the S&P Index or the inflation 
rate is an irrelevant distraction you 
should avoid, yet I have never seen 
the media make that distinction.”

Sandidge goes on to say,
“Negative returns that happen early in 
retirement are particularly pernicious. 
Although beating a long-term average 
is irrelevant post-retirement, beating 
the index in negative return years is 
very important.”

Quotes from: Chaos and Retirement 
Income by Jim Sandidge, 2019

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3521850
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3521850


The Retirement Income Frontier



The Retirement Income Frontier

Source: Retirement Income Institute, June 2023, Protection as an Asset Class, by Wade D. Pfau



Source: https://www.advisorperspectives.com/articles/2017/04/03/is-time-segmentation-a-superior-strategy 

Rolling Ladder Research
(Wade Pfau research)

https://www.advisorperspectives.com/articles/2017/04/03/is-time-segmentation-a-superior-strategy


Keys to Great Outcomes:

PLANNING
&

PORTFOLIO 
METHODOLOGY



Plan Cash Flow by Account



Customize Assumptions



Next, what portfolio methodology do 
you apply to maximize your odds of 
generating this stream of cash flows?



Growth Predictable 
Cash-Flow

10
9
8
7
6
5
4
3
2
1

# of  
years of  

cash flow 
covered

Build an Income Ladder



Sample Critical Path® from Asset Dedication

Using a Critical Path to Extend 



Goal-oriented Equity Portfolios

Maximize Returns 
(ignore risk)

Maximize Sharpe Ratio 
(Return/Risk)

Maximize minimum gain
(Risk = worst return scenario)



Four Strategies Compared
• Strategy 1: Pure S&P 500 Index (benchmark)
• Strategy 2: Maximize Expected Return 

• ignores risk
• Strategy 3: Maximize Sharpe Ratio 

• Return/Risk
• Strategy 4: Minimax

• Minimize maximum loss (or maximize minimum gain)
• Risk = worst return scenario

For Strategies 2, 3, and 4, mathematical programming was used to optimize the strategies to determine the following for each of the 
forty time horizons (120 optimizations total):

• What investments were needed in what allocations
• What was the return
• What was the volatility
• What was the worst return 

Results from the article “Equity Yield Curves, Time Segmentation and Portfolio Optimization Strategies,” Journal of Financial Planning (a peer-reviewed journal) by 
Burns, Fletcher, and Huxley, 2016. 



Investments Included:  16 categories
• All data downloaded from Kenneth French data library
• Categories included (all U.S.):

• S&P 500, CRSP 1-2 Growth, CRSP 1-2 Neutral, CRSP 1-2 Value, CRSP 3-5 All 
Midcap, CRSP 3-5 Midcap Growth, CRSP 3-5 Midcap Neutral, CRSP 3-5 Midcap Value, 
CRSP 6-8 All Small Cap, CRSP 6-8 Small Cap Growth, CRSP 6-8 Small Cap Neutral, 
CRSP 6-8 Small Cap Value, CRSP 9-10 All Microcap, CRSP 1-10 Total Market, 
Commodities (based on CRB Index), Real Estate (based on FTSE NAREIT Composite 
Index). 

• Mathematical optimization was applied for each strategy using CRSP data 
1928 – 2015 (88 years).
• Adding a few more data points to 2022 would not likely change the conclusions



Strategy 1:  S&P 500 Index

Note: 15 years 
required for 
worst case 
return rises 

above 0 

Average return over 
various time 

horizons 1-40 years

Worst return over 
various time 

horizons 1-40 years

Note that while the average does not change much for 
longer time horizons, the minimum worst case return 
changes enormously –  an “equity yield curve”.



Strategy 1:  S&P 500 Index 
Strategy 2: Maximize Expected Return

Note: 15 years 
again required 
for worst case 

return rises 
above 0 

Average returns over 
various time 

horizons 1-40 years

Worst returns over 
various time 

horizons 1-40 years

Note higher average but worse minimum 
returns, depending on time horizons!



Strategy 1:  S&P 500 Index 
Strategy 2: Maximize Expected 
Return

Note: 15 years 
again required 
for worst case 

return rises 
above 0 

Average returns over 
various time 

horizons 1-40 years

Worst returns over 
various time 

horizons 1-40 years

Note compromises – middle average returns, 
matches S&P minimum returns for shorter time 
horizons, Strategy 2 for longer horizons

Strategy 3:  Maximize Sharpe Ratio



Strategy 1:  S&P 500 Index 
Strategy 2: Maximize Expected Return 

Note: 6 years 
required for 
worst case 

return to rise 
above 0 

Average returns over 
various time 

horizons 1-40 years

Worst returns over 
various time 

horizons 1-40 years

Note slightly lower average but higher minimums

Strategy 3:  Maximize Sharpe Ratio
Strategy 4:  Minimax



Conclusion – Key Ideas

•Decide what the goal is.
•Use planning and portfolio strategies that 

help achieve the goal.
• Evaluate income ladders and annuities as 

to their ability to help achieve the goal.
• Evaluate portfolios relative to the goal, not 

by comparing returns of one to another.



# 3
Roth conversions 
and tax-efficient 
withdrawals in 

retirement
Wade Pfau



Tax-efficiency can have a 
significant impact on 

portfolio longevity



Why?

• Maneuvering the Progressive Tax System
• Pay taxes when rates are low, avoid taxes when rates are high
• Tax code is filled with non-linearities and traps
• Marginal tax rates (additional tax paid on last dollar of income) 

can be higher than income tax rates
• There are many different types of tax treatment in the tax code 

that need to be coordinated



Non-linearities in the tax code

• Many tax rules connect to AGI, not taxable income
• Itemized deductions only count when higher than standard deduction
• Preferential income sources (long-term capital gains and qualified 

dividends) stack on top of other income and have different tax rates
• A dollar of income can trigger tax on Social Security benefits
• A dollar of income can trigger higher Medicare premiums
• A dollar of income can trigger loss of Affordable Care Act health insurance 

subsidies
• The 3.8% net investment income tax
• Required minimum distributions can push into a higher tax bracket



Income for Tax Purposes

Total Income
- Above the line 

deductions
Adjusted Gross Income

Adjusted Gross Income
- Deductions

Taxable Income



Where to Save
Tax Diversification

Tax 
Deferred

Roth
(After Tax)

Taxable

Savings 
Accounts, CDs,
Brokerage 
Firms, Mutual 
Fund & ETF 
Families

Traditional IRA, 
401(k), 
Solo 401(k), 
SEP IRA, 
SIMPLE IRA

Roth IRA, Roth 401(k)





Conventional Wisdom 
Withdrawal-Order Sequencing:

Taxable

Tax-Deferred

Tax Exempt



Effective Marginal Tax Rate Management 
  – A Better Approach
• Aim to pay taxes at the lowest possible rates
• Fill up lower tax brackets with taxable income, then draw from 

elsewhere to stay out of higher brackets
• Avoid being pushed into higher tax brackets later through RMDs
• Short-term sacrifice can create long-term benefits
• Biggest impacts (2023):

o12% to 22%: $44,725 singles, $89,450 joint filers
o0% to 15% for preferential income: $44,625 singles, $89,250 joint filers



Increases 
Taxable Income

Income with 
Preferable Tax Rates

Spending Sources 
-- Not Taxable Income

Wages and earnings Qualified dividends
Cost-basis of taxable investments 
(i.e. principal)

Qualified retirement plan 
distributions (IRAs) Long-term Capital Gains Roth IRA distributions

Short-term capital gains Portion of nonqualified annuities

Interest Portion of Social Security benefits

Dividends (nonqualified) Health savings accounts (qualified)

Portion of nonqualified annuities Reverse Mortgage proceeds

Portion of Social Security benefits
Cash value of life insurance 
(cost basis or loan proceeds)

Pensions

Rental or other passive income
For illustration purposes only



Roth Conversions

• IRA Distribution (Above RMDs) to Roth IRA
• Ideally, taxes paid from elsewhere
•Window of opportunity in 60s if already retired
•Might do in large-deduction years to offset deduction
•Can also move more shares during downturns



Reasons to Frontload Taxes
• Public policy unknowns and risk of tax increases

• Tax implications after death of a spouse: taxes can 
increase as one becomes single filer again

• Prepare in advance to reduce RMD impacts 

• SECURE Act: 10-year window for adult beneficiaries 
may push to higher tax brackets for inherited IRAs



62-Year Old Retired Couple Front-Loads Taxes with Roth 
Conversions Until Social Security at 70

After-tax Legacy at age 95
(in real 2023 $)

Conventional Wisdom:
$37,474

Keep under 22%/25% to age 70,
Then Keep Under 15%:
$159,660





Federal Income Tax Brackets



Important Issues

Increasing taxable income can also generate more 
taxes besides income tax rates

qPushing Preferential Income into Higher Tax Brackets
qSocial Security Tax Torpedo
qIncreased Medicare Part B and Part D Premiums

qAffordable Care Act Subsidies for Health Insurance 



Federal tax rates – 2023 taxable income
Qualified dividends & long-term capital gains

Tax Rate for Taxable Income Over:
Tax Rate Single Individuals Married Filing Jointly

0% $0 $0
15% $44,625 $89,250
20% $492,300 $553,850

Additional Net Investment Income Tax
3.8% MAGI above $200,000 MAGI above $250,000



Pushing Preferential Income into Higher Tax Brackets

• Preferential income (LTCG & qualified dividends) 
stacks on top of other taxable income

• Example: Single; Taxable income=$44,625 ($40,625 
ordinary income, $4,000 LTCG)

• $40,625: 12% bracket; $4,000: $2k at 0%, $2k at 15%
• Add $1: $40,626 ordinary (12% on $1) + $1,999 at 

0% and $2,001 at 15% (15% on $1) = 27% marginal 
rate



Preferential Income Stacking & 
Net Investment Income Tax

12% + 15% = 27% 24% + 3.8% = 27.8%



Social Security Tax Torpedo
• Up to 85% of Social Security benefits are taxable

• Tax schedule was set in 1994 (not inflation adjusted)

• Determining benefit taxation and marginal tax rates is quite 
complex

• Proactive planning helps to avoid the full tax torpedo, which 
is a key aspect of tax-efficiency in retirement

• Key point: This tax planning provides another reason for 
delayed Social Security claiming



Social Security Tax Torpedo

12% x 1.85 = 22.2%



Social Security Tax Torpedo – Single/Widow’s Penalty

22% x 1.85 = 40.7%



Medicare IRMAA Premium Increases
• Medicare premiums experience jumps at various income 

thresholds

• Medicare MAGI = AGI + tax-exempt interest   (from 2 years 
prior)

• For life changing events (like retiring), file SSA-44 to request a 
smaller premium

• Single, MAGI of $97,000 = Premiums of $2,357.   MAGI of 
$97,001 = $937 jump in premiums (93,700% marginal tax rate).



2023 Medicare Premiums
(Based on Taxable Income in 2021) 

Note: The modified adjusted gross income thresholds apply to income for 2021 when determining Medicare premiums 
in 2023. The average base plan premium (“base”) for Part D prescription drug coverage is $31.50 per month in 2023, but 
it can vary between insurers and policies.

Single Filers
Modified Adjusted Gross 

Income

Married Filing Jointly
Modified Adjusted Gross 

Income

Part B Monthly 
Premium

per recipient

Part D Monthly 
Premium

per recipient

Combined 
Annual 

Amount per 
Individual

$97,000 or less $194,000 or less $164.90 $31.50 (base premium) $2,356.80

$97,001 - $123,000 $194,001 - $246,000 $230.80 base + $12.20 $3,294.00

$123,001 - $153,000 $246,001 - $306,000 $329.70 base + $31.50 $4,712.40

$153,001 - $183,000 $306,001 - $366,000 $428.60 base + $50.70 $6,129.60

$183,001 - $500,000 $366,001 - $750,000 $527.50 base + $70.00 $7,548.00

Over $500,000 Over $750,000 $560.50 base + $76.40 $8,020.80



Medicare – IRMAA Premium Increases

$1,874.40 $2,834.40$2,836.80

$2,836.80

$945.60



Combined Tax Map



Combined Tax Map – Single/Widow’s Penalty
12% x 1.85 + 15% x 1.85 = 49.95%



Implied Marginal Tax Rates from Lost ACA Premium Subsidies 
for 62-Year-Old Couple with Average Benchmark Plan Premium





Using Tax Maps to Make Planning Decisions



What is the retirement distribution strategy that would 
create the least ordinary income?



Can I justify increasing taxable income by reducing Roth 
distributions and increasing IRA distributions? 

Should I continue with Roth conversions once spending 
goals are met?



• Availability of taxable, tax-deferred, and tax-exempt assets

• Tax Map Starting Point: How much taxable income must I generate? 
o RMDs
o Social Security benefits
o Interest and dividends from taxable assets
o Other taxable income sources

• Spending goals: How much (pre-tax) would I like to spend?

Constraints on Decision Making



Tax Planning Before Social Security Begins
Targeting 15% Effective Marginal Rate



Tax Planning Before Social Security Begins
Targeting 25% Effective Marginal Rate



Tax Planning Before Social Security Begins
Targeting 28% Effective Marginal Rate



RMD Example: IRA Balance to Minimize Taxable Income
Fill Standard Deduction with RMDs and Taxable Social Security



Conclusion – Key Ideas

• Important: progressive tax code 
& various pitfalls that raise 
effective marginal tax rates
• Tax diversification
•Manage tax rates & strategic 

Roth conversions



Real Estate: Can 
(and Should) It 
Be Added to a 

Boglehead 
Portfolio?

2023 Bogleheads Conference
James M. Dahle, MD, FACEP



Disclosures and Disclaimers

• I am not a financial advisor, accountant, or attorney
• I own and/or control The White Coat Investor, a for-profit company 

with hundreds of business relationships with financial companies 
including real estate investing companies

• Conflicts of interest are widespread but fully disclosed
• I won’t be mentioning any specific companies in this talk (except 

Vanguard)



What We Are Going to Talk About

1. The Case for Real Estate
2. The Case for Private Real Estate
3. The Real Estate Continuum



# 1
The Case 
for Real 
Estate



The Case For Real Estate
# 1 High Returns
• When building a portfolio, include multiple, high-returning asset 

classes (and possibly some lower returning ones) 
• Stocks, real estate, small businesses, ? Speculative
• Real estate returns are similar to stock returns but are more easily 

leveraged for higher returns



The Case For Real Estate
# 2 Low Correlations
• When building a portfolio, you want low correlations between your 

asset classes. -1 to 0.8.
• US stocks to International Stocks: 0.5-0.94
• US Stocks to US Bonds: 0.1 (1972-2021)
• US Stocks to Commodities: 0
• US Bonds to Commodities: -0.2
• US Stocks to REITs: 0.45 (1994-2018)
• US Stocks to Private Real Estate: 0.17 (1998-2017)



The Case For Real Estate
# 3 Very Inflation Resistant
• “Real asset”- goes up in value with inflation
• Value of income property highly dependent on rents

• As inflation rises, rents rise

• Easier to pay back fixed rate debt with inflated dollars
• Fixed, low interest rate debt becomes more valuable as rates rise to 

combat inflation



The Case For Real Estate

# 4 Relatively high cash flow
• Higher percentage of return comes from income compared to 

stocks
• Can be useful for decumulation years
• Can replace earned income during working years



The Case For Real Estate
# 5 Easier to add value
• You are unlikely to add value to your portfolio by studying and 

picking stocks
• All real estate is local. Active management has potential to work 

better with real estate than stocks
• You can also “boost returns” (earn money) by doing work yourself

• Aspects of second job



The Case For Real Estate
# 6 “Unfair” tax advantages
• Capital gain exemption on residence
• Depreciation (and especially bonus depreciation) is too generous
• Depreciation recaptured at max of 25%
• REP status and short-term rental loophole

• Use passive losses to offset earned income
• Mutual funds don’t pass through capital losses
• Opportunity Zone Funds
• 1031 Exchanges
• Step-up in basis at death



The Case For Overweighting Real Estate
• VTI contains 3-4% real estate
• 90% of real estate by dollar value is not publicly traded
• Investors purchase ~22% of single family homes, but only 3% by 

large institutions
• Non real estate businesses

• A few thousand publicly traded
• 27 million total, but 21 million only have 1 employee
• 80% of profits come from publicly traded businesses

• Overweighting real estate in your portfolio is more representative 
of the real economy/wealth



# 2
The Case 

for Private 
Real Estate



Case For Private Real Estate
1. High returns (but maybe not higher returns)
2. Lower correlations, perhaps better risk-adjusted returns
3. Illiquidity bonus
4. Lower expenses (Reg D)
5. Smaller properties
6. Less analyzed market
7. Depreciation pass-through



Case For Private Real Estate
Exhibit A: My Actual 2022 Returns
• Overall Portfolio Return: -9.92%
• Total Stock Market: -16.38%
• Small Value Stocks: -5.10%
• Total International Stock Market: -15.66%
• Small International Stocks: -17.38%
• TSP G Fund: 2.98%
• Municipal Bonds: -7.09%
• TIPS: -11.66% in our fund, 2.39% individual TIPS
• I Bonds: 5.45%



Case For Private Real Estate
Exhibit A: My Actual 2022 Returns
• Public REITs: -23.3%
• Private equity real estate: 8.84%

• Origin Fund III: 29.91%, Income Plus: 10.2%
• DLP Housing Fund: 18.93%
• Peak Housing REIT: 18.23%
• MLG Fund IV: 10.47%

• Private debt real estate: 9.47%
• DLP Lending Fund: 11.74%



Case For Private Real Estate

• Are private returns actually higher?
• It depends

• Probably not on average
• Probably better risk-adjusted returns
• Lower correlation with stocks and bonds

• But they don’t actually HAVE to be higher for it to still make sense to invest 



Case For Private Real Estate

EPRA Study-1994-2011



Case For Private Real Estate

Beath et al-1998-2017



Case For Private Real Estate



Case For Private Real Estate

• “Optimal Portfolios have higher weightings of Direct Real Estate Investments as 
opposed to REITs and that the optimal portfolios containing REITs are 
outperformed by those containing Direct Real Estate Investments.”

• Mutahi et al 1980-2014



Case For Private Real Estate

• Black Creek 1998-2018



Case For Private Real Estate

• Lower correlation



Case For Private Real Estate

• Lag



Case For Private Real Estate

• Lag



# 3
The Real 

Estate 
Continuum





The Real Estate Continuum

• There is no right or wrong way to invest in real estate
• But there is a right way and a wrong way FOR YOU
• Not mandatory (VTI contains 3.62% real estate)



What We Have Talked About

1. Real estate, while optional, is a great asset class and often the first 
“alternative” added to a portfolio

2. Private real estate may not have higher returns than public real 
estate, but does have other advantages

3. There are many different ways to invest in real estate. You don’t 
need (or want) to do all of them. 

4. Make an honest assessment of what you want from your real estate 
investment before making it



What We Have Talked About

5. You can invest in real estate without getting toilet calls
6. Real estate investing should not be a get rich quick scheme, but it 

can be a get rich quicker scheme depending on how much work and 
leverage you are willing to put into it

7. Passive income is often not as passive as it looks



THANK YOU!
James M. Dahle, MD, FACEP

editor@whitecoatinvestor.com



The Case for Factor 
Investing: 

Small Cap Value: The 
Good, 

The Bad and the Ugly



The Merriman Financial Education Foundation believes “knowledge

is power” and is dedicated to providing comprehensive financial education

to investors at all stages of life, with information and tools to make 
informed decisions in their own best interest and 
successfully implement their retirement savings program. 

Mission Statement









• 2000-2009 S&P -.9% CAGR

• Ben Felix: Rational Reminder Podcast
• Lost decades last 120 months

• Period 6/1/1927 to 6/30/2023

The Lost Decades



•  145 lost decades for S&P 500

•  Ave. loss for S&P -2.33%
•  108 (74%) profitable for SCV

•  Ave. SCV return in lost decades +6.45%

The Lost Decades



















What You Might Not Know About Asset Class Returns

Data over the 15-year period from 1/1/2008-12/31/2022. Source: Morningstar. Return periods greater than one year are annualized.
It is not possible to invest directly in an index. Past performance is no guarantee of future results.
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What You Might Not Know About Asset Class Returns

Data over the 15-year period from 1/1/2008-12/31/2022. Source: Morningstar. Return periods greater than one year are annualized.
It is not possible to invest directly in an index. Past performance is no guarantee of future results.

2008-2022

Source: Morningstar

What You Might Not Know
 About Asset Class Returns





Ultimate Buy and Hold Strategy

Sound Investing Portfolios Risk and Return History

Fine-Tuning Your Asset Allocation

Fixed Contributions

Fixed Distributions

Flexible Distributions

The Simple Story About 2 Funds for Life

Selecting the Best in Class ETFs

https://paulmerriman.com/ultimate-buy-and-hold-strategy/
https://paulmerriman.com/portfolios-2023-updates/
https://paulmerriman.com/fine-tuning-your-asset-allocation/
https://paulmerriman.com/fixed-contributions/
https://paulmerriman.com/fixed-distributions-2023/
https://paulmerriman.com/flexible-distributions-2023/
https://paulmerriman.com/2-funds-for-life-update-2023/
https://paulmerriman.com/best-in-class-etfs-update-2023/


Published December 2020, this concise book is intended for young and 
first-time investors to learn why and how to make a handful of smart 
choices that can turn modest regular savings into a secure future.

You’ll discover “12 Small Steps with Big Payoffs,” each of which can add 
$1 million or more to your retirement nest egg if you start in your 20s or 
30s.

Click for a free copy of a pdf and audio book of We’re Talking Millions!

Simplify investing & simplify life.

If you want to know WHY 2-Funds-for-Life strategies increase likely lifetime returns by 25% to 
more than 130%, and what you need to do to reap those benefits? Then this deep-dive 
owner’s manual is for you!

We’re all wired to invest for the future, but when it comes to personal finance few of us know 
how. How much should I save? How much risk can I take? How does risk tolerance change with 
age? How can I get the most while risking the least? How complex does it have to be? Could I 
really do everything I need with just two funds?

Click for a free copy of 2 funds for Life

about:blank
https://paulmerriman.com/signup


Paul Heys updated book now available as a free PDF 

"It is a brilliant reframing of the psychological concepts that influence 
wealth-related decisions—told in a clear, engaging and down-to-
earth style” Ronald E. Smith Ph.D., Psychology Professor, University 
of Washington 

“Kudos to Paul Heys for this wise and lucid guide to financial and 
psychological wealth. By applying and simplifying economic and 
cognitive science he shows us the path to both fiscal fitness and 
human flourishing.” David Myers, Ph.D., 

Psychology Professor, Hope College. Don’t miss Appendix E. It 
contains a brilliantly written summary of Nobel laureate Daniel 
Kahneman’s 500 page masterpiece, “Thinking, Fast and Slow.” Paul 
Merriman 

“I wish someone had given me this book when I was younger. It 
would have directed my spending and investing in ways that would 
have made me re-think my career, relationships and what I truly 
wanted out of life.” Tyler R. Tichelaar, Ph.D., Author: Narrow Lives 
andThe best Place.



Thank you.

If you have any questions,
 please email Paul@paulmerriman.com

Sign-up  for FREE  weekly newsletter
and join Paul on

Facebook, LinkedIn and Twitter.

about:blank
about:blank
about:blank
about:blank
about:blank


The Case 
Against   
Factor

Investing
Rick Ferri



Market Beta, Additional Betas (factors),
and Risk Premiums

• Market beta explains most of the return of any diversified portfolio. 
• Additional factors (size, value, quality, price momentum) explain 

most of the rest (up to 18% of the return variability from beta).
• The more weight to additional factors, the greater the tracking error 

to the market, which investors hope is positive (risk premiums).
• Factor “titled” portfolios come with extra costs: higher management 

fees, additional trading. This creates a “hurdle rate” that must be 
overcome before any alpha is earned. 

• If the factor premiums are 0% (or less) during your time horizon, a 
factor tilted portfolio will underperform the market. 

• The only way to benefit is to remain disciplined for a long time and 
hope the factor premiums ultimately exceed the hurdle rate.



Large Stocks Vs. Small Stocks

small winslarge wins
large wins

small wins



Value Stocks Vs. Growth Stocks

growth wins

growth wins

value   
winsneutral



Are the Academics Wrong? 

• Larry has a library of over 3,000 
academic articles on the “factor zoo”. 
He and Andrew cite 106 major academic 
papers in their book. This is heady stuff. 
It’s not for the casual investor.

• What’s one thing all these papers 
have in common?



Back-tested Data is Not Real-World Data

A rare photo of Leonardo da Vinci 
and Mona Lisa, Florence 1504. 



The Silent Issue: Bad Investor Behavior 

• Factor tilts create more “behavioral risk” than holding the market 
because factor investing is about outperforming the market.

• During 2000 to 2007, thousands cried, “Gotta have DFA funds!” and 
advisers pounced on the marketing opportunity. 

• Regression to the mean followed, and weak hands threw in the towel. 
This locked in their underperformance. 

• The performance-chasing mindset of most factor investors is left out of 
academic literature, but fund flow data shows it exists.

• It’s easier to stay the course in a simple market portfolio. ~John Bogle



Rick’s Bottom Line
• You may be rewarded for including additional factors to your portfolio 

in the long-term, but premiums are not guaranteed.
• The only guarantees are more risk, more cost, more complexity, and 

tracking error to the market that can result in permanent 
underperformance due to bad timing by investors.

• If you are in, stay in. If you thinking of adding factors, limit your 
exposure to ~25% of your equity and stay the course, probably for LIFE, 
and that might not be long enough.

• Remember, the most important decision we make as investors is our 
beta allocation - how much to invest in stocks, fixed-income, real estate, 
and cash, then let the markets take care of the rest.



The Case Against Factor Investing
 It’s hard to talk the talk and walk the walk



Thank You
Rick Ferri



Q&A With the Faculty
• Mary Beth Franklin (Social Security)
• Dana Anspach (Portfolio Structure)
• Wade Pfau (Roth Conversions)
• Jim Dahle (Real Estate)
• Paul Merriman (Factor Investing)
• Rick Ferri (Total Market Investing)


