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BACKGROUND ON SOCIAL SECURITY

It also provides disability

msurance (zzz ¢ase an m{imdﬁ&i bacem&s diﬁabicd :md can’t work) and survivors’ insurance.

Each is equivalent, for the average young family with two s:h;]dren, {0 an insurance policy
of about $300.60¢ (3600,000 10 total),

o

Nearly one-third of Social Security’s 44 million beneficiaries are either disabled or
survivors {or their dependenis).

3.8 mitlion children receive benefits: 1.9 million as survivors 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
Percantage of Social Security Beneficiaries By Program

Retirement Program
70.0%

~

“$urvivors Program
16.0%

nisabilify Program
14.0%



0¢is vides 4 b ' iton. A Social Security benefit is
both guammced for ltfe aﬁcr retirement aa,d mdexed to inflation.

Secial Security is a crucial source of income for the elderly. Social Security benefits
represent the majority of income for two-thirds of elderly 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
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o The ekierly poverty rate has fallen from more than 35 percent in 1939 10 10.8
percent in 1996,

o Even today, with our sirong 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 | milhon non-elderly Amencans
out of poverty).

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

Parcent of Elderly in Poverty
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pinl Ses  Js gspecially tant to womep. For single, divorced, or widowed
rzzl{ict‘iy w&mm, the pevcrty rate weuiii be éi} ;zcmcm without Social Secunity {relative to 20
percent with Social Security). Because women live longer, they are more likely to outlive
savings and other non-Social Security sources of retirement income.

Average Benefits. The average monthly benefit for a retired worker is $760. The average
monthly benefit for a retired worker with an aged spouse is 31280.

Share of US Budpet. Social Security outlays are expected to be $378 billion in FY 1998,
23 percent of the total U.S. budget of $1.67 wrillion, and 4.5 percent of GDP.



FIVE PRINCIPLES FOR SOCIAL SECURITY REFORM

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

L

pmnmp!e pmvzdes our ovcraii g(}a§ in reﬁ”)nmng Social Secv.rzty and warns
against proposals that are not comprehensive solutions to the solvency
problem.

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

e 2 Be e (3 n. This principle precludes radical
pnvat;zatzan thch weaid ﬁndéfﬁ%!ﬁ{’: "‘semai Security as a foundation of
retirernent income security.

ThlS prmmple hlghllghts dlsabzht'y and survivors’ insurance, as Wﬁzi! as
protection for low-income widows and other beneficiaries -- which are often
overtooked in reform discussions.

Maingtain 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.



WHY DO SOCIAL SECURITY REFORM NOW?

-

Perceived and real insolvency of Social Security systen threatens confidence in crown-
jewel of progressive government -- particularly among younger Americans.

Acting now will prevent the budget surplus from being dissipated on tax cuts which
wouid leave fewer resources to fix Social Security later without resorting to significant
benefit cuts or revenue increases.

Waiting longer will make reforms within more traditional Secial Security structure more
painful and more difficult because the actuarial itnbalance will be greater and surpluses
will be smaller or even unavailable, which could erode confidence tn the system and fead
to more radical and painful reform down the read.

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 n the system among younger Aniericans, who
may not have as solid a commitment to the New Deal social compacts as oider
Amencans.




ENSURING SOCIAL SECURITY REMAINS PROGRESSIVE

MAINTAIN AND STRENGTHEN SOCIAL SECURITY'S PROGRESSIVITY

. The current Social Security benefit structure is highly progressive,

REPLACEMENT RATES
(Annual Social Security Benefits/Average earnings during working vears)

Low Bamer (312,000)

37 percent

Average Earner (327,000

43 percent

Maximum Eamer ($68,400)

25 percent

Soeial Security reform must protect this structure and make progress toward achieving

other progressive goals.

REDSUCE ELDERLY POVERTY

s Social Security has played a large role in reducing elderly poverty from 35.2 percent in

1935 o 10.5 percent today.

. Sacial Security reform couid help further reduce poverty rates among the elderly,
particuiarly among widows and elderly people of color.

PERCENT IN POVERTY, PEQPLE AGES 65 AND ABOVE

Magried Widowed Divoreed Never Married
Women 4.6% 18.0% 22.2% 20.0%
Men 4.6 11.4 15.0 22.8

PERCENT IN POVERTY, PEOPLE AGES 65 AND ABOVE
Whiie Black Hispanic
Women 11.7% 28.9% 2E.1%
Men 6.0 222 23.6




FOUR OFTEN-MENTIONED WAYS TO SOLVE
SOCIAL SECURITY’S FUNDING PROBLEM

Use Budget Surpluses,
Reduce Benefits, -
Increase Traditional Revenunes,

Tavest in Equities.




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.

BACKGROUND ON DEMOGRAPHIC TRENDS

LIFE EXPECTANCY AT AGE 65

Year turniag age 65 Male Female Total
1940 12.0 13.7 12.9
1998 16.2 19.8 18.1
2030 17.7 211 194

FERTILITY RATES REsMaIN LOow

During the coming century, fertility rates are expected to fall betow 2 births per woman.

Fertility Rates
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. The figure ahove shows the high fertility rates of the babyboom years and the lower

subisequent rates.

» While the retirement of the baby boom generation will intensify these trends, increasing

longevity and deckining fertility would have produced a financing problem for Social

Security even if there had not been a post-war baby boom,
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AMERICANS ARE RETIRING EARLIER THAN IN THE 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 woren 65
and over were in the labor force, while § percent participate today.

. Over the past 3 decades, the percentage of Americans who receive Social Security

retirement benefits hefore age 65 has increased dramatically.

PERCENTAGE OF FIRST RECEIPT OF RETIREMENT BENEFITS BY AGE
Year/Age 62 £3-64 65+ TOTAL
1962 18 19 63 100
1996 6.1 18.3 216 10¢

EXPLANATIONS FOR WHY PEOPLE ARE RETIRING 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 {1936 for women) has enabled people to
retire before age 85,

. Rising mcomes have made it possible for some people to afford o retire even before they
are eligible for Social Secunty,

* Private pension plans can create incentives to retire early.

. Society’s attinude toward the appropriate age of retirement may have changed.

THE HEALTH OF THE ELBERLY IS IMPROVING, BUT SOME PEOPLE WORK IN PHYSICALLY
DEMANDIRG JOBS:

In a recent survey, one-quarter of retirges said that poor health was the most impeortant
reason why they retired.

The percentage of workers approaching retirement who work in physicaily demanding
jobs has been declining and is expected to decline further in coming decades, However,
there remains a segment of the 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 1 ghysically
demanding jobs range from 11 percent 1o over 30 percent depending on the definition used.

Even jobs that do not invelve heavy physical labor -~ kindergarien teaching for example -
- s:an be difficult for older workers.



4

OVERALL IMPACT: DECLINING WORKERS PER BENEFICIARY

Increased longevity, reduced fertility, and early retirement imply a falling ratio of workers to
beneficiaries. The ratio of workers to beneficiaries was 5.1 in 1960 and is 3.4 today. 1t1s
expected to fall below 2 in 2035 and reach 1.8 by 20635,

1950 | 1960 1 1970 198G | 1990 1 000 | 2020 | 2040 | 24060 | 2670

Warkers per beneficiary H 8.1 37 32 34 23 34 38 R 1.8

L Similar trends are occurring around the world. As the chart below shows, many countries
are aging much more rapidly than the U5,

RATIO OF PEOPLE AGE 65 AND OLDER TO PEOPLE AGES 20 TO 64
{In percent)

1950 2010 2030 2050
Japan 193 358 487 60.1
Germany 23.6 329 538 57.5
Franece 234 272 431 48.4
Italy 24.3 318 52.4 66.7
United Kingdom 26.7 28.6 428 45.8
Canada 8.6 2298 43.6 46.3
United States 20.8 213 35.5 37a




LONG-TERM FINANCING PROJECTIONS

The Social Security system is expected to face increasing straing as the nation's nearly 80
million baby boomers retire, as life expectaricies continue o 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 intermediate projections of the Trustees:

. By 2013, payroll contributions (plus income taxes on benefits) will not be sufficient o pay
for benefits due under current law. In order 1o meet its benefit obligations, the system will
have {o begin spending some of the interest it cams on the assets in the Trust Fund,

. By 2021, taxes plus interest earnings will not be sufficient to pay for benefits, and the
Trust Funds will begin declining, gradually st first, and then more rapidly.

. By 2032, the Trust Fund is expected 10 be depleted - at which time income to the s;;;fstem
would still be sufficient to pay about 75 percent of current law benefits,

The Social Security Trust Fund

Trugt Furngd Assets ins Teillions of Currant Dodlars

1998 2001 2{!{!4 200? 2010 2013 2016 2019 2022 2025 2{328 2632 2034



OUTLOOK FOR SOCIAL SECURITY FINANCING

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

Since the 1983 reforms, 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 2013
Sacial Security will begin paving owt more than it receives in taxes.
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* Social Secunty outgo and income are ofien expressed as a percentage of payroll. This measure
Hustrates the amount payroll tazes would need to be increased 1o restore pay-as-you-go balance
tf no other changes were made,

QASDI Income and Cost Rates, Calendar Years 2000.2070
(As percentage of taxable payroll)
[neome rate Cost rate
(Social Security . {Social Security outgo
Revenue as percentage | as percentage of
of taxable payroll) taxable payroll} Balance
206G 12.63 1116 1 .48
2010 12.74 12.19 Q.54
2020 1292 15.17 -2.26
2036 13.10 17.76 -4.66
2040 1318 1813 -4.93
2050 1322 18.29 -5.07 ‘
2060 13.29 19,04 -5 75
2070 13.34 19.54 -0.20




MEASURING LONG-RURN ACTUARIAL BALANCE

Fach year, the SSA Trustees” Report presents estimates of the financial status of the OASDI! program
for the next 75 years. For the system to be in actuarial balance, the preserst 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 payrolt over the 75 year period.

OASDI Income and Cost Rates for 75-vear Period

Income rate Cost rate Actuarial balance
19482072 13.45 15.64 ~2.19
. In the 1998 Trustees’ Report, OASDI was found to have an actuarial deficit of 2.19 peccent of
payroll
. This 2.19 deficit can be interpreted as the increase in annual payroll taxes necessary 1o bring the

system into exact actuarial batance. 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 OASDI assets at the beginning of 1998, together with income from
payroll taxes, interest, and other sources, would be just sufficient to meet all expenditures {or
the long-range period and leave the level of the trust fund at the end of the period zqual to about
100 percent of the following year’s expenditures.

. Restoring 75-year actuarial balance is a cormmon goal of reform plans.



IMFFERENT SOLVENCY GOALS

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

For example, if actuarial balance were achieved by raising the payroll tax by 2.19 percentage points,
Social Security would run many years of surpluses in the beginning of the 75 year period followed by
many years of deficiis af the end of the period. While the trust fund would have 1 vear’s worth of
henefits in the 75th vear, the trust fund would 2:;& ziechnmg and zhe systcm would not be ai&iﬁ o pay fuil
benefits on time soon after zhe 75th year. : ; ; achieve

Therslore, somie proposals attempt to achieve actuarial balance over periods of more than 78 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 if a reform plan achieved only 75 year solvency, it would be
making Soctal Security much stronger than it is today -- pushing back the exhaustion date of the trust
fund by 40 years.



OUTLOOK FOR THE UNIFIED BUDGET

FOR THE NEXT DECADE SOCIAL SECURITY [S RESPONSIBLE FOR MOST OF THE UB SURPLU‘SES

Both OMB and CBO are projecting large unified budget (UB) surpluses over the next decade.
Until 2002, the non-SS budget is in deficit, but Social Security surpluses lead to a unified budget
surplus. In Jater years the on-budget surplus is positive as well.

Budget Projections
CBO July 1998 OMB Mid-session Review 1998
(Billions of dollars) {Billions of dollars)
Unified | Non-Social | Social Unified [ Non-Social | Social
Budget | Security Secunity | Budget | Security Security
1998 63 -41 104 39 -63 102
1999 80 37 117 54 -59 113
- 2000 79 -46 125 6l -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 217 44 173 245 60 185
2007 236 55 181 300 103 197
2008 251 64 187 342 136 206
1999- 1548 31 1517 1780 194 1586
2008
. Social Security is responsible for 89 percent of the 10-year unified budget surpluses under

OMB projections, and 98 percent of the 10-year UB surpluses under CBO projections.



HLUSTRATIVE BUDGET PROJECTIONS

(Numbers for 2010 and beyond are
for illustrative purposes only.)
{Billions of dollars)
Unified Non-Social Social
Budget Secunity Security
2000 79 . -46 125
2005 17G 5 165
2010 About 280 | About250  About 30
2015-2020% | About 470 | About 600 | About 130

¥ For iftustrazive prrpases, annual gversge jor time peeiod

In 2013, Social Security outgo begins exceeding Social Seeurity 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-Secial Secunity budget
surpluses are larger than Social Security’s shortfall.



SOCIAL SECURITY CASH-FLOW

OASDI INCOME AND COST PROJECTIONS FROM
TRUSTEES' REPORT
{Billions of Doliars)
Income Outgo Halance
e{;ciaéizg
interess
1608 435 383 52
1999 450 396 54
2000 468 413 $5
2001 488 433 58
2002 509 455 54
2003 532 478 54
2004 557 504 53
2005 58S 333 52
2006 614 363 50
2007 648 599 49
2008 682 637 438
2005 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 1087 <76
2017 1660 1163 106
2018 1110 1249 ~139
2019 162 1337 475
2020 1217 1430 214




emplayed workers pay the ezzzzrc 12.4 percent themselves). An additional 2.9 percent tax
is used to fund part of Medicare.

average wages in zhe economy}

.

; (this threshold is indexed o

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

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

For those with income above $25,000 if single and $32,000 if mamed, up t© 50
percent of Soctal Secunity benefils are taxable, The income taxes on thege
benefits are credited to the Social Secunty Trust Funds.

For those with income above $34,000 (f single and $44,000 i marmed, up ¢ 835
percert of Social Security benefits are taxable. The additional revenue from
taxing benefits at 85 percent rather than 30 percent is credited to the Medicare
trust fund, not the OASDI trust funds.

in calendar year 1997, only 23 percent of beneficiaries were subject to taxes on
their Social Security benefits,

During fiscal year 1997, income 1o the OASDI trust fund was composed of:

Payroll tax contributions £398.5 billion
Income from taxation of benefits $ 6.9 biliion
Interest income S 41.2 hillien

JS— - Lt =

Total income $446.5 billion




mmﬂmhmmm Each year of earmngs is mdexed to the increase
in the average annual wage between the year of the earnings and the year the worker turns
60. .

them. Thls average 1S d1v1ded by 12 to prowde a worker ] Averaged Indexed Monthly

Eamings (AIME).
. ive be aj i he w !
Primary Insurance Amount (PIA), 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 normal
retirement age of 65.

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

AIME vs. PIA

1400 -
1200 ~

1000 —
; 90 percent of the first $455 of AIME
PIA 8007 + 32 percent of the next $2286 of AIME
600 — + 15 percent of AIME above $2741

400 —

200 ~

0 : : : 1

0 580 1180 1780 2360 2840 3540
Average indexed Monthly Earnings

mmmmmﬁmuﬂmmmmm_mwmmm&;
replaced by Social Security falls with income.

Replacement rates

Low earner ($12,000) 57 percent
Avenge earner {$27,000) 43 percent
Maximum eamer ($68,400) 25 percent



Benefits for Married and Previously Married Beneficiaries,

. Married couples receive 150 percent of the PIA of the higher samer in the couple or the sum
of the PLAs of the two spouses, whichever is larger,

. Widows and widowers receive 100 percent of the PIA 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 entitied to from his or her own
work history and 50 pereent of the ex-spouse’s benefit if the ex-spouse is stll alive and 100
percent of the ex-spouse’s benefit i the spouse Is deceased.



Drisability Benefits

. Eligibility, An insured worker who cannot engage in any kind of substantial gainful work
because of physical or mental impairment is eligible for disability berefits 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 half of 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 3700 of earnings, up to 32800, earned during a year.

= Substantial gainful work is defined as the ability to earn $500 a month.

v Beuefit calouriation, For a worker who becomes disabled before ags 56, fewer than 35 vears
are used in calculating worker's average indexed eamings. The number of computation
years 1s the number of years elapsed since age 21 minus a number of drop out years tha
depends on the worker’s age. Then, the same PIA formulia that applies 10 retired workers is
applied to the disabled worker's AIME.

. Benefits are 3 ; ermbe : le X pity, [nnaddition to the
benefit for the dzsab cé workcr a bemfit equal to §£} per-:ent ofléze werke:r s benefit iz
payable to the worker’s spouse if he or she is at least 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

s 19y of the worker is also entitled to a benefit equal to 30 percent of the worker’s benefit.
However, the total benefit received by the family is limited to the smatier of 150 percent of
the disabled worker's PIA and 85 percent of the worker’s AIME.

Example

The familv: A married couple with two young children in which both the husband and wife are 27
years old, the husband cams 328,000 (the average carnings in the ecanomy), and the wife doesn’s
work.

|

B}ggmw,ﬂgngﬁgs If the hushand becomes disabled, this family will receive dizability benefits of
§17,500 a year. This is equivalent to a payoul of 300,000 from the disability insurance policy.




Survivers Benefits

' Eligibility, Survivors’ benefits are payable to the spouse and dependents of a covered
worker after the worker’s death.

- A widow{er} receives benefits if the widow{er] is age 60 or older or age 56-59 and
disabled. The widow(er) receives a benefit equal to 100 percent of the worker’s P1A
if hefshe ic disabled or if he/she takes benefits at age 63 and receives reduced
benefits if he/she is not disabled and 1zkes benefits earlier,

- A mother’s/father’s benefit equal 1o 75 percent of the worker's PIA is payable to a
surviving spouse who 1s not marrted and 1s caerying for at least one child age 16 or
below of the deceased worker,  Each child (under 19) of the deceased worker is
also entitied to a benefit equal to 75 percent of the worker’s benefit. However, the
total benefit received by the family is limnited 10 between 150 and 188 of the disabled
worker's PIA depending on the level of the worker’s PLA. ¢

Example

The Family: A mamed couple with two young childrens 3n which both the hushand and wife are 27

years old, the hushand earns 528,000 {the average eamings in the economy}, and the wife doesn’t
work.

-1Survivors’ Bepefits: This family will recelve survivors’ benefits of $20,400 4 vear. This is
equivalent 5o a payout of $330,000 from a life- insurance policy.




The normal retirement age is currently 65, but workers can retire as early as 62, with
reciuced benefits, Beneficiarics receiving widow/er benefits can retire as early as age 60,
again with reduced benefits.

- For retired workers, benefits are reduged by 6 2/3 percent for every year before 68
that s worker elecis to receive benefits. Thus a worker retiring at age 62, receives 3
monthly retirement benefit for the rest of his or her life that is 20 percent lower than
the benefit he or she would have received if he or she had waited until age 65 to
receive benefits,

- Spouses and widow(ers also have their benefits reduced for early retirement,

The 1983 reforms gradually raise the gormal retirement age to 66 for workers whe
reach age 62 in 2005, The retirement age begins increasing by 2 months per year starting o
2000, reaching 66 in 2005, Then the retirement age will remain at 66 untl 2016, when o
will begin increasing gradually again until it reaches 67 in 2022, The earliest eligibility age
wil] remain 62

— The normal retirement age for someone who is 54 vears ofd today 15 66,

- The normal retirement age for someone whao s 37 years old today is 67,

Workers who delay retirement beyond age 65 receive eredit for posiponing the
benefits, The 1983 Social Security Amendments gradually increased the delayed retiremens

credit. A worker reaching age 65 in 2007 will ceceive an 8 percent increase in benefits for
every year he or she delays receiving Social Security beyond age 65.




repum t}f zhc Commmet on ﬁconomw Securxzy appot zucé by ?residmt Rﬁoses elt
recommended that no benefits be paid before 3 person had “retired from gainful
emplovment.” Various forms of eamings limits have been pant of the program as a way to
restrict benefits w retirees,

who are aged "?G or above are not affeczad by {he l;mzz B

= Recipients under 65 lose $1 of benefits for every $2 of samings above $4,120.

- Recipients between 65 and 69 lose $1 of benefits for every 83 of earnings above
$14,500.

g_{gﬁgg whlch prmfzdes éhem With mcrcasad bencﬁzs once lhey s!«‘:}p warkmg \%’@netheless
many elderly workers perceive the eamings test to be unfair and a5 an impediment to work,

_. 53, ﬁgggg:den; g:ingzg}
ngz;mﬂuamnmaman §iz rnin cen 65 and
Between 1998 and 2002, the limit for workers in this age range will increase from $ié 500

to 536,000,

effl*czs,i’wwever Rem&vmg zhe eamings Hmit for those age;d 62 and above would raise
Social Sécurity expenditures by roughly 512 billion in 2001,



*t

96 percent of all jobs in the United States are covered by Social 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
Armed Services, Congress, and all other Federal employees hired afler 1983, In 1998, 96
percent of all warkers are covered under Social Security - up from 35 percent in 1930

25 percent of State and Local Gevernmeat Warkers are not covered by Social Security,
State and local government employees are the final sizable group of workers not universally
covered by Social Securnity. If such workers are mandatorily covered under a state or local
public pension system, they are not mandatorily covered under Social 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: Californza, Ohio, Texas, liinois,
Massachusetts, Louisiana, and Colorade.

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

Many workers who worked in non-covered jobs still receive Social Security benefits.
98 percent of noncovered state and local workers receive 88 as workers, spouses, or
dependents. Some have their benefits reduced under the government pension offset and
windfall elimination provisions.

Almost every Social Security reform plan calls for includiog aewly hired State and
Local Government warkers 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
Kolbe-Stenholm) plan. '

~ . Covering all new hires immediately solves about 11 percent of the 75-year actuarial
imbalance. Allowing a 10-year lead time, this provision would seive 8 percent of the
prablent,

- Those who favor this provision say it is only fair for the last sizeable group of
uncoversd employees o be covered.  Since most of our Social Security taxes go 1o
pay benefits for our parents and grendparents, all workers should share in this
burden. )

— Those who oppose this provision say that it is unfair 1o require state and local
governments to redesign their pension systems, and that sither benefit levels for state
and local government workers will fall or costs 1o state and local governments will
rise if this provision is adopted.



Nericans. The cosmf»izvmg adjustment within Social
Secizmy is sct each yeaz‘ on the baszs of the increase in the Consumer Price Index (CPI) over
the year ending in the third quarter of the previous year, Cost of living adjustments
{COLAg) affect 44 million Americans through the Social Security program, and millions

more through other programs (including the tax code}. The CPis calculated by the Bureau
of Labor Statistics (BLS).

X&xchael Boskin chared the Advrsory Commzsswn w0 Sturiy zize fl‘onsum::r Price Index
which reporied to the Senate Finance Committee on December 4, 1996, The Commission
estimated that the CPI overstated the tnue rate of change in the cost of living by between 0.8
and 1.6 percentage points per year, with a best estimate of 1.1 percentage points per year.
While most ¢conomists agreed with the Boskin Comumission that the CPI is biased upwards,
there 1 considerable uncertainty about the magnitude of the bias.

The commission concluded that the CP! is biased upwards for g number of reasons, the most
important of which are:

Substitution bias. As the pnices of goods and services change, consumers tend 10 shift their
spending away from ilems that bave become relatively more expensive. Such shifts are not
reflected in the CPI because it uses a fixed basket of goods and services.

Quality change bias. The quality of many goods and services changes over time. The BLS
attempts to correst 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 bagket in a timely
manner, causing the index 10 miss the typical initial phase of price decline.

1 ements- The Bureau of Labor Statistics is continuing to make
zmg;m ements in ﬁle CPI arzd 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
incorporated in the forecasts of the Social Secunty Actuaries. Changes scheduled for
1958 and 1999 will Likely have a relatively small impact on Social Security’s finances.
Any major additional changes bevond these would likely require legislation instructing
Social Security to use a different index for its COLA adjustiments.

COLA will be 1.2 Percent. Recent COLAs have been relatively small because inflation has
been low. The COLA pavabie in the January 1999 benefit check will be 1.3 percent for
OASDI benefits..

1mpagt.on Social Security Reform. Reducing the COLA by | percentage point per year
reduces jifetime benefuts for the average retiree by roughly 10 percent, and reduces the long-
run actuarial imbalance in the Social Security system by 1.4 percent of taxable payroli-{owt
of current gap of 2.1% percent}.



The Socinl Security Administration (S8A) is one of the best run organizations within
government.

High on Customer Surveys. Surveys of SSA's customers have shown that the agency gets

consistently high marks from its customers for prompt, courteous, and accurate service
whether they are dealing with one of S5A's local offices or with the 800 Number Service.

;gl]_fxmgmh_g‘_migg mcludzng such wel knewn SErvices su{:h ag ihe 1.4 8(:211‘3 \
catalog. (S8A’s 300 number is 800.85A-1213). In fiscal year 1997, the Social Security
Administration served over 55 million individuals who called the 300 number, making it one
of the largest toll-free service systems in the world.  SSA's achievements in this area have
been recognized by Dalbar Associates, an independent avditing agency,

; flicier L an 1 Perce enefits. SSA is noted for its efficient
and cﬁ‘cci;v&: service. ﬁgﬁ*s aémmzszmzzv«e costs are less than 1 percent of benefit paymenis,
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EXECUTIVE SUMMARY

» Wamen Have Lower Income in Retirement than Men ~ And Thus Higher Poverty.
In 1997, median income for elderly unmarried women (widowed. divorced, ssparated. ’
and never married) was $11.161, compared-with $14,769 for ¢iderly unmarmed men and
$29,278 for elderly married couples. Thus, the poverty rate for elderly women was
higher than that of men: in 1597, the poverty rate of elderly women was 13.1 percent,
compared to 7.0 percent among men. Among unmarned slderly women. the povery rate
was significantly higher - about 19 percent.

L Social Security Is Particularly Important to¢ Women, Elderly unmarried women --
including widows - get 51 perceny of their 1otal income from Social Security. Unmarried
eiderly men get 39 percent, while elderly married couples get 36 gercent of their income
from Social Secunty. For 25 percent of unmarried women, Social Secunity is their only
source of incomne, compared (0 9 percent of mamied couples and 20 percent of urunarried
men. Without Social Secunity benefits, the elderly poverty rate among women would
have been 52,2 percant and among widows would have been 60.6 percent.

. Women Face Greater Economic Challenges in Retirement. First, women rend to live
longer: a woman who is 65 years old today can expect o five 1o 85, while a 65 year old
man can expect 1o live 10 81, Second, women have lower liferime carmings than men do.
And third, wormnen reach retirsment with sraaller pensiotis and other assets than men do.

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

i. Social Security provides an inflation-protected benefit that lasts as long as you live,
Since women tend to live longer than men, they are in greater danger of outliving
their other sources of retiremenst income; but it is impossible to owtlive one’s Social
Security benefit. :

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

3 Social Security provides extra benefits to spouses with low lifetime earnings. The
Social Security spousal bemefit helps many women, even if they did not work at all
sutside the home,

4, - Social Security provides benefits w elderly widows; 74 percent of elderly widows
receive benefits based on the eamings of their deceased spouse.

5 Social Security provides benefits to spouses of any age who care for chixdren 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 chiid in their

care.
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. Social Seczmts Wil Continue to Be Important for Women in the Future, Asthe
labor force participation rates of women continue 10 rise, women in the foture will reach
retirement with much more substantial sarnings histories than in the past. Therefore, the
percentage of women receiving benefits based solely on their own garnings history is
expected to rise from 37 percent today to 60 percent in 2060. However, this means that
40 percent of women will continue to receive benefits based on their husband’s eamings.

L 4 Poverty Rates Among Unmarried Elderly Women — Especially Widows Who Make
up 455 Percent of All Elderly Women — Are High. Divorced women are a growing
share of the ¢lderly popuiation, and their poverty rate is higher than the overall siderly
poverty rate. And finally, poverty rates among ¢lderly minority groups are unacceptably

high.

L Among Current Retirees, Women Have Much Less Pession Coverage Than Men.
Only 30 percent of all women aged 65 or older were receiving a pension in 1994 (either
worker or survivor benefiis), comnpared to 48 percent of men.

. Pensions Received by Women Are Worth Less than Those Received by Mes.
Among new private sector pension annuity recipients in 1993.94, the median annual
benefit for women was $4,.800, or only half of the median benefit of $9,600 received by
men. And among women approaching retirement, pension wealth is much smatler: for
example, singie women had average pension wealth that was 34 percent of the single
men's average.

. Among Workers, Women’s Peasion Coverage Depends on Work Status, Overail.
' fewer women workers have pensions through work. 40 percent of women compared to 44
percent of men. However, women in full-time jobs are egually likely to have pension
coverage as men; in 1997, 50 percent of women in full-time jobs had pensions compared
to 49 percent of men. [tis important o note, though, that women are much more likely w0
work part-time or be out of the labor force than men.
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WOMEN AND RETIREMENT SECURITY

Over the course of this year, the Administration, Congress, and other interesiad parties
have engaged Americans in a national debate about ways 1o strengthen Social Security for the
21st Century. President Clinton and Vice President Gore attended three bipartisan Social
Security forums convened by the AARP and the Concord Coalition, and the President and Vice
President hosted a conference on private retirement savings in July. One issue that has arisen
repeatedly troughout this process is the relationship between Social Secunity and women'’s
retirement security. The purpose of this repors is 1o inform 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 AND RETIREMENT

. Women Have Lower Income in Retirement than Mes Do, In 1997, medizn income
for elderly unmarried women (widowed, divorced, separated, or never marmed) was
$11,161, compared with $14,769 for elderly unmarmied men and $29,278 for elderly
married couples.’

* Poverty Rates Among Elderly Women Are Higher Than Rates Among Men. The
poverty rate among Americans age 65 and over has fallen from 35.2 percent in 1959 t0
10.5 percent today. The poverty rate for all elderly women was 13.1 percent in 1997,
compared to a 7.0 percent rate for all elderly men® And for unmarried elderly women,
the poverty rate is eves kigher — around 19 percent.

POVERTY RATES OF THE FEMALE POPULATION 85 AND OVER
BY MARITAL STATUS, 1997
All Elderty
Women Married Divorced Widowed Mever Married
13.1% 4.6% 22.2% 18.0% 20.0%

* Nearly 60 Percent of Eiderly Women Are Unmarried. The poverty rate amorng
unmarried women is particularly ixnportant because 5% percent of ¢iderly women are
either widowed (45 percent), divorced {7 percent), separated {2 percent), or never married
(5 percent). In contrast, only 27 percent of clderly men are unmarried.

» Social Security Is Particularly Important to Women. Elderly unmamed women -
including widows — get 31 percent of their total income from Social Secunity,
Unmarried elderly men get 39 percent, while elderly married couples get 36 percent of
their income from Social Security.®.

Women and Retirement Securtly 3



SOURCES OF INCOME FOR PERSONS 65 AND OVER, 1996
{PERCENT OF TOTAL INCOME)
Social Income
Security Pensions from Assets | Earnings Other

Unmarried 51% 15% 0% 1094 4%
women
Unmarried 35 22 i6 19 4
men
Married 8 20 18 25 1
couples
All elderly 40 18 18 20 4

Social Security Is Particularly important
For Elderly Women
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I1. SOCIAL SECURITY AXD WOMEN

i Most Social Security Recipients Are Women. Women represent 60 percent of all
elderly Social Security recipients {women are 18.9 million of the 31,7 million aged
heneficiaries).

. Women Make Up Nearly Three Quarters - 72 Percent — of the Increasing Number
of Americans Over 85 Years Old. Because women live longer, on average, thar men.
women make up 72 percent of all beneficiaries age 85 and above.t

Most Sociat Security Benefigiaries Are Women

Among Oidest Benaficiaries Women Are An Even Laryer Shars

" YWompn Ay A Peroentae o Sosa Secunty Seneicanes

82 6% E{ ] ) a5 %0 %

» For Many Elderly Women, Social Security Is Their Only Source of Income. For 25
percent of unmamed women (widowed, divorced, separated, never married), Social
Security is their only source of income. Social Security is the only source of income for
9 percent of married couples and 20 percent of unmarried men.’

* Exciuding Social Security Benefits, the Poverty Rate among Elderly Womea Would
Be More Than 50 Percent. In 1997, the poverty rate among iderly women was 13.1
percent. Without Social Security benefits it would have been 52.2 percent, For elderly
widows the peverty rate was 18.0 percent; without Social Security benefits it would have
been 60.6 percent. (For elderly men the rate i¢ 7.0 percent, withous Social Secunty it
would be 40.7 percent. )
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Without Social Security, More than Half
of Elderly Women Would Be in Poverty
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Why Women Face Greater Economic Challenges in Retiremen:

. Women Live Lopger than Men. A woman wha is 65 years old today can expret to live
to 85, while a 65 year old man can expect to live to 81.% This gap is expected (o persist
intc the future. Because women live longer, they depend on Social Security for more
years, and become increasingly dependent on Social Security with age. Unmamied women
between 65 and 74 years old get 43 percent of their income from Social Security, while
unmarried women 75 and older get §5 percent of their income from Social Security.

EXPECTED TOTAL LIFETIME FOR PERSONS AGE 65
Yeer Turning Age 65 Masle Female
1940 77.0 78.7
1998 B1.2 54.8
20636 82.7 86.1
» Women Have Lower Lifetime Earnings thap Men. Women have lower lifetime

earmings than men do for three reasons:

o Women Whoe Work Are More Likely to Work Part-time. In the turd quarter
of 1998, 25.8 percent of female workers worked part-time, compared with 10.6
percent of male workers. Women represented 67.5% of all pant-time workers. "

o Full-time Fernale Workers Earn Less than Full-time Male Workers. The
median camnings of full-time year~round swomen 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 eanings.”’

Women and Retivement Security ' é



o Women Take More Years Out of the Labor Force than Men Do. Women are
more likely to take time out of the labor force for child raising or other care giving
responsibilities. Of workers retiring in 1996, the median woman had worked 27
years over her lifetime, while the median man had worked 39 vears.©

Waomen Reach Retirement with Smaller Pensions and Other Asseis than Men Do,
Only 30 percent of women aged 65 or older were receiving their own pensions in 1994
{either as a retired worker or a survivor), compared with 48 percent of men. Section IV
desonbes issues related to women and pensions 1n mwore detail.

How the Current Social Security System Helps Women Meet Retirement Challenges

The current Social Security system has a number of features that are particularly important o
womer,

»

Social Security Provides an Inflation-Protected Bencfit That Lasts as Loag as You
Live. Although women receive lower average Social Security 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 18 impossible 1o outlive one’s Social Security benefit.
Furthermore, the cost of living protection it Social Security is more valuable the longer a
person lives; therefore, this feature of the program is particularly valuable to women.

The Progressive Benefit Formula Provides a Higher Replacement Rate for Workers
with Lower Earnings. Since women tend to have lower camings than men, they recsive
worker benefits that are a higher fraction of their lifetime ¢arnings. For the median
ferriale retiree, Social Security replaces 54 percent of average lifetime eamings, compared
with 41 percent for the median male. "

Social Security Provides Extra Benefits to Spouses with Low Lifetime Earnings.
Women are more likely than men (o take time out of the labor force for child rearing, and,
on average, have lower earnings when they work than men do. This means that the
Social Security benefit they are entitied to -~ based on their own eamings history - can be
smail. But Social Security provides a spousal benefit that helps many womes, even if
they did not work at all outside the home. A spouse receives 3 benefit equal o the larger
of the benefit she is entitled to based on her own earnings or one-half of the benefit
received by her husband. Currently, 63 percent of female Social Security beneficianias
age 65 and over receive benefits based on their husband’s earnings record. (Only 1.2
percent of male Social Security beneficiaries receive benefits based on their wife's
carnings record), The result is women receive more than they would based only on their
owrn eamings histories. While the average full benefit a women 15 entitled to based on her
own earnings record is only 62 percent of that of men, the average benefit réceived by
wornen is 75 percent of that of men ™

Women and Retirement Security g



. Social Security Provides Benefits for Widows. Social Secunity pays an elderly widow
a benefit equal to either the benefit she receives as 2 worker or the benefit of her deceased
spouse, whichever is higher. Nearly three quanters -- 74 percent -- of elderly widows
receive benefits based on the carnings of their deceased spouse.

. Social Security Provides Beaefits to Spouses with Young Children. 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 benefits as spouses with a child in their care.

O Nearly One-Third of Social Security Beneficiaries Are Either Disabled or
Survivors {or Their Depeodents), Nearly one-third of Social Security’s 44
million beneficiaries are either disabled or survivors {ar their dependents). This
includes 1.8 million children who receive benefits, with 1.9 million as survivors

. of deceased parents, 1.4 million as children of disabled workers, and 0.4 million
as children of retired workers. Disability insurance {in case an individual
becomes disabled and can’t work) and survivors’ insurarice are each separately
equivalent, for the average young family with two children, to an insurance policy
of about $300,000.

Social Security is More Than A Retirement Program
Percasstage o Social Seturty Baneficiaries By Program

Ratiremant Program
0%

Survivors Program
16.0%

Disabillty Prograem
14.0%
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Will Social Security Continue to Be as Important fa;r Wonsen in the Future?

As younger cohorts of women reach retirement, more and more female beneficiaries will receive
benefits based upon their own eamings records. Nonetheless, the average benefit received bv
women is #xpected 1 remain below that of men, and a significant share of women will continue
to receive benefits based on their spouse’s earnings record.

*

Labor Ferce Participation Rates among Women Have Risen Dramaticativ. Inthe
futare, wornen will reach retirement with much mote substantial earnings histories than in
the past, (Male labor force parzzcx;:atzon has been fallmg due jargely (o carlier
retirements.

Labor Forece Participation Rat&s
1950-2075

Lahor Foroe Parsapaton Mais
106

20 ,,,,,

%‘3 1965 19’?5 2985 19% 2005 242'}5 2‘035 2035 2(3-‘5 2!335 085 2078
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More Women Will Receive Benefits Based Selely On Their Own Easrnings History.
The percentage of women receiving benefits based solely on their own eamings history is
expected to nse from 37 percent today to 60 percent in 2060. However, this means that 44
percent of women will continue to receive benefits based on their husband's earnings. ™

Average Benefits Based On Own Earnings Record Will Rise Relative t¢ Men, The
average full monthly benefit for retired female workers based on their own sarnings record,
which is currently 62 percent of the average for men, will rise to §7 percent in 2050.%°

Projections Indicate That Women Will Continue to Live Longer than Men. The
difference in life expectancy at age 65 between men and women will fall only slighdy
under Social Secunty Administration projections from a gap of 3.6 years today 10 3.4
years in 2030, Thus, in the future, women will contine 10 depend on Soclal Security for
more years than men will.!
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HI. CHALLENGES FOR THE CURRENT SYSTEM

Poverty Rates Remain High Ameng Siéer!y Woner

»

Poverty Rates Among the Elderly Have Fallen Dramaticaily, Due Largely to Social
Security. The poverty rate among Americans age 65 and over has fallen from 35.2
percent in 1959 10 15.2 percent in 1979 and 19,5 percem today. This compares with an
averall poverty rate of 13.3 percent.

Poverty Rates among Widowed, Divorced, and Never Married Women Remain
High. The poverty rate for all elderly women was 13.1 percent in 1997, compared 10 a
1.0 percent rate for all elderly men. For both divorced and widowed wornen, poverty
rates are significantly higher than men: the poverty rate is 22.2 percent for divorged
women and 15.0 percent for divorced men and the poverty rate is 18.0 percent for
widowed women and 11.4 percent for widowed men.” Married couples had a poverty rate
of only 4.6 percent.

Poverty Rates Are High
Among Unmarried Elderly Women
1987
xS i
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Widows Make Up A Large Fraction of Elderly Women. Of women 65 and over, 45
percent of women are widowed, 43 percent are married, 7 percent are divorced, and 3
percent are never mamiad, This means that the high poverty rate among widows and
other unmarried women affects a large share of eiderly women.

There Are Also a Substantial NMumber of Rejatively Young Widows, Though the
Number Is Faliing. Of 60-year oid women, 13 percent are widows. This percentage
rnises to more than one~quarter of women aged 65 to 67. Because husbands in low-income
farnities tend to die at younger ages than husbands in higher-income families, these sarly
widows are often poor.
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. Divorced Women Are g Growing Share of the Elderly Populatios. [n 1997, 7.1
percent of elderly women were divorced -- this compares with only 2.2 percent in 1969
Among women approaching retirement (53-64 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.

. Paverty Rates Are Higher among Elderlv Blacks and Hispanics. The poverty rate for
black women aged 63 or above 15 28.9 percent, compared with 28.1 percent for Hispanic
womer, and 1.7 percent for white women. The poverry rate for black men aged 63 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 Elderty Minority Groups
1997
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Reasons Wiy Poverty Rates Are Higher Among Widows than Among Married Women'®

d Declines in Social Security Benefits at Widowkood. Widow benefits vary from 50w
67 percent of benefits for a married couple. The official poverty thresholds imply that a
widow needs 79 percent of a couple’s income to maintain her pre-widowhood |
consumption level. Thus, women who arg in couples just above the poverty line, can fall
below the line when they become widowed. Empincal studies suggest that this factor can
expiain a3 much as haif of the excess in poverty among widows,

* Pre-Widowhood Differences in Economic Status. Poorer husbands typicailv do not
five as long as ncher hushbands. Therefore, at a given age, women who are widowed are
more likely to have been poor threughout their Hves than are the women whose husbands
have not vet died. Empirical studies conclude that this fact explains around one third of
the difference in poverty rates between married women and widows. ™

¢ Declines in Pension Income at Widowhood. Research using data from the 15705
irmplies that roughly 1§ percent of the gap i 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 whuch was designed to encourage the
choice of a pension with survivorship nghts.

. Dieclines in Income from Other Assets at Widowhoad, Some assets may be
begusathed 10 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.

Issues Concerning Benefuts for Spouses who Work in the Home and Benefits Based on Paid
Employment

. Spousal Bevefit 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 a benefit that is 100 percent of her husband’s benefit after he diss.
_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 years 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 tota] eamnings can end up with
different Social Security benefits depending on the division of the camings between the
tWO SpOuUses.
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Social Security provides a key foundation for retirement security. Pensions and individugi
savings provide important resources as well. For elderly married couples, these other sources of
ncome account for 64 percent of total income. For elderly unmarried females, these other
sources account for 49 percent of towal income.

Among Carrent Retirges, Women Have Much Less Peasion Coverage Than Men

Women Are Less Likely To Have A Pension. Only 30 percent of all women aged 65 or
older were receiving a pension in 1994 {either worker or survivor benefits), compared o
48 percent of men.®

Lower Pension Coverage Among Private-Sector Workers. Only 31 percent of women
aged 65 or older (and 33 percent of men) who had worked in the private sector reporied
pension benefits, compared to 66 percent (and 75 percent of men) of public sector
retirees.!

Peasions Received by Women Are Worth Less than These Received by Men,
Ameng new private sector pension annuity recipients in 1993-94, the median annual
benefn for women was $4,800, or only half of the median benefit of $8,600 received by
men. The median pre-retirement wage repiacement rate of annuity benefits was J0
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 Approaching Retiremeat, Pension Wealth Is Much Smaller. Single
wornen had average pension wealth that was 34 percent of the single men's average.
Among married people, the gender gap was even larger, with the women’s average bemng
only 25 percent of men’s. These estimates include both private and public sector workers
with and without pensions.®

401{k} Plan Take-up Rates

*

Women Are 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 wiath eamungs. For example, while only 39 percent of workers earning less
than $15,000 per year participate in a 401(k) pian when offered. 90 percent of workers
eaming $75.000 or more do so. Because men, on average, eam more than wornen, their
overall take-up rates in 401{k} plans are higher, However, when wages are held constant
the take-up rate for women is generally equal 1o or greater than that of men. Among
workers eaming less than 515,000 in 1993 the take-up rate was 41 percent for women
cormpared to 35 percent for men. For workers saming from 33000010 $40,000 the take-
up rate was 75 percent for women and 72 percent for men
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Among Workers, Women's Pension Coverage Depends on Work Status™

» Overall, Fewer Women Have Pensioas Through Work. For all female workers - bath
full time and part time -~ 27 million (40 percent) had a pension plan through work in
1997. For all male workers, 34 million (44 percent) had an employiment based pension,

* Ia Full-time Jobs, Women Are Equally Likelv To Have Pension Coverage. Tweny
five vears age, pension coverage for women in fuil-time jobs was only 70 percent of the
rate for men. Today, the coverage raies 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 Part-time Workers. Coverage is significantly
lower for women who work part time. In 1997, 15 percent of women waorking part time
were covered by pensions versus 50 percent working full time.

. - Women Are More Likeiy to Work Part-time or Be Out of the Labor Force than
Men. In 1997, 75 percent of men were in the labor foree, versus 60 percent of women.
in addition, over one fourth of working wotmen were part-time, compared with ane tenth
ofmen. - :

. Women Who Work Part time Are Less Likely To Work For Firms With Pension
Plans. In 1997, of the 48 million women workers employed full time, 30 million {63
percent) worked for & firm with a plan. Among the 20 million women employed part
time in 1997, only 7 million (36 percent) waorked for 2 firm sponsoring a pension plan.

L Women Who Work Part time Are Less Likely to Farticipate in Pension Plans.
Among women employed by firms sponsoring penston plans, those empioyed on a part-
time basis are far less itkely to participate in the plan, primarily because plans often
exciude employees working less than 1,000 hours per year. Of the 30 million full-time
women workers in 1997 employed with firms with plans, 24 million (80 percent)
participated in the plan. Of the 7 million part-time women workers emploved by firms
with pians, enly 3 million (41 percent) participated in the plan.

* Vesting: Rate is Higher for Women Whe Work Full ime. For women participating in
2 pension plan the vesting rate is higher for those who work fuil time, partisularly for
those with iess than five years of service. In 1993, 64 percent of women with less than
five years of service who were employed full time in private sector jobs reponed that they
were vested, compared 10 56 percent of women empioyed part ime, A total of 325,000
women with less than five-years of pension service in a part-time job reported that they
were not vested *

Women Have Smaller Non-Pension Weglth as Well -

L Median Net Worth Is Lower for Women. [n 1991, the median fernaic householder
aged 65 or older had £9.560 in financial net worth {not including equity in own homey.
In comparison, the median male householder had $12,527, and the median mamed
couple had $44 410.%

Women and Retirement Securtty /6



V. CONCLLSION

As discussions of Social Security reform continue, it will be important to study the
impacts of comprehensive reform proposals on women. The design of reforms must ke into
account, not only the current characteristics of elderly women. but also the changes in their
needs that are likely to come about in the 21st century a5 more women with long work
histories reach retirement. In addition, reforms should consider the entire range of sources of
retirement income availabie to women and how Social Securty can best fit into the overall
retirement security package.

- . 7
Women and Retirement Security d
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SOCIAL SECURITY AND MINORITIES

& Social S¢ ; porta i s. Social Security is the only
source of moeme for 33 pe{cmz of e der!y Hispamc Amcncazzsﬁ 33 percent of elderly
African Americans, and 16 percent of eiderly white Americans.

» al Secu hat A1 ; s, Without Social Secunity
benefi ts, 61 p:rcem of clderiy stpamc Amencans ancl 62 pﬁmem of elderly African
Americans would be in poverty {compared with 49 percent of elderly white Americans),

.

up approximately 22 pcrﬁ:em o ti’zc&memanpﬁpuialmn bzzz?.fi percent of surviving
children being paid by Social Security. '

» Afrisan Americap families are more likely to receive
program.. In 1995, 12 percent of the population was Afrzcazz Amencan izawevcr 18
percent of disabled workers award benefits were African American.

RATES OF RETURN FOR AFRICAN AMERICANS:
. Average incomes for African Americans are lower than for whites. Thus African-Americans

receive a higher than average rate of return on Social Secunity {because the benefit formula
is progressive}. This is somewhat offset by lower life-expectancies: life expectancy at age 63
is twi years tess for blacks than for whites.

& However, a 1993 ; shows that on pet, Afriea; fcan ve g shi
WLWSW@M Afrcan Amencans also fare

relatively better under the DI program than whites,

RATES OF RETURN FOR HISPANICS:

. 't mgum&mﬁhﬂgmaamx

stpamc Amerlcm, on avcragiﬁ %zave hlghcr life expacmnmcs and lower incomes than other
Americans -- both of which boost their rate of retarmn on Social Security.




BACKGROUND ON RETIREMENT INCOME
AND PENSIONS

RETIREMENT INCOME:
. The vast majority of Americans depend on Social Security for much of their retirement
incotmne.

- Social Security benefits represent the majority of income for two-thirds of elderly
benekiciaries, and are the enly source of income for 18 percent of its elderly
beneficiaries.

. However, Social Security is only one leg of the “three-1egged stoel™ of retirement income,

Private pensions and personal savings are 2 necessary components of a secure retirement
mncome.

o Currently, Social Security repiaces just one-half of pre.retirement income for an
individual who carned 515,000 a year. It replaces less than one-quarter of the
income of an individual who earned $68,000 a year.

e -Social Secunity is virfuaily the only source of income for individuals in the lowest
two income quartiles of Americans, Individuals in the highest income quartile rely
on other sources of income (pensions, savings, wages) as much as on Social Security
income to meet their financial needs in retirement.

SOURCES OF INCOME FOR PERSONS AGES 65 AND OLBER
Sonrce of Income Percentage of Total Income
Socal Secunty 40.3
Eamings 2G.0
Frivate and govermnment employee pensions 18.0
income from Assets (Including savings) 184
Other .

. Less than hall of all individual aged 65 and older received a private pension in 1994,



Bﬂﬁm

’ Despite the large increase in workers covered by defined contribution (DC) plans, half
of all American workers are not covered by a pension plan

- The number of defined contribution (DC) plans more than topled, 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
part because many small businesses have discontinued their plans.)

-- Nonetheless, half of all American workers, more than 50 million, are not covered by
a pension plan,

- Only 21 percent of private sector workers eaming under $15,000 per year have
pension coverage, as opposed to 81 percent of workers eaming $50,000 or more per
year.

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



INDIVIDUAL ACCOUNTS

The President Has Said That He Will Examine Any Propesal in the Context of 2
Comprebensive Reform to See if it is Consistent With His Five Principles. 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 pninciples. That's why we don't
want 1o judge any specific element now.

At the Kansas City Forum, the Presideat Said That He Will Consider Whether
Some Form of [ndividual Aecounts Can Re Part of 4 Comprehensive Reform That
Meets His Principles. We especially need 1o consider whether 3 Social Security system
mcluding Individual Accounts continues to provide a benefit that ¢can be counted on and
whether the system continues to be fair and progressive.

At This Stage in the Debate, We Want to Stay Open Minded and Give Every QOption
a Fair Hearing,

Higher Returus Come with Higher Risk. Most people bave been discussing ways 1o get
higher returns for the Soctal Security system. Individual accounts could allow a higher rate
of return than Social Security currently offers. And individual accounts could also allow
every American more control over their retirement assets and give every Amernican a greater
stake in the economy. But we must be straight with the American people and acknowledge
that with greater returng cormnes greater risk,

Adminiserative Costs and Government Involvement in the Stock Market Are Major
Issues, It's clear that if these costs are not kept low, they could take a significant chunk of
potentisl retums. On the other hand, those wha point cut that trust fund equity invesiments
can be done with lower costs need to recognize that some peopie have concerns about
governmemnt involvement in the stock market.

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

: NI;
Advantages of Individual Accounts:
- Higher Returns. Individual accounts could allow a higher rate of retue than
Social Security currently offers.  The “equity premium:” — the difference between
the average annual rate of retumn carned by the S&P 500 and the rate earned by

honds -- has averaged 3.4 percent over the past four decades. Many economisis
are concermed, though, whether this gap will persist into the future.

. Greater Sense of Comrol. Individual accounts alse could allow a greater sense of
control over your retirgment income.



+

Disadvantages of Individual Accounts:

- Risk Borne By Individual. Individual accounts would force individuals (o bear
more of the risk for their retirement income,

- Administrative Costs, Individual accounis would involve high administrative
costs, especially compared to investing the Trust Fund in the stock market or the
current Social Security system {admunistrative costs equal only L8% of
contributions per year). Administrative costs can have a large impagt on
retirernent income: for examptle, annual administrative costs of 100 basig ;x;mis
would mean 21% less retirement zm‘:ome fot 2 retires. Emi}m ot has foung

- Transition Costs Could Be Significant. Some forms of individual accounts invelve
significant transition costs because moving from a pay-as-you-go system to some
forms of individual accounts could force one generation 0 pay twice (ouce for their
parents, and once for their individual accounts), or many generations to share those
COSIS.



BACKGROUND ON INDIVIDUAL ACCOUNTS

KEY ISSUES WITH ADD-ONINDIVIDUAL ACCOUNTS FUNDED BY
THE SURPLUS:

Key Isstr £ LONC-Ru~N BUDGET VIARILITY

* Add-on lndividuai Accounis cannot be funded oul of the sueplus forever. For example,
$500 per worker can be afforded - as part of a comprehensive reform -- until between
2012 and 2057 depending on which surplus forecast iz used (and assuming that
surpluses not spent on Individual Accounts after 2008 are used 1o pay off debty.
During the next decade, an add-on Individual Acsount with contributions of $500 per
worker would require 37 percen: of the surplus.  Qver the next 35 years, the funding of
these Individual Accounts would represent 0.7 percent of GDP.

» Two percent of payroll Individual Accounts can be funded between 2011 and 2651
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 surpliuses, they create
the following future budget scenarios: (1} the perputual commitment to 8500 per
worker per vear will create future fiscal deficits and put pressure to unduly cut back
government programs in the outyears — which may hurt suppont for this proposat
today: (2) may need {0 seek trigger or other mechanism to ensure that Individual
Account funds do not lead to future budget deficits; and {3} could put pressure to use
remaining surplus in early years for debt reduction,

* Individual Accounts could aiso create & “slippery slope™ toward privatization if stock
market performance was particularly impressive in the near future.

L Contribution to Individual Account does not have to be $500 per worksr per year,
Lowering the contribution -- to say, $250 -~ would mitigate some of these factors:




=

KEY ISSUE #2: PRESERVATION OF TRADITIONAL SOCIAL SECURITY BESEFIT

f

Protects (he 124 poreunt pan el wx tor the tesditional Social Securliv svstens, Thig
approsch o mdividual accouni= s s most potentis) b strset detenders of thy
truditional svston,

Bucause the approach brings additional revenue inlo the systent, it reduces the nesd for |

overalt benelit suts - when both the retirement income front individual accounts and
traditional benefit are taken inte account -- and will appeal to people who favor pre-
funding of Sociat Security’s obligations,

These Individual Accounts eould be described as a tax cut,
Becauge the benefits from an Individual Account are uncertain, some will argue that

the income from the Individual Account should not be counted - which would show
signtficant benefit cuts.

 KEY ISSUE #3: RIsSK

Risks of siock market variation.and bad invesument choices would {5l on individuals
on the portion of benefits coming from Individual Accounts. Additional “appearance
risk” results when people expect the final account value will match its highest level
over its lifetime,

However, the ask in Individual Accounts depends to a ceriain extent on how they are
designed. For example, a “safe investment optior” could be provided through
inflation-protected Treasury bonds. A minimum benefit or other guarantee could
minimize the downside risk of the overall system.
Cne possible goal for reform would be to try to design a package in which the
_traditional benefit plus the individual account totaled 4s much as current law benefits,
if the individual invested in the safe investment option. This wauld be the default
option; those workers who wanted to take on more nisk to seek a higher return would
be allowed to do so.
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KREY ISSCE #d: PROGESSIVITY

» Flat contrilsstions femd o higher haefit levels fas i fraciion of current i beng st for
fower-inconse workers, O the ather Innpd, poreent o pavrot! auinoidwad sccoteny plans
do the most for gh-meame warkers,

Social Security benefit plus aenuiy Sacial Security benefit plus annuity
Trams $500Avorker individual accouns from I percent individual aecount
{as percentage of current law bensfis fas perceniage of current Taw benetht)
Low Earaer 116, ' H1 3
Average Earner 4.0 106.9
High Carner 99.4 1418




KREYISSUES WITH CARVE-OUTINDIVIDUAL ACCOUNTS:

KEY ISSUE #1: THE TRANSITION PROBLEM

» When two pereent is curved out for tdividual Accounis, that revenue can no longer
pay for enefits for current ratiress. This approacitwould take $700-S900 hillion trom
the aditional Sociul Sccunty system over the next 10 years.

L This dilemima -« the “transition problem’™ -- in moving from a pay-as-you-go system (o
a funded system is that if the conlributions of current warkers go nto Individual
Accounts for their retirements, how do we pay for the retitement of current retirees?

. The uaified budget surplus could be transferred to the trust fund and used to pay for
benefits under the traditional Social Security system during the transition period.
Under the miost optiristic fong-run budget projections, transfering the ensire surplus to
the trust fund would cover the entire 2,19 percent shortfall plus half of the lost revenue
from the carve-out.

. i 40 years, when workers will have contributed to Individual Accounts for their entire
working lives, traditional Social Security benefits can be reduced and still leave total
retirement income above current law benefits.

&

s In the short run, though, benefits need o be cut to make up for the lost revenue and for
2.19 actuarial imbalance, but the Individual Account will not be large enough 10 offset
these cuts. ’

. An imporant challenge in designing reform plans is to time the benefit cuts and the

build up of Individual Accounts so that the total benefits of retirees over the transition
do not fall too much.

KEY ISSUE #2: POLITICAL VIABILITY
L A zzzzz;zbz:r of thnlfeforr}l pians p%o%;oser} by moderate Members of Congress take the
approach of carve-out Individual Accounts. '

. Can be described as a promising new social compact: workers get a payroll tax cut so
long as they save it in their Individual Accounts.

A Can use surplus to partially mitigate transition cosis.
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REY ISSUE A LONG-TERM STRUCTURE OF PROGRAM

=y

For the average retirge in 2050, the income Mroen an wdd-on Individuid Accounts would
account 1or 18 percent of their setirement mwomte. For a similar retiree, § carve-omt
ndividoal Account woukd be 24 peregt of their retirement income. These mumbers
are overs greater for beneficinries cligible lor Sociad Sacurty i 285600 the add-on
Individual Account would be 29 percent und the carve-ou would be 35 pereent,

Individual Ascounts could be accompanied by a guaranteed benefit or 1 guaranteed
return which would both reduce individuai risk {bot &t a price).




INVESTING TRUST FUND IN EQUITIES

FRAMEWORK FOR ANSWERS:

We Know That Finding A Way To Raise The Rate of Return of Social Security Is A Key Issue
And Investing the Trust Fund in Equities Is One Proposal Advanced By Many Experts.

Those Who Favor this Option Say That it Is a Gooed Way te Get Higher Returns with Low
Administrative Costs. Proponents argue that by investing the trust fund in equities, Social
Secunity could receive the high stock market rate of return without the administrative expense of
setting up millions of individual accounts. Inn addition, investmerst risk would be pooled across
all Americans. )

Gthers Are Councerned about the Government Owniag Stock in Private Companies.
Opponents argue that at best this could lead 1o difficult corporate governance issuss (such as how
stock proxies would be voied), and at worst, could lead to dangerous political interference
because of the teraptation for the government to invest in certain industries, certain states, or not
to invest in politically unpopular companies,

L

Experts Are Splif on lovesting in Equities. Experts such as Henry Aaron, Robert Bail, and

- Robert Reischauer have advocated this approach. Alan Greenspan is opposed 1o this approach,

saying in Congressional testimony that he found i “very dangerous” and that it would have “very
far-reaching potential dangers for the free Amencan ecanomy and a fres American society.”

Administrative Costs Are an Important Issue for Social Security Reform. The current Social
Security system has low administrative costs, only 0.8 percent of benefits paid, There would
lkely be additional administrative cosis in a system that invested the trust fund, but not nearly as
much as in a system of individual accounts. However, some argue that an inexpensive individual
aceount 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 of the Market by the Trust Fund, Could Raise Issues
of the Government Owaing Large Fractions of Individual Corporatiens. This approach
could potentiaily lead to the government as the “single largest shareholder in 200 of the 500
largest American companies.”



BACKGROUND ON RISK

KEY POINT #1: THE CASE FOR EQUITIES

Stacks 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 annuai rate of
return eamed by stocks and the rate earned by bonds. The table below shows
this difference mn retums petween the S&P 500 and the bonds held by the
Social Security trust fund for various ime periods.

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

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

Equity Premium
S&P 300 sver Social Security Trust Fund Bonds
{percent per year)

End Year
1949 | 1959 | 1969 | 1979 | 1989 | 199

1939 691 | 1163 | 916 | 669 | 665 | 651

1949 1656 | 1030 | 661 | 658 | 642

1959 437 | 196 | 345 | 184

vear | 1969 039 300 | 364
1979 650 | 609

1989 5,52




KEY POINT #2: CAUTIONS ABOUT EQUITIES

Mackets fall, While 20th century US markets have always rebounded strongly from
large market dectines, this need not be the case in the future,

- On three ocoasions during the past 70 years, the S&F 500 index has declined aver two
years by more than 33 percent (in norminal terms).

- Japan’s Nikke1 index has fallen by 60 percent since 1989,

o The S&P 500 {even including reinvested dividends) did not regain (ts 1968 value in
real terms until 1983,

Rerceptions may be colored by recent stock market historv, The tremendous recent
stock market performance has tikely increased support for investing Social Security
funds in equities. [ the stock market were performing badly, as it did in the 1970s, it
iz unlikely that people would be as cager to invest Social Security funds in the market.
Indeed, in 1979, Business Week ran a cover story entitled “The Death of Equities.”

Stecks. may not retain their his ¢ relatiy opds. Simple economic
models have trouble expiazmng why thc 2{}&1 century raza of retum on stocks has been
. 8o much higher than the retum on bonds. Many economists think that the added risk
from stocks is not sufficient to justify such & large “equity premium.” Given that it is
not weli uniderstood why stocks have cut-performed bonds in the past, some
econiomists are concerned about whether this gap will persist into the future.

2 of new system. inthe transition @ a new

mﬁiméuai 3ccourz£ system o{der warkers would participate in the system for only a
few years before they reached retivement. These workers would not have a full 40
years of market exposure. Ifa downturn occurred dunng their few vears of
contributions, the older workers could end up doing worse than in safer investments.

a iga jence after dewnturn, in a system of Individual
Aec@ams mdm{izzais nght shzﬁ mzz of f:qultxes after a market decling, missing the
recovery. Ifthe trust fund were tnvested in equities, there might not be sufficien
political patignce to stay with an equity-based system after a large market downtum, If
equity investmenis were abandoned after the first large downtum, such a system could
provide the worst of both systems, the low retumns of bonds plus the risk of equities.

Pergeptions of pre-retire arket declines. Individuals might feel thal they had
fared poortly even if thcy had iiortc hettcr over their lifctime being nvested in equities
than in government bonds. For example, if the market fell substantiaily just before a
worker retived and annuitized his/her account, he/she might feel that it was unfair that
workers who had retired one year earlier received higher retirement incomes.
Similarly, if a worker annuitized hissher account balance at a point when the stock
market is below a previous peak, the worker might feel like he/she iost even though
hefshe did beiter over his/her lifetime.

Naive investor risk. Some individuais might lack the invesiment know-how to make
wise investrnent decisions. This risk could be largely eliminnted by constraining the
investment options available to individuals,




KEY POINT #3: RISK UNDER DIFFERENT REFORM PROPOSALS

Risk in the current Social Security system, The current system does not have market risk.

However, it has other forms 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 nisk that forecasts of mortality and fertility trends will turn out to be
incorrect. For example, if projected fertility rates dropped by 0.3 children per
wornan, the actuanial imbalance would worsen by about 0.4 percent of payroll.

- Economic risk that productivity growth will be higher or lower than
currently forecast, For example, if productivity growth felt by 0.5 percentage points,
the actuarial imbalance would worsen by about 0.53 peccent of payroll,

- portion of benefits would be exposed to market rigsk, Even in 2070,
payroil tax revemie mll be suz“ficzt;nt to provide two-thirds of current-law Social Security
benefits. If the full payrell 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.

- [f only a limited portion of the trust fund -- for example, 25 percent - were invested
in equities, less than 15 percent of benefits would be deperdent on stock market
performance.

v Individual sccounts 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 1A account proceeds (assuming the accounts were invested half in bonds
and half in stocks}. Thus, over §0 percent of benefits would be free of market risk.

Lvest agh the Social Security trust fund, seme risks are reduced, With the
mlst furzd ;zamally mmstcd m equttlcs there would be no need to tie annual benefits to year
1o year trust fund performance. Thus, market risk could be spread both across workers and
across generations. In addition, singe individual workers would not be making invesiment
decisions, there would be no “naive investor” risk.




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

Fruvtion of Soecial Sreurily

s , , s gtires. Studies suggest
that individuals wozzié have widely z:isfferent ﬂuzmmes ﬁ‘om markez mnvestments solely

because of the market performance in the particular years in which they lived. For example,
average waorkers vetiring in 1972 would have received a retirement annuity equal to more
than 60 percent of their current-law Social Security benefits. However, individuals retiring
two years later, in 1974, would have received an annuity that was only 20 percent of their
current law bepefits.

In past century, Individual Accounts : '
mmmrm@mw If zweragc workers had had 2
percent [ndividual Account and retired a different times in the past century, their ret:remenz
annuities would have varied greatly: from 5 percent to 80 percent of their current law Social
Security benefits.

1 BRAVE O

mmmm QOne canstmcnve way za view thls msaiz 15
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-law benefits
{depending on whether the Individual Accounts were umplemented as carve-outs or add-ons}.
Thus, ®0 maintain current benefits, the annuity from the Individual Account would have to be
at least 15 10 34 percent of current benefits, depending on whether it were an add-on or
carve-out Individual Account.

ber of lin ] ; sis. The chart assumes that the entire
mdzvzézza account was mvested in the 3&? SOG and was annuitized at the Aaa corporate
bond rate in the year that the worker tumed 65, If 2 portion of the accounts were invested in

bonds, or if annuitization happened in stages, the variation in experiences would be reduced.

Hepseeity
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Fraction of Social Security benefits replaced by 2% Individual Accounts
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KEY POINT #8: WEALTH CREATION

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:

|

el Rate . Because nearly half of all Amenicans have little or no
ﬁnamzai assets Indmémi Accoutzi:s would give lower-income workers access to the higher
rates of retumn offered by the stock market, and allow them to build wealth for their
rehrement,

Many Individual Account

pro;wsais ?«ouid require rczlrees w%;o have accumulazeé a large nese-egg to annuitize gnough
of the account to'provide a basic retirement income, while allowing the retiree to take the
remaining money in a lump-sum te be spent as they wish. In other words, retirces would
have {o set aside a minimum amount of money, but the rest could be used for whatever they
desire.

ydividual Acg 3 L0 e Bequeathable, Some people die before they reach age 65,
ané Indmduai Accauzz?s cou d be beqncathab e, thus making it posstble forindividuals who
de not pass along any wealth to their heirs 1o do so. However, if a portion of individual
accounts were bequeathable, the income available for consumption during cetitement years
would be reduced.

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

- Permitting bequests is particularly appealing to low-income and minority populations
which have lower life-expectancy, and therefore, on average, would not receive their
individual Aceount annuity for as many years. For example, life expsctancy at age
645 18 1.5 years shorter for blacks than for whites. {(In the Zradltmrzai Social Security
system, the progressivity of benefit formulas offsets the shorter life expeciancy.}

! ange Perceptiol avipg. The experience of owning an Individual Account may
lead ;}eople: wha é:} nm save cummiy 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: TRANSITION COSTS AND MISLEADING RATES OF RETURN ARCUMENTS

THE CHARGE:

ain the - g eir o Many critics of Social
Secarzty pomz to z?w :rate of return that workers wzii earn in the future on their

cantributions into the system, and argue that they could do better on their own investing
in individual accounts.

- According to the Social Security actuanies, a single male with average eamings
retiring in 2030 will receive a real retum of only about 1-172 percent per year,

-~ By contrast, over the period 1526-1996, stocks earned a real rate of return equal
o about 7 percent per vear,

. By using the surplus to prefund retirement benefits and irrvest in equities, it is passible o
increase raies of retum in the future.

Tus TRANSITION ISSUR:

. The story 18 different if we are talking about funding individual accounts with revenue
mrrentlv atlocated to paymg %}eneﬁts under the currcnt syszfsm mih&&ﬁ&imnm

. Ninety percent of contributions into the Social Security system are used immediatsly o
pay benefits (¢ today’s retirees and other beneficiaries. If current workers put their
payroll tax contributions into mdividual accounts for their own retirement, we will need
to come up with some other way to pay retirement benefits for people who are entitled 1o
Social Security benefits.

ISTHE RATE OF RETURN THE CORRECT WAY TO JUPGE SOCiat SECURITY?

L] Some suggest that focusing (o0 much on rate of returm does not acknowledge that Social
Security plays a distinct rele as a universal fow risk leg in the retirement structure that
you can slways count on.




REAL RATE OF RETURN TO SOCIAL SECURITY CONTRIBUTIONS

(Percent per year)
Year born/
year age 65 Single male earner One-earner ¢oupie
i,n“w Av‘g. High Low Avg. High
earnings | earmings | camings | ecamings | carnings | earnings

1920/1985 4.4 28 2.3 8.1 6.6 63
1930/1995 3.1 L9 1.5 &1 5.0 47
{564/2029 24 1.3 07 4.7 3.7 31
200412069 1.5 0.8 0.2 4.0 3.0 24

KEY POINT #8: OPrIONAL INVESTMENTS IN INDIVIDUAL ACCOUNTS

Some reform proposals include a voluntary individusal account option. These options are
of two types:

Tyeel: Individual Account proposals z?;at altow additional cqmribuziens

'XZ‘Y PE 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 toward increasing employment-related
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
worker's savings. :

L However, it is possible that some employers who cuttently provide a pension (o their
emiployges might cancel these plans knowing that their employees have this new
retirgment savings option,

. In addition, since most employees currently have the option of comributing o an IRA,
the paw accounts might not be seen as providing much additional wnpetus for saving.

. Inddeed, the plans could be critivized for giving upper-income Americans anather
opportunity for tax-preferred saving. This nisk could be minimized by providing a ¢ap
on tatal contnbutions to 1RAs, 401ks, and the new Individual Accounts,




ADMINISTRATIVE COSTS

KEY POINT #1: INTERNATIONAL EVIDENCE ON ADMINISTRATIVE COSTS
IN INDIVIDUAL ACCOUNT PLANS

Administrative ¢ in Chile have been high. The accumulation of administrative
costs over a worker's ¢areer results in reurement income in the Chilean system that is
20 percent lower than it would be if there were no administrative costs.

in Chile, fi nasagems 5. 20 10 compets t er than
;m__e_ ”E“he funds are hzghiv rcgui&zeé in ihe types af aiiowablc ;nves&mcnts, and offer
very similar portfolios. Individuals are allowed 1o switch portfoliog 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.

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

315;1, In z?az: UK, workers can opl out of ihe eammgs rc}azed deﬁned beaei“ t 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 visible 10 the workers. He caiculates that the (otal
administrative costs in the typical UK account reduce retirement income by more than
24 percent.

mu@w The lessarz frcm these two examples s 5ot ihat mdmduai accouru
systems are necessarily expensive, but rather that it is important to design Sys:ems EE R
way that provides the desired services at a reasonable cost, ,




KEY POINT #2: ADMINISTRATIVE COSTS DEPEND ON SERVICES PROVIDED

Admin

Percentage Reduction in Value of
Individuails Retirement Incomg
2.4
iLs

A E .

. \ \ - s. The current Social Security system has
mamtamcd an exzremely low e?t:l of admimstrative costs. Less than | comt of svery
dollar paid into the system by workers and employers goes 10 administrative costs. To
achieve this low an administrative cost, an individual account plan would have to have
annual administrative costs of less than § basis points.

Estimated Adnunistrative and

{bns = basis points}
Adminisiering Body Passive Mutual Fund  Active Mupual Fund
Government-Based (¢.g.. T3P} 3.1 bps SB-66 bps
Employer-Based (2,000 workers) 3644 bps 1G9-117 bps
Eroployer-Based {23 wortkers} 76-86 bps 138,144 bps
Individuai-Based (e.g.. [RA} 8191 g 143-153 bps

Account balances would be small ot

The Ag . ' ignifica igher than are Mis of
mm_mnﬂh A 2998 I)epaﬂm{mz of Labar stw;iy f‘z&und average expense mios for
actively managed retail large equity funds of 147 basis points, while average expense
ratios for index funds were only 59 basis points.

Techpological advances might reduce the cost If fund

allocations could be handled by an automatic ie eptwm proceduw or over the Internet,

ndividuals could be permilted 1o reallocate their portfolios frequently ata relanvely
iow cosl.




Key POINT #3: TuE- TSP MODEL

maaaal& {zs coszs are icw magi}%y if} Ezaszs pom%s ;}er yeaz? exc%zzémg empioycr
costs of reporting individual earmungs to the TSP
- Costs are low in part because TSP offers only 3 investment options - a stock
index fund, a corporate bond fund, and a Treasury security fund «- and alt three
. funds are passively managed. In addition, the participating “employers”
(Federal depariments and agencies) are large. Finally, the total pool of funds is

large, and TSP runs a competitive process in issuing contracts 1o private fund
managers ta run the funds.

ational 1me ystem would - arger challenges TheTS?
COvers $ 2. 5 mzi ion paﬁzczp&ms all of &&izem smric fer one &m;siayfzr {iize Federal
government}. A universal personal account systein would eventually involve 180
miliion individual participants, who wark for 8.5 miliion different employers.

e Last year over 5§ million individuals called the §SA"s 800 number. Many
additional calls would need 1o be handled 1f individual accounts were set up. [n
recent testimony, Frank Cavanaugh, former Executive Director of the TSP,
estimated that 2 Sacial 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.”

gee fssues could arise in a TSP-style plag, Because the

gm emmcnt v»ou%d bc contracting with a small number of private-sector managers (o
invest the aggregate holdings of the accounts, corporate governance issues could anise
that are similar to those that would arise if Social Secunty were invested in equities.




KREY POINT #4; HOw WoOULD SERVICES BE PERCEIVER?

w wotld se es be perceived? Ina very mexpensive system, the services
pmvxéexi would lziceiv be perceived as infenor 1o those provided under workers’ other
investment accounts such as 401ks and [RAs. For example, workers might have their
contributions deposited into their accounts only infrequently, be given limited
opperiunity 1o reallocate their portfolios, and receive less frequent siatements of
account balances.

Some analysts fear that people would be disappomnted when they realize that
under some forms of a TSP approach, depesits would not be made 1o individual
accounts until Gctober of the following year (the date at which S8A and IRS
essentially finish reconciling the previous year’s earnings). In 401k plans,
contributions are made much more {requenily.

- Others feel that the individual account will seem like a new tax cut and that
peaple will be pleased to receive 1. 1f a new policy ts announced that every
vear $500 or 2 percent of eamnings will be deposited into your account 90 days
after you file your taxes, i will seem like a good deal.

Keeping sosts tow sonflicts with features that give individual accounts their
popularity. Proponents of individuaf accounts hold up savings account booklets and
suggest that people could have frequent reports on account balances, wide irvestment
choices, and the ability to reallocate their porifolios whenever they want. These
features would raise costs.

Political pressure {or added services could drive up costs. There might be political

pressure 10 introduce additional services, such as emergency loans against the
accounts. The additional services would deive up costs.

¥




CORPORATE GOVERNANCE

KEY POINT #1: POTENTIAL PROBLEMS

Somne experts have proposed that as much as 50 pereent of the Sacial Security trust
fund be invested in equities. Under this scenario, the trust fund would be a very large
share of the U.S. stock market. In fact, it could rise to as high as 15-30 percent of total
equity holdings 1n 20380,

Even smaller fractions could raise issugs such as “the government is the largest single
shareholder of 200 of the 500 largest compames.”

Additional possible implications of investing the trust fund in equities include:

: astment decisions, Political considerations couid
mﬁamca the mamer in whlch ti‘se Trust Fund is invested,

2. (-orporate governance issues, The government will have to decide whether and
how 1o exercise its nght as a shareholder 1w choose corporanons’ managers and
influence business decisions.

3. { 1 making. Investing a large share of the Trust
Fund in eqzzltles could constrain economic policies that affect stock prices.
4. individual agcounts, Some of the issues listed

hem could aiso anse under a systern 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

't A number of strategies have been suggested for limiting the risk of these adverse sutcomes.
Several of these strategies are interrelated.

An independent investment board. Like the members of the Federal Reserve Board,
the members of a Social Security Investment Board could be appointed to long
overlapping terms, and could be subject to removal only “for cause.” The Board could
be empowered to delermine {ts own budget and submit it directly to the Congress.

Qualificarions. Members of the board could be required to be from the private sector,
and have substantial expertise in the investment industry, pension industry, or similar
background. (Such qualifications are currently required of the TSP Board members.)
Neminees could be rated as “well qualified,” “qualified,” or “not qualified” by some
outside group in a procedure modeled on the rating of judicial candidates by the ABA.

Strivt fiduciary duty. The Board could be charged with acting in the sole interests of
the beneficianies 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 state funds are authorized to invest in
local infrastructure, in-state equity funds, Ginnie Mae and Fannic Mae pools,
residential mortgages, and small-business loans. By contrast, the Thrift [nvestment
Board is authorized to invest in only five broad funds, and thus far has avoided any
difficulty with issues related to corporate governance.

Proxy voting straregies. Some have suggested that government-owned shares simply
not-be vated, or be voted in proportion to the votes of non-govemnmenta! shareholders.
This approach would have the downside of effectively destroying one of the importam
sources of value in share ownership, namely the power to vote, and facilitating the
ability of managers to be unresponsive to sharetiolders. In addition, minority
shareholders could be turned into majonity shareholders, One alternative strategy for
dealing with thig issue would be to require that the shares be voted by the private-
sector firms serving as portfolio managers; these Nrms would be under fiduciary
responsibility to act in the best interests of the beneficiaries of the plan. Another
options would be to limit the share of any one company that the government could
hold.,

Cudture of non-inzerference. Since Congress could pass a law altering any of the
safeguards, it wiil be important that a culture of non-interference develop around the
independent hoard, similar to the culture surrounding the Fed.




KEY POINT #3: THE New.CANADIAN SYSTEM

The Canada Pension Plan (CPP) is ex;}ectéd to begin investing n 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 | 2-member Investment Board {ye110 be
named). Each member of the Investment Board will serve a three-year term, can be
reappointed, and will receive pay similar to that in the private sector.

. The members of the Investment Board will'have a fiduciary responsibility to the fund:
specifically, the Board members are to “manage any amounts transferred to it . . | In the
best interests of the contributors and beneficiaries™ of the CPP. They willbe heldw 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 of CPP funds
in foreign markets (equities and bonds). However, there has been muach speculation
that this Bimut will be ratsed or eliminated.

. The draft regulations covering the first three years of operation call for alf investment
in equitics o be undertaken passively {that Is, via one or more indexes).

’ The Investment Board will be prohibited from investing more than 10 percent of tie
fund in any individual company, and from owning more than 30 percent of the voting
shares of any ong firm. Some real estate holding would be permitted.

* After three years, the investment regulations will be reviewed by the Finance Mimster
and the provinces.




RAISING THE RETIREMENT AGE

FRAMEWORK FOR ANSWERS:

. This Is Clearly a Major [ssue That Needs to Be Discussed During this Year’s
Debate. Increased Life Expectancy Combined With Early Retirement Are Primary
Causes of The Social Security Problem -- Here and Arsund The World,

< Life Expectancy Is Rising. Not only is our senior population doubling 1n 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.

o More Americans are retiring eardier. In 1962, only 18 percent of Amernicans
chose to receive their Social Security benefits at age 62. By 1996, that percentage
had more than tripied, to 60 percent. The reasons for the increase in carly
retirement are diverse - but it is sccurring across the world, In nearly every other
industrialized country {especially Raly, Japan, Germany). the share of the
population that is over 65 is rising even faster than in the US and retirement
systerns are being strained.

. However, In Examining Any Proposal To Improve Social Security Solveney -~
Including This One — We Must Balance The Goal of Solvency With The Goal of
Fairness. Thos, We Must Look Closely At This Preposal’s Impact on Americans
Who Have Physically Demanding Jobs.

o Some Workers Can't Work Late Into Their 60s. For manufsciunng workers who
have worked with their hands and kindersarien jeachers 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 solvency with faimess.

& Between 20 and 25 Percent of Workers Feel They Must Retire Early. Today, 12
percent of the near elderly are already receiving disability benefits, And another
2025 percent of those about w retire feel that they must retire because of heaith
reasons or the fact that they no longer can do their physically demanding jobs.

» As Part of This Social Security Dialogue, We Need To Come Up With The Best
Possible Thinking To Balance The Soivency Concerns of Longer Lifespans With
Fairness Concerns With People Working In Different Types of Jobs. Because This
Issue Is So Important, | Hope We Will Discuss it at the White House Conference on
Social Security This December,



BACKGROUND ON THE RETIREMENT AGE

.

CIRgeNr haw:

» Tiie Normal Retirement Age is Carrenty 683 But peaple can renre as curdy as 6.2, with
rodusnd bene s,

. [983 Reforas Gradually Raise thie Normal Retirement Aee 1o &6 for Waorkers $Wha
Reach Age 62 i 2005, Thep the retirement uge will renmun at 66 wiiz) 2006, whan i
will Begin ingreasing gradoatiy again untl) it renches 67 in 20220 The carlioxs Sligibilin
wae will rentin 62,

i The aorma retirement age for someone who s 34 veurs old taday is0h,

o The normal retirement age or someone who 5 37 yeurs old 1oday 807,

KEFORM PROPOSALS WOULD:

1. Phasge in the retitement age increase from 66 1o 67 more rapidly than 15 currently
scheduled,
2. Raise the retirement age beyond 67, or

3. Index the retirement age to life expectancies.



BACKGROUND ON RETIREMENT TRENDS

ASHERICANS ARE LIVING LONGER THAN IN THE Payy:

The ehalfenges ol financiag the retirement of The baby boomers and of future yeneradons of
retirees are largely the result of good news -- people are Hiving loneer,

LAFE EXPECTANCY AT AGE 65

Yedr (ening syge pS Malo Female Tatul
194} 1243 13.7 [N
1998 16.2 9.8 18.1
2030 17.7 211 194
4 Increused fongevity wd reduced feritity imply 2 falling ratio of workers 0 beneficiarics.
The ratio of workers to beneficiaries was 5.1 1n 1960 and is 3.3 1oday. 1 is expecied 10
fafl below 2 iy 2035 and reach 1.8 by 2075.
. Sirnilar trends are secarring around the world. As the chart bélow shows, many countries
are aging much more rapidly than the U.S.
RATIO OF PEOPLE AGE 65 AND OLDER TO PEQOPLE AGES 20 T0 64
(In percent) '
1990 2010 2050
Japan 193 358 601
| Germany 23.6. 329 57.5
France 234 27.2 483
Tealy 243 3318 66.7
Usnited Kingdom 26.7 28.6 438
Canada - 18.6 228 0.5
Usited States 20.8 21.3 370
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AMERICANS AB1E RETIRING EARLIEHR THAS N THE £ANT

n 1950, aearly hall {46 percent) of men 63 and older were i the Jabor force. Todav oniv 10
percent of men 635 and older are in the fabor force. In 1950, 14 percent of women 63 and bver
were in the fabor force. while § percent participate todav.

Over the past 3 decades, the perceatage of Anmericuns who receive Social Security retirenment
Benefits before age 65 has incressed dramatically,

PERCENTAGE OF FIRST RECEIFYT ff}F RETIREMENT BENEFITS BY AGE
Year/Age: 62 63-64° | 65+ TOTAL
i9H2 (83 iy a3 Jou
19710 7.8 232 498 Hi
1930 0.5 122 31y 144
14994 6.6 0.2 137 10
AT S 183 A 150

FXPLANATIONS FOR WHY PEOPLE ARE RETIRING EARLIER THAN IN THE PAST:

*

Social Security has made it possible for more eiderly lo.afford 10 retire. [n particular, the
introduction of the early relirement age my 1961 {1956 for women) has enabled people to retire
hefore age 63,

Rising incomes have made it possible for some people w afford to reure even before they are
eligible for Social Security. '

Private pension plans can create ingemives 1o reticg early.

Society’s attitude roward the appropriate age of retirement may have changed.

THE HEALTH OF THE ELDERLY IS IMPROVING, BUT SOME PEOPLE WORK IN PHYSICALLY
DEMANDING JOBS: )

*

(n a recent survey, one-quarter of retirees said that peor health was the most unportant reason
why they retired.

The percentage of workers approaching retirement whe wotk in physicaily demanding jobs has
besn declining and is expected to decline further in coming decades. However, there remams a
segment of the population, particularly the lower paid aod African Amencans, who tend (o
wark 1 these physically démanding jobs.

Estimates of the pergentage of workers approaching retirement whao gre in physically
demanding jobs range from 11 percent 1o over 3U percent depeading on the definition used.

A recent academic study concluded job texibitity - paticulardy the wbtlity w shifi o part ime
werK -~ has o farge impact,



BACKGROUND ON HEALTH AND
DISABILITY AMONG ELDERLY

¥

. Reduced mortality from heart disease and siroke is responsible for most of the
increase in life expectancy for older Americgus since 1948, As recently as the early
19703, there were few effective treatments for severe cases of these illnesses; prevention
was the main cause of reduced montality, Over the past 23 vears, the treatment of heart
attacks and other severe forms of beart disease has improved. Sophisticated procedures
hike angioplasty 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 of heart disease are likely to prevent even more
cases of heart disease, reducing tie nesd for invasive surgery and enabling peopie 1o live
longer healthier lives.

. More than half of the etderty will develop cataracts, but cataracts are rarely debilitating
any miore. Left untreated. cataracts can be very disubling - with reduced vision it is difficult
o work, read, and participate in many other activities of life. During the 1970s, surgical
treatments for cataracts were developed, but the procedures were long, unpleasant, costly, and
cestored only fair eyesight. Over the past 15 years, cataract removal and lens replacement has
become & routing outpatient procedure, and has restored very good eyesight ta millions of
older Americans.

AMERICANS ARE LIVING LONGER THAN IN THE PAST:

. Americans are one-third more likely [83% vs. 60%] to reach age 65 now than they were when
Social Security began, and they are more than three times as likely {35% vs. 10%] to reach 28
85,

’ Life expectancy for §5-year old Americans has increased by about ane month per year for

the past 60 years. A woman turning 65 in 1998 has g life expectancy of 20 more years; a
man can expest to live an additional 16 years.

THESE IMPROVEMENTS IN LIFE EXPECTANCY ARE LIKELY TO CONTINULL

. ‘The increase in life expectancy of older Americans since 1940 can be traced mainly to
. reduced mortality from heart disease and siroke. Both improvements in disease
prevention {especially before 1980} and improvements in medical treatments for heart
disease {especially since 1980) have accounted for the reduced mortality,



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

]

v Mortality from other diseases may also decline in the future. Death rates from cancer
have increased slightly since 1949, However, cancer death rates have fallen for the last
several years. Many new irnovations in cancer freatment, such as greater use of
rmammograms to detect cancers early as well as genetically-engineered drugs that inhibit
the biood vessels supplying cancers, provide some promise that these declines will
contines,

. Many experts belicve that these trends will result in continued steady improvements in
survivai to the "oldest old” ages of 83 and beyond, and continued increases in life
expectancy.

QUALITY OF LIFE (S IMPROVING ALONG WITH LENGTH OF LIFE FOR QLDER AMERICANS!

» An increasing share of elderly Amenicans report themselves to be in good to excellent
health, As the Table below shows, Amernicans aged 75 and over now report their overall
heatth 1o be about as good did Americans aged 65-74 a decade earlier. In turn Americans
65-74 now report their health to be about as good as did Amerncans aged 55-64 a decade

earher.
T ' PERCENT RATING OWN HEALTH AS EXCELLENT,
! Lo VERY GOOD, ORGOOD, BY AGE .-
55-64 65.74 78+
1984 74.6 : 67.8 64.1
1994 (most recent 79.7 74.4 08.7
year availabley
* Most studies have found that objective measures of the physical and cogritive health of

the ¢iderly have also unproved,

’ The additional years of life that older Americans are experiencing do not appear to be
years spent with serious morbidity from severe functional impairments. Some studies
find that senous morbidity has even been “compressed” into 8 shorter ime penad before
death, and that the likelihood and fength of nursing-home stays has not increased.




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

- Arcund 1/5 of the elderiy need help with at least one activity of datly living, and 1720 live
i nursing homes. These rates increase substantially 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 chronic itinesses 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
smprovements, suggesting that many of the elderly are living mate 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 capacity of the
eiderly with heart faiture.



