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BACKGROUND ON SOCIAL SECURITY 


• 	 Social Security Is more thin lust a redumeo; proJrAm. [t also provides disability 
insurance (in case an individual becomes disabJed and can't work) and survivors' insurance. 
Each is equivalent, for the average young family with two children, to an msurnnce policy 
ofabout 5300.000 ($6oo,oooi. tOt.I). 

o 	 Nearly one-third ofSocial Seeurity's 44 million beneficiaries are either disabled or 
survivors (or their dependents), 

a 	 ),8 million children receive benefits: 1.9 million as surviyors of deceased parents~ 
1.4 million as children of disabled workers; and 0.4 million as children of retired 
workers, 

Social Security Is More Than A Retirement Program 
Percentage of Social Security Beneliciaries By Program 

Retirement Program 

'S.,rviyors Program 
16,0% 



• 	 SociI. Secllrity pmyidcs a beneDt you .lIn oo.ut on. A Social Security benefit is 
both guaranteed for life after retirement IlIllI indexed to inflation. 

• 	 ~lal Security is I crucial source or igcome for tbe elderly. Social Security benefits 
represent the majority of income ror two-thirds ofelderly beneficiaries. and are the only 
source of income for 18 percent of its elderly beneficiaries. 

Social Security Is Crucial 

Source of Income for the Elderly 


Percent of Eideriy Beneficiaries 
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• 	 SKial Se!:udty ba. dlllmalklllly reduced tbe [lite of poverty am2., Ille e1derty. 

o 	 The elderly poverty rate has fallen from more than 35 percent in 1959 to 10.8 
percent in 1996. 

o 	 Even today. with our strong economy. the elderly poverty rate without Social 
Security would be 48 percent. Social Security benefits lift roughly 15 million 
elderly Americans out of poverty (and another 1 minion non¥elderly Americans 
out of poverty). 

Social Security Has Helped Cut The Elderly 
Poverty Rate by Two-Thirds 

Percent of Elderly in Poverty 
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• 	 Suclal Security Is especlaUy impgrtaDt to women. For single. divorced. or widowed 
elderly women, the poverty rate would be 60 percent without Social Security (relative to 20 
percent with Social Security). Because women live longer, they are more likely to outlive 
savings and other non-Social Security sour<:es of retirement income, 

• 	 Ayeraec Bepe0ts. The average monthly benefit for a retired worker is $760. The average 
monthly benefit for a retired worker with an aged spouse is $1280. 

• 	 Sbare of US Bude,et. Social Security outlays are expected 10 be $378 biHion in FY 1998. 
23 percent of the total u.s. budget of$I.67 trillion. and 4.5 percent ofGDP. 



IFIVE PRINCIPLES FOR SOCIAL SECURITY REFORM I 


At the Kansas City conference, the President enumerated five general principles to 
guide Social Security reform. The principles are: 

I. 	 Strengthen and Protect Social Steucil)' Cor tbe 21" Centlll:)'. This 
principle provides our overall goal in reforming Social Security and warns 
against proposals that are not comprehensive solutions to the solvency 
problem. 

2. 	 Maintllin Universality and Fairness. This principle is designed to ensure 
progressivity. and preclude an opt-out option (which would unduly benefit 
upper-income Americans). 

3. 	 fJ:!l'l'ide II Benefit People Can CQIIOI on. This principle precludes radical 
privatization. which would undermine Social Security as a foundation of 
retirement income security. 

4. 	 fI.eserve FinanCial Security for Low-income and Disabled Beocficiaries. 
This principle highlights disability and survivors' insurance, as well as 
protection for low-income widows and other beneficiaries -- which are often 
oVI!rlooked in reform discussions. 

5. 	 Maintain Fiscal Discipline. This principle is intended to ensure that the 
surpluses are not drained before addressing Social Security reform, and that 
we maintain our fiscal discipline in order to prepare for the retirement of the 
baby boomers. 
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WHYDO SOCIAL SECURITY REFORM NOW? 

• 	 Perceived and real insolvency of Social Security system threatens confidence in crown
jewel ofprogressive government -- particularly among younger Americans. 

• 	 Ac~ing now will prevent the budget surplus from being dissipated on tax cuts which 
would leave fewer resources to fix Social Security later without resorting to significant 
benefit cuts or revenue increases, 

• 	 Waiting longer will make reforms within more tradiHonal Social Security structure more 
painful and more difficult because the actuarial imbalance will be greater and surpluses 
will be smaller or even unavailable. which could erode confidence in the system and lead 
to more radical and painful refonn down the road, 

• 	 Reform is necessary to keep spending on the elderly from crowding out other desirable 
spending in the middle of the next century, 

• 	 Acting now will help build confidence in the system among younger Americans. who 
may not have as solid a commitment to the New Deal social compacts as older 
Americans. 



ENSURING SOCIAL SECURITY REMAINS PROGRESSIVE 


MAINTAIN AND STRENGTHEN SOCIAL SECURITY'S PROGRESS,VITY 

• Th(~ current Social Security benefit structure is highly progressive. 

REPLACEMENT RATES 

(AnDual Social Security Benefits/Average earnings during working years) 


Low Earner ($12,000) 57 percent 

. 
Average Earner ($27,000) 43 percent 

Maximum Earner ($68,400) 25 percent 

Social Security reform must protect this structure and make progress toward achieving 
other progressive goals. 

REDUCE ELDERLY POVERTY 

• 	 Social Security has played a large role in reducing elderly poverty from 35.2 pcn:ent in 
1959 to 10.5 percenttoday. 

• 	 Sodal Security reform CQuid help further reduce poverty rates among the elderly, 
particularly among widows and elderly people of colof, 

PERCENT IN POVERTY, PEOPLE AGES 65 AND ABOVE 


Married Widowed Divorced ~ever Married 

Women 

Men 

4,6% 

4.6 

18.0% 

11.4 

22.2% 

15.0 

• 
20.0% 

22.8 

PERCENT 1:'1 POVERTY, PEOPLE AGES 65 A:'ID ABOVE 

Wblle Black Hispanic 

Women ll,7% 28.9% 28J% 

Men 6.0 22.2 23,6 
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FOUR OFTEN-MENTIONED WArS TO SOLVE 

SOCIAL SECURITY'S FUNDING PROBLEM 


• Use Budget Surpluses. 

• Reduce Benefits. 

• Increase Traditiooal Revenues. 

• Invest io Equities. 
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BACKGROUND ON DEMOGRAPHIC TRENDS 


AMERICANS ARE LIVING LONGER THAN IN THE PAST: 

The challenge of finanCing the retirement of the baby boomers and of future generations of 
retirees is largely the result of good news -- people are living longer. 

LIFE EXPECTANCY AT AGE 65 	 ,, 

I Year turning age 65 Male Female Total 

i 
1940 12,0 13,7 

, 
12,9,,, 

1998 162 , 19.8 18.1, 
2D30 17.7 2L1 19A 

,, 

, 

FERTILITY RATES REMAIN Low 


During the toming century, fertility rilles are expected to fall below 2 binhs per woman" 


fertility Ratesl 

• 	 The figure above shows the high fertility rates of the babyboom years and the lower 

subsequent rates, 

• 	 While the retirement of the baby boom generation will intensify these trends, increasing 
longevity and de.;:lining fertility would have produced a finnncing problem for Social 

i 
Security even if there had not been a post~war baby boom . 

1980 11990 2000 I 2020 I2040 I 20601940 !950 1960 1910 
,, 

, Total fenility rates 2,23 3,03 3.61 ! 2.43 1.85 1207 2.01 11.91 i !.90 i 1.90 

!__MJ_, (births per woman)
I 
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AMERlCANS ARE RETIRlNG EARLIER THAN IN TRE PAST: 

• 	 In 1950, nearly half (46 percent) of men 65 and older were in the labor force. Today only 
16 percent of men 65 and older are in the labor force. In 1950, 10 percent of women 65 
and over were in lhe labor force! while 8 percent participate today. 

• 	 Over the past 3 decades, the percentage of Americans who receive Social Security 
retirement benefits before age 65 has increased dramatically. 

I PERCENT AGE OF FIRST RECEIPT OF RETIREMENT BENEFITS BY AGE 

YearlAge 62 I 63-64 65+ TOTAL, , 
, 

1962 18 19 , 63 100 

1996 60.1 18.3 21.6 100 

EXPLANATIONS roll. WUY PEOPLE ARE RETlRING EARLIER THAN IN THE PAST: 

• 	 Social Security has made it possIble for more elderly to afford to retire. In particular, the 
introduction of the early retirement age in 1961 (1956 for women) has enabled people to 
retire before age 6S. 

• 	 Rising incomes have made it possible for some people to afford ~o retire even before they 
are eligible for Soclal Security. 

• 	 Private pension plans can create incentives to retire early. 

• 	 Society's attitude toward the appropriate age of retirement may have changed. 

THE HEAl..TH OF TI-IE ELD£RLY Is IMPROVING, BUT SOME PEOPLE WORK IN PHYSICALLY 

DEMANDING JOBS: 

• 	 In a recent survey, one~quarter of retirees said that poor health was the most important 
reason why they retirc9' 

• 	 The percentage ofworkers approaching retirement who work in physically demandmg 
jobs has been declining and is expected to decline further in coming decades, However, 
there remains a segment ofthe population, particularly the lower paid and African 
Americans, who tend to work in these physically demanding jobs. 

• 	 Estimates of the percentage of workers approaching retirement who are in physically 
demanding jobs range from 11 percent to over 30 percent depending on the defJOition used. 

• 	 Even jobs that do not involve heavy physi<:allabor .~ kindergarten teaChing for example· 
- ,;an be difficult for older workers. 
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OVERALL IMPACT: DECLINING WORKERS PER BENEFICIARY 

Increased longevity, reduced fertility. and early retirement imply a falling ratio of workers to 
beneficiaries. The ratio ofworkers to beneficiaries was 5.1 in 1960 and is 3.4 today. It is 
expecled to fall below 2 in 2035 and reach U by 2065. 

, 1950 t96Q 1t970 1t980 1990 lOOO 2020 2040 2060 12070 ' ,, 
, , ,
i Workers per beneficiary Hi.5 5.' ;_1.7 : 3.2 i 3A 3.3 2A 2.0 1.9. 1• LS , 

• Similar trends are occurring around the world. As the chart below shows. many countries 
are aging much more rapidly than the U,S, 

RATIO OF PEOPLE AGE 65 AND OLDER TO PEOPLE AGES 20 TO 64 ,,, (In percent) 
• ,, ,,,2010 , 2030, 1990 2050 ,, , 

,, ,
I9J 35.8 48,7 ,, 60. t!Japan 

.,· 53.8 57.S23.6 , 32.9·Germany 

48.427.2 43.1France · · 23.4· · 
33.8 52.4 66.7Italy 24.3 

· 42.8 45.8 ·,,United ~Jngdom 26.7 28.6 
, 

46.5 I43.622.918.6: Canada , ,,
37,0 ,,35.52l.3: United States 20.8 · 

4 




LONG-TERM FINANCING PROJECTIONS 


The Social Security system is expected to face increasing strains as the nation's nearly 80 
million baby boomers retire. as life expectancies continue to increase. and as the fertility rate 
declines. There are currently 3.4 workers who contribute to the system for every Social Security 
beneficiary. By 2030, there will be only 2 workers for every Social Security beneficiary. 

According to the intennediate projections ofthe Trustees: 

• By ZQl..1. payroll contributions (Plus income taxes on benefits) will not be sufficient to pay 
for benefits due under current taw. In order to meet its benefit obligations, the system will 
have to begin spending some of the interest it earns on the assets in the Trust Fund. 

.. By Wl. taxes plus interest earnings win nor be sufficient to pay for benefits, and the 
Trust Funds will begin declining, gradually at fmit, and then more rapidly. 

• By ZQll, the Trust Fund is expected to be depleted - at which time income to the system 
would still be sufficient to pay about 75 percent of current law benefits, 

The Social Security Trust Fund 

2032 
-2 

-3 
1998 2001 2004 2007 2010 2013 2016 2019 2022 2025 2028 2031 2034 
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OUTLOOK FOR SOCIAL SECURITY FINANCING 


BEGINNING IN 2013, SOCIAL SECURITY SPENDING WILL EXCEED SOCIAL SECURITY TAXES 

Since the 1983 refonns. Social Security has been taking in more revenue in payroll taxes and 
from the taxation of benefits than it has been paying out in benefits and administrative costs, As the 
demographic factors. described above take effect. this situation will reverse itself and beginning in 20 IJ 
Social Security will begin paying out more than it receives in taxes. 

"'" 

eoo I, , 

~ 
~ ." ~ .. 

Income excluding inle~$1i 4OOf:'" 
. , 

m:"!!I!I!,,!!!,,II ...JII II;!!!II'!!!' 

• 	 Social Security outgo and income are often expressed as II percentage of payroll. This measure 
illustrates the amount payroll taxes would need to be increased to restore pay~as-you-go balance 
if no other changes were made, 

OASDI Income and Cost Rates, Calendar Years 2000.2070 
(As percentage of t...ble payroll) 

r,, 
12000 

, 2010 

202Q 

: 2030 

12040 

2050 
, 
: 2060 
, 

Income rate Cost rate 
, , 

(Social Security (Social Security outgo , 

Revenue as percentage as percentage of 
of taxable payroll) taxable payroll) Butan<:e 

, 
12.63 

, 
lUG ! !.48 

12.74 12.19 0.54 
, 

12.92, , 15.17 , -2.26 , 

13.10 , 17.76 -4.66 

13.18 1813 ' -4.95 

13_22 18.29 -5.07 
, 

13.29 19.04 : -5.75 

, 
I, , 

I 
, 
,, 

I 

i , 

, , 

, , ,,, 	 , -6.20. 13 . .>4 	 19.5412070=-_~_ c...:..:.=--__ .... 	 ___~__.___~ _L.....~. 
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MEASURING tONG-RUN ACTUARIAL BALANCE 

Each year, the SSA Trustees' Report presents estimates ofthe financial status oflh. OASDI program 
for the next 75 years, For the system to be in actuarial balance, the present value of income into the 
system must exceed the present value of costs, These summarized income and costs measures are 
presented as a percentage of the present value of taxable payrOll over the 75 year period. 

OASDlincome and Cost Rates lor 75-year Period 

Income rate Cost rate Actuarial bala!1ce 

1998-2072 15.64 -2.1913.45 

• In the 1998 Trustees' Repol1, OASDI was found to have an actuarial deficit of2_19 percent of 
payTOlI. 

• This 2,19 deficit can be interpreted as the increase in annual payroll t~es necessary to bring the 
system into -exact actuarial balance. For example, if the 75~year actuarial deficit of 2.19 percent 
were addressed by raising scheduled tax rates by 2,2 percentage points (1.1 each for employers 
and employees). then OASD[ assets at the beginning of 1998, together with income from 
payron taxes. interest. and other sources, would be just sufficient to meet all expenditures for 
the long~range period and leave the level of the trust fund at the end of the period equal to about 
100 percent of the following year's expenditures. 

• Restoring 75-year actuarial balance is a common goal ofrefonn plans, 
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DIFFERENT SOLVENCY GOALS 

While achieving 75-year .cruan.l balance is the standard target for reform plans, some have argued 
Ih.t this goal alone may not be sufficient. 

For example, ifactuarial balance were achieved by raising the payron tax by 2, 19 percentage points. 
Social Securit), would run many years of surpluses in the beginning of the 75 year period followed by 
many years of deficits at the end ofthe period, While the trust fund would have 1 year's worth of 
benefits in the 75th year, the trust fund would be declining and the system would not be able to pay full 
benefits on time scon after the 15th year, An important implication or rtform plans tbat achieve 
75~year balance with eood years followed by bad yean is that the passale of time alone will 
bring tbe syst~m Qut of balance il1.1b.~ future. [n the worst case scenarjQ...Qpc year after reform. 
tbe system would no l;)n2er be in 75-year balance. 

Therefore, some proposals attempt to achieve actuarial balance over periods of more than 75 years. 
Others aim to have a stable or growing trust fund at the end of the 75th year. 

Nonetheless, it is worth noting that even jfa reform plan achieved only 75 year solvency, it would be 
making Social Security much stronger than it is today -- pushing back the exhaustion date of the trust 
fund by 40 years. 
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OUTLOOK FOR THE UNIFIED BUDGET 


FOR THE NEXT DECADE SOCIAL SECURITY IS RESPONSIBLE FOR MOST OF THE VB SURPLJSES 

Both OMS and CBO are projecting I~rge unified budget (UB) surpluses over the next decade. 
Until 2002, the non-55 budget is in deficit, but Social Security surpluses lead to a unified budget 
surplus. In later years the on-budget surplus is positive as well. 

Budget Projections 

CBO July 1998 
(Billions of dollars) 

OMB Mid-session Review 1998 
(Billions of dollars) 

Unified 
Budget 

Non-Social 
Security 

Social 
Security 

Unified 
Budget 

Non-Social 
Security 

Social 
Security 

1998 63 -41 104 39 -63 102 

1999 80 -37 117 54 -59 113 

2000 79 -46 125 61 -62 123 

2001 86 -45 131 83 -48 131 

2002 139 1 138 148 6 142 

2003 136 -10 146 150 -2 152 

2004 154 0 154 184 24 160 

2005 170 5 165 213 36 177 

2006 

2007 

217 44 173 245 60 185 

236 -55 lSI 300 103 197 

2008 251 64 187 342 .136 206 

1999
2008 

1548 31 1517 1780 194 1586 

• 	 Social Security is responsible for 89 percent of the IO-year unified budget surpluses under 
OMS projections, and 98 percent of the ID-year UB surpluses under cao projections. 
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ILLVSTRATIVE BUDGET PROJECTIONS 
(Numbers for 2010 and beyond are . 

for illustrative PurPoses only.) 

(Billions ofdollars) 
, 

Unified i Non~Social i 
Social 

Budget 
, 

Security Security, , 

2000 79 -46 125 

2005 170 , 5 165 

2010 About 280 About 250 , About 30 

2015·2020' About 470 ,, About 600 About -130 
• 

• 	 In 2013, Sodal Security outgo begins exceeding Social Security tax revenue. In order to 
pay benefits. the Social Security Trust Fund begins redeeming its bonds and receiving 
funds from the general fund. Nonetheless, current long-run projections have unified 
budget surpluses persisting beyond 2020 because the non-Social Security budget 
surpluses are larger than Social Security's shortfall. 



SOCIAL SECj;RITY CASII-FLOW 

' 

OASDI INCOME AND COST PROJECTIONS FROM 
TRUSTEES' REPORT 

(Billions ofDollars) 
,, Income Outgo Balance, 

excluding 
interes:! 

, 1998 435 383 52,, 
,, 1999 450 396 54,, 

! 2000 468 413 55, 
, , 2001 488 433 55,, 

2002 509 I 455 54 

2003 532 478 54 
,, 

2004 557 504 53,, . 
2005 585 533 52, ,, 
2006 614 565 50,,, 

, 
2007 , 648 599 49,, 

2008 682 637 45 

2009 718 679 39 

2010 756 724 32 

2011 795 773 22 

2012 835 
, 

826 10 
, , 

2013 
, 

877 884 
, 

·7, , , , , 

2014 920 946 
, 

-26,,, 

2015 965 1014 .49 

2016 1011 7 ·76 
, 

1165 ·1062017 1060 ,,, 

2018 1110 1249 HH, 
2019 1162 

, 
1337,,, 
1430 

, 
·2142020 1217 ,, 
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• The Old-Aie, Survlyqrs, and DlsabUjty Insgrance (OASDD prollram Is funded lIy • 
tax of 12.4 perceDt of earpings. split equaHy between the worker and employer (self~ 
employed workers pay the entire 12.4 percent themselves), An additional 2.9 percent tax 
is used to fund part of Medicare. 

• The OASDI tax is leyied on tbe first $68.400 of earnings (this threshold is indexed to 
average wages in the economy), 

Unlike the federal income tax which has deductions and exemptions that imply 
that very low-income people pay no lax, the OASDI tax begins on the very first 
dollar of earnings. 

Social Security's progressive benefit formula offsets its regressive tax structure, 

• Itlt OASDI program receives additi9lUllr.gvenUe from the partial taxation of Sodal 
Stt.urjtf bepefits. 

For those with income above $25,000 if slogIe a~d $32,000 Ifmarried, up to 50 
percent of Social Security benefits are taxahle. The income taxes on lhese 
benefits are credited to the Social Security Trust Funds. 

For those with income above $34,000 ifsingle and 544,000 if married, up to 85 
percent of Social Security benefits are taxable. The additional revenue from 
taxing benefits at 85 percent rather than SO percent is credited to the Medicare 
trust fund, not the OASDl trust fumk 

in calendar year 1997. only 25 percent of beneficiaries were subject 10 taxes or. 
their Social Security benefits. 

.. During fiscal year 1997, income to the OASDI trust fund was composed or: 

Payroll tax contributions 
Income from taxation of benefits 
Interest income 

$398.5 billion 
$ 6.9 billion 
$ 4l.2 billion 

Total income $446.5 billion 



• 	 !.be Social Security benefits received by a 'worker are based og tbe ayera!::e earnio!::s 
J2ltbe worker oyer bls or ber lifetime. Each year of earnings is indexed to the increase 
in the average annual wage between the year of the earnings. and the year the worker turns 
60. 

• 	 The benefit formula takes tbe bi!::best 35 years of indexed earpiP2s and averaees 
1ill:..m.. This average is divided by 12 to provide a worker's Averaged Indexed Monthly 
Earnings (AlME). 

• 	 A proeressive benefit formula is applied to the AIME to produce a worker's 
Primary Insurance Amount (PIAl, which is the level of monthly benefits a worker is 
entitled to based on his or her own work history if the worker retires at the nonnal 
retirement age of65. 

For a worker becoming eligible in 1997, the PIA is calculated as: 

AIME VS. PIA 
1400 

1:!00 

1000 
90 percent of the first $455 of A1ME 

600 ....; 
PIA + 32 percent of the next $2286 of AIME 

600 --: + 15 percent of AIME above $2741 

~IOO ~ 

200 

o . 
0 580 1180 1780 2360 2940 3540 


Average Indexed Monthly Earnings 


• 	 Ibis formula implies tbat a worker with hieber lifetime carnines receives a higher 
5.2.cial Security benefit. but that the share of a worker's average eamines that is 
w,iaced by Social Security falls with igcome. 

Replacement rates 

Low earner ($12,000) 57 percent 

Avenge earner ($27,000) 43 percent 

Maximum earner ($68,400) 25 percent 




Benefits ror Married and Previously Married Benefiel.ries. 

• 	 Manied couples receive 150 percent of the PIA of the higher earner in the couple Or the sum 
of the FlAs of the two spouses. whi7hever is larger, 

• 	 Widows and widowers receive 100 percent of the P[A of the higher earner in the couple. 

• 	 Divorcee benefits are available to people if their marriages lasted at least 10 years. A 
divorced person receives the larger of the benefit he or she is entitled to from his or her own 
work history and 50 percent of the ex~spouse's benefit if the ex-spouse is still alive and 100 
percent of the ex·spouse's benefit If the spouse is deceased. 
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Disability Benefits 

• Elieibilily. An insured worker who cannot engage in any kind of substantial gainful work 
because ofphysica~ or mental impainnentls eligible for disability benefits if the disability is 
expected to last for at least 12 months or to result in death. 

To be an insured worker, the worker must have received credit for halfof the 
calendar quarters during the previous 10 years and one-fourth of the calendar 
quarters since the worker turned 21. Currently a worker receives a credit for 
every $700 ofearnings, up to $2800, earned during a year. 

Substantial gainful work is defined as the ab~lity to eam $500 a month. 

• Benefit calculation. For a worker who becomes disabled before age 56, fewer {han 35 years 
are used in calculating worker's average indexed earnings. The number of computation 
years is the number ofyears elapsed since age 21 minus a number of drop out years thai 
depends on the worker's age. Then, the same PIA formula that applies to retired workers is 
applied to the disabled worker's AIME. 

~ lknefits are also oayable to members of tbutisablerl worker's family, 1:1 addition to the 
benefit for the disabled worker, a benefit equal to 50 percent of the worker's benefit is 
payable to the worker's spouse ifhe or she is at feast 62 or is caring for one or more of the 
worker's children (the children must be under 16 or disabled). Each dependent child (under 

) 19) of the worker is also entitled to a benefit equal to SO percent of the worker's benefit. 
However, the total benefit received by the family is limited to tbe smaller of 150 percent of 
the disabled worker's PIA and 85 percent of the worker's Al,\1E. 

Example 

The famil¥: A married couple with two young children in which bOlh the husband and wife are 27 
years old, tbe husband eams $28.000 (the average earnings in the economy), and the wife doesn '; 
work. 

: Disability Benefits; lflhe husband becomes disabled, this family will receive disability benefits of 
IS: ;.500 a yeaL This is eq'Jivalent to a payout of$}OO,OOO from the disability insurance policy, i 
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Survivors Benefits 

• 	 E.I..b:ibUitY, Survivors' be'neflts are payable to the spouse and dependents of a covered 
wOlker after the worker's death. 

A widow(er} receives benefits if the widow(er) is age 60 or older or age SQ~59 and 
disabled. The widow(er) receives a benefit equal to 100 percent of the worker's PIA 
ifhefshe is disabled Of if helshe takes benefits at age 65 and receives reduced 
benefits if he/she is not disabled and lakes benefits earlieL 

A mother'slfather's benefit equal to 75 percent ofihe worker's PIA is payable to a 
surviving spouse who is nol married and is t:arrying for at least one child age 16 or 
below of the deceased worker, Each child (under 19) ofthe deceased worker [s 
also entitled to a benefit equal to 7S percent of the worker's benefit However, the 
total benefit received by the family is limited to between 150 and 188 "fthe disabled 
worker's PIA depending on the level of the worker's PIA. 

Example 

I 
:The Family: A married couple with two young children in which both the husband and wife are 27 
years old, the husband cams 528,000 (the average earnings in the economy). and the wife doesn't 
work 

SurvjvQrs' Benefits; This famlly will receive survivors' benefits 0[$20,400 a year. This is 
equivalent ';0 a payout 0[$330,000 from a life- insurance policy. 
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• The normal retirement age is currently 65, but workers can retire as early as 62, witb 
reduced benefits~ Beneficiaries receiving widow/er benefits can retire as early as age 60. 
again with reduced benefits. . 

For retired workers, benefits are reduced by 6 2/3 percent for every year before 65 
that a worker elects to receive benefits. Thus:1 worker retiring at age 62, receives a 
monthly retirement benefit for the rest of his or her life that 1S 20 percent lower than 
the benefit he or she would have received ifhe or she had waited until age 65 to 
receive benefits, 

Spouses and widow(er}s also have their benefits reduced for early retirement. 

• Th e t 983 reforms gradually raise tbe normal retirement age to 66 for workers who 
reach age 62 in 2005. The retirement age begins increasing by 2 months per year starting in 
2000, reaching,66 in 2005, Then the retirement age will remain at 66 until 2016, when it 
will begin increasing gradually again until It reaches 67 in 2022. The earliest eligibility age 
will remain 62, 

The normal retirement age for someone who is 54 years old today IS 66, 

The nonnal retirement age for someone who is 37 years old today is 67. 

• Workers who delay retirement beyond age 65 receive credit for postponing the 
benefits. The 1983 Social Security Amendments gradually increased the delayed retirement 
credit A worker reaching age 65 in 2007 will receive an 8 percent increase in benefits for 
every year he or she delays receiving Social Security beyond age 65. 



• 	 Historically. Social Security has been a R[Q2:ram for tbose who are retired. The 1935 
repl)rt of the Committee on Economic Security appointed by President Roosevelt 
recommended that no benefits be paid before a person had "retired from gainful 
employment." Various fonns of earnings limits have been part oflhe program as a way to 
restrict benefits to retirees. 

• 	 ~rreDtly\ Social Security recipients who are between the lees Qf 62 and 69 bave their 
benefits reduced if tbeir earnings exceed a certain amQunt. The benefits of recipients 
who are aged 70 or above are not affected by the lir;tiL 

Recipients under 65 lose $1 Qfbenefits for every $2 of earnings above $9,120, 

Recipients between 65 and 69 lose $1 of benefits for every $3 of earnings above 
$14,500. 

• 	 Qn ayerae:e. recjpient~ ell back these lost benefits tbroueb tbe delayed retirement 
rud.i1 which provides them with increased benefits once they stop working, Nonetheless, 
many elderly workers perceive the earnings test to be unfair and as an impediment to work, 

• 	 10 19964 workini ~ith both pemocnts lind Republicans iu Congres~. President Clinton 
ligutd into law Rooua! increases io_Jb..e earninl: limit for tbose between 65 and 70, 
Between 1998 and 2002. the limit for workers in this age range will increase from 514.500 
to 530,ooQ. 

• 	 Bt.tause benefits foregooe are aiven back through the delayed retirement credit. 
diminatin~ the earniDl:s limit would baye almost go effect OQ the IQng~ruD actuarial 
haI,aDee of the OASDI proe;raro, Sueh a change would have significant short~run budge: 
effl!cts. however. Removing the earnings limit for those aged 62 and above would :aise 
Sodal Security expenditures by roughiy $12 billion in 2001. 
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• 	 96 percen! orall Jobs In Ih. United States are covered by S.<lal Security. Since the 
Social Security Act of 1935, coverage has expanded from workers in business and industry 
to include the self·employed, nonprofit groups. agricultural and household workers, the 
Almed Services, Congress, and all other Federal employees hired after 1983. In 1998, 96 
percent of all workers are covered under Social Security~. up from 55 percent in 1939. 

• 	 25 percent of State and Local Government Workers are not covered by Social Security, 
State and local government employees are the flnal sizable group ofworkers not universally 
celltered by Social Security. If such workers are mandatorily covered under a state or local 
public pension system. they are not mandatorily covered under Soda! Security. Roughly 25 
percent of state and local workers are not covered under Social Security (A total of 5.5 
million workers), 75 percent of these are in 7 states; California j Ohio, Texas.minois, 
Massachusetts, Louisiana, and. Colorado. 

• 	 The most common occupations of uncovered workers are teachers. firefighters, and 
police. 

• 	 Many workers who worked in non-eovered jobs still receive Social Security benefits. 
95 percent of noncovered state and loca! workers receive SS as workers, spouses, or 
dependents. Some have their benefits reduced under the government pension offset and 
windfall elirmrtation provisions. 

• 	 Almost every Social Security reform plan calls for including newly hired State and 
Local Government workers in the system. All 3 Advisory Council plans included such a 
provision, and do the Ball plan, the Moynihan~Kerrey plan, and the NCRP (Breaux-Gregg 
KCllbe·Stenholm) plan. . 

Covering all new hires inunediately solves about 11 percent of the 7S-year actuarial 
imbalance. AHowing a IQwyear lead time, this provision would solve 8 percent of the 
problem. 

Those who favor this provision say it is only fair for the last sizeable group of 
uncovered employees to be covered. Since most ofour Social Security taxes go to 
pay benefits for our parents and grandparents, all workerS should share in this 
burden, 	 ' 

Those who oppose this provision say that it is unfair to require state and local 
governments to redesign their pension systems. and that either benefit levels for state 
and local government workers will fall or costs to state and local governments will 
rise if this provision is adopted. 
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• 	 COLAs AlIec! Millions prAmerlcan,. The cosl-or-living adjustment wilhin Social 
Security is sel each year on the basis of Ihe increase in the Consumer Price Index (CPI) over 
the year ending in the third quarter oflhe previous year, Cost of living adjuslments 
(COLAs) affect 44 million Americans through the Social Security program, and millions 
more through other programs (including the tax code), The CPI is calculated by the Bureau 
of Labor Statistics (BLS), 

• 	 Boskin Commission Concluded that the cpr Qveatates true change in cost of Uvin2. 
Michael Boskin chaired the "Advisory Commission to Study the Consumer Price Index" 
which reported to the Senate Finance Committee on December 4. 1996. The Commission 
estimated that the CPI overstated 'the true rate of change in the cost of living by between 0,8 
and 1,6 percentage points per year, with a best estimate of I, I percentage p<>ints per year, 
\Vhile most economists agreed with the Boskin Commission that the CPI is biased upwards, 
there is considerable uncertainty about the magnitude of the bias. 

The commission concluded that the CPI is biased upwards for a number of reasons, the most 
imponant of which are: < 

Substitution bias. As the prices ofgoods and services change, consumers tend to shift their 
spending away from items that have become relatively more expensive. Such shifts are not 
reflected in the CPI because it uses a fixed basket of goods and services, 

Qu:dity change bias. The quality of many goods and services changes over time, The BLS 
attempts to correct for these quality changes as best it can, but many experts believe that 
some quality improvement slips through nonetheless. 

New product bias. New products often are not introduced into the market basket in a timely 
manner, causing the index to misS the typical initial phase of price decline. 

• 	 BLS is Makipg ImprovemCDts. The Bureau of Labor Statistics is continuing to make 
imllTOvements in the CPI, and many economists believe that they are making good 
progress. Alan Greenspan recently testified that the "[BLS has] done really an excellent 
job over the last couple of years." Recent technical changes will lower CPi inflation by an 
estimated 0.3 percentage points per year going forward. These changes are already 
in.;;orporated in the forecasts of the Social Security Acruaries. Changes scheduled for 
1998 and 1999 will likely have a relatively small impact on Social Security's finances. 
Any major additional changes beyond these would likely require legislation instructing 
Social Security to use a different index for its COLA adjustments. 

• 	 ~ will be 1.3 Percent. Recent COLAs have been relatively small because inflation has 
been low. The COLA payable in the January t999 benefit check will be 1,3 percent for 
OASO[ benefits .. 

• 	 Impacl Oll Sodal Securin: Reform. Reducing the COLA by I percentage point per year 
reduces lifetime benefits for the average retiree by roughly iO percent, and reduces the long
run actuarial imbalance in the Social Security system by 1.4 percent of taxable payroU.(out 
of current gap of 2.19 percent)" 



•.' " 

Tbe Socii" Security Administration (SSA) is one of tbe best run organization, witbin 
government. 

• 	 Hleb on Customer Sum):ia Surveys ofSSA's customers have shown that the agency gets 
consistently high marks from its customerS for prompt, couneous, and accurate service 
whether they are dealing with one of SSA's local offices or with the 800 Number Service. 

• 	 SSA's 800 number bas been rated better than almost any other pubU-c Ot private sector 
litlHi"ee number service, including such well~known services such as the L.L Bean 
catalog. (SSA's 800 number is 800,SSA-1213). In fiscal year 1997, the Social Security 
Administration served over 55 milllon individuals who called the 800 number, making it one 
of the largest toli~free service systems in the world. SSA's ,achievements in this area have 
been recognized by DaJbar Associates, an independent auditing agency, 

• 	 Vl:O' Efficient: Costs are Less than 1 pettent of Benefits. SSA is noted for its efficient 
and effective service. SSA's administrative costs are less.than 1 percent of benefit: payments. 
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• 	 Women Hne Lower Income in Retirement tban Men..,. And Thus Higher POHm', 
In 1997. median income for elderly unmarried women (widowed. divorced, separated.. 
and never married) was S11,l61, compared-with S14.769 for elderly unmamed men and 
$29.278 for elderly married couples. Thus. the poverty rate for elderly women was 
higher than that of men: in 1997, the poverty rate of elderly women was 13.1 percent. 
compared to 7,0 percent among men. Am9ng unmamed elderly women, the poveny rate 
was significantly higher -- about t9 percenL 

• 	 Soda! Security Is Particularly Important to Women, Elderly unmarntd women·· 
induding widows _. get 51 percent of their total income from Social Security. Unrnarried 
elderly men get 39 percent, while elderly married couples get 36 percent of their income 
from Social Security. For 25 percent of unmarried women, Social Security is their only 
source of income. compared to 9 percent of married couples and 10 percent of uTI.'llamed 
mtn. WlthQut Social Security benefits. the elderly poverty rate among women would 
have been 52,2 percent and among widows wo~ld have been 60.6 percent. 

• 	 Women Face Greater Economic Cballenges in Retirement. first. women tend to live 
longer: a woman who is 65 yeats old today can expect to live to 85. while a 65 year old 
man can expect to live to 81. Second. women have lower lifefime earnings than men do. 
And thjrd, women reach retirement with smaller pension's and other assets than men do. 

• The Current Social Security System Has a Number of Features That Help Women 
Meet The.. Challenges. 

1. 	 Social Security provides an inflation-protected benefit that lasts as long as you Jive. 
Since women tend to live longer than men. they are in greater danger ofoutliving 
their other sources ofretlrernent income; but it is impossib)e to outlive one's Social 
Security benefit. 

2, 	 The progressive benefit formula provides a higher replacement rate for workers with 
lower earnings, For the median female retiree. Social Security repiaces 54 percent of 
average lifetime earnings, compared with 41 percent for the median male, 

3, 	 SO(;ial Security provides: extra benefits to spo1lSeS with jow lifetime earnings. The 
Social Security 5pQusal benefit helps many women, even if they did not work at aU 

outside the home, 

4" 	 Social Security provides benefits to elderly widows;' 74 percent of elderly widowS 

receive benefits based on the earnings of their de.ceased spouse. 

5, 	 Social Security provides benefits to spouses of any age who care for children under 
16 if the worker (other spouse) is retired, becomes disabled, or dies; women 
represent 98 percent of recipients receiving beneflts as spouses with a chiid in their 

cart. 
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.. 	 Social Security Will Continue 10 Be Importanl for Women I. Ibe Future. As the 
tabor force participation rates ofwomen continue to rise, women i~ the future will reach 
retirement with much more substantial earnings histories than in the past. Therefore, the 
percentage of women receiving benefits based solely on their ow-rt earnings history is 
expected to rise from 37 percent today to 60 percent in 2060. However, this means that 
40 pl!:rcent of WOmen v.'ill continue to receive benefits based on thelt husband's earnings, 

• 	 Poverty Rates Among Unmarried Elderly Women - Especially Widows Who ~1ake 
up 4!; Percent of All Elderly Women - Are Higb. Divorced women are a growing 
share of the elderly population. and their poverty rare is higher than the overall elderly 
poverty rate. And finally. poveny rates. among elderly minority groups are unacceptably 
high. 	 • 

• 	 Among Current Retirees, Women Have Mucb Less Pension Coverage Tban Men. 
Only 30 percent of all women aged 65 or older were receiving a pension m 1994 (either 
worker or survivor benefits), compared to 48 percent of men. 

• 	 Pensions Received by Women Art Worth Less than Those Received by Men. 
Among new private sector pension annuity recipients in 1993-94. the median annual 
benefit for women was $4.800, or only halfof the median benefit of $9.600 received by 
men. And among women approaching retirement. pension wealth is much smaller: for 
example, single women had average pension wealth that was 34 percent of the smgle 
men's avenge. 

• 	 Among Workers,. Women's Pension Coverage Depends on Work Status. OveraH. 
fev.rer women workers have pensions through work. 40 percent of women compared to 44 
percent of men. However. women in full-time jobs are equally likely to have pension 
coverage as men; in 1997, 50 percent ofwomen in fuU4imejobs had pensions compared 
to 49 percent ofmen. It is important to note. though, that women are much more likely to 
work part.time or be out of the labor force than men. . 
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WOMEN AND RETIREME:"T SECt:RITY 

OVl~r the course of this year, the Administrat!on, Congress. and other interested panies 
have engaged Americans in a national deb.te about ways to stmlgthen Social Security for the 
21st Century, President Clinton and Vice President Gore attended three bipartisan Soci.l 
Security forums convened by the AARP and the Concord Coalition, and the President and Vic~ 
President bosted a conference on private retirement savings in July. One issue that bas arisen 
repeatedly throughout tlUs process is the relationship between Social Security and women's 
retirement security. The purpose of this report is to infonn the national debate by presenting 
some of the key facts and issues about women and their Social Security benefits and pensions. 

I. BASIC FACTS ON WOMEN A1ID RETIREMENT 

• Women Have Lower Income in Retirement tban Men Do. In 1997, median income 
for elderly wunarried women (widowed. divorced, separated, or never married) was 
Sll, 161, compared with $14,769 for elderly urunarried men and 529,278 for elderly 
manied couples. I 

• Poverty Rate. Among Elderly Women Are Hlgb.r lb•• Rates Among Men. The 
poverty rate among Ammcans age 65 and over has fallen from 35.2 percent in 1959 to 
10.5 percenttoday, The poverty ratefor all elderly women was 13.1 percent in 1997, 
compared to a 7.0 percent rate for all elderly mm.~ And for unmarried elderly women, 
the poverty rate is even higher - around 19 percenl. 

POVERTY RATES OF THE FEMALE POPULATION 65 AND OVER 


BY MAluTAI. STATUS, 1997' 


All Elderly 
Women Widowed Never ;\larriedMarried Divorced 

20,0%4,6% 18,0%13,1% 22.2% 

• Nearly 60 Percent or Elderly Womeu Are Unmarried. The poverty rate among 
unmarried women is particularly important because S9 percent of elderly wo.men are 
either widowed (45 pen:ent), divoreed (1 percent). Separoled (2 percent), or never married 
(5 percent). In contrast. only 27 percent ofelderly men are unmarried,' 

• Sodal Set'urity Is Particularly Important to womeo. Elderly unmarried women ~~ 

including widows  get 51 percent of their total income from Social Security. 
Unmamed elderly men get 39 percent, while elderly married couples get 36 percent of 
thel! income from Social Security,$, 

Women and Rett'remen! Secunty 5 



SO{;"RCES OF ISCOME FOR PERSONS 65 AND OVER, 1996 
(PERCE!'1T OF TOTAL INCOME) 

Social Income I 
Security Pensions from Assets Earnings Otber 

Unmarried StOlt} 15% 4(1/020% 10% 
,women , 
,,, 439Unmarried 22 16 19 ,,,,meD , 

36 ZQ 18 25 1Married 
couples 

40 418 18 20All elderly I-

Social Security Is Particularly Important 
For Elderly Women 

80% r"=-=-'''~=_''_';;;'''';;;N,-_:-_,-,-_-_''''-'-_______, 
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SO% ..... , ... "" ... , ..... -..•. -..", ...... -.. 
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30% 

20% 

10% .. 

, 
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II. SOCIAL SECLlUTY A."'1l WOME:"i , 

• 	 Mo't Social Security Recipient. Are Women, Women repre.ent 60 percent of all 
elderly Social Security recipients (women are 1&.9 million of the J1.7 million agOO 
beneficiaries). 

• 	 Women Make Up Nearly Three Quarters -72 Percent - oftbt Increasing Number 
of Americans Over 85 Yean Old. Because women live longe. on average, than men, 
women make up 72 percent ofall beneficiaries age 85 and above.~ 

Most Sociat Security Seneficiarles Are Women 

Among OIMs' Benefic:iariH Women Ant An Ev.n Laro-r Sh:a.re 

OOF~~~~4~A~"'~~~~.~~~~*~~==~~k=~====____________ 

6J l... . ... 

. ..... ,.. , .. n. '''I 

• 	 For Many Elderly Women. Social Secnrlty Is Their ODly Source OnDCOm•. For 25 
percent of unmarried women {widowed. -divorced. separated, never married), Social 
Secwity is their only soW'Ct of income. Social Security is the only source of income for 
9 percent ofmoniOO coop,l.. and 20 percent ofurunoniOO men,' 

• 	 E.c1uding Social Security s..n.fits. the Poverty Rate among Elderly Women Would 
S. More Than SO Percent. In 1997, the poverty rat. among elderly women was [3, I 
perc:ent. Without Social Security benefits it would have been 52.2 percent. For elderJ), 
widows the poverty rate was 18.0 percent; without Social Security benefits it would have 
been 60,6 percent. (For elderly men the rate is 7,0 percent, without Social Security it 
would be 40,7 percent.)' 
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Without Social Security, More than Half 
of Elderly Women Would Be In P.overty 

6(1.0% ~_~_~~!_w_'"~n________~____________ 

300% ' i 

2(1-0%: ." 
13.1% 

Hl-(>"It! -. 
, 

WIth Socia' s.cunty 

~- s.c.c.. s.t::uflly 4d"""""1 

Why Wqmen Face Greater Economic Challenges in Retirement 

• 	 Women Live Longer than Men. A woman who is 65 years old today can expect to live 
to 85, while a 65 year old man can expect to live to 81.9 This gap is expected to persist 
into the future. Because women live longer. they depend on Social Security for more 
years, and become increasingly dep<ndent on Social Security with age. Unmarried women 
between 65 and 74 years old get 43 percent o[their income from Social Security, while 
wunanied women 75 and older get 55 percent of their income from Social Security. 

EXPECTED TOTAL LIFETIME FOR PERsoNS AGE 65 
, 

Year Turning Age 6S Male i, Femalt , 
, 

1940 no I 78.7 

1998 I 81.2 
, 84,8, ,, 

1036 82.7 I 86.1 

• 	 Women Have Lower Lifetime Earnings than Men. Women have lower lifetime 
earnings than men do for three reasons: 

o 	 Women \'lilo Work Are More Likely to Work Part~time. In the third quarter 
of 1998, 25.8 pm:ent offemale workers worked part-time. compared wi,h 10,6 
percent of male workers. Women ~resented 67,50/0 of a.U part·time workers. 10 

C 	 Full..time Female Workers Earn Less than Full"time Male Workers. The 
median earnings of full"rime yea:N'ound women workers in 1997 was $24,973. 
compared to $33.674 for men·· that means that the median woman earns 74 
percent of the median man's earnings. I I 
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o 	 Women Take More Years Outoftbe Labor Force than Men Do. women are 
more likely to take lime out of the labor force for child raising or oth« care giving 
responsibilities. Of workers retiring in 1996, the median woman had worked "7 
years over her Hfetime, wb.il~ the median man had worked 39 years, t: 

• 	 Women Reach Retirement with Smaller Pensions .nd Otber Assets tb•• Mtn Do. 

Only 30 percent of women aged 65 or older were receiving their Ovm pensions in 1994 

(either as a retired worker or a survivor), compared with 48 percent of men. Section IV 

des':ribes issues related to women and pensions in more detail. 


How the Current SociiJl Security System Helps Women Meet Retirement Challenges 

The current Social S~urity system has a: number of features that are partlcularly Important to 
women. 

• 	 S()('ial Security Provides an IDnatiQn~Protected Benefit That Lasts as Long as You 
Live. Although women receive lower average Socia! S¢1:urity benefits than men do, 
women tend to live longer than men and to receive benefits for more years-. In addition. 
because women live longer. they are in greater danger of outliving their other sources of 
retirement income; but it is impossible to outlive one's Social Security benefit. 
Furthermore. the cost of i1ving protection in Social Security is more valuable the longer a 
person lives; therefore, this feature of the program is ~cularly valuable to women. 

.• 	 Tbe Progressive Benefit Formula Pro"'ides a Higher Replacement Rate for Workers 
with Lower Earnings. Since women tend to have lower earnings than men. they receive 
worker benefits that are a higher fraction of their lifetime earnings. For the median 
female retiree, Social Security replaces 54 percent of average lifetime earnings, compared 
witn 41 percent for the median male. 13 

• 	 Social Security Provides E:r1nl Benefits to Spouses with Low Lifetime Earnings. 
Women are more likely than men to take time out of the labor force ror child rearing. and, 
On .average, have lower earnings when tmy work than men do, This means that the 
Social Security benefillhey'are entitled 10 .. based on their own earning' history .. can be 
small. But Social Security provides a spousal benefit that helps many women. even if 
they did not work at aU outside the home_ A spouse receives a benefit equal to the larger 
of the benefit .be i. entitled to based on her own earnings or one·haIfof the benefit 
received by her husband, Currently, 63 percent of femaie Social Security beneficiaries 
age: 65 and over receive benefits based on their husband's earnings. record. (Only 1.2 
percent ofmale Sodal Security beneficiaries reeeive benefits based on thei:: wife's 
earnings record), The result is women receive more than they would based only on their 
own earnings histories. While the average full benefit a women is entitled to based on her 
own earnings record is only 62 percent ofiliat of men. the average benefit received by 
women is 75 percent of that afmcn.1

• 
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• 	 Soda! Security Provides B~Defits for '''ldows. Social Security pays an elderly widow 
a benefit equal to either the benefit she receives as a worker or the: benefit ofher deceased 
spouse, whichever is higher. Nearly three quarters,.,. 74 percent·· of elderly \\-ido\\.'s 
receive benefits based on (he earnings of their deceased spouse, 

• 	 Social Sec.rity Provides Benefits to Sp ..... witb Young Cbildren. Social Security 
provides benefits to spouses of any age who cm for children under 16 if the worker 
(other spouse) is retired. becomes disabled. or dies; women represent 98 percent of 
recipients receiving benefits as spouses with a child in their care. 

o 	 Nearly On~Third of Social Security Beneficiaries Are Eitber Disabled or 
Survivors (or Tbeir Dependents). Nearly one~thlrd of Social Security's 44 
million beneficiaries are either disabled or survivors (or their dependents). This 
includes 3.8 million children who receive benefits, with 1,9 million as survivors 
ofdeceased parents. 1.4 million as children of disabled workers, and 0.4 million 
as children of retired workers. Disability insurance (in case an indivldual 
becomes disabled and can't work) and survivors' insurance are each sepa."'ately 
equivalent. for the averag~ young family with two children, to an insurance policy 
of about $300,000. 

Social Security Is More Than A Retirement Program 
Peram~ 0' Social ~ 8ene1!c.aries By Program 

Retirement Program 
10.0% 

Survivors Program 
16.01f. 
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Will Social Security Continue to Be 4S Important for Women iff lhe Future? 

As yoUnger cohorts of women reach retirement, more and more female beneficiaries will receive 
benefits based upon their own earnings records., Nonetheless. the average benefit reteived bv 
WOmen is expected to remain below that of men, and a signifitant share of women w111 conti~ue 
t~ receive benefits based on their spouse' s earnings record. 

• 	 Labor Force Participation Rates amODg Women Have Risen Oramaticalh'. In the 
future. women will reach retirement with much more substantia! earnings hist~ries Ihan in 
the past, (Male labor force panicipation has been falling due largely to earlier 
retirement), 	 ' 

Labor Force Participation Rates 
1950-2075 

100 :;~~=~'~~~P~~~~="~~='~----------------------, 
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• 	 More Wom •• WID Receive Be••fits Based ""Iely On Their OWl! Earnings HI,tory. 
The percentage ofwomen recelv1ng benefits based solely on their O~ll earnings history is 
expooted to rise from 37 percent today to 60 percent in 2060. However, thi, means that 40 
percent of women will continue to receive benefits based on their husband's earnings,!S 

• 	 Average a••efits BlSed On Own Earnmg. R«ord WID Rise Relative to Me •. The 
average full monthly benefit for retired female workers. based on their own earnings record, 
which is currently 62 percent of the iverage for men., will rise to 67 percent in 2050. '& 

• 	 Projections Indieate That Women wru Contiaue to Live Longer tban Men. The 
differenoe in life expectancy at age 65 between men and women will rail only slightly 
under Social Security Administration projec;tions from a gap of3.6 years today to 3.-4 
years in 2030, Thus, in the future. women will continue to depend on Social Security for 
m()re years than men v.rilL 17 
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III. CHALLENGES FOR THE CL'RR.EXT SYSTEM 


Poverty Rates Remain High Among Elderly Women 

• 	 Poverty Rates Among tbe Elderly'Have Fallen Dramatically, Due Largely to Social 
Security. The poverty rate among Americans age 6S and over has fallen from 35.2 
percent in 1959 to 15.2 percent in 1979 and 10,5 percent today. This compares with an 
ove:rall poverty rate of 1),3 percent, 

• 	 Poverty Rates among Widowed, Divorced~ and Never Married Women Retn3lD 
High. The poverty rate for all elderly women was 13.1 percent in 1997, compared to a 
7,0 percent rate for all elderly men. For both divorced and widowed women. poverty 
rates are Significantly hlgher than men: the poverty rate is 22.2 percent for divorced 
women and 15.0 percent for divorced men and the poveny rate is 18.0 percent for 
widowed women and ! J.4 percent for widowed men.' Married couples had a poverty rale 
of only 4.6 percent. 

Poverty Rates Are High 

Among Unmarried Elderly Women 


1997 

200'It. •..... , ..•• "",,,... 

- 
• Widows Make Up A Large Fraction ofElde-rly Women, Ofwomen 6S'and over, 45 

percent of women are widowed, 43 percent are married, 7 percent ate divorced, and :5 
percent are never married. This means that the high poverty rate among widows and 
other unmarried women affects a large share of elderly women. 

• Tbere Are Also a SubstaDtial Number of Relatively Young Widows, Thougb the 
Number Is Falling. Of60.yearoid women. 13 percent are widows. This percentage 
ris~s to more than one..qu.arter of women aged 65 to 67, Because husbands in low,income 
families tend to die at younger ages than husbands in higher-income families. these early 
widows are often poor. 
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• 	 Divorced Women Aro" Growing Share of lb. Elderly Population. In 1997. o.! 
perc.ent ofelderly women were divorced -- this compares with only 2.2 percent in 1969. 
Among women approaching retirement (5;-64 years old). 14.4 percent were divorced in 
1997. Since divorced women have higher poverty rates than other women, this trend 
could lead to higher poverty rates for women in the future. 

• 	 Poverty Rates Are Higher among Elderly Blacks and Hispanics. The poverty rate for 
black women aged 65 or above is 28.9 percent. compared with 28.1 percent for HispanIC 
women, aryd I L 7 percent for white women, The poverty rate for black men aged 65 or 
above is 22.2 percent, compared with 23.6 percent for Hispanic men. and 6.0 percent for 
white men. 

Poverty Rates Are Particularly High 

Among Elderly Minority Groups 


1997 
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Rellsons Why Poverty Reues An Higher Among Widows thlln Among Married Women ll 

• 	 Decline, in Social SecurilY Benenl, al Widowhood, Widow benefits vary from 50 to 
67 percent ofbenefits for a married couple. The official poveny thresholds imply thal a 
WIdow needs 79 percent of a couple '05 income to maintain her pre4widowhood , 
con~;umption level. Thus, women who are in couples just above the poverty line, can fall 
below the line when they become widowed, Empirical studies suggest that this fattor Can 

explain as much as half of the excess in poverty among widows. 

• 	 Pre-Widowhood Differences in Economic Status. Poorer husbands typically do not 
iive as long as richer husbands. Therefore. at a given age. women who are widowed are 
more likely to have been poor throughout their hves than are the women whose husbands 
havt: not yet died, Empirical studies conclude that this fact explains around one third of 
the difference in poverty rates between married women and widows, I~ 

• 	 Declines in Pension Income at Widowhood. Research using data from the 1970s 
implies that roughly 15 percent of the gap in pOverty between widows and married 
women can be explained by the loss of the husband's pension income, However. these 
data predate the Retirement Equity Act of 1984 which was designed to encourage the 
choice of a pension with SUl"\1vOrsrup rights, 

• 	 Declines in Income from Other Assets at Widowhood. Some assets may be 
bequeathed to people other than the widow .or used for medical or other expenses when 
the widow's spouse dies. Empirical evidence suggests that the decline in other asset 
income is responsible for about 10 percent of the difference in poverty rates between 
widowed and married women. 

Issu.es Concerning Benefits fDr Spouses who Work in the Home and Benefits Based on Paid 
Employment 

• 	 Spousal Benefit Ensures Adequate Retirement Income~ A woman is eligible to 
receive a Social Security benefit that is 50 percent of her husband'S benefit while her 
husband is alive, and. benefit tha' is 100 pm:ent of her husband's benefit after he dies. 
. These benefits reward women for work done in the home and ensure that all Americans 
have an adequate retirement income. even those with little paid employment. However. 
some people argue that spouse benefits are unfair because women with many ye:m of 
paid employment can end up with benefits that are no larger than stay-at-home moms, 
and others point out that two families with identical total earnings can end up with 
different Social Security benefits depending on the division of the earnings bet\veen the 
two spouses, 
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Social SecW'iry provides a key foundation for retirement secW'iry. Pensions and individual 
sa\'mgs provide important resources as well. For elderly married couples. these other SOurces of 
income account for 64 percent o(tota} income. For elderly unmarried females. these Other 
sources account for 49 percent oitotal income. 

Among Current Retirees, Women Have .Much Less Pelfsion Coverage Than Men 

• 	 \\!omeD Are Less Likely To Have A Pensjon. Only 30 percent (If ail women aeed 65 or 
older were receiving a pension in !994 (either worker or survivor benettls), compared to 
48 percent of men.;/} 

• 	 Lower Pension Coverage Among Private~Sector Workers. Oniy 31 percent ofwomen 
aged 65 or older (and 55 percent of men) who had worked in the private sector reponed 
pension benefits, compared to 66 percent (arId 75 percent ofmenj ofpuhtic sector 
retirees. 21 

• 	 Pensions Re<:eived by Women Are Worth Less than Those Received by Men. 
Among new private sector pension annuity recipients tn 1993-94. the median annual 
benefit for women was $4,800, or only halfof the median benefit of $9,600 received by 
men. The median pre.retirement wage repJacement rate ofannuity benefits was 20 
percent for women. compared to 30 percent for men, Among lump sum pension 
recipients in 1993-94 who were age 40 and over, the median lump sum distribution was 
$5,000 for women and $14,475 for men," 

• 	 Among Women Approaebing Retirement, Pension W.altb Is Mucb Smaller, Single 
women had average pension weaJth that was 34 percent of the single men's average. 
Among married people, the gender gap was even larger, with the women's average being 
only 25 percent of men's. These estimates include both private and public sector woflCers 
with and without pensions.ll 

401(k) Plan Take-up Ra", 

• 	 Women An Less Likely To Take Up 401(k) Option When Offered. Among private 
wage and salary workers offered a 401(k) plan in 1993, the overall participation rate was 
62 percent for women and 70 percent for men.~' 

• 	 Lower Take Up Is Largely Explained By Lower Earnings.. The take-up rate is highly 
correlated with earnings. For example. while only 39 percent of workers eaming less 
than $15.000 per year participate in a 401(k) plan when offered, 90 percent of workers 
earning $07$,000 Or more do so, Because men, on average, eam more than women, their 
overaJl take-up rates in 401(k) plans are higher. However, when wages are held constant 
the take-up rate for women 15 generally equal to or greater than that of men, A.mong 
workers earning less than $\5,000 in 1993 the take-up rate was 41 percent for women 
compared to 3S percent for men, For workers earning from $30.000·to $40,000 the take
up rate was 75 percent for women and 72 percent for men,2~ 
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Among Workerst ",'omen 1S Penswn Covuage Depends 0" Work Starur6 

• 	 Overall, Fewer Women Hive PeDsio.s Tbrough Work. For all female workers ._ both 
full lime and part lime -- 27 million (40 percent) had a pension plan through work in 
1997. For all male workers, 34 million (44 percent) had an employment based pension, 

• 	 In Full"time JobSt Women Are Equally Ukely To Have Pension Coverage. Twenty 

five years ago, pension coverage for women in ful1~time jobs was only 70 percent of tht 

rate for men. Today, the coverage rates are nearly identicaL In 1997, 50 percent of 

women in fuli~time jobs had pension coverage, compared with 49 percent of men. 


• 	 Coverage Is Significantly Lower for PartAtime Workers, Coverage is signiflcantly 
lower for women who work pan time. In 1997, 15 percent of women working part time 
were covered by pensions versus 50 percent working full time. 

• 	 " Women Are :\tore Likely to Work PartMtime or Be Out of tbe Labor Force (baD 
Men. In t997, 75 percent ofmen were in the labor force. versus 60 percent of women. 
In addition. over one fourth ofworking women were parHime, compared with one tenth 
of men, 

• 	 Women Who Work Part time Are Less Likely To Work For Firms' Witb Pension 
Pia.,. In 1997, of1he 48 million women workers employed full time. 30 minion (63 
percent) worked for a firm wi1h a plan, Among 1he 20 million women employed par. 
time in 1997. only 7 million (36 pen:ent) worked for a finn sponsoring a pension plan. 

• 	 Women Who Work Part time Are Less Likely to Participate in Pension Plans. 
Among women employed by firms sponsoring pension plans. those employed on a part
time basis are fiIr less likely to particIpate in 1he plan. primarily because plans often 
exclude employees working less than 1,000 hours per year, Oftlle 30 !TIIltion full-time 
women workers in 1997 employed "'1m firms with plans. 24 million (80 pe",ent) 
participated in the plan. Of the 7 million part~time women workers employed by firms 
with plans. only 3 million (41 percent) participated in the plan, 

• 	 Vesting Rate is Higber for Women Who Work FuU time. For women participating in 
a pension plan the vesting rate is higher for those who work fun time. particularly for 
those with less than five years of seMce, In 1993,64 pen;ent of women with less than 
five years of service who wm employed full time in private sector jobs reponed that they 
were vested, compared to 56 pereent of women employed part time. A total of325.000 
women with less than 6ve-.years ofpensl0n service in a part~time job reponed that they 
were not Vestcd..11 

Women Havt. Smllll8r Non.Pensioft Wealtll as WeLL 

• 	 Median Net Worth Is Lower for Womeo. rn 1993, the: median femaie householder 
aged 65 or older had $9.560 in financial net worth (nol including equity in own home}. 
In comparison. the median male householder had $12,927, and the median married 
couple had $44,410" 

Women and Reliremeru Securiry 16 



V. CONCLUSION 

As discussions of Social Security refonn continue, it will be importanl to ,rudy the 
impacts of comprehensive refonn proposals 00 women. The deSign of reforms must t.ake into 
account, not only the currenr characteristics ofeJderly women. but aiso the changes in their 
needs tha1.'are likely to come about in the 21st century as more women with long work 
histories reach retirement. In addition. reforms should consider the entire range of sources of 
retirement income available to women and how Social Secunty can best fit into the overall 
retirement security package. 
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SOCIAL SECURITY AND MINORITIES 


• 	 S.dal Security is particularly importaPt fQr minorities. Social Security is the only 
source of income for 33 percent of elderly Hispanic Americans, 33 percent of elderly 
African Americans, and 16 percent of elderly white Americans, 

• 	 S!!dal Security combats poverty amoD2 elderly mjDotities. Without Social Security 
benefits. 61 percent of elderly Hispanic Americans and 62 percent of elderly African " 
AmClicans WQutd be in poverty (compared with 49 percent of elderly white Americans), 

• 	 Ib.u:urvivQ[s insurance IUQ2ram is particularly sit:nificant for African Americans 
because theY a[~ more likelv to die befoUj the retiremenl age. African-Amer:cnns make 
up approximately 12 percent of the American population, but 23 percent of surviving 
children bemg paid by Social Security. 

• 	 .ACrka.n American famil~..m()re like!y..to receive benefits frOID the disability 
nr02ntm. In 1995. 12 percent of the population was African American, however, 18 
percent ,ofdisabled workers award benefits were African Amencan. 

R\TES OF' RETURN FOR AfBtCAN AMERlCANS: 

• 	 Average incomes for African Americans are [ower fhan for whites. Thus African~Americans 
receive a higher than average rate ofretum on Social Security (because the benefit fonnula 
is progressive). Thls is somewhat offset by lower life-expectancies: life expectancy at age 65 
is two years less for blacks than for whites. 

• 	 Howe~~r. a 1993 Tre~sury studu.hQWS that on net. "frics.n Americans bave a slight!;: 
hkh.e:r. rate Qf return oD..Sochd Security tban whites. African Americans also fare 
relatively better under the Dl program than whites. 

RATES OF RETURN FOR HrSPANICS: 

• 	 llim.anic Americans do better on 3veraee than other Am~dcans wit bin SntiaLS~~uri1X, 
Hispanic Americans, on average, have higher life expectancies and lower incomes than Other 
Americans·· both of which boost their rate Qfretum on Social SecuriiY. 
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IBACKGROUND ON RETIREMENT INCOME 
~ AND PENSIONS 

RETfBEMENI INCOME: 

• 	 The vast majority of Americans depend on Social Security for much of their retirement 
Income. 

Social Security benefits represent the majority of income for hVo~thirds of elderly 
beneficiaries, and are the on(v source of income for 18 percent of its elderly 
beneficiaries, 

• 	 However, Social Security is only one leg oftne '1hree~legged stool" of retirement income, 
Private pensions and personal savings are a necessary components of a secure retirement 
mcome. 

Currently. Social Socurity replaces just one~half ofprcMretirement income for an 
individuai who earned S15.000 a year. It replaces less tha.I"! one·quarter of the 
income of an individual who e-arned $68,000 a year. 

. Social Security is virtually the only source of income for individuals in the lowest 
nvo income quartiles ofAmericans, individuals in the highest income quartile rely 
on other sources of income (pensions, savings, wages) as much as on Socia! Security 
income to meet their financial needs in retirement 

r--- SOURCES OF I:'ICOME FOR PERSONS AGES 65 AND OLDER 

Perceptage QfTotal Ineomt 

ISoc-lal Security 40.3 

: Eamings 20.0 

!Private and govenun~nt employee pensions 18,0 

ir.comc f-om Assets- (including savings) 	 18.0 
==~~--~------------------~ 

Other 	 3.7 

• less than ha:r of at: individual aged 65 ane older received a private penSion in 1994. 
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PENSIONSj 

• 	 Despite tbe large, increase in workers covered by defined contribution (DC) plans, hair 
of all American workers are DOt covered by a pension plan 

The number of defined contribution (DC) plans more than tripled, from 208,000 in 
1975 to an estimated 647,000 in 1997, and the number of participants almost 
quadrupled, from 12 million to 46 million. (The number of workers in defined 
benefit plans has remained constant, while the number of DB plans have fallen in 
pan because many small businesses have discontinued their plans.) 

Nonetheless, halfofall American workers, more than 50 million, are not covered by 
a pension plan. 

Only 21 percent of private sector workers earning under S15,000 per year have 
pension coverage, as opposed to 81 percent of workers earning $50,000 or more per 

yea.:. 

Only 24 percent of full-time workers in finns with fewer than' 1 00 employees have 
pension coverage, as opposed to 68 percent of full-time workers in finns with 100 or 
more employees. 



'. .-~~-.----------------------------------------------------------,INDIVIDUAL ACCOUNTS 

FRAMEWORK FOR ANSWERS1 

• 	 The President Has Said That He Will E ••mlne Any Proposal in tbe Context or a 
Comprehe.sive Reform to See if it is Co.slstent Witb His Five Principle.. As part 
of an overall plan, many ideas are on the table. Ultimately, what we must consider is 
whether a comprehensive reform package meets his prindples. That's why we don Or 

want to judge any spedfic element now. 

• 	 At the Kansas City Forum. tbe President Said Tbat He Will Consider Whether 
Some Form of Individual Accounts Can Be Part of a Comprehensive Reform Tbat 
Meets His Principles. We especially need to consider whether a Social Security system 
including Individual Accounts continues to provide a benefit that can be counted on and 
whether the system continues to be fair and progressive. 

• 	 At Thi. Stage in tbe Debate, We Wa.t to Stay Open Minded and Give Every Option 
a f'air Hearing. 

KEY AIIDITIONAL POINTS: 

• 	 Higher Returns Come with Higber Risk. Most people have been discussmg ways to get 
higher returns for the Social Security system. Individual accounts {;:ould allow a higher rate 
of return than Social Security currently otTers, And individual accounts could also allow 
every American more control over their retirement assets a.nd give every American a greater 
stake in the economy. But we must be straight with the American people and acknowledge 
that with greater returns comes greater risk. 

• 	 Administrative Costs and Government Involvement in tbe Stock Market Are Major 
Issues. It's dear that if these costs are not kept low, they could take a significant chunk of 
potential returns. On the other hand, those who point out that trust fund equity investments 
can be done with lower costs need to recognize that some people have concerns about 
go\'emmem involvement in the stock market 

• 	 Cannot Forget about Transition Costs. Everyone is going to have to be clear about how 
be71efits for people entitled to benefits under the existing system are going to be paid faf. 

BACKGROUND: 

• 	 Advantages of Individual Accounts: 

Higher Returns. Individual accounts could allow a higher rate of return than 
Social Security currently offers. The "equity premium" -- (he difference between 
the average annual rate of return eamed by the S&P 500 and the rate earned by 
bonds ~- has averaged 3.84 percent over the past four decades. Manyeconomlsls 
are concerned, {hough, whether this gap will persist into the future, 

Greater Sense afControl. Indlvidual accounts also could allow a greater sense of 
control over your retirement income. 
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• Disadvantages of Individual Accounts: 

Risk Borne By Individual. Individual accounts would force individuals to bear 
more urthe risk for their retirement income. 

Administrative Costs, Individual accounts would involve high administrative 
costs, especially compared to investing the Trust Fund in the stock market or the 
current Social Security system (administrative costs equal only 0.8% of 
contnbutions per year). Adrr.inistrative costs can have a large impact on 
retirement income: for example. annual administrative costs of 100 basis points 
would mean 21 % less retirement income for a retiree. ~J!'i.amQnd bas found 
that in the United Kingd~.'!1n..tQtal administrative CQsts in the typical retirement 
aCCQunt reduce retirement income by more than 24%. 

Transition Costs Could Be Significant. Some fOnTIS of individual accounts involve 
significant transition costs because moving from a pay~as~you~go system to some 
fonus of individual accounts could force one generation to pay twice (once for their 
parents, and once for their individual accounts), or many generations to share those 
costs. 
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BACKGROUND 0:\ I:\DIHDUAL ACCOUNTS 


KEY ISSUES WITH ADD-O;\I;\()(nt>lAL ACCOLSrS FL;\DE() BY 
THE SLRPLl"S: 

KEY Issn #1: Lo""·Rr,, Ilr()(;ET VIABll.f'lT 

• 	 Add-on Individual AccOUlHS cannot be funded out of the surplus forever, For cXarI1plc, 

$500 per worker can be afforded ~- as pan of a comprehensive refonn •• until between 
2012 and 2057 depending on which surplus forecast is used (and assuming that 
surpluses not spent on lndividual Accounts after 200S. are used to payoff debt}. 
During the next decade,.m add-on Individ'Jal Account with contn.bu!ions of5500 per 
worker would require 37 percen.: of the surplus. Over the next 35 years, the funding of 
these Individual Accounts would represent 0.7 percent ofGDP. 

• 	 Two percent of payroll Individual Accounts can be funded between 2011 and 2051 
depending on which surplus forecast IS ,used. DUring the next decade; they require 42 
percent of the surplus. 

• 	 Because these Individual Accounts are dependent on projected surpluses, they crea~e 
the following future budget scenarios: (l) the perputual commitment to $500 per 
worker per year' will create future fiscal deficits and put pressure to unduly cut back 
government programs in the out years KW which may hurt support for this proposal 
today'; (2) may need to seek trigger or other mechanism to ensure that lndividual 
Account funds do not lead to future budget deficits; and (3) eouid put pressure to usc 
remaining surplus in early years for debt reduction, 

• 	 Individual Accounts could also create a "slippery slope" toward privatization if stock 
market perfonnance' was particularly impressive in the near future, 

• Contribution to Individua~ Account does not have to be $$00 per worker per year, 
Lowering the contribution -~ to say, $250 -- would mitigate some of these factors: 
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I MY issu£ #2: I'RESER' Anu~ UF ntAlJ!TWI\AL SOCIAL SECl'RIH BE:'Errr 

• ~O'C~I$ lile~.4 P"'''''I p.t,,,,11 ,,!\ 1<'1' lilc ",\dillon,,1 '"ct.tl ,<Ott il: 'O'''<tIl Tltt, 
I 'l)1prt)~u:h to iadi\"idual a~(l\Ulll:, has lh..: most PO{~lltjilllt) ;Jttracl ddi:ntlt,;rs of th\.o' 
I tr:ldititlnal :;\'$\1",'111. 

• 	 8~{;ouse lhe approach brings adJit:ona! revenue into the sys:em, it reduces the fl(!\!U lor 

overall bencf;t cuts .~ when bOlh the ft:tiremen! income from individual accounts and 
traditional benefit arc taken into account "- and will appeal to people who favor pre
funding of Sociul Security's obligations. 

• 	 These [ndlvidual Accounts could be described as a tax cut 

• 	 Because the benefits from an Individual Account are uncertain. some will argue thal 
the" income from the Individual Account should not be counted ** which would ,show 
signif,icant benefit cuts. 

. MY ISSUE #3: RISK 
~-------------------------------~ 

• 	 Risks of siock market variation, and bad :nvcstment choices would fall 0:1 i!1di\'iG~Ll!5 


on the portion of benefits coming from individual Accounts. Additional "appearance 

risk" results when people ex'pect the final account value will match its highest level 

over its lifetime. 


• 	 However, the risk in Individual Accounts depends to a certain extenl on how they are 

designed. For example. a "safe investment option" could be provided through 

inflation...protected Treasury bonds. A minimwn be'nefit (lr oUler guarantee could 

minimlze the downside risk of the overall" system. 


• 	 One possible goal for reform would be to try to design a package in which ihe 

. traditional benefit plus the individual ~ount totaled as much, as current law benefits, 


l.f the indivldt:1al invested ip the safe Investment option', This would be the default 
option; those workers who wanted to take on more risk to seek a h,igher return would 
be aHowed to do SQ, 
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• 	 Flat comribu(iu!ls kad III hi:!h.'f h':H~til k'\':..:I;; 1:1" a (r:l ..... li(\11 "I' '.'UlT\.'I~t 1~\\\" bl,....ll<:r;;:') !"tH' 

IO\\·l.!r~incom¢ workers. Un!.!;,; l,!ho.:r ha!!d. p..:r..:,;nt ;II' paYf.)!lmdf\I,\u;tl :I.:o.:ntl:iI:j plans 

do the mas! for l!i!;th-illl'I)Ill:...' \\"(II"1-: ..';S, 

Sodal Seeur(ty b(!ndil plu~ annuity Sud,l S«.,il" "mfil plu, ,",,"i', 
from SSO(Jlworktr intli\"jtll.l:ll :lccoun\ frolll t percellt illdh"idual lU:CtlUnt 
(as percentage of cunenl law b'mefil} (as perctntagc of cunent law benefit) 

!Low Earner 

I Average Earner I 
Ltm_H..:i;c.h_E,-"_"_<T___,L.!_____ 

II G.I 

9::.9.4______ 

tI)l 5 

)06,9 

l!l 5 



KEY IssrE Ill: TilE TrlANSlTlON PROBLEM 
r---------------------------------------------~ 

• 	 \\"h~n ~Wt) percelH is ca:T('l! Ol;t !\X Intli\"iJu;l! Accounts, that revenue can no IOllg~r 
P,IY fl)r hCll<.:fiI5 for currcn! r-.:tirL'cs. This :lpproaclt would take 5700-)000 hi/lio!i :rolll 
thl: lraoi:iollJ.: Social Sccunty system over lhe next 10 years. 

• 	 This dilemma .~ the "transition problem" .- in moving from a pay-as-you-go system to 
a funded system is that if the contributions of current workers go into Individual 
Accounts for their retirements, how do we pay for the retirement of current retirees? 

• 	 The unified budget $urpl~s could be transferred to the trust fund and used to pay for 
benefits under the traditional Sociai Security system during the transition period. 
Under the most optimistic long~run budget projections, transfenng the entire sUf1Jlus to 
the trust fund would cover the entire 2, 19 percent shortfall P.l.Y.s hatfof the lost revenue 
from the carve-out. 

• 	 In 40 years, when workers will have contributed to Individual Accounts for theiT entire 
workIng li\:·es, traditional Social Security benefits can be reduced and still leave total 
retirement income above current law benefits, 

• 	 In the shorl run, though, benefits need to be cut to make up for the lost revenue and for 
2.19 actuarial imbalance, but the Individual Account will not be large enough to offset 
these cuts. ' 

L 
. i • An important challenge in desigmng reform plans is to time the benefit cuts and the 

bUild up of Individual Accol.lilts so that the total benefits of retirees over the transition 
do not fall too much. 

KEY ISSUE #2: POLITICAL VIABILITY 

• 	 A nu~ber of the '~efonn pians proposed by moderate Members of Congres·s take the 
approach ofcarve~out Individual Accounts. 

• 	 Can be described 3S a promising new social compacT workers get a payroll tax cut so 
long as they save it in their individual Accounts. 

em usc surplus 10 partially mitigale transition cos15. L 



I 

• For th~ a\'c:ra!.!~ [I.!lirc:c III 203i), tll..: i1~l"'ltl\C IhllH an a~h1~ol\ Individual A(;(.'olll!l;; \\.)ultl 
account for I S percent (; f their f\'lll':rHl'n: Illl."'llh':. ror a similar rctir.:c. a Caryl' -\)lI t 

tmtividual Account would be 14 p\?n:~!ll t.1ftb .... ir retirement income. These numbers 
:lfC ¢\',.'a grc,lter fa, heneliciari ..... s l'ligihlc ror S,-l",:al SCCU:lty in :':050: the add-on 
!ndividual Accmllti would be 2<) perccnt an,: IIII.' GIIY":'0ut 'SQuid b..: 38 per<':C:lit 

• 
, 

Indivldual Accounts could be accompamed by a guaranteed benefit or a guaranteed 
return \vhich would both reduce individual risk (but at a price). 



INVESTING TRUST FUND IN EQUITIES 


FRAMEWORK FOR ANSWERS: 

.

• 	 We Know That Finding A Way To Raise The Rate or Return of Social Security Is A Key Issue 
And Inv.'tlng the Trust Fund in Equities Is One Proposal Advanced By Many Expert •. 

• 	 Those Who Favor tbls Option Say That it Is a Good Way to Get Higber Returns with Low 
Administrath'e Costs. Proponents argue !hal by investing the trust fund in equities, Social 
Security could receive the high stock market rate ofretum without the administrative expense of 
setting up millions ofindividua! accounts. In addition, investment risk would be pooled .across 
all Americans. 

• 	 Others Are Concerned about tbe Government Owning Stoc~ in Private Companies. 
Opponents argue that at best this could lead to difficult corporate governance issues (such as how 
stock proxies would be voted), and at worst. could lead to dangerous political interference 
because of the temptation for the government to invest in certain industries. certain states, or not 
to invest in politically unpopulaI companies. 

KEY..ADDITIONAL FACTS: 

• 	 Experts Are Split on lnvesting in Equities. Ex.perts such as Henry Aaron. Robert Ball. and 
Robert Reischauer have advocated this approach. Alan GreensPan is opposed to this approach, 
saying in Congressional testimony that he found it "very dangerous" and that it would have "very 
far~reaching potential dangers for the free Amencall economy and a free American sm:iety," 

. 
• 	 Administrative Costs Are au Important Issue for Socia' Security Reform, The current Social 

Security system has low administrative costs, only 0,8 percent of benefits paid. There would 
likely be additional administrative costs in a system that invested the tnlst fund, but not nearly as 
much as in a system of individual accounts. However, some argue that an inexpensive mdividua~ 
account system is possible -~ modeled after the Federal Thrift Savings Plan (TSP) ~~ providing 
lower administrative costs with fewer attractive services. 

• 	 Even Ownership of a Small Fraction oftbe Market by tbe Trust Fund. Could Raise Issues 
of the Government Owning Large Fractions of Individual Corporations. This approach 
could potentially lead to the govenunent as the "single largest shareho:der in 200 oftbe 500 
largest American companies." 



BACKGROUND ON RISK 


KEy POINT #1: THE CASE fOR EQUITIES 

• Stocks have out-performed bonds over nearly all long periods of time in the US during 
the past century. 

The "equity premium" is the difference between the average annual rate of 
return earned by stocks and the rate earned by bonds. The table below shows 
this difference in returns between the S&P 500 and the bonds held by the 
Social Security trust fund for various lime periods. 

• During the 20th century In the US. even large stock market declines have been more 
than made up for in subsequent rebounds, 

A portfolio of a worker who lived through the 1929 crash -- when the S&P 500 
lost 85 percent afits value between September 1929 and June 1932 ~~ would 
have fully recovered by the end of 1936. 

, 
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Equity Premium 
S&P 500 OVer Social Security Trust Fund Bonds 

(percent per year) 

End Year 

1949 1959 1969 1979 I 1989 1996, 
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KEy POINT #2: CAUTIONS ABOUT EQUITIES 

• 	 Markels (gil. While 20th century US markels have always rebounded strongly from 
large market declines, this need not be the case in the future, 

On thr« occasions during the past 70 years, the S&P 500 index has declined over two 

years by more than 35 percent (in nominal terms). 

Japan's Nikkei index has fallen by 60 percent since 1989. 

The S&P 500 (even including reinvested dividends) did no! regain its 1968 value in 

real tetms unti11983, 


• 	 ~ercep:tions may be colQred by r.eggnJ..stock market bistoQ', The tremendous recent 
stock market performance has likely increased SUPP0rl for investing Social Security 
funds in equities, Ifthe stock market were performing badly, as it did in the 19705. it 
is unlikely that people would be as eager to invest Social Security funds in the ma:-keL 
Indeed. in 1979. Business Week ran a cover story entitled "The Death of Equities." 

• 	 Stocks may Dot retaiu their historic advantage relative to bouds. Simple economic 
models have trouble explaining why the 20th century rate of return on stocks has been 

, so much higher than the return on bonds. Many economists think that the added risk 
from :;tocks is not sufficient to justify such a large "equity premium." Given that it is 
not well understood why stocks have out·perfonned !)onds in the past, some 
economists are concerned about Whether this gap will persist into the future. 

• 	 Sb.2J:jer market eXPQiUre at beejnDin~J)f new system. in the transition to a new 
individual account system, older workers would participate in the system for only a 
few years before they reached retirement. These workers would not have a full 40 
years of market exposure. Ifa downturn occurred during their few years of 
contributions, the older workers eQuId end up doing worse than in safer investments. 

• 	 Lack of individual Of political patience after qQwnturn. in a system of lndividual 
Accounts, individuals might shift out of equities after a market decline, missing the 
recovery. If the trust fund were invested in equities, there might not be sufficient 
political patience to stay with an equity-based system after a large market downturn, If 
equity investments were abandoned after the first large downturn. such a system could 
provide the worst of both systems, the tow returns ofbQnds plus the risk of equities. 

• 	 Perceptions of pre:retirement market declines. Individuals might feeltha:' they had 
fared poorly even if they had done hetter over their lifetime being mvcs~ed in equities 
than in goverrunent bonds, For example, if the market feU substantially jest before a 
worker retired and annuitized hisfher account. he/she might feel that it was unfair that 
workers who had retired one year earlier received higher reiirement incomes. 
Similarly. if a worker annuitized hislhcr account balance at a point when the stock 
market is below a previous peak, the worker might feel like he/she lost even though 
he/she did better over hislher lifetime" 

• 	 Naive in£§tor risk. Some individuals might lack the investment kno\V~how to make 
wise investmem decisions" This risk could be largely eliminated by constraining the ' 
investment options available to indiViduals, .J 



KEy POINT #3: RISK UNDER DIFFERENT REFORM PROPOSALS 

• 	 Risk in (be currcnt Socbd Security sy£tem\ The current system does not have market risk. 
However. it has other fonns of risk: 

Political risk that tax or benefit rules will change. For example. Social Security taxes 
and benefits have changed numerous times in the past 60 years. 

Demographic risk that forecasts of mortality and fertility Irends willlUm out 10 be 
incorrect. For example, if projected fertility rates dropped by OJ children per 
woman, the actuarial imbalance would worsen by aboui OA percent of payroll. 

Economic risk that productiVity growth will he higher or lower than 
currently forecast For example, ifproductivity growth feU by 0.5 percentage points, 
the actuarial imbalance would worsen by about 0,55 percent of payroll, 

• 	 lo...tdorms. only a portioo ofbcnefits wQuld be eXPQsed to market risk. Even in 2070, 
paYToU tax revenue will be sufficient to provide two-thirds ofcurrent-law Sqciai Security 
benefits. If the full payroll tax continues to be dedicated to providing the traditional benefit, 
then at mOSt one-third of the total Social Security benefit would be at risk. 

[fonly a limited portion of the trust fund _. ter example, 25 percem -- were invested 
in equities, less than 15 percent of benefits would be dependent on Slock market 
performance. 

Individual accoums funded with contributions equal to $500 per capita or 2 percent of 
payroll would typically provide less than 37 percent of total Social Security benelits 
including lA account proceeds (assuming the accounts were invested haffin bonds 
and half in stocks). Thus, over 60 percent of benefits would be free of market risk. 

• 	 6y investing through the Sodal Security trust fund. some risk$. are reduced. With the 
tnlst fund partially invested in equities, there would be no need to tie annual benefits to year 
to year trust fund performance. Thus, market risk could be spread both across workers and 
across generations. In addition, since individual workers would not· be making investment 
decisions, there would be no "nafve investor" risk. 



KEy POINT #4: VARIATION IN RETIREMENT INCOME FROM MARKET EXPOSURE 

• 	 Outcomes from market investments depend OD when individual retires. Studies suggest 
that individuals would have widely different outcomes from market investments: solely 
because of the market performance in the particular years in which they lived. For example, 
average workers retiring in 1972 would have received a retirement annuity equa! to more 
than 60 percent of their currcntw!aw Social Security benefits. However, individuals retiring 
two years luter. in 1974, would have received an annuity that was only 20 percent of their 
current law benefits. 

• 	 In past centuD'.lodiyidlull.AccQunt$ could have provided between 5 and 80 Dercent of 
lU!...DYeraf:e worker's currmtlaw Social Security henefits. If average workers had had a 2 
percent Individual Account and retired a different times in the past century, their retirement 
annuities would have varied greatly: f:om :; percent to 80 percent of their current law Social 
Security benefits. 

'. 	 In most years.lodividual Accounts eQuid bave provided a tHree enoueh annuity t9 
eDsure tbat current benefits were maintained. One constroctive way to view this result is 
that under the illustrative plans we discussed last week, the traditional Social Security 
program would continue to provide an additional 66 to 85 percent of current·iaw benefits 
(depending on whether the [ndividual Accounts were imp1emented as carve-outs or add-ons). 
Thus, to maintain current benefits, the annuity from the Individual Account would have to be 
at least 15 to 34 percent of current benefits, depending on whether it were an add-on or 
carve·out Individual Account. 

• 	 Theee are ItllY.IDber of limitations to this- analysis. The chart assumes that the entire 
individual account was invested in the S&P 500, and was annuit17.ed at the Aaa ,orporate 
bond ra.te in the year that the worker turned 65. If a portion of the accounts were invested in 

,bonds, or if annuitization happened in stages. the variation in experiem:es would be :educed. 

Fraction ofSoc;i;il Security benefits replaced by 2% Individual Accounts 

0.5 

-
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Retircmem Year 
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, , I 	 KEy I'OI~T #S: WEALTH CREA flON 

r-----------------~~~~--------~ 

Supporters of Individual Accounts make strong arguments about how such accounts help to create 
wealth and give lower-income workers a stake in the economy. Advocates base their argument on 
four ideas: 	 . 

1. 	 ~iS to Hiuber Rates of Return. Because nearly half ofall Americans have little or no 
financial assets, Individual Accounts would give lower~income workers access (0 the higher 
rates of return offered by the stock market, and allow them to build wealth for their 
retirement. 

2. 	 A.lJL'U Individuals To Use Income However Thev Want. Many individual Account 
proposals would require retirees wlto have accumulated a large nest-egg to annuitize enough· 
of the account to·provide a basic retirement income, while allowing the retiree to take the 
remaining money in a lump-sum to be spent as they wish. In other words, retirees would 
have to set aside a minimum amount ofmoner. but the rest could be used for whatever they 
desir{~. 

J, 	 Individual Accounts Could Be.Bequeathable. Some people die before they reach age 65, 
and Individual Accounts could be bequeathable. thus making it possible for individuals who 
do not pass along any wealth to their heirs to do so. However. if a portion of individual 
accounts were bequeathable, the income available for consumption during retirement years 
would be reduced, 

Most reform proposal retain the existing structure for survivor benefi~s for young 
people. However, cuts to the Social Security benefit formula -- as part of 
comprehensive reform -- would reduce survivor benefits, 

Pennitting bequests is particularly appealing to low-income and minority popu!at:ons 
which have lower life~expectancy, and therefore, on average, would not rece:vc their 
Individual Account annuity for as many years, For example, life expectancy at age 
65 is l,8 years shorter for blacks than for whites. (In the traditional Social Security 
system. the progressivity of benefit fonnulas offsets the shorter lifc.expec'tancy.) 

4. 	 lliyCb3DEe PereeptioD of Savbl2_ The experience 
, 

of owning an Individual Account may 
lead people who do not save currently to begin saving on their own. By directly showing. 
people the power of compound interest and the benefits of savings, we may alter people's 
spending habits. 



KEy POINT #6: TRANSlTION COSTS AND MISLEADING RATES OF RETURN ARGUME~"TS 

THE CHARGE: 

• 	 Some c:1aim tbey could do better jnvestjne on their own. Many critics of Social 
Security point to the rate of return that workers win earn in the future on their 
contri~utions into the system, and argue that they could do better on their 0\\11 investing 
in individual accounts. 

According to the Social Security uctuaries, a single male with average earnings 
retiring in 2030 will receive a real return of only about 1 ~ 112 percent per year. 

By contrast. over the period t926-1996. stocks earned a real rate of retum equal 
to about 1 percent per year. 

• 	 By us:ng the surplus to prefund reti:ement benefits and invest in equities, it is possible to 
mcrease rates of return in the future, 

THE TRANSITION ISSUE: 

• 	 The story is different ifwe are talking about funding individual accounts with revenue 
currently allocated to paying benefits under the current system, In this case. simpi): 
~ating rates of return for ibe individual accounts ignores tbe need to ;)tQvjde 
benefits for currentand fut\![e retirc~whohaye paid iOiQ tM_cum:ot Social Security 
system. 

• 	 Ninety percent of contributions into the Social Security system are used immediately to 
pay benefits to today's retirees and other beneficiaries. If current workers pur their 
payroll tax contributions into individual accounts for their own retirement, we will need 
to come up with some other way to pay retirement benefits for people who are entitled :0 
Social Security benefits. 

• 	 Rates of return that ignore this cost are misleading when comoared \0 Soda' Secyrity 
rates Qf return tbat iD.klWe ibis cost 

Is THE RATE OF RETURN THE CORRECT WAYTO JUDGE SOCIAL SECtJRJTV? 

• 	 Some suggest that focusing too much on rate of retum does not acknowledge that Socia! 
Security plays l! distinct role as a universal !ow r.sK leg in the retirement structure Ihat 
you can always count on. 



I 
REAL RATE OF RETURN TO SOCIAL SECURITY CONTRIBUTIONS 

(Percent per year) 

Year born/ 

year age 6S Single male earner 
 One-earner couple I 

Low 
earnings 

Avg. 
earnings 

High 
earnings 

i Low 
I eammgs 

i 
, 

Avg. 
earnings 

High 
earnings 

I 

i 

192011985 4.4 2.8 2.S 8.1 0.6 63 

193011995 3.1 1.9 1.5 6.1 5.0 47 

196412029 2.4 1.3 0.7 4.7 3.7 31 I 
200412069 1.5 0.8 02 40 3.0 2.4 

KEv POINT #8: OPTIONAL INVESTI<lENTS IN INDlVIDUAL ACCOUNTS 

Some (eform proposals include a voluntary individuat account option. These options are 
of two types: 

TVPEI: 	 Individual Account proposais that allow additlOnaI contribulions 

TVPE II: 	 Non-individual account proposals that would allow for a Voluntary individual 
account 

ISSUES: 

• 	 A main benefit of these proposals is that for the half of all American workers who do 
not have pension plans this could be a major step to\vard increasing employmer.twrelated 
retirement savings, 

• 	 Some employers who currently resist the administrative burden of selling up retirement 
programs might match employee contributions. thereby augmenting the impact of the 
workl~rts savings. 

• 	 However, it is possible that some employers who currently provide a pension to :hei, 
employees might cancel these plans knowing that their employees have this new 
retirement savings option. 

• 	 In addition, since most employees currently h::tve the option of contributing:o an IRA 

the n.!W accounts might not be seen as providing much additional101petus for s:,wing. 


• 	 Indeed. the plans could be criticized for giVing upper«incomc Americans another 
0pportuniCY for tax-preferred saving, This risk could be minimized by providing a cap

L::
on total contributions to tMs. 40 I ks. and the new Individual Accounts, . 


'.. ". 



ADMINISTRATIVE COSTS 


KEy POINT #1 : INTERNATIONAL EVIDENCE ON AD\IIINISTRATIVE COSTs 

IN INDIVIDUAL ACCOUNT PLANS 


~--------------

• 	 Ailministrative ~ in Chile bave been bitb. The accumulation of administrative 
costs over a worker's career results in retirement income in the Chilean system that is 
20 percent lower than it would be if there were 110 administrative costs. 

• 	 10 Cbile. fund management companies appear to compete on.JactQcs other tban 
~. The funds are highly regulated in the types of allowable investments, and offer 
very similar portfolios, Individuals are allowed to switch portfolios every 4 months. 
This has caused fierce competition. The funds spend huge amounts on advertising, 
have increased their sales forces, and offer incentives such as televisions or trips to lure 
individuals to their particular fund. This non.price competition has driven up costs, 

In Chile there are 3.5 salespeople per 1,000 contributors. In the United States, 
there are 0.5 SSA employees per i.OOO insured workers. 

• 	 emits in the fad\, years Qrlhe UK indiridual account sUlem have been bi2b as 
wdl. In the UK, workers can opt out of the earnings~related defined benefit system. 
and instead contribute to an individual retirement account. A recent paper by Professor 
Peter Diamond reports that the charges for these individual accounts are large, 
complicated, and often not vislble to the workers. He calculates that the total 
administrative costs in the typical UK aCCQunt reduce retirement income by more thon 
24 percent 

• 	 Ilu: international evidence sug1!tst.s tbat it is imDortantJo focus on ways to kctp 
tQsts down. The lesson from these two examples is ll2i thal individual account. 
systems are necessarily expensive, hut rather that it is important to design systems in a 
W;IY that provides the desired services at a reasonable cost. 



KEy POINT #2: ADMINISTRATIVE COSTS DEPEND ON SERVICES PROVIDED 

• Administrative costs can haye a laree impact on retirtment income. 

Annual Administrative Costs Percentage Reduction in Value of 
(basjs pojnts per year) ImtiYidlla! 's Retirement Income 

10 2A 
50 ILl 
100 21.5 

• 	 Qu:rcnt US system hiS very low rusts. The current Social Security system bas 
maintained an extremely low level of administrative costs. Less than 1 cem of every 
dollar paid into the system by workers and employers goes to administrative costs_ To 
achieve this Iowan administrative cost, an individual account plan would have to have 
annual adminIstrative costs of less than 5 basis points. 

• 	 hlvestip21rust fund ip equities would be extremelv ipexpensive. Estimates suggest 
that costs could be only one·halfof one basts poine 

• 	 llndcr individual accounts, (osts could yary widelv dependilW on the serviees 
provided andJ,n tbe way in wbkUbe aecounts are Administered, 

Estimatl!d Administrative and 
~ent-~laoag«UKgl Costs {or Indiyidual ACC9UQlS 

(bps - basis points) 

Administering Body Passive M;<tJal fund Active MuryaJ Fund 
Govemment~Based (e,g., TSP) 8·16 hps 58·66 bps 
Employer-Based (2,000 workers) )6~44 bps 109·: 17 bps 
Employer-Based (25 workers) 76·86 bp, 138-14& bps 
Individual-Based (e.g .• IRA) 81·91 bps 143-153 bps 

• 	 Co~!S in the early yean would be even bi&ber. Account balances would be small at 
the beginning. driving up cost ratios, 

• 	 Ibe costs Qf actively manaeed fuuds are sigoificantb bil:her than are the (:o~ts of 
index (uud..s.. A 1998 Department of Labor study round average expense ratios for 
actively managed retail large equity funds of 147 basis points, while average expense 
ratios for index funds were only 59 basis points. 

• 	 Iechnoloifical adv.ances mie111 reduce the costs substantially io (be fylure. [r fund 
a!101:ations could be handled by an automatic telephone procedure or over the Internet, 
individuals could be pennitted to reallocate their portfolios f.requer.tly at a TI!!ativeiy 
low cost 



KEy POINT #3: THE-TSP !tiODEL 

• 	 The Federal Tbrift SavipI:s Plan bas been a model (or many individual accougl 
proposals. Its costs are low·· roughly 10 hasis poInts per year, excluding employer 
costs of reporting individual earnings to the TSP. 

Costs are low in part because TSP offers. only). investment options ~~ a Slock 
index fund, a corporate bond fund, and a Treasury security fund ** and all three 
funds are passively managed. In addition, the participating "employers" 
(Federal departments and agencies) are large. Finally, the tOlal pool of funds is 
large. and TSP runs a competitive process in issuing contracts to private fund 
managers to run the funds. 

• 	 A national government-run system would face much law:r s:ballen~est T~e JSP . 
covers 2.6 million participants, all of whom work for one employer (the Federal 
government), A universal personal account system would eventually involve J80 
million individual participants, who work for 6.5 million different employers. 

Last year over 5S million individuals called the SSA's 800 number. Many 
additional calls would need to be handled if indiVIdual accounts Were set up. In 
recent testimony, Frank Cavanaugh, fonner Executive Director of the TSP, 
estimated that a Social Security reform plan modeled after the TSP "would 
require at least 10,000 highly trained Federal employees to man the telephone 
and answer employee questions." 

• 	 Corporate ~Qvernan£e is.sues could adse in a TSP-style plan. Because the 
government would be contracting with a small number of private«sector managers to 
invest the aggregate holdings of the accounts, corporate governance issues could arise 
that are similar to those that would arise if Social Security were invested in equities. 



KEy POINT #4: How WOULD SERVICES BE PERCElVED1 

• 	 HoW would stakes be perceived? in a very inexpensive system. the services 
provided would likely be perceived as inferior to those provided under workers' other 
investment accounts such as 401ks and lRAs. For example, workers might have their 
contributions deposited into their accounts only infrequently, be given limited 
opportunity to reallocate their portfolios, and receive less frequent statements of 
account balances. 

Some analysts fear that people would be disappointed when they realize that 
under some fanns of a TSP approach. deposits would not be made to individual 
accounts until October of the following year (the date at which SSA and IRS 
essentially finish reconciling the previous year>s earnings), In 401 k plans, 
contributions are made much more frequently, 

Others feel that the individual account will seem like a new tax cut and that 
people will be pleased to receive it If a new policy is announced that every 
year 5500 or 2 percent of earnings will be deposited into your account 90 days 
after you file your taxes. it will seem like a good deal. 

• 	 K«pine COsts tOl! conflicts wJthlfillures that give indh'idulli accounts their 
Q2pularity. Proponents of individual accounts hold up savings account booklets and 
suggest that people could have frequent reports on account balances, wide investment 
chokes. and the ability to realtocate their portfolios whenever they want. These 
features would raise costs. 

• 	 f,glitical Drrssure (or added seryic;cs ~uld drive up costs. There might be poli!ical 
pressure to introduce additional services, such as 'emergency ;oans against the 
accounts. The additional services would drive up costs. 

" 
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CORPORATE GOVERNANCEI 
KEy POINT #1: POTENTIAL PROBLEMS 

• 	 Some experts have proposed that as much as 50 percent of the Socia! Security trust 
fund be invested in equities. Under this scenario, the trust fund would be a vct)' large 
share of the U.S. stock market. In fact, it could rise to as high as 15~30 percent aftota! 
equity holdings in 2030. 

• 	 Even smaller fractions could raise issues such as '''the government is the la:gest single 
shareholder or200 ofthe 500 largest companies." 

• 	 Additionat possible implications of investing the trust fund in equities include: 

1. 	 Political pressure on investment decisions, Political considerations could 
influence the manner in which the Trust Fund is invested. 

2. 	 c'Qworate gQyemafK;e issues, The government will have to cecide whether and 
how to exercise its right as a shareholder to choose corporations' managers and 
influence business decisions. 

3. 	 Constraints on economic PQlicy~making. (nvesting a large share of the Trust 
Fund in equities could constrain economic policies that affect stock prices. 

4. 	 Sirnilar issues are present with ind~vidual accounts. Some oflhe issues listed 
here could also arise under a system of individual accounts if the system were 
centrally administered and investors were limited to a small number of 
investment vehicles. 



KEy POINT #2: POTENTIAL SOLUTIONS 

A number of strategies have been suggested for limiting the risk of these adverse outcomes. 
Several of these strategies are interrelated. 

• An independem investment board. Like the members of the Federal Reserve Board, 
the members of a Social Security Investment Board CQuld be appointed to long 
overlapping terms, and could be subject to removal only "for cause." The Board could 
be empowered to determine its own budget and submit it directly to the Congress. 

• Qualifications. Members of the board could be required to be from the private sector, 
and have substantial expertise iI} the investment industry, pension industry, or similar 
background. (Such qualifications are currently required ofthe'TSP Board members) 
Nominees could be rated as "well qualified," "qualified/' or "not qualified" by some 
outside group in a procedure modeled. on the rating ofjudicial candidates by the ABA. 

• Strict fiduciary dury. The Board could be charged with acting in the sole interests of 
the beneficiaries of the Trust Fund. and no other interests, however meritorious. 

• Limited investment choices, The experience of the state pension funds suggests that 
scope for non~economic investing is especially great when the available range of 
investment vehicles is broad. For example, some slate funds are authorized to invest in 
local infrastructure. in-state equity funds, Ginnie Mae and Fannie Mae pools, 
residential mortgages, and small-buslOess loans. By contrast, the Thrift Investment 
Board is authorized to invest in only five broad fund.s, and thus far has avoided any 
difficulty with issues related 10 corporate govenlance. 

• PI'O),Y VOTing strategies. Some have suggested that govemment~owned shares simply 
not be voted, or be voted in proportion to the votes of non~governmelltal shareholde:s. 
This approach would have the downside of effectiyely destroying one of the important 
sources ofvalue in share o\\'neTship, namely the power to vote. and facilitating the 
ability of managers to be unresponsive to shareholders. In addition, minority 
shareholders could be turned into majonty shareholders, One alternative strategy for 
dealing with this issue would be to require that the shares be voted by the ptivate~ 
sector firms serving as portfOliO managers~ these firms would be under fiduciary 
responsibility to act in the best interests of the beneficiaries,ofthe plan. Another 
options would be to limit the share of anyone company that the government could 
hold. 

• Culture of ffon~jnterfereffce. Since Congress could pass a law ahering any of ~he 
safeguards, it will be important that a culture of non-Interference develop around the 
independent board. similar to the culture surrounding the Fed. 
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KEy POINT #3: THE NEW.CANADIAN SYSTEM 

The Canada Pension P~an (CPP) is expected to begin investing in private securities in early 
1999. Draft investment regulations have been proposed, and final regulations are expected to 
be issued later this summer. 

• 	 Investment decisions will be taken by a 12·member Investment Board (yet to be 

named). Each member of the Investment Board will serve a three~year lenn, can be 

reappointed, and will receive pay similar to that in the private sector. 


• 	 The members of the Investment Board win'have a fiduciary responsibility to the fund: 
specifically, the Board members are to "manage any amounts transferred to it . , , in the 
best interests oftile contributors and benefkiaries" (If the CPP. They will be held to a 
"prudent person" standard, and members with special knowledge or skill will have a 
higher level of responsibility, 

• 	 By law. the fund will be prohibited from investing more than 20 percent ofCPP funds 
in foreign markets (equities and bonds). However. there has been rr.uch speCUlation 
thar this limit will be raised or eliminated. 

• 	 The draft regulations covering the first three years of operation cal! for at! investment 
in equities to be undertaken passively (that is, via one or more indexes). 

• 	 The Investment Board will be prohibited from investing more than 10 percent of the 
fund in any individual company, and from owning more than 30 percent of the voting 
shares of anyone finn. Some real estate holding would be pennined, 

, 
i ~ After three years. the investment regulations will be reviewed by [he Finance Minister 
, 

and the provinces. 



I RAISING THE RETIREMENT AGE 

FRAMEWORK FOR ANSWERS; 

• 	 This Is Clearly a Major Issue That Needs to Be Discussed Ouring tbis Year's 
Debate. IO<:reased tlfe Expectancy Combined With Early Retirement Are Primary 
Causes of Tbe Social Security Problem - Here and Around The World. 

<;I 	 Life EJ.pectancy Is Rising" Not only is Our senior population doubling in the next 
30 years, but life expectancy among seniors is increasing dramatically. Sixty 
years ago. life expectancy for those at age 65 was about 77 for men and 79 for 
women, Today. it is 81 for men and 85 for women, And rising for both. 

More Americans are refiring earlier, In 1962, only 18 percent of Americans 
chose to receive their Social Security benefits at age 62. By 1996, thal percentage 
had more than tripled. to 60 percent. The reasons for the increase tn early 
retirement are diverse -- but it is occurring across the world. [n nearly every other 
industrialized country (especially Italy, Japan, Germany). the share of tile 
population that is over 65 is rising even faster tban in the US and retirement 
systems are being strained. 

• 	 However, In Examining Any Proposal To Improve Social Security Solvency 
Including Tbis One - We Must Balance Tbe Goal of SOlvency With The Goal of 
Fairness. Tbll~, We Must Look Closely At Tbis Proposal's Impact on Americans 
Who Have Pbysically Demanding Jobs. 

o 	 Some Workers Can '[ Work Late Into Their 60s. For cniWufacturing workers who 
have wo'rked with their hands and kindergarten leachcrs who have stood on their 
feet. working late into their 60's may not be a real possibiiity. Therefore, we must 
balance the goals of sol\'cncy with fairness. 

o 	 Between 20 and 25 Percent ofWorkers Feel They Must Retire Early Today, 12 
percent of the near elderly arf? already receiving disability benefits. And another 
20~25 percent of those about to retire feel that they must retire because of health 
reasons or the fact that they no longer can do their physically demandingjobs. 

• 	 As Part ofTbis Social Security Dialogue, We Need To Come Up \\'itb Tbe Best 
Possible Thinking To Balance Tbe Solvency Concerns of Longer Ufespans \Vith 
Fairness Concerns With People Working In Different Types of Jobs. Because Tbis 
Issue Is So Important. I Hope We Will Discuss il at the White House Conference on 
Social Security This December. 



BACKGROUND ON THE RETlREMEC'lT AGE J 

,. 	 The :"\ornml Rctir-cment Aft;: Is ('ulTcutl;- h5. But I}t.:l)pk ~an ro.:lit>: :l:-i .;;1:'1:: as (;2. with 

r,,·du;:I..'d \1\"n.:liI5, 

I I)S3 Hcfunw. (;nldually l{ai,<,l' tlH' .'\ormal Rl'{in..'ltll'lIt A!,;(' to 6(1 for WoJ'l"l:r:oi Willi 
Rt<:tch .\ge 62 in ZOOS. TI1':11 tht' i't;'lif('lJ)CIl! ;!;;C w:11 r-:ll):ldl ,Il ('ll lIluil ~nl(l. wlv..:n it 

will hl.!gin 1I1crcasil1t? gr:1l1ualiy :ll;;aill till Ii1 it rG~C ht.:~ b 7 i11 21)22_ Til..' l\ld i.e,,;; ,:lig illi til ~ 
agt.: \\'dl rCi:liIm ()l. 

o 	 The normal retirement age ror someone wbo IS 37 years ol~ lucia;: is ();, 

REFORM PROPOSALS WOULD: 

I. 	 Ph<lsC in the rc\ircm~nt age increase from 66 to 67 more rapt':'!;; than is c:mcmly 
scheduled. 

2. 	 Raise the retirement age beyond 67, or 

3. 	 lndex the retirement age to life expectancies. 
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BACKGROUND ON RETIREMENT TRENDS 

Th: ell ~d h.:ng,:,; () r fil:ancmg. tho: r.;t: replcnt () (The haby h,9l'tIllCrS iH'.d Df I'Uilll": !;!l'JlCf<i,-iOll$ ttl' 
1\:UI\.·~:; ,P'.: hr:;dy the result ot'gootl news -- pcopk arc living lOl1g.;r. 

...--- ...
I.lF£ EXPECTANCY AT .\GE 65. , 

i Y ..' l'llr lUmmi! ag(' (15 Male Female Total I 
I 
, 

11),,1U 13.7 . ; ,:: .•J, 11.0i , 
I ,, 1998 16.2 19.8 1S.1 

2030 17.7 21.1 19.4I i I 
• Increased longevity and reduced fer-ilit:' imply a i"nlling ~Jtio ofwork...'fs to bCl1cticbri-:s. 

The ratio of workers to ocneficiarie,s was 5. [ in 1960 and is )A loday. It is expected to 
fall below 2 in 2035 and reach 1.8 by 2075. 

• Similar trends are occurring around the world. 
afe aging much more rapidly than the U.S. 

As the chart below shows, many countnes 

RATIO OF PEOPLE AGE 65 AND OLDERTO PEOPLE AGES 20 1'064 i 

(In percent) I 
,r 2050 , 

, 
1990 2010 .. 

, 
: Japan 19.3 , 35.8 60.1
I . 
: Germany 32.9 57.523.6 
, 
: F'ran("e 4SA23.4 27.2 , 
rhaly 66,724.3 ns , 

,I 

1 
,

45.S§«i Kingdom 26.7 28.6I 
, 

II,Canada . 186 22.9 46.5 
,I 37,02i.3llJnitt~d States 20.8 

.._._--



• 	 In 14)50. nearty hair (46 percent) of men 05 and -oJder were in the labor IOree. Tudav onl\' I() 
percem of men 65 and older are in the labor force. In 1951), [(j percent uf women 65 .uHi (m:r 
\\,'erc III the labor force, while 8 pcrtent pank'ipatl.' fodav. 

• 	 Ovcr the past J decades, the pl..'n:cnt~gc o( Allll.!ricans W\II) i'ccci\c Social Sccuritv rC!irCllh!1lI 
hcn!!tllS before age 65 h3S inc-leased dra:natlc;:dly, . 

" 
I 

~~earl ..~:~..__ ~... 62 6J-().J ' 65+ TOTAL 
, 

, 
, 19(.1 IS J') (IJ !til)
I , 

, 
1910 27.S ~].2 i J9.!l I flu , 

I , 
1980 40,5 22,2 I 37.3 JOO ,I 	 I, I , 

__ -,1'\V._1 I 100 ,J990 , 56.6 
I 	

23.::I 

I (>"{}O,l 1~.J I, ~ \.(0 -/- , 
i

J9% 
~" 

EXPLANATlO~S fOR \VHY Pi-:OPU: ARf<: Rf.T1Rli"<C E.\HLlER TIIAN I .... THE P ;\ST: 

• 	 Social Security has made it possible for more elderly to,afford to retire. In particular, the 
iniroouction of the early retirement age in 1961 (1956 for women) has enabled people to retire 
before age 65. 

• 	 Rising incomes have made it possible for some people to afford to retire even before they are 
eligible for Social Security. 

• 	 Private pension plans can crcate inceniives 10 retire early. 

.. 	 Society's attitude toward the appropriate age of retirement may have changed. 

THE HEALTH OF THE ELDERLY Is IMPROVING. BLT SOME PEOPLE \\'ORK IN P'HYS1CALLY 

OE:\1ANDIl"G JOBS: 

• 	 In a recent SUf\.'cy, one-quarter of retirees said thai poor he~hh was lhc most important re~$on 
wby they retired. 

• 	 The percentage ofwcirkers approaching retirement wbo work in physically demanding jobs has 
ber~n declining and is expected to decline rurther in cQm:ng decaGes, However. thi..'TC remains;.t 
segment of the popUlation, particu:ar:y th..: 10\\'::1' paid and Afr:c:.lJl Amcric;;:l:i, w;w lend !o 
work in ~hesc rr.ysicaj!y demanding jobs. 

• 	 Estimates of lhe perccr.tagc of v'iOrkc:-s approacning re!ircmefl~ who arc In ph!,sically 
demanding jobs range from 11 perccnt:o j)\'er 30 percent depending on the ddmiliQlllHied. 

• 	 t\ ,Cl;em :.lc-adcmic Sll,.l(!y concluded job tlexibdity .. panicularly tht: i.lbtlilY II) shil"i to par1 (11ll\..' 
wI)rk .. has a larHe impacl. 



BACKGROUND ON HEALTH AND 

DISABILITY AMONG ELDERLY 


KEY FACTS; 

• 	 Reduced mortality from heart disease and stroke is responsible for most of the 
increase in tife expectancy for older Americans since 194(}. As recen~ly as the early 
1970$, there were few effective treatments for severe cases of these illnesses; prevention 
was the maLn cause of reduced mortality, Over the past 25 years. tbe treatment ofheart 
attacks and other severe fonns of heart disease has improved. Sophisticated procedures 
}ike angioplasly and bypass surgery have become commonplace, and many effective new 
drug therapies have been introduced. In the future, gene therapies and a greater 
understanding of the biochemical. basis ofheart disease are likely to prevent even more 
cases of heart disease. reducing tile need (or invasive surgery and enabling people to live 
longer healthier lives. 

• 	 ~1ore tban balf of tbe elderly win develop cataracts, but cataracts are rarely d..:billtadng 
any more. Left untreated. cataracts can be velY disabling - with reduced vision it IS difficult 
to work, read, and participate in m~y other activities of fife. During the 1970s, surgical 
treatments for cataracts were developed, but the procedures were long, unpleasant. costly, and 
restored only fair eyesighL Over the past 15 years, cataract removal and lens replacement has 
become a routine outpatient procedure, and has restored very good eyesight to r.1illions of 

older Americans. 

IMPROVING HEALTH OF OLDER AMERICANS: 

AMERJCA."lS ARE LIVING LONGER THA.~ IN THE PAST: 

• 	 Americans are one-third more likely [83% va. 6QO.4] to reach age 65 now than they were when 
Social Security began, and they are more than three times as likeiy l35% \IS. i 0%Jto reach age 

85. 

• 	 Life expectancy for 6S-year old Americans has increased by about one month per year for 
the past 60 years. A woman turning 65 in 1998 has a life expec~ancy 0(20 more years; a 
man can expect to live an additional 16 years. 

THESE IMPfWVEMENTS IN LIFE EXPECTANCY ARE LIKELY TO CONTINUE: 

~ 	 The increase in Efe expectancy of older Americans since 1940 can be traced mainly to 
reduced mortality from heart disease and stroke. Both improvements in disease 
prevention (especially before 1980) and improvements in medical treatments for hem 
disease (especially since t980) have accounted for the reduced mortality, 



___ ______ ______ 

• 	 New innovations in the treatment of heart disease and stroke, and new knowledge about 
preventing these diseases and their complications, suggest that reductions in . 
cardiovascular death rates will continue, 

• 	 Mortality from other diseases may also decline in the future. Death rates from cancer 
have increased slightly since J941). However. cancer death rates have fallen for the last 
several years. Many new innovatkms in cancer treatlnent. such as greater use of 
mammograms to detect cancers early as well as genetically-engineered drugs that inhihit 
the blood vessels supplying cancers, provide some promise that these declines will 
continue, 

• 	 Many experts believe that these trends will result in continued steady improvements in 
survival to the "oldest old" ages of 85 and beyond, and continued increases in life 
expectancy. 

QUAl.ITV OF LIfE IS IMPROVING ALONG WITH LENGTH Of UfE fOR OLDER A\1ERlCANS: 

,- An increasing share of elderly Americans report themselves to be in good to excellent 
health. As the Table below shows, Americans aged 75 and over now report their overall 
health to be about as good did Americans aged 65·74 a decade earlier. In tum Americans 
65-74 now report their health to be about as good as did Americans aged 55-64 a decade 
earlier. 

I ,. " PERCENT RATING OWN HEALTH AS EXCELLENT, 
!., .' VERY GOOD, OR:GOOD,Bl': AGE . 

· , 

. 
i 55·64 I 65·74 75+ 

11984 74.6 I 67.8 64.1 

I 1994 (mo.st recent 79.7 74.4 68.7 
"Iy:...e_a_r_.v_a_il_a_b_le.;.)~_.l'-____. ..L... -l ---J 

- Most studies have found that objective measures of the physical and cognitive health of 
the elderly have also improved. 

• The additional years of life that older Americans arc experiencing do not appear to be 
yean; spent with serious morbidity from severe functional impairments. Some studies 
find that serious morbidity has even been "compressed" into a shorter ~jme period befon,'! 
death, and that the likelihood and length of nursing-home stays has not increased. 

( 
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DESPITE THESE SUBSTANTIAL IMPROVEMENTS IN HEALTH, THE HIGH RATES 
OF CHRONIC ILLNESSES AND DISABILITY IN OLDER AMERlCANS REMAIN 
IMPORTANT CONSIDERATIONS FOR POLICIES AFFECTING RETIREMENT AND 
SOCIAL SECURlTY: 

• 	 Around ~/5 of the elderly need help with at least one activity ofdady Hving, and 1/20 live 
in nursing homes. These rates increase substantia11y with age: half of those aged 85 and 
over need assistance with at least one activity of daily living, and most nursing home 
residents are in this age group. 

• 	 The rates of many <::hronic illnesses in elderly Americans - including arthritis, hearing or 
vision impairments, heart failure, diabetes, and many others - are at least twice as high 
for the elderly as for the nonelderly. 

• 	 The rates of most of these illnesses have not declined in proportion to the mortality 
improvements. suggesting that many of the elderly arc living more effectively despite 
chronic health problems. For example: better joint replacement procedures have 
improved the mobility of the elderly with arthritis~ devices and procedures to improve 
hearing and vision have substantially improved sensory capabilities; and better drug 
treatment for the complicatIOns of heart failure has improved the physical ca.pacity of the 
elderly with heart failure. 


