
Social Security
Is the program running out of money?

S
ocial Security has guaranteed an income for retirees,

their survivors and people with disabilities for more

than 80 years. But the landmark New Deal program

is paying out more in benefits than it collects in pay-

roll taxes, and the problem is forecast to get worse. As millions of

Baby Boomers — born between 1946 and 1964 — retire, the in-

creasing demands on Social Security threaten to overwhelm the

system. Some experts say the $2.8 trillion Social Security trust fund

will run out of money within a generation without major changes.

Among the proposals: raise payroll taxes, reduce benefits or shift

some Social Security money into the stock market. But others reject

major reforms and contend that minor adjustments, such as in-

creasing payroll taxes on wealthier workers, would keep the system

solvent. Democratic and Republican presidential hopefuls differ

sharply over whether to drastically change the system, tweak it or

even expand it to cover more low-income Americans. Regardless

of who wins this year’s election, the Social Security debate is ex-

pected to persist.

Winnifred “Winnie” Murphy celebrates her 105th
birthday in Chelsea, Mass., in 2014. Many of the 

49 million retirees and their survivors who receive
Social Security payments every month are 

living longer, financially straining the system.
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Social Security

THE ISSUES
wilma Bogar, 77,

doesn’t know what
she would do with-

out Social Security.
Her house outside Boze-

man, mont., is paid off, but
she still has everyday expenses
such as food and utilities, as
well as trips to Denver to see
her daughters. Between a pair
of small pensions and her
$1,869 monthly payment from
Social Security, she is able to
enjoy a quiet retirement.

“It’s a very big help,” she
says of Social Security. “Once
you pay your insurance and
electric bill, [expenses] mount
up, that’s for sure. without
the Social Security, it would
be a tighter pinch.”

Bogar is one of more than
60 million Americans, including
49 million retirees and survivors
of former recipients, who rely
on Social Security payments
every month. 1 The popular
program, which turned 80 last
year, is achieving what its cre-
ators intended back in the De-
pression: provide a modest
monthly payment to the na-
tion’s seniors so they need not
worry about becoming desti-
tute. Social Security also issues
cash payments to the perma-
nently disabled and to minor
children of deceased workers.

with most companies doing away
with pensions and workers still recov-
ering from the 2007-09 recession that
devastated retirement savings, some ex-
perts say Social Security is more im-
portant than ever.

“Social Security is really the back-
bone of our retirement system,” says
Alicia munnell, director of the Center
for Retirement Research at Boston Col-

lege. “It’s shielded from market changes,
it’s shielded from inflation, and it comes
out as an annuity. It’s the major source
of retirement income in our country,
and it works.”

But policy experts warn that the
venerable system is in trouble, mostly
due to demographics: An aging pop-
ulation means fewer workers are paying
into the system and more retirees de-

manding benefits. At the
same time increased life ex-
pectancy means the average
retiree receives a monthly
check for years longer than
when the program was es-
tablished. The Social Security
trust fund currently has a
$2.8 trillion balance — or
surplus — which comes from
payroll taxes and interest on
the surplus. Earmarked for
paying current and future re-
tirees, the fund will run out
of money within a genera-
tion, imperiling full retirement
benefits for tens of millions
of Americans, without con-
gressional action. 2

“Unless we deal with this
crisis, the young people of
this country will get poorer,
the disparity between young
and old, the working middle
class and the retired will grow
even larger,” New Jersey Gov.
Chris Christie, who briefly
ran for the 2016 Republican
presidential nomination, said
last year. 3

The so-called silver tsuna-
mi — the huge wave of
aging post-world war II
Baby Boomers born be-
tween 1946 and 1964 that
began retiring in 2012 — is
straining the system, a stress
that will only grow. By 2035,
the number of Americans
over age 65 will jump from
today’s 48 million to 79 mil-

lion. 4 In addition, today’s seniors can
expect to live, for almost 21 years,
on average, after retiring, compared
with 14 years in 1940, when Social
Security began making regular monthly
payments. 5

Such demographic trends can be
devastating to Social Security, a pay-as-
you-go system funded by a 12.4 percent
payroll tax, half paid by workers and
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Washington state logger Tom Edwards, who has had
trouble finding steady work, worries about his eventual

retirement benefits because Social Security payments are
based on work history. As millions of Baby Boomers like
Edwards retire, the demands on Social Security could

overwhelm the system. Some experts recommend raising
the retirement age, but manual laborers like Edwards 
may not be able to spend additional years on the job.
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half by employers. 6 * As the nation’s
population ages, the number of retirees
collecting Social Security benefits is ris-
ing far more quickly than the number
of workers paying taxes to support the
system. In 1950, 16 workers paid into
the system for every retiree collecting
benefits. 7 In the last few years, that
ratio is down to 2.8 workers per retiree
— and shrinking. 8

In 2010, the Social Security trust
fund for the first time began paying
out more than it raised in taxes, drawing
down the trust fund surplus to cover
the shortfall. At the current rate, the
surplus will be depleted in 2034, and
Social Security will be able to make
just 79 percent of its payments, funded
by payroll tax revenues. 9

Policy experts say it is critical for
lawmakers to put the program on
sounder fiscal footing as soon as possible.
But Congress appears hopelessly split
between those who would save money
by cutting benefits and those who want

to raise taxes to shore up the program.
furthermore, washington these days has
little appetite to change the popular en-
titlement, known as the “third rail” of
politics because any major change likely
would provoke furious resistance.

“It’s part of the fabric of the country,”
says max Richtman, president and CEO
of the National Committee to Preserve
Social Security and medicare. “There’s
a disconnect somewhere between the
sentiment of the people on Social Se-
curity and members of Congress who
want to cut it.”

Indeed, polls consistently show broad
public support among Republicans and
Democrats alike for the program. A 2014
survey by the nonpartisan National Acad-
emy of Social Insurance, for example,
found that 85 percent of Americans be-
lieve that Social Security is more important
than ever to ensure that retirees have a
dependable income. most respondents
said they were willing to pay higher
taxes to keep the system strong. 10

The Social Security Administration
(SSA) also provides benefits to 11 mil-

lion disabled workers and their de-
pendents through a pair of disability
programs called Supplemental Security
Income (SSI) and Social Security Dis-
ability Insurance (SSDI), which are fac-
ing even greater fiscal pressure. 11 In
2015, when the disability trust fund
was down had only about a year’s
worth of cash, Congress took money
from the Social Security retirement trust
fund to cover the shortfall. But the
disability programs are still expected
to run out of money early in the next
decade. 12 (See sidebar, p. 492.)

The two programs combined will
have spent about $877 billion in 2015,
representing about 24 percent of the
total federal budget. 13

On the presidential trail this year,
the candidates have proposed various
solutions for fixing Social Security: in-
creasing benefits, raising the retirement
age, increasing Social Security taxes on
wealthier Americans and privatizing the
program. Some have even proposed
raising payroll taxes enough to increase
benefits for lower income retirees. But

SOCIAL SECURITY

Aging Population Challenges Social Security 

Over the next 45 years, the proportion of Americans age 65 or older eligible for Social Security benefits 
will grow from about one in seven today to almost one in four. Meanwhile, the working-age share of 
the population able to pay into the system — those ages 18 to 64 — is projected to shrink, further 
straining Social Security’s finances.

Source: “Table 6. Percent Distribution of the Projected Population by Sex and Selected Age Groups 
for the United States: 2015 to 2060,” U.S. Census Bureau, December 2014, downloaded from 
http://tinyurl.com/nmncrml

Projected 
Makeup of 
U.S. Popula-
tion, by Age 
Group, 2015, 
2035 and 2060

Under 18

18-64

65 and older

206020352015

Age Groups

* The self-employed pay the full 12.4 percent.
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they generally have not emphasized
the type of all-encompassing approach
policy experts say is needed to ensure
the long-term fiscal health of the system.
(See p. 496.)

“we have more money going out
than we have” coming in, says munnell.
“There is no silver bullet. we need to
close that gap. when the political crazi-
ness calms down, I hope they do the
same thing as last time — name a
commission and then Congress takes
its recommendations.”

munell was referring to the National
Commission on Social Security Reform,
which in 1983 issued recommendations
later adopted by Congress that put the
retirement program on a stronger fiscal
footing.

while liberals generally want to re-
tain the Social Security program or
even increase benefits, the conservatives
worry that it is inordinately expensive.

“Social Security is a major contributor
to our current debt problem,” says
Romina Boccia, deputy director of the
Roe Institute for Economic Policy Stud-
ies at the conservative Heritage foun-
dation in washington. “It’s the largest
federal program. Twenty-five cents of
every dollar the federal government
spends is on Social Security — and it
is growing.”

If the federal budget is ever to be
reined in, conservatives say, government
must make changes to Social Security
and medicare, the other major federal
entitlement program, which provides
federal health insurance for senior cit-
izens. Together, Social Security and
medicare represent about 40 percent
of the federal budget.

One of the most outspoken critics
of Social Security finances is Laurence
Kotlikoff, an economics professor at
Boston University who has written
widely about Social Security benefits.
He worries the program is taking
money from young workers with no
guarantee that it will provide retire-
ment income for them and future gen-
erations.

“The system is broken. It’s a Ponzi
scheme,” says Kotlikoff, who would prefer
a system in which workers invest in the
stock market. “The sooner we move away
from it, the better off our kids will be.”

As concern about Social Security
grows, here are some questions policy
makers and everyday Americans are
asking:

Is the Social Security system
running out of money?

Ask younger Americans if they ever
expect to receive Social Security benefits
and most are skeptical. In fact, a recent
Gallup Poll found that nearly two-
thirds of those 29 and younger an-
swered “no” when asked whether Social
Security would “be able to pay you a
benefit when you retire?” 14

Demographic changes are costing
Social Security billions of dollars every
month, leading political leaders to raise
alarms about both Social Security and
its impact on the federal budget.

“But anyone who tells you that Social
Security can stay the way it is is lying,”
Sen. marco Rubio, R-fla., said during a
presidential campaign debate earlier this
year when he was a candidate. “Social
Security will go bankrupt, and it will
bankrupt the country with it,” he said.

“So what it will require is people younger,
like myself, people that are 30 years
away from retirement, to accept that our
Social Security is going to work differently
than it did for my parents.” 15

many experts, however, emphatically
reject such dire predictions.

“Absolutely not,” says Richtman of
the National Committee to Preserve
Social Security and medicare. “The
terms that are thrown around — crisis,
bankrupt, there’s no money there —
that’s part of the mythology that’s being
pushed by people who don’t care for
the program or want to see people
take care of themselves. This program
is sound. Everybody will get every
penny of their benefits.”

Both sides agree on the basic con-
tours of the fiscal situation. The Social
Security trust fund last year paid out
about $84 billion more in benefits than
it raised in taxes, and that loss rate is
expected to grow as the Baby Boomers
continue to retire. By about 2034, the
trust fund balance will decline to zero,
at which point the payroll taxes collected
on workers every month will be enough
to pay only 79 percent of benefits to
retirees. The exact date that the trust
fund will be depleted depends on such
factors as economic growth and the

Many Skeptical of Receiving Benefits
About half of nonretired Americans said in 2015 they did not expect 
to receive Social Security benefits when they stop working, down 
from 60 percent in 2010, when skepticism about the program’s 
long-term viability peaked, particularly among younger Americans.

Source: Frank Newport, “Many Americans Doubt They Will Get Social Security 
Benefits,” Gallup, Aug. 13, 2015, http://tinyurl.com/jc2xb6h; full results down-
loaded from link at bottom of page

Poll: Do You Think Social Security Will
Pay You a Benefit When You Retire?
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life expectancy of retirees, according to
the Social Security trustees. 16

moreover, those trustees, who have
been required since the early days of
the program to issue an annual pro-
jection of the trust fund’s solvency over
the next 75 years, estimate that the
fund will face a deficit of $10.7 trillion
in current dollars over the next three-
quarters of a century. 17

But that may be a relatively optimistic
scenario. The Congressional Budget
Office says the trust fund most likely
will run out of money in 2029. 18 Or
it could be depleted years earlier, warns
a team of political scientists and de-
mographers at Harvard University and
Dartmouth College, partly because the
trustees may not be fully taking into

account longer life expectancies and
other factors that could drain the fund
earlier than estimated. 19

whatever the exact date, many fiscal
experts say the system as currently
configured is headed toward insolvency.
“It’s facing a pending crisis. we cannot
pay the promised benefits with the
revenues we have,” says michael Tanner,
a senior fellow at the libertarian Cato
Institute. “It’s only going to get deeper
and deeper in the red.”

But other experts, especially those
on the left, say Social Security is gen-
erally sound and needs only minor
adjustments, such as increasing payroll
taxes on wealthier workers.

“No other program has to be per-
petually fully funded 75 years into the

future that way,” says monique morrissey,
an economist at the Economic Policy
Institute, which focuses on the needs
of low- and middle-income workers.
“To always be in balance over 75 years
is very difficult to do, and it doesn’t
mean the program is a bust if it doesn’t
attain it.”

morrissey and other Social Security
experts also point out that, even in
the unlikely event that Congress were
to allow the trust fund balance to dwin-
dle to nothing, companies and em-
ployees would continue to fund it every
month through payroll taxes. Under
that scenario, retirees would get about
79 percent of their full benefits, ac-
cording to estimates by the Social Se-
curity trustees. 20

SOCIAL SECURITY

The Social Security system pays out hundreds of billions
of dollars each year in retirement and disability payments,
and some of that money is winding up in the hands

of crooks and fraudsters.
Examples abound:
• millions of Social Security numbers belonging to deceased

Americans born more than a century ago remain available for
people wanting to fraudulently collect monthly payments.

• Criminals are using fraudulent medical documents to obtain
Social Security disability benefits.

• Children are collecting benefits by using Social Security
numbers of their deceased parents.

Underscoring the scope of the problem, a report last year
by the Social Security Administration’s Office of the Inspector
General identified about 6.5 million Social Security number
holders aged 112 or older — even though just 35 people world-
wide were that old. In one case, an individual had recently
opened bank accounts by using Social Security numbers for
individuals born in 1886 and 1893. 1

“It is incredible that the Social Security Administration in
2015 does not have the technical sophistication to ensure that
people they know to be deceased are actually noted as dead,”
said Sen. Ron Johnson, R-wis., who chairs the Senate committee
that oversees the Social Security Administration. “This problem
has serious consequences.” 2

The report urged the agency to better manage data for
“number holders who exceeded maximum reasonable life ex-
pectancies and were likely deceased.” 3

Politicians have raised concerns about the extent to which
false or stolen Social Security numbers may be costing the gov-
ernment or putting Americans at risk of identity theft.

“Not only do these types of avoidable errors waste millions
of taxpayers’ dollars annually and expose our citizens to identify
theft, but they also undermine confidence in our government,”
said Sen. Tom Carper, D-Del. 4

Businessman Donald Trump, the presumptive GOP presidential
nominee, has gone so far as to suggest that Social Security’s
fiscal problems could be largely solved if it cut down on waste,
fraud and abuse. 5 But fiscal experts say the notion that reducing
those problems would significantly change the finances of the
Social Security program is illusory.

“It’s absurd to pretend you can fix it by ending fraud,” says
maya macGuineas, president of Committee for a Responsible
federal Budget, a bipartisan think tank in washington. “You
can get rid of every penny of fraud, waste and abuse and
would still have the same problems,” she adds.

Social Security’s disability system is viewed as more vulnerable
to fraud than its retirement system because the determination
of whether someone qualifies for disability depends on complex
factors such as medical records. Earlier this year, a grand jury
in Kentucky indicted three people, including a former judge
and a disability lawyer, on charges that they defrauded the gov-
ernment of $600 million in disability benefits by submitting
false medical documentation. 6

A report last year by the Social Security inspector general
concluded that the Social Security Administration had made

fraud and waste Sap Social Security funds
“Every dollar misallocated is a dollar lost for those who truly need it.”
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“Absent a complete and total collapse
of the U.S. economy so that no one
anywhere is working, Social Security
will always have a revenue source of
some sort in the future,” says Kurt
Czarnowski, a former Social Security
regional communications director who
now works as a consultant advising
workers about Social Security benefits.
“The question is: will that revenue
source cover 100 percent of the
promised benefits?

“with some reasonable changes to
close that 21 percent gap — increases
on the income side, slowdown on the
benefits side — it can remain that
solid program that Americans have
counted on for 80-plus years,” says
Czarnowski.

Should Congress cut Social Secu-
rity benefits to ensure the pro-
gram’s long-term sustainability?

warren Adamsbaum has never for-
gotten the day he received his first
Social Security check: He had just
turned 65 and was eligible for full
benefits.

“when I first got it, I remember
thinking this is the greatest thing in
the world,” says the former public re-
lations and advertising vice president
for weight watchers, who is now 91
and living in Boca Raton, fla.

But the era of Americans receiving
full Social Security benefits at age 65
is gone. Those wanting full benefits
now must wait until they’re at least
66 or, if born in 1960 or later, 67.

with Americans living longer and
Social Security beginning to run out of
money, experts wonder whether it is
time to raise the full retirement age
even further for younger and middle-
aged workers. Boccia of the Heritage
foundation, for example, would like to
see the retirement age raised gradually
to 70 over the next couple of decades.

“You have people living increasingly
longer in retirement, which requires
increasing taxes to pay for them” unless
the retirement age is pushed back,
she says.

But advocates for retirees fiercely
oppose any increase in the retirement
age or cut in benefits. They prefer to
balance the trust fund and maintain
current benefits — or even increase

$16.8 billion in disability overpayments over the past 10 years
ending in 2014. much of the money went to people who were
no longer disabled or were earning too much to be eligible
for the program. Some also went to people in prison or who
had died. 7 The agency was able to recover $8.1 billion, although
it took several years. 8

Amid growing concerns about Social Security’s finances, Con-
gress last year approved stiffer criminal and civil penalties and
fines for Social Security fraud. The new law imposed penalties
of up to 10 years in prison for individuals in trusted positions,
such as doctors or former Social Security Administration employees,
and also created a new felony classification, punishable by up
to five years in prison and up to $250,000 in fines, for conspiracy
to commit Social Security fraud. 9

But a study this year by the Government Accountability
Office warned that the Social Security Administration is failing
to focus on cases that could generate more savings. “As a result,
it may be missing opportunities to efficiently and effectively
use federal resources,” the report concluded. 10

Despite the large overpayments and other issues, Social Security
Administration officials maintained that the system has a high
degree of accuracy for both retirement and disability payments.
“for fiscal year 2013 — the last year for which we have complete
data — approximately 99.8 percent of all Social Security payments
were free of overpayment, and nearly 99.9 percent were free of
underpayment,” said Social Security spokesman mark Hinkle. 11

But critics said errors are making Social Security’s fiscal con-
dition more precarious.

“Every dollar misallocated is a dollar lost for those who truly
need it most,” said Senate finance Committee Chairman Orrin
Hatch, R-Utah. 12

— David Hosansky

1 “Numberholders Age 112 or Older who Did Not Have a Death Entry on
the Numident,” Office of the Inspector General, Social Security Administration,
march 4, 2015, http://tinyurl.com/j6z9e2v.
2 Josh Hicks, “millions over 112 have Social Security numbers, and it’s not
because we’re living longer,” The Washington Post, march 10, 2015,
http://tinyurl.com/zwl5f44.
3 “Numberholders,” op. cit.
4 Hicks, op. cit.
5 michael Tanner, “Trump on ‘waste, fraud, and Abuse,’ ” National Review,
feb. 17, 2016, http://tinyurl.com/h8ggnu7.
6 “Retired Judge, Attorney, and Psychologist Indicted in $600 million Social
Security Disability fraud Scheme,” Office of the Inspector General, Social
Security Administration, April 5, 2016, http://tinyurl.com/jhz4dsx.
7 “Overpayments in the Social Security Administration’s Disability Programs
— A 10-Year Study,” June 2015, Office of the Inspector General, Social
Security Administration, http://tinyurl.com/jalxet6.
8 Ibid.
9 Eric Pianin, “why Social Security’s Crackdown on Disability fraud Is
Coming up Short,” The Fiscal Times, march 14, 2016, http://tinyurl.com/h8pc4je.
10 “Social Security Disability: SSA Could Increase Savings by Refining Its
Selection of Cases for Disability Review,” U.S. Government Accountability
Office, feb. 11, 2016, http://tinyurl.com/jy5tzbg.
11 Stephen Ohlemacher, “Report: Social Security Overpaid Disability Benefits
by $17 Billion,” Business Insider, June 5, 2015, http://tinyurl.com/zswbwmk.
12 Ibid.
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them — by raising payroll taxes, es-
pecially on wealthier Americans, by
raising the cap on how much income
is taxed. Under current law, taxable
wages are capped at $118,500, so in-
come above that amount is exempt
from payroll taxes, known as fICA
taxes for the federal Insurance Con-
tributions Act of 1935. 21

“Social Security really needs a little
more money,” says the Economic Policy
Institute’s morrissey. “The vast majority
of people would be better off even if
they were paying slightly more in con-
tributions.”

Polls show Americans are more in-
clined to preserve Social Security by
raising taxes than by cutting benefits.
for example, a 2014 survey by the Na-
tional Academy of Social Insurance
found that 77 percent of respondents
said it’s critical to preserve Social Security,
even if that meant paying more in taxes.
Presented with a range of options for
raising taxes or cutting benefits, the re-
spondents preferred to pay higher taxes
themselves and to impose higher taxes
on the wealthy, rather than raise the
retirement age or cut benefits. 22

Policymakers could adjust benefit
formulas to help get Social Security
on a more solid fiscal footing. Currently,
benefits are based on the highest 35

years of the recipient’s wages and are
linked to average U.S. wage growth. If
they were based on the highest 38 years
of earnings (thereby incorporating three
years of lower earnings) and linked
to inflation (which tends to rise more
slowly than wages), average benefits
would be lower. 23

But liberals say benefits are already
stingy, especially for lower-income work-
ers and those — especially women —
who dropped out of the workplace for
a period of time, usually to focus on
family caretaking. And it is unfair to
raise the retirement age, they say, because
lower-income workers are not living
longer like wealthier workers and manual
laborers may be physically unable to
spend additional years on the job.

“I have a feeling that most of those
people who are talking about it can
easily work for a few more years,”
Richtman says. “I bet you don’t hear
many nurses or factory workers or peo-
ple doing manual labor advocating a
higher retirement age.”

But other policy experts say the re-
tirement age can be increased while
still protecting workers in physically
demanding jobs by, for instance, allow-
ing such laborers to retire sooner or
receive disability payments to tide them
over until retirement. “Raising the retire-

ment age doesn’t have to be regressive,”
says maya macGuineas, president of the
bipartisan Committee for a Responsible
federal Budget.

Conservatives view a tax increase as
a nonstarter, citing estimates by the Social
Security trustees that the payroll tax
would have to be raised by 20 percent
— from 12.4 percent to about 15 percent
— to balance the trust fund without
benefit cuts. “You’re really inflicting a
fair amount of pain at that point,” says
Cato’s Tanner. “People are going to get
hit with a substantial tax increase.”

As for raising the cap on payroll
taxes, that would affect more than just
the wealthy, because “$118,500 is really
middle class in cities like New York,”
Tanner says.

Budget experts also questioned
whether raising Social Security taxes
should take priority over raising taxes
for other needs, such as increasing the
gasoline tax to pay for infrastructure
improvements.

“If we’re talking about a tax increase,
I think there are more important things
we should be spending money on,”
says Eugene Steuerle, a fellow and the
Richard B. fischer chair at the Urban
Institute. Steuerle and some other ex-
perts say Social Security would be best
helped through a combination of policy

SOCIAL SECURITY

Social Security Consumes Growing Share of Budget
The share of the federal budget spent on Social Security has grown from 15 percent in 1966 to about 
24 percent today. It is projected to edge up to 25 percent in 2024. Medicare, the federal health insur-
ance program for senior citizens, adds another 17 percent to the federal budget.

* Share of budget projected for 2016-2026

Source: “Historical Budget Data,” Congressional Budget Office, March 2016, downloaded from http://tinyurl.com/h6rgsgl; 
“10-Year Budget Projections,” Congressional Budget Office, March 2016, downloaded from http://tinyurl.com/h6rgsgl
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changes, handled in such a way that
lower-income people are not adversely
affected.

Should Social Security be priva-
tized?

A person who invested $100 in the
stock market in 1935, when Social Se-
curity was created, would likely have
more than $200,000 today. 24 That sort
of gain has experts wondering if Amer-
icans would enjoy a more affluent re-
tirement if they could invest the amount
they pay in fICA taxes instead of having
to pay that money into the Social Se-
curity trust fund.

“There are much better ways for
workers to build toward retirement,”
says the Heritage foundation’s Boccia.
“for income replacement and to ensure
a comfortable retirement, I think private
retirement savings are much better at
accomplishing that.”

for decades, conservatives have
pressed to partially or completely pri-
vatize Social Security by allowing workers
to divert some or all of the 12.4 percent
fICA tax into specially designed retire-
ment accounts.

They could provide workers with
better returns over time, privatization
advocates say. The stock market has
delivered average earnings of more
than 10 percent per year (compound-
ed, including interest) over the last
80 years. 25 The Treasury bonds that
the Social Security trust fund invests
in generally return much less than
half of that. 26

But experts who support the tradi-
tional, conservative approach of Social
Security say the stock market is far
too unstable to be the only source of
retirement income for workers.

“People don’t want their benefits to
depend on whether wall Street has a
good year or bad year,” says Gary
Burtless, a senior fellow in economic
studies at the liberal Brookings Insti-
tution think tank in washington. “It’s
very hard for most people on their
own to make the calculations and in-

vestment choices in setting aside a cer-
tain proportion of their current income
into a retirement savings account. And
Social Security does that very well.”

The political debate over privatizing
Social Security has cooled since President
George w. Bush made it a top priority
but could not get Congress to vote on
the issue. His plan would have allowed
younger and middle-aged workers to
direct a limited portion of the payroll
taxes that they and their employers

pay into certain stock funds administered
by the government.

The stock market crash of 2008, which
wreaked havoc on retirement accounts,
further dampened interest in privatization.
“we’ve all lived through the Great Re-
cession,” says Boston College’s munnell.
“That would have been even more of
a tragedy if everyone had all their retire-
ment savings in the stock market.”

Some experts also argue that while
establishing private savings accounts

As exercise and improved medical care help Americans live longer, some experts
say major changes must be made in Social Security, such as raising the

retirement age or reducing benefits. Others say minor adjustments, such as
increasing payroll taxes on wealthier workers, would largely keep the 
system solvent. Above, older Americans take a water aerobics class.
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might strengthen overall retirement sav-
ings in the long run, it would worsen
Social Security’s financial condition in
the short term. The trust fund would

run out of money even more quickly
if a portion of the payroll tax were
diverted to the market, they say.

“Creating private accounts made a

good deal of sense when we had Social
Security surpluses,” says the Committee
for a Responsible federal Budget’s
macGuineas, who supported some pri-
vatization proposals in the past. “But the
moment for creating them has passed
now that Social Security is running deficits.”

Still, the idea of putting money into
private accounts is enticing to some,
such as the Cato Institute’s Tanner. He
advocates allowing workers younger than
55 to divert up to 6.2 percent of their
fICA payroll taxes into their own private
retirement accounts, while agreeing to
forgo future Social Security benefits. The
other 6.2 percent would go into financing
the trust fund during a transition period
away from the traditional system.

“If we move to a system of personal
accounts, we would reduce the future
obligations of Social Security substantially,
but we have to find a way to cover
current retirees,” Tanner says. “There is
no painless way to do it. But it makes
the system better in the long term.”

To some extent, the debate over
privatization comes down to whether
the risk of investing in the market is
worth the higher returns. Advocates of
Social Security favor the reliability of
the current system, which not only
provides a check every month but also
increases the amount based on inflation.
They say this is particularly important
as pensions become less common.

“Social Security is that solid, founda-
tion income protection that people can
count on being there,” says Czarnowski,
the consultant. “The changes in the other
parts of the retirement world these days
[such as the loss of pensions] makes
that especially important.”

Boccia, however, warns that Social
Security — like the market — should
not be viewed as a guaranteed source
of income.

“There’s also risk in giving all your
money to the government and then
expecting the government to take care
of you,” she says. “There’s political risk,
and there’s risk of fiscal crisis.”

Continued on p. 492

A 1935 poster introduces the newly enacted Social Security program to the
American public. “We can never insure 100 percent of the population against
100 percent of the hazards and vicissitudes of life,” said President Franklin D.

Roosevelt, who championed the landmark program. “But we have tried to 
frame a law which will give some measure of protection to the 

average citizen and to his family against . . . poverty-ridden old age.”

G
et

ty
 Im

ag
es

/G
ra

ph
ic

aA
rt

s



June 3, 2016                 491www.cqresearcher.com

Chronology
1930s Social Security is
created to combat widespread
poverty among the elderly during
the Great Depression.

1935
President franklin D. Roosevelt
signs the Social Security Act, the
nation’s first major anti-poverty in-
surance program providing bene-
fits to older Americans.

1939
Ida may fuller of Ludlow, vt., be-
comes the first retiree to receive a
monthly Social Security check. So-
cial Security is expanded to provide
benefits to workers’ survivors.

•

1940s-1960s
Post-World War II population
boom sets the stage for Social Se-
curity’s future funding shortfall.

1946
The first year of the Baby Boom
starts a demographic bulge that
will last for the next 18 years.

1950
Cost-of-living adjustments are applied
to Social Security benefits to protect
them from inflation. There are 16
workers for every retiree in the Unit-
ed States, more than enough to
cover Social Security benefits.

1954
Congress expands Social Security
to cover disabled workers who are
50 and older, and disabled adult
dependents.

1961
All workers are allowed to receive
reduced, early-retirement benefits
at age 62.

1965
medicare, the most far-reaching
change to the entitlement system
for seniors, becomes law, provid-
ing health insurance to millions of
Americans age 65 or older.

•

1970s-1990s
Concern mounts over Social
Security’s solvency as demogra-
phers warn of a coming wave
of Baby Boom retirements.

1972
Social Security’s new Supplement
Security Income program provides
additional benefits to low-income
seniors and includes coverage for
the blind and disabled — groups
previously served by states and
localities with federal funding.

1977
To restore the Social Security trust
funds’ financial soundness, Con-
gress agrees to gradually raise
payroll taxes from 9.9 percent to
10.8 percent and increases the
maximum earnings subject to
those taxes.

1983
Congress authorizes taxation of So-
cial Security benefits, brings feder-
al employees into the system, rais-
es the payroll tax to 12.4 percent
and sets in motion a gradual in-
crease — from 65 to 67 — in the
age at which retirees can claim
full benefits.

1999
The Ticket to work and work In-
centives Improvement Act provides
vocational rehabilitation and employ-
ment services to help disability
beneficiaries find work.

2000s Elected officials
fail to reach consensus on major
changes to Social Security.

2005
Republican President George w.
Bush’s proposal to partially privatize
Social Security fails to pick up
significant support in Congress.

2008
The first Baby Boomers reach age 62,
making them eligible for reduced,
early-retirement Social Security benefits.

2009
The age at which retirees may re-
ceive full Social Security benefits
rises to 66 for those born after 1943.

2010
The Social Security trust fund be-
gins to pay out more in benefits
than it collects in revenues.

2015
Congress agrees to put money from
the Social Security trust fund into the
nearly depleted Disability Insurance
trust fund, which was estimated to
run out of money in 2022. . . . In a
sign of the potential scope of fraud,
the Social Security Administration’s
Office of the Inspector General iden-
tified about 6.5 million Social Security
number holders who were 112 or
older — even though just 35 people
worldwide were that old.

2027
The retirement age for full Social Se-
curity benefits is scheduled to rise to
67 for those born in 1960 or later.

2029-2034
The Social Security trust fund will run
out of money in 2029, according to
projections by the Congressional Bud-
get Office; the Social Security Admin-
istration says it will happen in 2034.
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BACKGROUND
Depression Roots

Social Security began during the De-
pression, but the concept of a public

safety net to protect citizens from poverty
dates back to the earliest days of the
country.

In his pamphlet “Agrarian Justice,”
written shortly after the Revolutionary
war, American patriot Thomas Paine
proposed creating a fund, financed
through an inheritance tax, to provide
a single payment of 15 pounds sterling
to citizens reaching age 21 to help
them get started in life, and annual
payments of 10 pounds sterling to every-
one 50 and older to prevent poverty
in old age. 27

Paine’s idea never made its way

into public policy. Before the Industrial
Revolution drew workers from the farms
into urban factories, people who could
no longer work as a result of injury
or old age relied on family for support
and care. But the move to cities eroded
that safety net, as extended families
broke into smaller, “nuclear” households
composed of parents and their children.
Charities and a patchwork of state wel-
fare programs turned out to be a poor
substitute for family-based support.

SOCIAL SECURITY

Continued from p. 490

Patty, 59 years old and taking powerful medication for
back pain, has been receiving disability payments from
Social Security for five years. But she says she can’t

make ends meet on her monthly check of slightly more than
$1,100.

So, she says, she breaks the rules. Despite chronic pain and
rules against earning an additional $1,130 a month or more,
she regularly makes herself available to help elderly neighbors
with light chores to keep up on her bills.

“I’m not supposed to be working, but I have to make ends
meet,” says the New York woman, who asked that her last
name not be used. “what they give you for disability is really
not enough to live off with. . . . my rent is $1,374 so I’m
already short, and then you’ve got your regular living to do.”

Some 11 million disabled workers and their dependents get
monthly checks under a pair of programs for the disabled called
Supplemental Security Income, or SSI (for those with the greatest
financial need) and Social Security Disability Insurance (for
those who become disabled after having worked for a number
of years). The average monthly benefit is $1,165. 1 Even though
the programs are designed as a safety net for the permanently
disabled, critics say they are instead trapping beneficiaries in
near poverty by issuing small checks and prohibiting them from
earning much outside income.

“Being on disability might mean that a person has some sort
of income but is still homeless or is struggling to afford medication
or food or transportation to medical appointments,” says Colleen
Rivecca, advocacy program lead at St. Anthony’s, a nonprofit that
provides services to low-income people in San francisco.

The disability programs are controversial, both because the
rules make it difficult for Americans to get into or out of the
programs and because of mounting expenses. By some measures,
disability programs have become the most important element
of the nation’s safety net. The federal government spends about
$145 billion annually on these programs, more than food stamps
($74 billion) and welfare ($17 billion) combined. 2

Last year, Congress had to transfer emergency funds into
the Disability Insurance trust fund to keep it from running out
of money. It did so by increasing the portion of the 12.4 percent
payroll tax that goes into the disability trust fund from 1.8 to
2.37 percent for a three-year period. 3 Even so, the fund is in
more precarious shape than Social Security’s program for the
retired and is projected to run out of money by about 2022.

Concerned about beneficiaries remaining in the program in-
definitely, Congress in 1999 created the Ticket to work program
to help people with disabilities return to work. But the program
has had limited success. The last time it was evaluated in 2013,
only about 60,000 people had received support through the
program out of several million receiving disability benefits. 4

As more Americans say they are too disabled to work, critics
worry that disability is becoming a substitute for welfare. The number
of Americans receiving disability payments has quadrupled since
1970, with more than 2 million additional recipients coming on
the rolls in the decade after Congress scaled back traditional welfare
payments in 1996. 5 whereas the leading cause of disability in the
early years of the program were heart disease and stroke, more
than half the beneficiaries have mental disorders or musculoskeletal
diseases, which can often be difficult to prove. 6

“Over half the people on disability are either anxious or
their back hurts,” said Sen. Rand Paul, R-Ky. “Join the club.
Everybody over 40 has a back pain.” 7

But advocates for the disabled say claims of program abuse
are largely exaggerated.

“You will hear examples of someone who’s collecting disability
benefits and playing golf,” says max Richtman, president and
CEO of the National Committee to Preserve Social Security and
medicare. “But the vast majority are not playing golf. They’re
often bedridden,”

Bipartisan consensus seems to be growing on the need to
make changes to the disability system. most important, policy
experts agree, is to provide more incentives to get disabled
Americans back into the workforce.

Disability Program faces financial Challenges
As claims mount, policy experts seek to get recipients back to work.
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Only one segment of American so-
ciety — veterans — enjoyed govern-
ment-provided income protection.
workers for private companies did not
have guaranteed benefits, although
some paternalistic companies retained
older workers in token jobs at reduced
pay. In a few other cases, workers re-
ceived some form of retirement stipend.
more commonly, however, older work-
ers were simply dismissed when they
were no longer productive.

In 1882, one of the first formal pen-
sion plans for workers was introduced
by the Alfred Dolge Co., a builder of
pianos and organs. Dolge placed 1 per-
cent of each worker’s salary into a pen-
sion fund and added 6 percent interest
each year. But the plan was largely un-
successful because it required a worker
to spend many years with the company,
and the pension disappeared when the
company went out of business. Other
company pensions also failed to take

hold for varying reasons. By 1932, only
5 percent of the elderly were receiving
company pensions. 28

meanwhile, several factors were com-
bining to undermine the living standards
of older Americans: urbanization, the
breakdown of the extended family, in-
creasing reliance on wage income for
survival and a rapid increase in life ex-
pectancy due to improved sanitation and
health care. By the 1920s, the country
was older and significantly more indus-

“Right now we don’t allow partial disability,” says michael
Tanner, a senior fellow at the libertarian Cato Institute. “It’s almost
like a light switch that’s on or off. The current system basically
forces you out of the workforce. To the degree that Congress
can come together on mom and apple pie, I think we may see
changes. Even supporters of the system would like to see changes.”

Some experts favor an approach that would steer applicants
into rehabilitation programs with the goal of eventually moving
them back into the workforce. Only if the rehabilitation was
unsuccessful — or if an applicant was so disabled that rehabilitation
was not worth trying to begin with — would the person become
eligible for permanent disability benefits.

“The idea is to make sure that workers have access to the types
of support that we believe can help people stay in the labor force
even when they have significant medical conditions,” says David
Stapleton of the Princeton, N.J.-based policy research organization
mathematica Policy Research, who has worked on this type of plan.

“Under the current process, the Social Security Administration
can’t distinguish in many cases between people who can work
with the right support and medical treatment versus those who
reasonably cannot work,” adds Stapleton, director of mathematica’s
Center for Studying Disability Policy. “we should change the
rules so the process takes into account the technologies and
other things that will allow a person to work despite having
a very significant medical problem.”

To enable recipients to start earning more income, Congress
last year directed the Social Security Administration to test a plan
that would reduce monthly benefits by $1 for every $2 of outside
earnings that exceed the $1,130 threshold. In contrast, recipients
currently lose their entire benefits if their outside earnings exceed
the threshold for more than nine months.

Rivecca says such changes could make a major difference for
recipients. “They can’t survive on the income they have,” she says.
“Even to make an extra $50 a month can help to buy food.”

— David Hosansky

1 “Social Security Basic facts,” Social Security Administration, http://tinyurl.com/
j7nwkff.
2 The funding estimates come from various sources. for Social Security
disability: “A Summary of the 2015 Annual Reports,” Social Security Admin-
istration, http://tinyurl.com/goa7zg8; for the Supplemental Nutrition Assistance
Program, or food stamps: “Supplemental Nutrition Assistance Program Par-
ticipation and Costs,” U.S. Department of Agriculture, may 6, 2016,
http://tinyurl.com/o28odbs; and for Temporary Assistance for Needy families:
“Temporary Assistance for Needy families: Spending and Policy Options,”
Congressional Budget Office, Jan. 21, 2015, http://tinyurl.com/hotwwl8.
3 Philip moeller, “How the Budget Deal will Change medicare and Social Security,”
Time, Oct. 30, 2015, http://tinyurl.com/pnjdyv9.
4 Gina Livermore et al., “Executive Summary of the Seventh Ticket to work
Evaluation Report,” Center for Studying Disability Policy, July 30, 2013, http://
tinyurl.com/gr95yds.
5 “Social Security Beneficiary Statistics: Number of beneficiaries receiving
benefits on Dec. 31, 1970-2015,” Social Security Administration, http://tiny
url.com/hgv5plg.
6 Steve Contorno, “Rand Paul says most people receive disability for back pain,
anxiety,” PolitiFact, Jan. 16, 2015, http://tinyurl.com/mgo8a8e.
7 Stephen Ohlemacher, “Report: Social Security Overpaid Disability Benefits by
$17 Billion,” Business Insider, June 5, 2015, http://tinyurl.com/zswbwmk.

Patrick McGarvey, 48, of Riegelsville, Pa., says he waited
seven years to get approved by the Social Security
Administration to receive disability benefits for his

debilitating back pain. “I’d much rather be working,” he said.
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trialized, with more people living in cities
than on farms for the first time. with
no one to care for them and no income,
millions of former workers faced the
prospect of dying in poverty.

The plight of America’s elderly pop-
ulation worsened after the stock market
crashed in 1929 and the Great Depres-
sion began. Thousands of letters from
destitute elderly people poured into
washington. “I’m 72 years old and have

no one to take care of me,” wrote a
woman from South Carolina. A letter
that reached the white House from a
virginia woman stated: “I’m a 60-year-
old widow greatly in need of medical
aid, food and fuel, I pray that you
would have pity on me.” 29

President Herbert Hoover (1929-33)
asked Americans to volunteer their ser-
vices and charitable contributions to al-
leviate the plight of the unemployed
and the elderly. But with so many
people facing financial hardship nation-
wide, Hoover’s call went largely unan-
swered, leaving much of the challenge
to the states.

By the 1930s, most states had es-
tablished limited old-age “pensions” for
older Americans who met financial
need standards. But these programs
were implemented unevenly. By 1935,
only 3 percent of the elderly were re-
ceiving benefits — and the average
benefit was just 65 cents per day. 30

Social Security Act

President franklin D. Roosevelt
(1933-45) took office promising to

shift the model for federal economic se-
curity policy from state-based welfare as-
sistance programs to federal programs
similar to the “social insurance” plans
prevalent in Europe. first adopted in
1889 in Chancellor Otto von Bismarck’s

Germany, social insurance plans worked
like commercial insurance plans, collecting
premiums, or taxes, from a large pool
of working-age citizens to pay benefits
to those who meet eligibility conditions,
such as the disabled and the elderly.

On June 8, 1934, Roosevelt an-
nounced his support for a similar ap-
proach in the United States and created
the Committee on Economic Security
to propose a plan. Seeking to placate
critics of such an expanded role for
the federal government, he said: “This
seeking for a greater measure of welfare
and happiness does not indicate a
change in values. It is rather a return
to values lost in the course of our eco-
nomic development and expansion.” 31

The following year, Congress began
debating legislation based on recommen-
dations by the committee. Both chambers
passed the Social Security Act by over-
whelming margins. On Aug. 14, 1935, Roo-
sevelt signed the new program into law.

It created a social insurance program
to pay retired workers a steady income
for the rest of their lives. “we can never
insure 100 percent of the population
against 100 percent of the hazards and
vicissitudes of life,” Roosevelt said. “But
we have tried to frame a law which will
give some measure of protection to the
average citizen and to his family against
the loss of a job and against poverty-
ridden old age.” 32 The law also included
incentives for states to establish unem-
ployment insurance programs, which all
of the states had done by 1937. 33

Although the law had been passed
with significant Republican support, it
became a major issue in the 1936 pres-
idential election, facing withering attacks
from GOP nominee Alf Landon, who
denounced it as “unjust, unworkable,
stupidly drafted and wastefully financed.”
He also said that, “to call it social security is
a fraud on the working man.” 34

The law also withstood fierce legal
challenges from companies, with the
Supreme Court in 1937 agreeing with
the administration that the new program
was constitutional. The landmark ruling
would permanently extend the reach
of the federal government. 35

The law provided the basic structure
for today’s Social Security program, award-
ing benefits only to covered workers
when they retired at age 65. And, unlike
the state old-age pension plans, it was
funded through a contributory system,
in which future beneficiaries contributed
to their own retirement though payroll
deductions made during their working
lives. On Jan. 1, 1937, workers began ac-
quiring credits toward their old-age ben-
efits, and they and their employers began
paying fICA taxes. The revenues were
placed in a dedicated Social Security trust
fund to be used for paying benefits.

for the first three years Social Se-
curity paid each beneficiary a small,
single, lump-sum payment because
early recipients had not paid enough
into the system to be vested for monthly
benefits. This changed as the trust fund
accumulated sufficient revenue. The

SOCIAL SECURITY

“I bet you don’t hear many nurses or factory workers 
or people doing manual labor advocating 

a higher retirement age.”
— Max Richtman,

President and CEO, 

National Committee to Preserve Social Security and Medicare



June 3, 2016                 495www.cqresearcher.com

first retiree to receive a monthly Social
Security check was legal secretary Ida
may fuller of Ludlow, vt., who retired
in 1939 at age 65. Because of Social Se-
curity’s pay-as-you-go financing arrange-
ments, she got a great return. After con-
tributing just $24.75 into the system over
three years, fuller collected $22,888.02
in Social Security benefits before she
died in 1975 at the age of 100. 36

Amendments Passed

In 1939 Congress expanded Social
Security, transforming it from a re-

tirement system for workers into a
broader family income-security system.
The changes added so-called depen-
dent’s benefits (payments to the spouse
and children under 18 of a retired
worker who died) as well as survivors’
benefits paid to the family if a covered
worker died prematurely. Lawmakers
subsequently adopted cost-of-living al-
lowances (COLAs) to make sure benefits
kept up with inflation. 37

President Dwight D. Eisenhower
(1953-61) signed laws that gradually
expanded the program to cover dis-
abled workers and their dependents.
In 1956, Congress reduced from 65 to
62 the age at which women could
begin receiving benefits. women who
took benefits earlier would receive
smaller monthly checks based on the
actuarial notion that they would receive
benefits for a longer period of time
than if they waited until age 65. The
same early-retirement option was ex-
tended to men in 1961. 38

In 1965, building on Roosevelt’s vision
of a strong governmental role in pro-
tecting older Americans from poverty,
President Lyndon B. Johnson (1963-69)
signed legislation establishing medicare.
By providing health insurance to nearly
all Americans age 65 and older,
medicare would become one of the
most far-reaching changes in the health
and financial security of older Ameri-
cans. 39

By the late 1960s, there was growing
interest in reducing waste and redun-
dancy by merging state and local welfare
programs with the federal Social Security
system. The 1972 Social Security Amend-
ments brought three such “adult cate-
gories” — the needy aged, blind and
disabled — under a single new Social
Security program called Supplemental
Security Income (SSI). more than 3 million
people were shifted from the state welfare
rolls to the new federal SSI program. 40

The 1972 amendments also increased
Social Security benefits for elderly wid-
ows and widowers, extended medicare
to individuals receiving disability ben-
efits and those with chronic renal dis-
ease and increased Social Security ben-
efits for workers who delayed retirement
past age 65. 41

Concerns about Social Security’s
soundness began to surface in the late
1970s. An economy beset by “stagflation”
— inflation and minimal economic
growth — and the coming demographic
time bomb posed by the Baby Boom
Generation fueled predictions that the
trust funds would soon be exhausted.
To address the potential shortfall, Con-
gress passed the 1977 Social Security
Amendments, which gradually increased
the payroll tax from 9.9 to its current
12.4 percent rate, increased the maxi-
mum earnings subject to Social Security
taxes and adjusted the way COLAs and
the wage base were calculated. 42

But within a few years Social Security
again faced a serious funding crisis due
to rapid growth in benefit expenditures.
The crisis prompted President Ronald
Reagan (1981-89) to appoint a panel
to recommend ways to fix the system,
headed by economist Alan Greenspan
(who would later become chairman of
the federal Reserve). Based on the
group’s recommendations, the 1983
amendments made Social Security ben-
efits taxable, brought federal employees
into the system and gradually increased
the official retirement age from 65 to
66 in 2009, and 67 in 2027. It also raised,
over time, the payroll tax for the self-

employed from 8.05 percent to its current
level of 12.4 percent. 43

The increased revenues, designed
to prepare Social Security for the coming
retirement of the Baby Boomers, gen-
erated a large surplus that was invested
in special, non-tradeable Treasury
bonds, with interest credited to Social
Security. The surplus was available to
the Treasury for the funding of other
programs, although it had to be repaid
whenever the Social Security commis-
sioner wanted to redeem them.

The surplus has generated debate
in recent decades, particularly after vice
President Al Gore in his failed 2000
presidential campaign proposed the
creation of a Social Security “lockbox”
to protect the program’s annual surplus,
which at the time amounted to about
$150 billion or more. Part of the issue
— which has dogged Social Security
since it began racking up surpluses in
the 1930s — is that the government
lacks a ready mechanism to sock away
surplus funds to keep them from being
used by other programs. with surpluses
gradually dwindling away, the issue has
faded, although some economists say
the surplus indirectly enabled President
George w. Bush (2001-09) to pay for
such priorities as a 2001 tax cut. 44

Reagan also oversaw the beginnings
of a shift in philosophy on social safety
net programs, calling for smaller gov-
ernment and tighter eligibility standards
for welfare programs. The Republican-
led Congress in 1996 passed legislation
that disqualified applicants for Social
Security or SSI disability benefits if drug
or alcohol addiction contributed to the
disability. Congress in 1996 also ended
SSI eligibility for most legal, non-citizen
immigrants and tightened eligibility
standards for disabled children. After
public outcry, lawmakers later relaxed
some of the new restrictions on non-
citizens and children. 45

President Bill Clinton (1993-2001)
signed two other bills aimed at encour-
aging Social Security beneficiaries to
work. The 1999 Ticket to work and
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work Incentives Improvement Act es-
tablished a new program providing vo-
cational rehabilitation and employment
services to help disability beneficiaries
find productive work. The 2000 Senior
Citizens’ freedom to work Act allowed
workers to receive benefits even if they
continued to work past the normal re-
tirement age. 46

Privatization Debate

mistrust of large government pro-
grams, combined with high returns

on stock market investments in the 1990s,
created interest in partially or entirely
privatizing Social Security. At the be-
ginning of his second term, President
Bush proposed overhauling the pro-
gram and allowing younger workers
to voluntarily divert a portion of their
payroll taxes into private accounts.

“Here’s why the personal accounts
are a better deal,” said Bush in his State
of the Union address on feb. 2, 2005.
“Your money will grow, over time, at
a greater rate than anything the current
system can deliver — and your account
will provide money for retirement over
and above the check you will receive
from Social Security. In addition, you’ll
be able to pass along the money that
accumulates in your personal account,
if you wish, to your children and/or
grandchildren. And best of all, the money
in the account is yours, and the gov-
ernment can never take it away.” 47

At the time, Americans were be-
coming increasingly dependent on tax-
deferred 401(k) accounts invested in
the stock market. Congress created
such accounts in 1978, and they grad-
ually became a cornerstone of the re-
tirement system, especially as compa-
nies cut costs by phasing out traditional
pensions or, in some cases, were unable
to cover promised pension benefits
after going bankrupt. 48

Bush then embarked on a national
campaign, traveling around the country
to promote the plan. But growing num-

bers of Americans expressed disquiet
with privatization. In march 2005, a
survey by the Pew Research Center
for the People and the Press showed
that only 29 percent of respondents
approved of Bush’s handling of Social
Security. 49 The issue largely faded
away without a vote in Congress, as
the administration was beset by other
issues, such as recovery efforts in New
Orleans and the Gulf Coast after Hur-
ricane Katrina struck in August.

By 2008, talk of privatization of Social
Security had evaporated, along with public
trust in wall Street investments, in the
wake of a mortgage crisis and subsequent
stock market crash that cost U.S. house-
holds almost $8 trillion in wealth. 50

Congress instead focused on minor
changes to the program. Last fall, with
the Disability Insurance trust fund just
a year away from running out of money,
lawmakers agreed to allow the reallo-
cation of funds from the Social Security
trust fund (officially called the Old-
Age and Survivors Insurance trust fund).
This temporary infusion of cash will
keep the disability trust fund solvent
until 2022. 51

Lawmakers also made other changes,
including saving money by ending a
popular practice known as “file-and-
suspend,” under which a retiree could
file for benefits and then suspend them,
enabling them to grow for several more
years while still being eligible to collect
a spouse’s monthly payments.

CURRENT
SITUATION

Presidential Politics

In this year’s tumultuous presidential
race, Republicans and Democrats

have staked out vastly different positions
on Social Security.

Donald Trump, the GOP front-runner,
has repeatedly vowed to protect Social
Security and other entitlements. “It’s
my absolute intention to leave Social
Security the way it is,” he said during
a Republican debate in march. “I want
to make our country rich again so we
can afford it.” 52

After his opponents dropped out
of the race and Trump became the
presumptive GOP nominee, however,
his campaign seemed to signal an
openness to considering cuts to the
program. A Trump policy adviser said
at a conservative conference in may
that “after the administration’s been in
place, then we will start to take a look
at all of the programs, including en-
titlement programs like Social Security
and medicare.” 53

Several of Trump’s political opponents
laid out more traditionally conservative
positions before dropping out of the
race, calling for various approaches to
scaling back benefits and, in some cases,
partially privatizing the system.

for instance, New Jersey Gov. Christie
suggested reducing benefits for those
with more than $80,000 in other income
and eliminating benefits for anyone mak-
ing more than $200,000. He also would
have raised the age for early retirement
from 62 to 64 and for full retirement
from 67 to 69. former florida Gov. Jeb
Bush proposed gradually raising the re-
tirement age to 70, reducing benefits
for the wealthiest seniors and allowing
recipients who claim early Social Security
benefits to earn more without losing
benefits. Sen. Ted Cruz of Texas backed
partial privatization, raising the eligibility
age and reducing benefits. 54

Perhaps not wanting to alienate the
sizable senior voting bloc, all of the can-
didates stressed that they would not touch
benefits for Americans already receiving
benefits or those about to retire.

On the Democratic side, the can-
didates focused on shoring up the pro-
gram and even expanding it, rather
than reducing benefits. former Secretary

Continued on p. 498



no

June 3, 2016                 497www.cqresearcher.com

At Issue:
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i t makes sense to raise the age at which people can claim
full Social Security benefits to 70 in a gradual, predictable
manner. The change would treat retirees fairly, strengthen

Social Security for current and future generations and protect
workers from excessive payroll taxes.

Americans live much longer than they did when Social Secu-
rity began in 1935, but the retirement age has not kept pace
with longer life expectancies. Since 1940, life expectancy at age
65 has risen six years for men and seven for women. Longer
lives translate into greater work capacity and potentially greater
earnings. Yet, largely because of the availability of Social Security
and other age-based retirement benefits, many individuals retire
long before they have to. A recent study concluded that average
Americans could work 2.5 to 4.2 years longer than they do now.

As it is, more and more Americans are drawing benefits for
longer periods. This puts a tremendous — indeed, unsustain-
able — financial strain on the Social Security system. It also
makes our economy less dynamic, as experienced and pro-
ductive workers leave the workforce prematurely.

Lawmakers should gradually increase the Social Security re-
tirement age, to 70 over the next decade, and future rises
should be tied to improvements in life expectancy. The alterna-
tive is ever-lengthening benefit payouts requiring ever-increasing
taxes to pay for them. Social Security already faces an annual
cashflow deficit in the tens of billions. Its trust fund will be
completely depleted by 2034, if not sooner.

Social Security was never meant to be workers’ sole source
of income in retirement. Individuals should continue to have
the choice to retire on their own schedule, using their private
retirement savings. Lawmakers can help by reducing the pro-
gram’s size and scope to ensure workers don’t wind up depen-
dent on government in their old age because excessive taxes
left them unable to save adequately during their working years.

Social Security was designed as a safety net to protect indi-
viduals too old to work from poverty. forcing workers to sub-
sidize decades-long retirements of able-bodied, well-to-do re-
tirees is unfair and damaging to the workers. meanwhile,
individuals unable to work until the higher retirement age can
apply for Social Security disability.

Increasing the Social Security retirement age to 70 and in-
dexing it to life expectancy can help ensure that benefits will
be there for those who truly need them, while protecting
workers from undue tax burdens.

GARY BURTLESS
SENIOR FELLOW, ECONOMIC STUDIES, 
THE BROOKINGS INSTITUTION

WRITTEN FOR CQ RESEARCHER, JUNE 2016

s ocial Security faces a serious funding problem. The pro-
gram takes in too little money to pay all that has been
promised to future beneficiaries. Government forecasters

predict Social Security’s reserve fund will be depleted between
2030 and 2034. There are two basic ways we can eliminate the
funding gap: cut benefits or increase contributions. A common
proposal is to increase the age at which workers can claim full
retirement benefits. for people nearing retirement today, the full
retirement age is 66. As a result of a 1983 law, that age will
rise to 67 for workers born after 1959.

when policymakers urge us to raise the retirement age,
they are proposing to increase the full retirement age beyond
67, possibly to 70, for workers now in their 30s or 40s. This
saves money, but it also cuts monthly retirement benefits by
the same percentage for every worker, unless workers delay
claiming benefits. The policy might seem fair if workers in
future generations could all expect to share in gains in life
expectancy. However, new research shows that gains in life
expectancy have been very unequal, with the biggest improve-
ments among workers who earn top incomes. Life expectancy
gains for workers with the lowest incomes have been small or
negligible.

If the full retirement age were raised, future retirees with
high lifetime earnings can expect to receive some compensa-
tion when their monthly benefits are cut. Because they can
expect to live longer than today’s retirees, they will receive
benefits for a longer span of years after 65. for low-wage
workers, there is no compensation. Since they are not living
longer, their lifetime benefits will fall by the same proportion
as their monthly benefits. Thus, “raising the retirement age” is
a policy that cuts the lifetime benefits of future low-wage
workers by a bigger percentage than it does of future high-
wage workers.

The fact that low-wage workers have seen small or negli-
gible gains in life expectancy signals that their health when
they are past 60 is no better than that of low-wage workers
born 20 or 30 years ago. This suggests their capacity to
work past 60 is no better than it was for past generations.
A sensible policy for cutting future benefits should therefore
preserve current benefit levels for workers who have con-
tributed to Social Security for many years but have earned
low wages.
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of State Hillary Clinton would raise the
cap on payroll taxes, thereby taxing
higher-income workers. She would also
increase benefits for lower-income
Americans, especially women who
would otherwise qualify for lower ben-
efits because they earned less than
their male counterparts or took time
off to care for their families.

“we have a lot of women on Social
Security, particularly widowed and single
women who didn’t make a lot of money
during their careers. They are impover-
ished, and they need more help from
the Social Security system,” she said during
a debate last year. “And I will focus —
I will focus on helping those people
who need it the most.” 55

Sen. Bernie Sanders of vermont has
introduced legislation that would in-
crease benefits by about $65 a month
for most recipients, with the greatest
increase going to lower-income retirees.
Like Clinton, he would raise the payroll
tax cap. 56

Despite the debate on the campaign
trail, Social Security has attracted rel-

atively little attention this year in Con-
gress, which is split between those
who propose cutting benefits and those
who want to raise the payroll tax cap.

Long-term changes aside, liberals are
pushing to increase benefits this year.
Legislation proposed by Sen. Elizabeth
warren, D-mass., would give recipients
of Social Security retirement and dis-
ability benefits, as well as Americans
receiving veterans’ benefits, a one-time
payment of $581 to compensate for
the lack of a cost-of-living adjustment
in 2016. with inflation dropping in
2015 due to declining oil and gasoline
prices, this year marked just the third
time since 1975 that recipients did not
receive a cost-of-living increase. How-
ever, seniors are disproportionately af-

fected by health care costs, which are
rising faster than inflation.

“The 0 percent COLA was calculated
partly by figuring in a lower price for
gas, but I don’t drive very much,” said
Susan Taylor, a member of the maryland/
DC Alliance for Retired Americans, who
attended a march rally to deliver a pe-
tition with 800,000 signatures to Senate

majority Leader mitch mcConnell, R-Ky.,
calling for a vote on the bill. “This one-
time emergency payment would help me
with what I do spend money on: food,
health care expenses, and housing.” 57

However, no legislation addressing
Social Security’s overall fiscal condition
has been introduced this year. That
concerns fiscal experts, who say political
leaders must start working on the issue
well before the trust funds run out of
money. They also want to see more
balanced proposals that address both
major aspects of the issue: how Social
Security can better serve retirees and
how its long-term finances can be
strengthened.

“This is an election where people
are talking about a lot of easy things
and not grappling with the choices we
have to make,” says macGuineas of the
Committee for a Responsible federal
Budget. “It’s not the policies that have
me concerned. It’s the politics.”

Savings Crisis

Amid growing concerns that Amer-
ican workers are not setting aside

enough money to supplement their
future Social Security checks, policy
experts wonder if there are better ways
to encourage retirement savings.

One widely quoted guideline sug-
gests workers should start saving for
retirement by age 25, aiming to save
three times their annual salary by age
45 and five times their annual salary
by age 55. 58 But most Americans fall
well short.

A report last year by the U.S. Gov-
ernment Accountability Office found
that 52 percent of American households
55 and older have saved nothing for
retirement, although half of those
households have a pension. Of the
older workers with retirement savings,
the median amount is just $104,000
per household. 59 And, the median
retirement balance in tax-deferred ac-
counts, such as 401(k) plans, is just
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Sen. Elizabeth Warren, D-Mass., and other liberals are pushing to increase
Social Security benefits this year. Legislation proposed by Warren 

would give Social Security recipients and veterans receiving pensions 
and other benefits a one-time payment of $581 to compensate 

for the lack of a cost-of-living adjustment in 2016.
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$3,000 for all working-age households,
according to a survey by the National
Institute on Retirement Security. 60

“The magnitude of this crisis is con-
siderably worse than many realize,”
concluded the National Institute on Re-
tirement Security report.

Some economists worry that many
retirees in coming generations will be
impoverished, further widening the gap
in the United States between rich and
poor. 61

“In America, when we had dis-
ability and defined benefit plans, you
actually had an equality of retirement
period,” said Teresa Ghilarducci, a
labor economist at the New School
for Social Research. “Now the rich
can retire, and workers have to work
until they die.” 62

The lack of savings in retirement
accounts, combined with the fact that
fewer American workers have pensions,
will make retirees even more dependent
on Social Security. But because the pro-
gram is not designed to cover 100 per-
cent of a retiree’s income, retirement
experts are discussing ways to encour-
age workers to save more.

munnell of Boston College favors
the establishment of universal retirement
accounts with contributions from both
workers and their employers. The cur-
rent tax deductions on 401(k) accounts
would be redirected to help lower-
income earners.

“It’s fruitless to lecture people that
they should put more aside,” she says.
“The only way people will save is with
automatic savings mechanisms. Auto-
matically enroll them into a 401(k), start
with 3 percent of their salaries in funds
with low fees, and automatically increase
their contributions over time.”

ways to encourage workers to save
more have also been floated in Con-
gress. Sen. Jeff merkley, D-Ore., has
proposed creating personal savings ac-
counts for all workers without access
to a retirement savings plan through
their employer. modeled on the savings
plans used by federal workers and

members of Congress, it would require
employers to set aside 3 percent of a
worker’s paycheck into an account un-
less the worker chose to opt out.

“It shouldn’t matter whether you work
part time or full time, as an employee
or as a contractor, or for a huge corpo-
ration or a tiny business: Every American
worker deserves access to a financially
secure retirement,” said merkley. 63

The plan, however, is opposed by
the federal Retirement Thrift Savings
Board, which said it lacks the staff and
resources to open and manage millions
of accounts by private workers. The
measure has failed to get a hearing in
the Senate.

Congress appears unlikely to take
any significant action on retirement be-
fore the November elections, and there
is little discussion of sweeping changes
even afterward. Conservatives are leery
of creating major retirement policies
that would impose new requirements
on companies to direct salary money
into investment accounts or require ad-
ditional government administration.
They say the failure of many workers
to invest in private accounts is evidence
that the payroll tax should be scaled
back or eliminated, with the money
being directed into personal market ac-
counts instead of the Social Security
trust fund.

“People who would benefit the most
from personal accounts are those on
the lower end of the scale because
they don’t have the opportunity to
invest in higher-earning accounts,” says
the Cato Institute’s Tanner. “This is a
way of getting lower-earning people
into those accounts.”

But that is a nonstarter for liberals.
They say the failure of 401(k) plans to
provide retirement security is exactly why
the payroll tax should, if anything, be
increased and the focus placed on Social
Security instead of the stock market.

“401(k)’s have been a disaster,” says
morrissey of the Economic Policy In-
stitute. “I don’t see why we would
want to expand on a disastrous pro-

gram. we should expand Social Security
and be done with it.”

with opinions so divided and little
impetus for change in Congress, experts
warn that many older workers could
be facing a lean retirement.

“Americans today face a retirement
savings crisis,” Ghilarducci and a col-
league said this year. “If we don’t act,
millions will face poverty.” 64

OUTLOOK
Kicking the Can

Policy experts expect little action on
Social Security for at least several years.

“I don’t think we’ll see much hap-
pening in the near term,” says Boccia
of The Heritage foundation. “The next
administration is most likely to tackle
the issue in its second term. Social Se-
curity is politically very difficult. when-
ever anyone suggests any changes to
Social Security, no matter how small,
special interest groups will work to
scare seniors.”

“we’re waiting until there’s a sense
of urgency about entitlement reform,
and then we’ll talk about it again,”
agrees Tanner of the Cato Institute.
“The public right now is not in the
mood to change.”

However, the longer lawmakers
delay, the more limited their options
will be and the larger the benefit cuts
will have to be to bring the trust fund
into balance, experts say.

“The policy options are well-known,”
says macGuineas of the Committee for
a Responsible federal Budget. “Every
year we wait, it becomes more expen-
sive and it becomes more burdensome,
and it jeopardizes people who really
rely on the program.”

Plus, major policy changes take time
to implement, so if lawmakers are up
against a tight deadline they will need
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to opt for a straightforward fix, such
as raising the payroll tax rate or in-
creasing the cap on taxable income.

“If you wait until you have to act,
then I get my way,” says Boston Col-
lege’s munnell. “Because the only thing
you can do fast is raise taxes. You
can’t suddenly cut benefits.”

Indeed, the Social Security disability
program may provide an example of
this. Last year, when that trust fund was
about a year from running out of money,
Congress agreed to move around funds
to keep it solvent into the 2020s. But
lawmakers made no major changes to
the program, even though it has faced
bipartisan criticism for discouraging re-
cipients from returning to the workforce.

If Congress moves slowly on the
retirement trust fund, it may likewise
find itself unable to change it. “The
closer we come to 2030 or 2034, the
more pressure there’s going to be on
Congress in the short run to protect
the benefit level,” says Burtless of the
Brookings Institution.

Looking further down the road, the
long-term demographic trends indicate
that the system eventually will become
more fiscally stable, because the ratio
of workers to retirees should begin to
expand again as the Baby Boomer
Generation recedes.

“The Baby Boomer Generation is
an anomaly,” says macGuineas. “It’s a
very large problem but once we get
through the Baby Boomers, we won’t
have that structural problem. Social Se-
curity is a model that can continue
and will continue to be successful.”

“One of the strengths of the program
for its 80-plus years is its ability to
adapt and change as society changes,”

agrees Czarnowski, the consultant. “I
think it will always be there for Amer-
icans in some form.”
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