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Nexus Notes 
      July 25, 2013 

Friends, 

 Many of you might recognize the name Jack Bogle.  He is the founder and former CEO of The Vanguard 

Group, an investment company known for producing low cost actively and passively managed mutual funds and 

exchange traded funds.  Mr. Vogel wrote a book, “The Clash of the Cultures: Investment vs. Speculation”, that was 

published in 2012.  Regarding Social Security, he writes, “…in your asset allocation, don’t forget to include as a 

bond-like component of your wealth the value of any future pension and Social Security payments you expect to 

receive.”       

Income Stream or Bond?  As you may imagine, his statement touched off a debate that still exists to 

this day.  I’m bringing this up now as this suggestion was referred to in a CNBC interview with a financial 

planning guest last week.  Both sides of the debate, whether endorsing or discounting the suggestion, bring up 

valid points to back each position.  On the one hand, if there is an asset on which you can count on for a 

guaranteed stream of income, would it not allow for a more aggressive investment allocation?  On the other, 

the present value of that stream of income cannot be adjusted to rebalance an investment portfolio; therefore, 

it cannot be an asset class within a properly allocated portfolio.      

 How about both?  I believe that Social Security is in fact an asset that must be counted when 

calculating the asset base required to produce a desired retirement income.  However, a required asset base 

is not the same as a desired asset allocation.  What does that mean?  Simplistically, let’s assume you want to 

produce $5,000 per month ($60,000 per year) and you want it to last 30 years.  Assuming you could achieve 

an average 7% per year total return, it would take $796,660 to produce that income so that the remaining 

balance would equal $0 at the end of 30 years.  If you were to consider your Social Security benefits, even at a 

reduced amount if Congress does nothing to fix it, your required asset base is considerably less.  Assuming 

$1,500 per month ($18,000 per year) in benefits, you would only have to come up with $557,662.    

 Asset allocation comes into play at this point.  If you are more risk averse, then you will likely have a 

conservative portfolio which means the growth potential is muted due to a larger allocation to less growth 

oriented assets.    This would require either a greater annual contribution to get to the required asset base or 

a longer time horizon to get there.  Conversely, if you are able to take more risk in your portfolio, then you 

might enjoy a higher growth potential which means you’d either hit your goal sooner or it might allow you to 

reduce annual contributions needed to reach the same required asset base.  During the distribution phase of 

the portfolio, the fact that there is a guaranteed income stream from Social Security may or may not impact 

the portfolio asset allocation in retirement.  If there is more than enough available to produce the desired 

income, perhaps the portfolio may be allocated a little more aggressively with the thought that some will be 

used to pass on to heirs or to charity.  If there is barely enough to produce the desired income coupled with 

Social Security, it may be invested more conservatively to make sure a large drop in the markets doesn’t 

adversely impact the portfolio’s capacity to produce the required income.  Just remember, diversification and 

asset allocation strategies do not assure profit or protect against loss.     
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