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Medicare covered only 59% of health-
care expenses for beneficiaries age 
65 and older in 2019 (most recent data 
available). Private insurance, such as 
Medigap and employer plans, paid 
18%, and beneficiaries paid 13% out 
of pocket. Other sources of funding 
include Medicaid, the U.S. Department 
of Veterans Affairs, and Tricare (an 
insurance plan for current and retired 
members of the Armed Services).

Source: Employee Benefit Research Institute, 2022

Who Pays 65+ Medical Costs?
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Savings Needed for Health Care in Retirement
Every year, the Employee Benefit Research Institute projects the 
savings that might be required to meet health-care expenses 
during retirement. The actual amount will depend on many factors, 
including health, length of retirement, and returns on savings. But 
the annual study provides a helpful guideline.
The following projections assume retirement at age 65 in 2021. 
They include premiums for Medicare Parts B and D, the Part B 
deductible, median out-of-pocket prescription drug expenses, and 
premiums for Medicare supplement (Medigap) Plan G, which pays 
most other out-of-pocket expenses. Projections do not include 
dental, vision, or long-term care expenses.



Consider a Bond Ladder for Rising Interest Rates
After dropping the benchmark federal funds rate to a range of 0%–0.25% early in the pandemic, 
the Federal Open Market Committee has begun raising the rate toward more typical historical 
levels in response to high inflation and a stronger economy. At its March 2022 meeting, the 
Committee raised the funds rate to 0.25%–0.50% and projected the equivalent of six more  
quarter-percentage-point increases in 2022 and three or four more in 2023 (see chart).
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Raising the federal funds rate places upward pressure on a 
wide range of interest rates, including the cost of borrowing 
through bond issues. When interest rates go up, the prices of 
existing bonds typically fall, because new bonds with higher 
yields are more attractive. Investors are also less willing to tie up 
their funds for a long time, so bonds with longer maturity dates 
are generally more sensitive to rate changes than shorter-dated 
bonds. Yet shorter-dated bonds usually have lower yields. 

Despite the challenges, bonds are a mainstay for conservative 
investors who may prioritize the preservation of principal over 
returns, as well as retirees in need of a predictable income stream.

Step by Step
One way to address rising rates is to create a bond ladder, a 

portfolio of bonds with maturities that are spaced out at regular 
intervals over a certain number of years. For example, a five-
year ladder might have 20% of the bonds mature each year. 
This strategy puts an investor’s money to work systematically, 
without trying to predict rate changes. 

In the current situation, with rates projected to rise over a 
two- to three-year period, it might make sense to create a short 
bond ladder now and a longer ladder when rates appear to have 
stabilized. Keep in mind that these are only projections, based 
on current conditions, and may not come to pass. The actual 
direction of interest rates might change.

Reinvesting or Taking Withdrawals
When bonds from the lowest rung of the ladder mature, the 

funds are often reinvested at the long end of the ladder. When 
rates are rising, investors who reinvest the funds may be able 
to increase their cash flow by capturing higher yields on new 
issues. Or a ladder might be part of a withdrawal strategy in 
which the returned principal from maturing bonds is dedicated 
to retirement spending.

Bond ladders may vary in size and structure, and could 
include different types of bonds depending on an investor’s 
time horizon, risk tolerance, goals, and personal preference. 
Owning a diversified mix of bond investments might also help 
cushion the effects of interest rate and credit risk in a portfolio. 
Diversification is a method used to help manage investment risk; 
it does not guarantee a profit or protect against investment loss.

Individual Bonds vs. ETFs 
Buying individual bonds provides certainty, because investors 

know exactly how much they will earn if they hold a bond to 
maturity, unless the issuer defaults. However, individual bonds 
are typically sold in minimum denominations of $1,000 to 
$5,000, so creating a bond ladder with a sufficient level of 
diversification might require a sizable investment. 

A similar approach involves laddering bond exchange-traded 
funds (ETFs) that have defined maturity dates. These funds, 
typically called target maturity ETFs, generally hold many 
bonds that mature in the same year the ETF will liquidate and 
return assets to shareholders. Target maturity ETFs may enhance 
diversifi ca  tion and provide liquidity, but unlike individual bonds, 
the income payments and final distribution rate are not fully 
 predictable. Bond ETFs are subject to the same inflation, interest 
rate, and credit risks associated with their underlying bonds.

Building by Units
Another way to ladder the fixed-income portion of your 

portfolio is by purchasing unit investment trusts (UITs) with 
staggered termination dates. Bond-based UITs typically hold a 
varied portfolio of bonds with maturity dates that coincide with 
the termination date of the trust, at which point the funds can 
be used however the investor wishes. The UIT sponsor may 
offer the opportunity to roll over the proceeds to a new UIT.

FEDERAL FUNDS PATH?
This chart illustrates the federal funds target range at the 
end of 2021 and future year-end projections released by 
the Federal Open Market Committee after its March 2022 
meeting. 

 2021 2022 2023 2024 Longer run
Based on assessments of the majority of Committee members.
Source: Federal Reserve, March 2022
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Consider a Bond Ladder for Rising Interest Rates

WEP and GPO Can Reduce Social Security Benefits
The windfall elimination provision 

(WEP) and the government pension 
offset (GPO) were intended to correct a 
perceived unfair advantage in calculating 
Social Security benefits for people 
who earned a pension in noncovered 
employment — i.e., while not paying 
Social Security payroll taxes. In December 
2020 (most recent data available), the 
WEP affected more than 1.9 million 
beneficiaries, primarily retired workers, 
while the GPO affected more than 
700,000 spouses and widow(er)s.1

 Most of those affected earned 
pensions in state or local government 
jobs, including teachers, firefighters, 
police officers, and other public-service 
employees. In general, federal employees 
would be affected only if they were 
hired before 1984. The WEP (but not 
the GPO) can also affect workers who 
earn pensions from nonprofits and 
employment in foreign countries.

Opponents believe the WEP and 
GPO make it hard to plan for retirement 
and unfairly target public servants, and 
a number of bills have been introduced 
to either eliminate or modify the 
provisions, including a recent bill with 
bipartisan support. However, action on 
these provisions might not be considered 
until Congress addresses broader Social 
Security reform.

Windfall Elimination Provision
The formula used to calculate Social 

Security retirement benefits considers the 
highest 35 years of earnings and gives 
lower-wage earners a larger percentage 
of their wages than higher earners. So 
someone who earned a pension in state 
government while not paying into Social 
Security and then worked 10 years in a 
job covered by Social Security taxes — the 
minimum required to receive retirement 
benefits — would appear to have very low 

earnings (due to 25 years of zero earnings) 
and would receive a higher benefit in 
relation to earnings. The WEP is meant to 
address this imbalance.

The amount of the WEP reduction 
depends on the year you turn 62 and 
the number of years with “substantial 
earnings” subject to Social Security 
payroll tax (see chart). The WEP does 
not apply to someone with 30 or more 
years of substantial earnings.2 The 
reduction cannot be more than one-
half of the pension from noncovered 
employment. Because the WEP reduces 
the Social Security primary insurance 
amount (PIA), spousal and dependent 
benefits based on the PIA may also 
be reduced. The WEP does not affect 
survivor benefits.

Government Pension Offset
Under the Social Security dual- 

entitlement rule, a spouse or survivor 
will receive the higher of his or her own 
worker benefit and a spousal or survivor 
benefit, but cannot receive both. The 

GPO is intended to address the  perceived 
unfairness of a worker receiving a pension 
based on noncovered employment and a 
spousal or survivor benefit. In this case, 
the GPO may reduce Social Security 
benefits up to two-thirds of the amount 
of the pension. For example, an indi-
vidual who receives a $1,200 monthly 
pension from noncovered employment 
and is eligible for a $1,200 monthly 
Social Security spousal benefit would 
receive only $400 per month from Social 
Security ($1,200 – $800 [2/3 x $1,200] 
= $400). He or she would still receive the 
$1,200 pension, so the  combined benefit 
would be $1,600. 

For additional information, including 
calculators to estimate the potential 
reduction, see ssa.gov/benefits/retirement/
planner/wep.html and ssa.gov/benefits/
retirement/planner/gpo-calc.html.

1) Congressional Research Service, 2021
2) The level of substantial earnings is adjusted 
annually for inflation. For example, it was  
$6,075 in 1982 and is $27,300 in 2022.  
See ssa.gov/pubs/EN-05-10045.pdf.

The principal value of bonds, ETFs, and UITs will fluctuate 
with changes in market conditions. ETF shares and UIT units, 
when sold, and bonds redeemed prior to maturity may be 
worth more or less than their original cost. UITs may carry 
additional risks, including the potential for a downturn in the 
financial condition of the issuers of the underlying securities. 
Distributions from UITs are not guaranteed.

Exchange-traded funds and unit investment trusts are sold 
by prospectus. Please consider the investment objectives, risks, 
charges, and expenses carefully before investing. The prospectus, 
which contains this and other information about the investment 
company, can be obtained from your financial professional.  
Be sure to read the prospectus carefully before deciding whether  
to invest.

WEP REDUCTIONS
Maximum monthly amount that Social Security benefits can be reduced, based 
on eligibility year (the year you reach age 62) and 20 years or less of substantial 
earnings subject to Social Security tax. The reduction amount is phased out from 
21 to 30 years of substantial earnings.

2015 .......................... $413.00
2016 .......................... $428.00
2017 ........................... $442.50
2018 .......................... $447.50
2019 .......................... $463.00
2020 ......................... $480.00
2021 .......................... $498.00
2022 ......................... $512.00

If Social Security benefits start after full retirement age, or the pension from noncovered employment 
starts later than the eligibility year, the WEP reduction may be greater than the amounts shown. 
However, the reduction cannot be greater than one-half of the pension from noncovered employment.

Source: Social Security Administration, 2022

Eligibility year  Maximum
 (age 62) reduction
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The information in this newsletter is not intended as tax, legal, investment, or retirement advice or recommendations, and it may not be relied on for 
the  purpose of  avoiding any  federal tax penalties. You are encouraged to seek guidance from an independent tax or legal professional. The content 
is derived from sources believed to be accurate. Neither the information presented nor any opinion expressed constitutes a solicitation for the 
 purchase or sale of any security. This material was written and prepared by Broadridge Advisor Solutions. © 2022 Broadridge Financial Solutions, Inc.

Do you have questions about how rising interest rates might affect your investments? Would you like to discuss your  
current strategy? Call us for an appointment today. 

How Long Should You Keep Financial Records?
With tax season in the rearview mirror, this might 

be a good time to organize your records. Here are some 
guidelines to help decide what to keep and what to discard. 
Use a shredder when discarding paper records containing 
confidential information, and be sure that any electronic 
records are removed through a secure deletion 
process.

Tax records. Keep all personal tax 
records for three years after filing your 
return or two years after the taxes were 
paid, whichever is later. (Different 
rules apply to business taxes.) If you 
underreported gross income by more 
than 25% — not a wise decision 
— keep records for six years, and 
for seven years if you claimed a 
deduction for worthless securities or 
bad debt. It might be helpful to keep 
your actual tax returns, W-2 forms, and 
other income statements until you begin 
receiving Social Security benefits. 

Financial statements. You generally have 60 days 
to dispute charges with banks and credit cards, so you could 
discard statements after two months. If you receive an 
annual statement, throw out monthly statements once you 
receive the annual statement. If your statements include tax 
information — for example, you use credit-card statements to 
track deductions — follow the guidelines for tax records. 

Retirement plan statements. Keep quarterly statements 
until you receive your annual statement; keep annual 

statements until you close the account. Keep records of 
nondeductible IRA contributions indefinitely to prove you 
paid taxes on the funds.

Real estate and investment records. Keep at least until 
you sell the asset. If the sale is reported on your tax return, 

follow the rules for tax records. Utility bills can be 
discarded once the next bill is received showing 

the previous paid bill, unless you deduct 
utilities, such as for a home office.

Loan documents. Keep documents 
and proof of payment until the loan 
is paid off. After that, keep proof of 
final payment.

Insurance policies. Keep policy 
and payment documents as long as 
the policy is in force.

Auto records. Keep registration 
and title information until the car is 

sold. If you deduct auto expenses, keep 
mileage logs and receipts with your tax 

records. You might keep maintenance records 
for reference and to document services to a new buyer. 

Medical records. Keep records indefinitely for surgeries, 
major illnesses, lab tests, and vaccinations. Keep payment 
records until you have proof of a zero balance. If you deduct 
medical expenses, keep receipts with your tax records. 

Other documents you should keep indefinitely include 
birth, marriage, and death certificates; divorce decrees; 
citizenship and military discharge papers; and Social 
Security cards. 

Securities offered through Western International Securities (WIS), Member FINRA/ SIPC.  
Arrowhead Wealth Advisors and WIS are unaffiliated entities.


