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Executive Summary
The United States needs a new conversation about how 
Social Security is part of the solution to the growing eco-
nomic risks American workers face. The key question for 
policy makers is: How can we build on the strengths 
of Social Security—its fiscally responsible design, its uni-
versality, progressivity, efficiency, and its effectiveness–to 
meet the needs of working families in the 21st century?  
 As employers shift away from traditional pensions 
to 401(k) plans, workers shoulder more financial risks. 
Social Security offers employers what they want—freedom 
from financial risk and fiduciary burdens—and it provides 
workers with what they need—economic security.  
 Social Security has features of an ideal pension plan. 
It covers virtually everyone and is fully portable between 
jobs. Its retirement benefits last for life, keep up with the 
cost of living, and continue for widowed spouses in old 
age.  Social Security provides family life insurance and dis-
ability protection. It has a permanent sponsor (the federal government) that will not go out of business or move its opera-
tions overseas. And Social Security is remarkably efficient, using less than 1% of annual income for administration. 
 Social Security will continue to be affordable.  It is not part of an “entitlement crisis.” Its cost is projected to rise to 
6.2% of gross domestic product (GDP) by 2030 and to remain at about that level for 50 more years. The increase in the 
share of GDP going to Social Security as boomers retire is smaller than the increase in spending for public education 
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when young boomers showed up in record numbers to 
enroll in kindergarten. 
 Social Security provides bedrock security for seniors.  
But benefits are modest. The case for improving Social 
Security benefits rests on the facts that:    
 

U.S. seniors have lower replacement rates from Social •	
Security and are more likely to be poor than are 
seniors in other advanced economies;  
Benefit cuts already enacted and growing obligations •	
for Medicare cost-sharing mean that seniors will need 
higher benefits in the future just to maintain replace-
ment rates that retirees have received for the past 25 
years; and
The rest of the retirement system is becoming less •	
adequate and is subjecting workers to more risks.    

Policy makers have an excellent tool at hand to strengthen 
retirement security. Social Security is well designed, secure, 
and efficient. With its proven track record, it holds the 
best prospect for using new money effectively to improve 
retirement security.  Wise policy would first balance Social 
Security finances without cutting benefits.  It would then 
make benefits more adequate before subsidizing other 
retirement income tools.  

introduction
The Agenda for Shared Prosperity is to be commended  
for taking a broad look at retirement income policy. 
When pensions, savings, and Social Security are each con-
sidered in isolation, we risk asking the wrong questions. 

In the pension silo, we often ask, “How will we shore up 
private pensions? Can we expand the government’s role 
in guaranteeing pension payouts?” In the savings silo we 
hear, “How can we expand incentives to save? Do we 
need better tax deductions, refundable credits, or govern-
ment matching funds?” In the Social Security silo, we 
ask, “How will we cut or delay benefits to reduce future 
costs? Can we make the cost of Social Security more pre-
dictable for the government by shifting risks to workers 
and families?” 
 Something is awry with this framing of the options.  
A quick look at the facts reveals that Social Security is by 
far the most secure, effective, and efficient leg of the pro-
verbial “three-legged stool” of retirement income. With 
its proven track record, it should be the top candidate for 
increased funding to achieve workers’ retirement security.  
Social Security has the unique strength of being spon-
sored by the federal government, the rare entity that has 
the power to tax and will never go out of business. In 
other venues (including private pensions and savings in-
stitutions), reliance on the federal government as insurer 
of last resort is cause for confidence. In Social Security, 
reliance on the federal government as insurer of first resort 
merits at least equal confidence.  
 Fiscal responsibility is a core feature of Social Security 
(see Social Security Finances at a Glance on p. 3). Each 
year, the Social Security trustees report on the long-range 
income and payouts of the system. The purpose of 
the 75-year forecast is to provide early warning to policy 
makers if changes are needed to keep it in balance.  Ironi-
cally, the long-range projections have increasingly been 

tax expenditures:  Present value of tax expenditures on  
net retirement plan contributions and earnings, 2006 (in millions)

souRcE:  www.whitehouse.gov/omb/budget/fy2008 (Analytic Perspectives, p. 299).

t a B l E  1

Employer pension plans $75,660

401(k) plans 110,000

Individual retirement accounts 4,100

Keogh plans 7,640

Total of above $197,400
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used to turn quite remote imbalances into the defining 
feature of Social Security, or to argue that the benefits 
are unaffordable and should be replaced with private ac-
counts. The defining feature of private accounts, in turn, 
is that they do not go out of balance because they do not 
promise anything in particular to retirees. Instead, they 
shift risk from society as a whole to individual citizens. 
 While Social Security financing is transparent, the 
societal costs of encouraging voluntary pensions and re-
tirement saving is nearly hidden from view. The costs 
are borne through “tax expenditures,” which go over-
whelmingly to upper-income households (Gist 2007). 
People who reap the tax benefits do not seem to recog-
nize, or acknowledge, that society at large bears the cost. 
And those who do not get the tax benefits fail to see that 
the advantages go to others. In 2006, the present value 
of foregone personal income tax revenues on retirement 
plan contributions and earnings amounted to $197.4 
billion: 401(k) plans were $110 billion, while other 
employer-sponsored pension plans ranked second largest 
at $76 billion (Table 1). 
 Looking across retirement income systems points us to 
the overarching question: “How can we provide retirement 
income for today’s and tomorrow’s workers and families 
that is secure, adequate, fair, and efficient?”  Strengthening 
Social Security is an important part of the answer.  The pur-
pose of this briefing paper is to make the case for improving 
Social Security protection before putting new money into 
other retirement arrangements that lack the promise and 
successful track record of Social Security.  

the case for Social insurance
In a National Academy of Social Insurance (NASI) brief, 
Why Social Insurance?, E. J. Dionne (1999) explains the 
concept of social insurance:  

Social insurance was a wise admission on the part 
of supporters of competitive economies that citi-
zens would take the risks such economies require 
only if they are provided with a degree of security 
against old age, unemployment, the sudden death 
of a spouse and the vicissitudes of health. Social 
insurance arises from the understanding that 
competitive economies sometimes break down. 

Social Security finances at a glance

Who pays? Workers pay 6.2% of their wages up to a 
cap ($97,500 in 2007), and employers pay a matching 
amount. In addition, upper-income beneficiaries pay 
income taxes on part of their benefits, and part of those 
taxes are dedicated to the Social Security trust fund. 
Finally, interest earned on trust fund reserves helps pay 
for future benefits. 

Who receives? In 2007, about 49 million people, or 
one in six Americans, receive Social Security. Nearly 
one household in four has someone receiving Social 
Security as retired or disabled workers or their depen-
dents or as families of deceased workers. 

How much? The average monthly retired-worker 
benefit was $1,050 in June 2007. The average was $979 
for disabled workers, and $1,012 for widows age 60 
or older.   

How do actuaries project the future? Each year 
the Social Security trustees and actuaries review the 
performance of the economy, take into account new 
laws and regulations, and reassess assumptions about 
future economic and demographic trends that will 
affect the Social Security system—including employ-
ment, wages, productivity, inflation, interest rates, 
birth and death rates, and immigration. They make 
short-range (10 year) and long-range (75-year) pro-
jections for three scenarios—low-cost, high-cost, and 
intermediate (or “best estimate”).  

What is projected for the short range? Social Secu-
rity trust funds are projected to have a surplus each 
year from 2007 through 2016 under intermediate 
assumptions. Fund reserves are projected to grow to 
$4.5 trillion by the end of 2016. 

What is projected for 75 years? Under intermedi-
ate assumptions, tax revenues will be less than outgo  
from the Social Security fund beginning in 2017. In-
terest on the reserves and the assets themselves will be 
available to help pay benefits through 2041. In 2041, 
reserves will be depleted. Income going into the fund 
will cover about 75% of scheduled benefits then.   

What do other scenarios show? Under high-cost 
assumptions, reserves would be depleted in 2030 in-
stead of 2041. In the low-cost scenario, Social Security 
is adequately financed for 75 years and beyond. The 
difference among estimates reflects the great uncer-
tainty about what the future will hold.   

Sources: Board of Trustees (2007); Reno and Gray (2007).  
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Competition has benefits and costs, and both are 
shared unequally.… Risk is tolerable, even desir-
able, as long as every one of life’s risks is not an 
all-or-nothing game. That is especially true when 
one’s family is put at risk. Protecting citizens 
against risk is a fundamental role of government. 
As FDR noted after passage of the Social Secu-
rity Act, the first Americans to seek government 
protections against risks beyond their own con-
trol were not the poor and the lowly but the rich 
and the strong. They sought protective laws to 
give security to property owners, industrialists, 
merchants and bankers. He did not blame the 
wealthy for seeking these protections. Instead, he 
saw these as models for comparable protections 
for workers and families. 

As social insurance, Social Security has many (if not all) 
the features of an ideal pension system. Many of these 
features have proven elusive in the world of employer-
sponsored defined-benefit pensions or 401(k) plans. As 
insurance, Social Security also has features that distinguish 
it from personal savings accounts.   

An ideal pension plan  
An ideal pension plan would provide security to workers 
and families and be convenient for employers to establish 
and maintain. Key features would include:  

Replace prior wages.•	  Benefits would be based on 
wages, which are a measure of the income that retirees 
need to replace. Defined-benefit pension plans typi-
cally have this feature, as does Social Security, while 
401(k)s do not.   
Be portable between jobs.•	  Coverage would follow 
workers from job to job. This is a major limitation 
of company pensions. Social Security is fully por-
table as are 401(k)s. Social Security is also portable 
between military service and civilian jobs so that 
military families have continuous life and disability 
insurance and service members have seamless retire-
ment coverage.  
Include small employers.•	  Traditional pension cover-
age is low for small employers. Social Security covers 

workers in small companies as well as those in large 
firms and is easy for small employers to administer.
Include virtually all workers.•	  Part-time, temporary, 
and low-paid workers are often left out of employer 
plans, but are covered by Social Security. Farm and 
household employees and the self-employed are out-
side the realm of employer plans, but are covered by 
Social Security.    
Impose few risks and obligations on employers. •	
Many employers want to avoid the fiduciary duties 
and financial risks of guaranteeing pensions. Social 
Security imposes no such burdens on employers; they 
are required only to withhold and pay contributions 
and report wages.    
Limit “leakage” of retirement funds for other uses.  •	
Leakage occurs when funds are withdrawn or bor-
rowed from retirement plans and used for other pur-
poses, or when the funds are bequeathed to heirs. 
Early withdrawals are common in 401(k) plans. In 
defined-benefit plans, workers increasingly have the 
option to withdraw vested pension funds when they 
change jobs. Social Security funds cannot be “leaked.”  
Benefits are paid only at insured events—retirement, 
disability, or death of a family worker.    
Pay monthly benefits for life.•	  Company pensions 
traditionally paid monthly benefits for life but in-
creasingly offer lump sums that retirees take. 401(k) 
plans rarely offer annuities. Social Security pays only 
monthly benefits for life. 
Protect against inflation.•	  Social Security benefits 
automatically keep up with wage growth before 
receipt of benefits and with the cost of living there-
after. Inflation indexing is rare (or nonexistent) in 
company pensions.   
Protect widowed spouses in old age.•	  Social Security 
automatically continues benefits to spouses widowed 
in old age. Private defined-benefit pensions must pro-
vide survivor protection for a spouse unless she or 
he waives it. Survivor protection reduces the retiree’s 
monthly pension and generally pays the widowed 
spouse half of that reduced amount.  401(k) plans do 
not have automatic survivor protection.  
Provide disability insurance.•	  Social Security pro-
vides disability insurance for workers who lose their 
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capacity to work before they reach retirement age.  
The benefits are closely integrated with retirement 
benefits. Disability features, when they exist, vary 
greatly in company pension plans; 401(k) funds can 
be withdrawn at disability, but they lack any disability 
insurance protection.
Provide life insurance for young families.•	  Social 
Security provides life insurance benefits to families 
when a worker dies and leaves dependent children 
without a breadwinner’s support. Life insurance in 
company benefits is often separate from pensions and 
paid as a lump sum rather than as ongoing income 
to families; 401(k) bequests do not embody life in-
surance features.  
Maintain a permanent sponsor.•	  Social insurance has 
long-term stability because the federal government, 
an entity that will not go out of business or move its 
operations overseas, sponsors it. Employer-sponsored 
pensions, in contrast, are at risk when companies are 
bought and sold, move abroad, or go bankrupt.    

 
Each of these desirable features is found in the Social 
Security system. Furthermore, Social Security has a pro-
gressive benefit formula, which compensates for the facts 
that low earners need higher replacement of prior earnings 
in order to make ends meet and are less likely to have 
much in pensions or savings on top of Social Security.  
Finally, Social Security has a strong record of administra-
tive efficiency.  Less than 1% of funds collected each year 
is spent on administrative costs.  

Savings do not replace insurance
The move from defined-benefit company pension plans 
to 401(k) plans improves portability but shifts risks and 
responsibilities from employers to workers and families. 
Social insurance offers employers what they seem to 
want—freedom from the fiduciary obligations of being a 
plan sponsor. With social insurance, employers are only a 
conduit for paying contributions and reporting wages. At 
the same time, social insurance gives workers what they 
need—security and protection from risks.  
 The proliferation of 401(k) plans and other indi-
vidual savings accounts poses many new challenges for 
workers about how benefits will be paid from such 

accounts. A blue-ribbon study panel convened by the 
National Academy of Social Insurance explored how ben-
efits would be paid if individual accounts were part of 
Social Security. Michael J. Graetz of Yale Law School, a 
co-chair of that panel and a Treasury official in the admin-
istration of George H. W. Bush, summed up the problem 

Savings, insurance, and risks

During their work careers, workers are exposed to a 
host of risks in managing their savings. They face 
investment risk that their account values will fall dur-
ing a market slump. They face inflation risk that their 
account balances will not keep up with the cost of 
living. They face the risk that disability will end their 
careers before they have saved enough to live without 
other income. Their families face the risk that a bread-
winner’s death will leave children without support. All 
face the risk that competing demands will divert their 
retirement savings to other uses and leave them with 
inadequate funds in retirement. Savings accounts may 
be at risk in civil disputes or claimed by creditors un-
less specifically protected by law. And while savings 
are a buffer against adversity, families may be required 
to spend their savings in order to be eligible for as-
sistance such as Medicaid, food stamps, or temporary 
assistance to needy families (Reno et al. 2005).  

When workers retire, the risks associated with manag-
ing their savings accounts do not end.  Retirees remain 
at risk that their savings will be eroded by inflation or 
undermined by a market slump. They also risk out-
living their savings (longevity risk). Those who enter re-
tirement married are exposed to the risk of widowhood, 
losing a partner’s income, and depleting savings to pay 
the cost of a partner’s final illness. As during the work 
life, unexpected calamities after retirement can wipe 
out savings. During the work life, we can adapt by 
working more, delaying retirement, or spending less.  
In advanced old age, spending less may be the only 
option (Reno et al 2005). 

Risk pooling and targeted protection are fundamen-
tal differences between social insurance and a savings  
account. Social insurance shares risks broadly—be-
tween young and old; rich, middle class, and poor; 
sick and well; lucky and unlucky; families with chil-
dren and childless people. Broad pooling of risk and 
targeting benefits to cover specific risks make Social 
Security more secure than a savings account when the 
insured risk occurs. Protection does not end because 
an account has been depleted.
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(b) convince seniors that they will be protected from 
any benefit cuts in the transition to private accounts, so 
they have no reason to oppose the change; (c) convince 
pundits, journalists, and average Americans that Social 
Security is “unsustainable” and that shifting to private  
accounts is inevitable; and (d) persuade policymakers 
that fixing Social Security poses only painful choices that 
are best avoided.  
 Claims that Social Security is unsustainable or will 
not be there for future generations are not consistent 
with experience over the last 70 years and are not borne 
out by official projections of the Social Security program 
over the next 75 years. The next section of this paper 
briefly makes the case that Social Security is affordable. 
The following sections present the case for more ade-
quate benefits and describe illustrative ways to improve 
Social Security.   

Social Security is affordable 
A quick look at the facts shows that the Social Security is 
affordable. Contrary to much public discussion, it is not 
an “entitlement crisis.” 

Future benefits are a predictable share 
of the economy
As a share of the total economy, Social Security is 
forecast by the trustees to rise from 4.3% in 2007 to 
6.2% by 2030, an increase of 1.9 percentage points. 
This is a sizeable increase, to be sure. But we can put 
it in context by answering two questions: Why does 
the share grow, and is this a big change compared to 
past experience?  
 Social Security will grow as a share of the economy 
because the share of population that is over age 65 
will grow rapidly between now and 2030. Seniors 
are 13% of the population today and will be about 
20% of the population in 2030. After 2030, the share 
of the economy represented by Social Security will 
remain fairly stable at 6.2% to 6.3% for the rest of 
the 75-year projection period (Trustees 2007). As el-
ders comprise a larger share of the population, it is 
reasonable to expect that they will consume a com-
mensurately larger share of the economy’s goods and 
services.  To require otherwise is to require that future 

of turning savings accounts into social insurance benefits. 
Personal accounts, he concluded, do not pool risk the 
way insurance does.  
 Savings do not replace insurance. For economic well-
being, individuals need both. Social insurance compen-
sates for specified losses—loss of income at retirement, 
disability, or death of a family worker in the case of Social 
Security. As insurance, Social Security protects against 
those risks more securely than can a savings account be-
cause it targets protection to the insured losses. Savings ac-
counts are liquid assets that can be used for other purposes 
and that flexibility is part of their appeal. But savings 
 cannot cover life’s major risks the way insurance does. 
When savings are depleted, they are gone, while social in-
surance continues for the duration of the insured losses.
 The distinction between social insurance and personal 
saving is important in debates about the form of Social 
Security. As Nancy Altman notes in her book, The Battle 
for Social Security: From FDR’s Vision to Bush’s Gamble, 
there has been a long-standing philosophical battle about 
the shape and form of Social Security. A persistent drum-
beat from the libertarian right has sought to replace 
social insurance with private savings accounts and a 
residual welfare program for the very poor. That is dif-
ferent from the social insurance approach to retirement 
security. Social insurance is about community. It is about 
all of us sharing risk and casting our lots together. Each 
of us contributes while we are working and each 
receives benefits with dignity, as an earned right, when 
work ends. As Senator Bill Bradley observed, “Social Security 
is the best expression of community in America” (Bradley 
2007).  
 The movement to dismantle Social Security adopted 
new tactics after 1983 Social Security solvency legislation 
was enacted. Heritage Foundation scholars published a 
candid “Leninist” strategy to mount a long, patient cam-
paign to divide, neutralize, and discredit the coalitions 
that support Social Security, including organized labor, 
senior citizens, young people, politicians, and policy elites 
(Butler and Germanis 1983). They predicted they would 
prevail to privatize the program in the next Social Secu-
rity legislation. Key elements of the strategy were to: (a) 
persuade young people that they have no stake in So-
cial Security because “it won’t be there” when they retire; 
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elders be less well off relative to everyone else than is 
the case today. 
 Is a 1.9 percentage point increase in Social Secu-
rity’s share of gross domestic product (GDP) a dramatic 
change by historical standards? No. It is smaller than the 
growth in spending for public education when boomers 
were children.  Spending on public education rose by 2.8 
percentage points between 1950 and 1975, from 2.5% 
to 5.3% of GDP (SSA 1991; Reno and Lavery 2006).  
At the time, the need for education spending came with 
little warning.  Local governments had to respond quickly 
to add classrooms and teachers as boomers showed up in 
record numbers to enroll in kindergarten.  The fact that 
boomers will become eligible for Social Security benefits 
when they reach age 62 is not a surprise. It has been part 
of the official Social Security projections since boomers 
were born. 
 

It is not an “entitlement crisis” 
Social Security is sometimes billed as the centerpiece of 
an “entitlement crisis” in the federal budget that will con-
sume us all, including our children and grandchildren. 
That billing lumps together projections for Social Secu-
rity, Medicare, and Medicaid. As Henry Aaron (2007) 
and other leading health policy scholars have noted, the 
main reason for growth in those programs is the rising 
per capita cost of health care. Moreover, only part of the 
nation’s rising health care bill appears in the federal bud-
get, where it shows up in Medicare and Medicaid for 
the elderly, disabled, and poor and veterans’ and military 
health care for injured service members. The larger part of 
health spending is in the private sector. There are no 75-
year projections of private spending, but the burdens are 
no less real. They are felt by: employers who pay health 
insurance premiums for their workers; families who pay 
growing out-of-pocket bills; and facilities that provide 
uncompensated care for uninsured patients. All payers 
face rapidly rising bills.  Per capita spending has grown 
no faster in public programs (such as Medicare) than in 
private insurance (Van de Water 2007). Organizing and 
paying for health care is a top national priority. A sen-
sible approach will consider public and private spending 
together. If the health care financing problem is solved, 
there is no remaining projected long-term fiscal shortfall 

(Aaron 2007). Unlike health care, Social Security will  
remain a predictable and stable share of the total econ-
omy at about 6.3% of GDP over the long term, which 
is affordable.    

the case for  
improving Benefits
Social Security provides bedrock security for seniors, but 
benefits are modest. The case for improving Social Secu-
rity benefits rests, in part, on the fact that U.S. replace-
ment rates from Social Security are low, and U.S. elders 
are at greater risk of being poor than are elders in other 
advanced economies.  At the same time, Social Security is 
critically important to beneficiaries today.  Social Security 
replacement rates, however, will decline from an already 
modest base for future retirees, and seniors in the future 
will lag behind workers in sharing the gains of economic 
growth. At the same time, employers are moving away 
from traditional pension commitments, leaving Social 
Security as the only source of guaranteed benefits for the 
vast majority of retirees in the future.  

Social Security is essential for retirees  
Social Security has long been a source of bedrock security 
for retirees. Almost all elders receive it. It lifts 13 million 
elders out of poverty. Without counting Social Security 
income, nearly one in two seniors would be poor; with 
Social Security benefits, fewer than one senior in 10 is poor 
(Sherman and Shapiro 2005). While it is an important 
anti-poverty program, Social Security is a critical source 
of income for middle-income and upper-middle-income 
seniors as well as for low-income retirees. Figure A shows 
elders divided into five equal groups based on their total 
incomes. Each pie chart shows the share of the group’s 
total income from Social Security, pensions, earnings 
from work, asset income, and all other sources. Elders in 
the bottom two-fifths of the income distribution in 2004 
(with incomes below $16,350) drew 83% of their income 
from Social Security.  Elders in the middle group (with 
incomes between $16,350 and $25,590) received two-
thirds of their income from Social Security, while those 
in the upper-middle group (with between $25,590 and 
$44,130 in income) received nearly half of their total in-
come from Social Security. Only in the highest income 
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Shares of income from Specified Sources, by income level, 2004
Married couples and unmarried Persons age 65 and older

souRcE:  u.s. ssa 2006.

f i g u r E  a

Lowest fifth: 
$10,400 and below 

Second fifth: 
$10,400 - $16,353 

Top fifth: 
$44,130+ 

Second fifth: 
$10,400 - $16,350

3%4%
3%

7%

83%
83%

4%

1%
2% 10%

66%

17%

        7%

6%
4%

47%

26%

16%

8%

3%

40%

21%

19%
18%

2%
Next-to-highest fifth: 
$25,590 - $44,130 

Middle fifth: 
$16,350 - $25,590 

       Social Security 
        
       Pensions 
        
       Earnings 
        
       Income from Assets 
        
       Other 

group (over $44,130) is Social Security not the largest 
source.  Income from work was the largest source of in-
come because most elders in this top income group were 

not fully retired. In the lower four income groups (where 
most elders are fully retired), Social Security is by far the 
largest single source of income, while pensions ranked 
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Social Security replacement rates in oEcd countries,
by Earnings level

souRcE:  oEcD 2005a & b. low earners earn half of the average wage, while high earners earn twice the average wage.  illustrative full career workers  
                    draw benefits from each country’s mandatory pension program at the normal retirement age.
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second, and asset income ranked third (Social Security 
Administration 2006; Reno and Lavery 2007).  
 Social Security is particularly important to vulnerable 
groups. Almost 80% of African American beneficiaries 
age 65 and older depend on their Social Security benefits 
for 50% or more of their income; fully 44% of African 
American elder beneficiaries receive all of their income 
from Social Security (Wu 2007). 

Replacement rates are low by  
international standards
Compared with other advanced economies, U.S. Social 
Security replacement rates are low. Of 30 nations studied by 

the Organisation for Economic Cooperation and De-
velopment (OECD), U.S. replacement rates from Social 
Security rank fifth from the bottom for low earners, eighth 
from the bottom for average earners, and 11th lowest for 
high earnings (Figures B1, B2, B3). Countries that have 
higher replacement rates generally devote more of their 
national resources to Social Security pensions for retirees. 
 The United States has traditionally had a larger stock 
of private retirement funds than exists in other countries, 
but that private retirement wealth is held overwhelmingly 
by the upper-income segment in the United States and 
will not provide retirement support for most Americans 
(Bailey and Kirkegaard 2007).  
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Social Security replacement rates in oEcd countries,
by Earnings level

souRcE:  oEcD 2005a & b. low earners earn half of the average wage, while high earners earn twice the average wage.  illustrative full career workers  
                    draw benefits from each country’s mandatory pension program at the normal retirement age.
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U.S. seniors are at high risk of  
inadequate incomes
Replacement rates define income adequacy relative to prior 
earnings. Dollar thresholds define adequacy in terms of 
meeting the costs of basic necessities. Both are useful. Low-
wage workers, for example, may find that replacing even a 
high portion of prior earnings leaves them unable to meet 
basic needs. How much do elders need to pay for essentials?  
 The official U.S. poverty guidelines ($10,210 a year 
for an individual and $13,690 for a couple in 2007) are 
often used as a proxy for minimum adequate income. 
But they are increasingly outdated because they do not 
reflect changes in living standards or spending patterns 

since the poverty thresholds were first developed about 
45 years ago. 
 A new Elder Economic Security Standard finds that 
income at the official poverty levels falls short of meeting 
basic needs today. The new standard is being developed 
for each of the 50 states and for local areas within states 
to assess how much retired couples and single individuals 
will need to make ends meet (Wider Opportunities for 
Women 2006). The first study was done in Massachusetts 
and found that retired couples and elders living alone 
could not make ends meet at the poverty level. In fact, 
depending on their housing, health, and geographic loca-
tions, elders would need between 150% and 300% of the 
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Social Security replacement rates in oEcd countries,
by Earnings level

souRcE:  oEcD 2005a & b. low earners earn half of the average wage, while high earners earn twice the average wage.  illustrative full career workers  
                    draw benefits from each country’s mandatory pension program at the normal retirement age.
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official poverty level to meet basic living expenses without 
turning to means-tested assistance (Russell, Bruce, and 
Conahan 2006).  
 Average Social Security benefits fall short of meeting the 
new Elder Economic Security Standard but are somewhat 
higher than the official U.S. poverty thresholds. The average 
Social Security benefit was about $12,600 a year for retired 
workers and about $20,560 for retired couples with both 
spouses receiving benefits in 2007 (SSA 2007).  
U.S. seniors are at greater risk of being poor than are elders in 
other advanced economies. Internationally, poverty is defined 
as having income less than 50% (or 40% or 60%) of median 
income for households of similar size. Most cross-national 
studies use the 50% standard, which shows that roughly one 

in four older Americans is poor (Smeeding and Sandstrom 
2005). Moreover, nearly half (46%) of women who live alone 
beyond age 65 are poor. Using the lower threshold of 40% 
of median income, about 15% of American elders are poor, 
including 30% of women living alone. By either standard, 
elders are at greater risk of having inadequate income in the 
United States than in the other six countries studied—and 
significantly more likely to be poor than in Canada, Ger-
many, Italy, Sweden, and Finland (Table 2).

Replacement rates will decline for 
future retirees
Retirees will get less adequate wage replacement from Social 
Security in the next 25 years than has been the case 



E P i  b r i E f i n g  Pa P E r  #208  ●  n o V E m b E r  20,  2007  ●  Pag E  12

Social Security replacement rate for 
illustrative average Earner retiring at age 65, 1986, 2005, 2030

souRcE:  munnell and sass 2006; u.s. ssa, office of the chief actuary 2006.

t a B l E  3

Provision and year replacement rate (percent)

1986

    Gross replacement rate 42%

    After deducting Medicare Part B premium 41%

2005

    Gross replacement rate 42%

    After deducting Medicare Part B premium 39%

2030

    Gross replacement rate – after raising the full-benefit age 36%

    After deducting Medicare Part B premium 32%

for retirees over the past 25 years (Table 3). The re-
placement rate for a medium earner retiring at age 
65 is now about 39% after deducting the premiums 
for Medicare Part B, which pay for doctors’ bills and 

are deducted directly from Social Security checks. By 
2030, the net replacement rate for a similar 65-year-
old retiree will drop to about 32% (Munnell and Sass 
2006). 

Poverty rates of Persons aged 65 and older: Seven countries

souRcE:  smeeding and sandstrom 2005.

t a B l E  2

Percent with less than 40 or 50 percent of adjusted national median disposable income

country (year) total men and women age 65 and older Women living alone, age 65 and older

Less than 

40 percent

Less than

50 percent 

Less than 

40 percent

Less than 

50 percent

United States (2000) 15.0 24.7 29.6 45.5

United Kingdom (1999) 10.2 20.9 25.3 40.7

Germany (2000)    3.9 10.1    7.1 19.6

Canada (1998)    1.7    7.8    1.2 19.6

Sweden (2000)    2.1    7.7    3.6 16.5

Italy (2000)    5.6 13.7 11.0 28.7

Finland (2000)    1.1    8.5    2.8 21.2
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 Reasons for this decline include the legislated increase 
in the “full-benefit age” for receiving Social Security 
benefits and rising Medicare premiums that are deducted 
directly from Social Security benefits. 

Increase in the full-benefit age. In 1983 Congress enacted an 
increase in the Social Security “full-benefit age” from 65 to 67. 
This change is taking place gradually for new retirees between 
2000 and 2025. The age at which full (100%) benefits are 
available rises from 65 (for persons born before 1938) to 66 
(for persons born in 1943 through 1954). The full-benefit age 
then rises again to 67 (for persons born in 1960 and later). 
Table 4 illustrates the change in benefit at each age, due to 
this 1983 revision in policy. Each time the eligibility age goes 
up by one year, benefits claimed at each age are reduced by 
6-7%. When the full-benefit age is 67, benefits claimed at 
ages 62-66 will be about 12-14% lower than they would have 
been without this change in law. 

Rising Medicare premiums. Medicare premiums will take 
a bigger bite out of Social Security checks in the future. 
Premiums go up with the cost of health care, while Social 

Security benefits rise with the rate of general inflation. The 
standard Medicare Part B premium is $93.50 a month in 
2007, and the national average Part D monthly premium 
for prescription drug program is $27.35. Beneficiaries are 
also responsible for other out-of-pocket costs for Parts B 
and D of Medicare. Total out-of-pocket spending for Sup-
plementary Medical Insurance—premiums, deductibles, 
and coinsurance for parts B and D of Medicare—amount 
to 29% of the average Social Security benefit in 2007. By 
2040, such out-of-pocket expenses are projected to equal 
about half of the average Social Security benefit (Munnell 
2007; Centers for Medicare and Medicaid Services 2007). 
  The Social Security benefit reductions already in law 
and retirees’ growing obligations for cost-sharing under 
Medicare suggest that benefit increases will be needed in 
the next 25 years just to maintain the replacement rates 
retirees have known for the past 25 years.  

Retirees’ benefits will lag behind 
workers’ earnings
A similar conclusion is reached when comparing the 
projected well-being of workers and retirees in 2030. 

  

changes in Social Security Benefits at Each age Benefits are claimed, 
due to increases in the full Benefit age

* adjustment factors after age 65 are for one born in 1936.

souRcE:  authors calculations based on social security law, 2006 annual supplement to the social security bulletin, pages 2.34 and 2.29.  

t a B l E  4

age benefits are 
claimed

fraction of full benefit payable 
when normal retirement age is:

reduction in benefit due to raising 
normal retirement age from:

65* 66 67 65 to 66 66 to 67 65 to 67

62    80.0%    75.0%    70.0% -6.2 -6.7 -12.5

63    86.7    80.0    75.0 -7.7 -6.2 -13.5

64    93.3    86.7    80.0 -7.1 -7.7 -14.3

65 100.0    93.3    86.7 -6.7 -7.1 -13.3

66 106.0 100.0    93.3 -5.7 -6.7 -12.0

67 112.0 108.0 100.0 -3.5 -7.4 -10.7

68 118.0 116.0 108.0 -1.7 -8.5    -9.2

69 124.0 124.0 116.0 -0- -6.4    -6.4

70 130.0 132.0 124.0       +1.5 -6.1    -4.6
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Thompson (2005) compares the economic gains of future 
workers and retirees in light of projected real wage 
growth and the costs of paying for Social Security, Medi-
care, and out-of-pocket health costs and found that work-
ers will fare better than retirees. The average worker’s 
wages are projected to rise by 31% in real terms between 
2003 and 2030 (Table 5). This is the net increase after de-
ducting out-of-pocket health spending for the worker and 
the higher income taxes that would be needed to keep 
Medicare Parts B and D solvent. General revenues (largely 
income taxes) pay for the portion of Part B (for doctor 
bills) and Part D (for drug benefits) that is not financed 
by enrollee premiums. While the worker’s net earnings go 

up by 31%, Social Security income for a retiree with an 
average earnings history will rise by just 10%. The net 
increase for the retiree takes account of benefit cuts due to 
a higher full-benefit age, income taxes on Social Security 
benefits, rising premiums for parts B and D of Medicare, 
and rising out-of-pocket health costs.  
 Thompson concludes that if the pay-as-you-go cost 
of Social Security and Hospital Insurance under Medicare 
were met solely by raising taxes on wages, the gap between 
workers and retirees would narrow.1 But retirees would 
still lag behind workers: workers’ net wages would rise by 
21% by 2030 (see final row of Table 5) instead of 31% in 
the baseline, while retirees’ net monthly income would 

change in average Earnings and average Social Security Benefit, 
2003-2030  (2003 dollars)

* out-of-pocket spending is net change due to rising costs and new benefit of Part D coverage. 

souRcE:  thompson 2005  (based on 2003 trustees assumptions).

t a B l E  5

Elements of standard of living 2003 2030 Percent change

Average worker

Wage (net of 7.65% FICA for Social Security and HI) $32,074 $43,315 35%

Less out of pocket health spending      1,472      2,416

       Net    30,602    40,899 34%

Less income tax increase for Medicare Parts B and D         807

       Net increase $30,602 $40,092 31%

Average  retiree  

Benefit at normal retirement age $13,970 $18,860 35%

Benefit at age 65    13,814    16,345 18%

Less out of pocket health spending      3,111    3,731*

      Net    10,703   12,614 18%

Less SMI premium         704      1,305

      Net      9,999   11,309 13%

Less income tax for Medicare Parts B and D and tax on SS         275

     Net increase    $9,999 $11,034 10%

Average worker 

Less new FICA tax 6.5% (3.25% each) borne by workers     -3,049

       Net increase $30,602 $37,043 21%
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rise by just 10% (unchanged from the baseline). The 
findings support the case for raising revenues (rather than 
cutting benefits) to balance Social Security finances. They 
also support the case for making benefits more adequate.     

Employers are freezing defined- 
benefit pensions
The case for increasing Social Security benefits becomes 
more compelling as more and more employers are ending 
their commitments to defined-benefit pensions. Until 
recently, relatively few companies closed their defined-
benefit plans, and those that did were typically facing bank-
ruptcy or struggling to stay alive. Today, growing numbers 
of healthy companies are freezing defined-benefit plans and 
shifting to 401(k)s (Munnell et al. 2006). 
 McKinsey & Company (2007), a global manage-
ment consulting firm, predicts that the trend will ac-
celerate; by 2012 between 50% and 75% of private 
defined-benefit plan assets will be frozen or terminated, 
up from 25% in 2007. A survey by the Employee Benefit 
Research Institute and Mercer Human Resource Con-
sulting also finds the trend will continue: About a third 
of plan sponsors reported they had changed their plans 
in the past two years, and another third said they plan 
to change in the next two years (EBRI 2007). Typical 
changes were to freeze defined-benefit plans for new hires 
or for all participants and to increase employer contribu-
tions to 401(k) plans.  
 Companies say they are freezing defined-benefit 
plans in order to control current and future costs and 
reduce their volatility (Vanguard 2007). Others blame 
new funding requirements of the Pension Preserva-
tion Act of 2006 (which start to take effect in 2008) 
and new requirements of the Financial Accounting 
Standards Board that companies show pension fund 
surpluses or deficits on their corporate balance sheets 
(EBRI 2007; McKinsey 2007). Others report that global 
competition leaves employers less willing or able to 
bear investment and longevity risks that are inherent 
in guaranteeing defined-benefit pensions. Finally, some 
point to a split between retirement packages for corpo-
rate leaders vis a vis rank and file workers such that 
executives no longer have a personal stake in the plans 
for their employees (Munnell et al. 2007). If  Social Secu-

rity is becoming the sole defined-benefit plan for more 
and more retirees, the case for making it adequate is 
even more compelling.  

21st century retirement: Social in-
surance and Voluntary Supplements 
These developments lead to a vision of two tiers of retire-
ment income: A foundation of more adequate Social 
Security benefits topped off by voluntary arrangements.  
The voluntary tier would include remaining defined-
benefit pension plans (that today cover about 20% of 
private sector workers) and individual retirement accounts 
(IRAs), 401(k) plans, and other voluntary savings. 
Proposals to shift tax subsidies for retirement savings 
from tax deductions to refundable tax credits (Gale et 
al. 2006; Batchelder et al. 2006) offer revenue-neutral 
ways to improve the fairness of elements of this tier of 
retirement income.   
 There is merit in having a solid layer of voluntary 
savings on top of Social Security. Savings embody many 
features that workers like—choice, ownership, discretion 
about how the money is used, and the chance to leave 
bequests. These features underlie the popularity of per-
sonal savings and are not found in Social Security. At the 
same time, Social Security has the advantage of targeting 
more adequate protection to individuals who experience 
insured losses, and that support is guaranteed.    
 While voluntary savings on top of Social Security are 
desirable, it would not be sound policy to devote new 
public funds to savings accounts until Social Security 
benefits are adequate. The top priority for new spending 
should ensure an adequate shared foundation. Individuals 
can save for retirement on their own. But individuals, 
acting alone, cannot strengthen the social insurance foun-
dation. That requires action by elected policy makers.   

Paying for Social Security
Financing Social Security in the future involves both 
paying for benefits in current law and paying for any im-
provements.   

Paying for current law. This paper assumes that propos-
als made by Nancy Altman and Robert M. Ball to balance 
Social Security finances without benefit cuts are adopted 
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(Altman 2005). As Ball (2007) explains, those changes 
would:  

Gradually increase the maximum amount of earnings  •	
covered by Social Security so that the traditional  
goal—covering 90% of all earnings—is again achieved. 
This change would affect only 6% of earners who 
make more than the maximum covered amount (cur-
rently $97,500), and implementing the change grad-
ually over 20-30 years would have only a minimal 
impact on them each year.   
Allow Social Security to improve its investment re-•	
turns by investing some of its assets—up to 20%—

in equities, just as other public and private pension 
plans do. 
Provide a new source of income by retaining a residual  •	
estate tax and dedicating it to Social Security. By 
2010, the estate tax will affect only individuals with 
estates worth more than $3.5 million ($7.0 million 
for couples). Retaining that threshold and dedicating 
the revenue to Social Security will strengthen pro-
gram financing.

Taken together, these changes broaden the revenue base, 
improve the progressivity of Social Security finances, and 
adequately finance current-law benefits, which are pro-
jected to remain between 6.2% and 6.3% of gross domes-
tic product after 2030. 
 Because almost everyone is covered by Social Security, 
broadening the tax base would help share the future cost 
more equitably among all Americans.    

Paying for improvements. New revenues will be needed to 
pay for more adequate benefits. For simplicity, we discuss 
revenue increases in terms of percentages of Social Security 
covered wages, although other sources of revenue could be 
justified. If we increased contributions on wages to pay for 
better Social Security protection, any increase in the burden 
on low-paid workers could be offset by adjustments to the 
earned income tax credit (EITC).  That was the purpose of 
the EITC when it was enacted in 1975—to increase the 
return from work for low-paid workers by offsetting the 
burden of Social Security and Medicare taxes, while at the 
same time maintaining the workers’ participation in and 
entitlement to benefits of the social insurance programs. 
The EITC today is effective for families with children, but 
provides very modest relief for childless workers (Aron-
Dine and Sherman 2007). Workers with and without 
children should get relief through EITC adjustments in tan-
dem with any increases in Social Security contributions. 

Can America afford to pay more? What America can 
afford is largely a question of values. The United States 
is one of the least taxed industrialized countries. Twenty-
eight out of 30 countries in the Organisation of Economic 
Cooperation and Development (OECD) pay a larger 
share of GDP in taxes than does the United States. Only 

a Broader revenue Base Would Share 
Social Security costs More Equitably

Most of national income is not part of the tax base 
that is tapped to pay for Social Security. The tax base 
excludes wages above $97,500 a year in 2007 and 
all fringe benefits. It comprised just 38% of GDP in 
2007 (Board of Trustees 2007). Income that is not 
taxed to pay for Social Security includes: 

Earnings above the tax cap (about 17% of aggre-•	
gate wages); 

Earnings of workers not covered by Social •	
Security (about 25% of state and local employees 
whose employers chose not to participate in 
Social Security);  

Non-taxable fringe benefits paid by employers, •	
such as health insurance premiums, pension and 
401(k) contributions, and most other employee 
benefits;

Employees’ contributions to certain tax exempt •	
or tax-deferred accounts (such as flexible spending 
accounts for medical care, child care, or work 
expenses);2  

Income from capital, such as interest on invest-•	
ments, stock dividends, and rental income from 
real estate; and 

Realized increases in the value of property (capital •	
gains) and transfers of property (through gifts 
and inheritance) also are not taxed to pay for 
Social Security.  

The Social Security tax base is projected to decline 
from 38 to 34% of GDP over the next 75 years be-
cause non-taxed fringe benefits are projected to grow.  
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Korea and Mexico pay less. In 2005, total federal, state, 
and local taxes in the United States were 25.8% of GDP; 
the other 29 OECD countries paid 35.5% (Citizens for 
Tax Justice 2007).  
 The form and purpose of taxes also matter.  New research 
finds that high social spending in European democracies has 
not slowed economic growth as long as benefits and taxes are 
well designed. In his two-volume work, Growing Public: 
Social Spending and Economic Growth Since the Eighteenth 
Century, distinguished economist Peter H. Lindert (2004) 
concludes that social insurance programs that cover nearly 
the entire population and are financed by broad-based, low-
rate taxes—such as payroll or value-added taxes—have 
almost no negative impact on a country’s ability to grow and 
prosper (Lavery 2007).     

Illustrating ways to improve benefit 
adequacy 
The goal of this paper is to begin a new conversation about 
how Social Security is part of the solution to the growing 
risks facing American workers. New thinking and fresh 
analysis are needed to define the optimal role of Social 

Security in a two-tier retirement income system for the 
21st century. Detailed recommendations are beyond the 
scope, (and time and data available) for this paper. Policy 
options here are meant to stimulate discussion and pro-
mote fresh ideas about ways to improve Social Security 
once the right questions are being addressed.  
 For too long, public discourse on Social Security has 
defined the program as a problem for policy makers, rather 
than a solution for workers. The right questions are not: 
“How can we privatize Social Security to shift risks from 
government to workers?” or “How should we cut benefits 
to make it cost less?” Rather the right questions are:

How can policy makers build on the strengths of •	
Social Security—its fiscally responsible design, its 
universality, progressivity, efficiency, and effective-
ness—to respond to the needs of working families 
and retirees in the 21st century?  
How can social insurance principles be applied in •	
other areas of worker protections as global competi-
tion weakens employers’ will and capacity to ptovide 
security to workers?   

Policy Proposals to improve the adequacy of 
Social Security Benefits across-the-Board or for Particular groups

souRcE:  see text.

t a B l E  6

Policy proposals contribution rate increase

(Approximate)

1.  Across the board increases 

     12.4% benefit increase 2.0%

     18.6% benefit increase 3.0%

     31.0% benefit increase 5.0%

2.  Restore part of benefit cut due to raising full-benefit age

      Retirement benefit increase of  6-7% 1.0%

3.  Improve benefits for widowed spouses in old age  

      Pay 75% of couple’s benefit to survivors 0.32%

4.  A raise for octogenarians: 10% increase at age 85 0.32%

5.  Improve protection for children of deceased or disabled workers

     Continue benefits to age 22 for students in post-secondary school 0.1%  

6.  Benefit guarantee for long-service, low-paid workers Depends

7.  Count care-giving as years of coverage for retirement benefits Depends 
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Each of the options listed in Table 6 is described briefly.

 Adopt across-the-board increases. If increased contribu-
tions were devoted to Social Security, how much could 
policy makers increase benefits across the board? As a 
rough rule of thumb:3 

A 2-pecentage-point increase in contributions (1% •	
each for workers and employers) would pay for an 
across-the-board increase in benefits of about 12%. If 
applied to benefits in 2007, the average annual benefit 
for retired workers would increase from $12,600 to 
$14,110.
A 3-percentage-point increase in contributions (1.5% •	
each for workers and employers) would pay for an 
across-the-board increase in benefits of about 18%.  
If applied to benefits in 2007, the average benefit for 
retired workers would increase by about $2,270 to 
$14,870.  
A 5-percentage-point increase in contributions (2.5% •	
each for workers and employers) would pay for a bene-
fit increase of about 30%. In 2007, that would raise the 
average benefit for retired workers by about $3,780.  

These increases would represent important income gains 
to retirees because Social Security is such as large part of 
their total incomes. For example, Social Security is about 
two-thirds of the total income of middle-income retirees 
(Figure A), so a 30% increase in benefits would raise total 
income by nearly 20%. For low-income elders (who re-
ceive 83% of their income from Social Security), a 30% 
benefit increase would raise total incomes by about 25%, 
on average.  

Restore part of the benefit cuts due to a higher full 
benefit age. The increase in the Social Security full-benefit 
age that was enacted in 1983 brings an across-the-board 
cut in retirement benefits at each age benefits are claimed.  
It is implemented in two phases. The first phase changed 
the full-benefit age from 65 (for people born before 1938) 
to 66 (for people in 1943 through 1954) and cut retire-
ment benefits by 6-7%.  The second phase will change the 
full-benefit age to 67 (for those born after 1960) and will 
cut retirement benefits by another 6-7%.  

 The second phase of the increase has not yet affected 
any retirees. Policy makers could improve the adequacy 
of retirement benefits by rescinding the second increase 
in the full benefit age. That would increase Social Secu-
rity old-age benefits by about 7% over 75 years. It would 
increase total program costs a little less than 6% because 
disability and young survivor benefits are not affected by 
retirement age adjustments.    

Improve benefits for widowed spouses in old age.  
Women living alone after age 65 are at high risk of 
being poor. Fully 45% of U.S. women living alone after 
age 65 are poor, using the international poverty measure 
(Table 2). Because women live longer than men and wives 
are typically younger than their husbands, they are very 

Encouraging later retirement

A key goal of increasing the Social Security full-benefit 
age was to encourage individuals to work longer and 
retire later. As Americans live longer, later retirement 
may be a wise decision. Two ideas to encourage later 
retirement (without cutting Social Security benefits) 
are suggested here.  

Re-label Social Security “retirement” 1. ages, 
without further cutting benefits. Social Secu-
rity offers retirement benefits between ages 62 
to 70. Benefits are increased for each month that 
claiming is delayed from age 62 to 70. Or, said 
the other way, benefits are permanently reduced 
for each month they are claimed before age 70. In 
a sense, age 70 is the “optimal” age because that 
is when the best benefits are paid. The sim-
ple re-labeling—70 as the optimal retirement 
age—would have no cost. But it could, over time, 
change expectations and, ultimately, behavior.  

Align the early eligibility age for 2. 401(k) and 
IRA withdrawals with Social Security eligi-
bility ages. Workers can take penalty-free with-
drawals from IRAs and 401(k)s at age 59, or ear-
lier in certain circumstances. Policy makers could 
strengthen the expectation of longer work lives 
by aligning the early access ages for retirement  
savings accounts with the eligibility ages for Social 
Security. Increasing the penalty-free withdrawal 
age to 62, or some higher target age, could change 
expectations about the timing of retirement. 
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likely to end up widowed and live alone in old age. 
Widowed spouses are also at risk of depleting other 
financial resources during partners’ final illnesses. Social 
Security benefits should help bridge the transition from 
couple to survivor. For a one-earner couple, the survivor 
receives two-thirds of the amount the couple received 
while both were alive.  
 But survivor protection is less adequate when both 
husbands and wives worked at low pay. The surviving 
spouse receives the higher of her (or his) own benefit, or 
the deceased spouse’s benefit, whichever is larger. If the 
husband and wife had roughly equal benefits from their 
own work, the survivor would get about half (instead of 
two-thirds) of the couple’s prior benefit income.  
 Raising the benefit for widowed spouses to three-
fourths of whatever the couple would be receiving if both 
were still alive would improve protection for widowed 
spouses. This change has been estimated to increase the 
cost of benefits under current law by about 0.32% of tax-
able payroll (Advisory Council on Social Security 1996).     

A raise for octogenarians: 10% increase at age 85. In-
dividuals who live into their late 80s and 90s are at 
growing risk of becoming poor. They rely more and more 
on Social Security as other sources of income dwindle: pri-
vate pensions, if received, are eroded by inflation; income 
from work is no longer an option; and financial assets may 
have been spent. Some have proposed a Social Security 
benefit increase at a specified age to address the increasing 
financial vulnerability of the oldest old. Currently about 
10% of all Social Security benefits are paid to individuals 
age 85 and older (Social Security Administration 2005).  
To raise benefits by 10% for beneficiaries who have passed 
their 85th birthdays would increase Social Security costs 
by about 1% today, but more in the future as longevity 
increases. It is estimated (roughly) in Table 6 that this 
change would increase costs by 0.32% of covered wages.  

Restore student benefits. During a 15-year window, 
from 1965 through 1981, Social Security benefits for 
children of deceased, disabled, or retired workers con-
tinued up to age 22 for children who were full-time 
students in high school, college, or vocational school. 
Legislation enacted in 1981 eliminated those benefits. 

Now children’s benefits end at age 18, or 19 if the child 
is still in high school.  
 As today’s families struggle to meet the rising cost 
of higher education, there is renewed interest in reviving 
student benefits through the Social Security program. At 
their peak, Social Security paid benefits to one out of 10 
college students (Dynarski 1999). The benefits were par-
ticularly important to African American children because 
their mothers and fathers have higher risk of dying or 
becoming disabled (Global Justice Now 2006).
 A profile of student beneficiaries found that they re-
sembled other college students in their own educational 
characteristics; but they came from less well-off families 
(Springer 1987):  

Beneficiary students are more likely to be black 
and to have parents who had worked at blue-
collar occupations. Family income, with one 
parent—usually the father—no longer working 
because of death, disability, or retirement, was 
lower than the incomes of families nationally and 
much lower than the incomes of other families 
with children in college. College student ben-
eficiaries are more likely than college students 
generally to have fathers with lower educational 
attainment….[Student beneficiaries] were more 
likely to work than college students in general 
while they maintained similar grades.  

In brief, the availability of Social Security benefits appears 
to have aided upward mobility for children whose families 
had suffered the loss of a parent’s income through death, 
disability, or retirement.  
 Restoring student benefits beginning in 2001 was 
estimated to cost $50 billion over 10 years and to in-
crease Social Security cost over 75 years by 0.1% of So-
cial Security covered payroll (Social Security Adminis-
tration 2000).  

Create a benefit guarantee for long-service, low-paid 
workers. Various groups have proposed increasing benefits 
for long-service, low-paid workers to ensure that such 
individuals receive benefit incomes above the poverty 
threshold. Some such proposals are designed to mitigate 
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the adverse effects on vulnerable populations of plans to 
reduce Social Security costs by further increasing the 
retirement age, cutting benefits across-the-board, or 
shifting part of Social Security funds to personal accounts. 
 A special minimum benefit could be designed to 
achieve specific adequacy goals, such as assuring that any-
one who had 40 years of work under Social Security 
would have a benefit that achieved, say, 120% of the 
poverty threshold. A proposal offered in 1981 by a Na-
tional Commission on Social Security (appointed during 
the Carter administration) called for a new special mini-
mum benefit that would raise benefits to what was then 
the poverty threshold for individuals who had at least 35 
years of Social Security credits. It would also grant credit 
toward that benefit for up to 10 years of child care 
(National Commission on Social Security 1981).    
 Special minimum benefits involve many design 
issues that need to be analyzed and tested to ensure that 
they produce the intended results (Favreault et al. 2007a; 
Favreault et al. 2007b). Design issues need to address such 
questions as: What level of earnings is needed to count as 
a year of coverage? Can workers get a partial year of cover-

age if they earn less than the amount needed for a full year 
of coverage? Will the special minimum benefit for each 
new cohort of retirees rise by wage growth (as other re-
tirement benefits do)? Will the special minimum benefit 
keep up with the cost of living after retirement (like other 
retirement benefits do)?  Can other valued work—such as 
unpaid care for children or other dependent individuals in 
need of care—count toward the special minimum benefit?  
If so, can past years of care-giving service count toward 
the benefit for future retirees? This is an important area 
for advocates and analysts to engage in policy develop-
ment to produce workable plans.     

—Virginia Reno is the vice president for income security 
at the National Academy of Social Insurance. This paper 
does not reflect an official position of the National Academy 
of Social Insurance. The author is grateful for helpful com-
ments from Henry Aaron, Nancy Altman, Robert Ball, John 
Irons, Robert Kuttner, Joni Lavery, Monique Morrissey, Ross 
Eisenbrey, Joe Quinn, Bob Rosenblatt, Gerry Shea, Margaret 
Simms, and Paul Van de Water. Any errors are the sole 
responsibility of the author.  
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Endnotes
It is assumed that workers would bear the burden of in-1. 
creasing both the employee and the employer share of the 
Social Security and Medicare taxes on wages. 

Employee contributions to 401(k) plans are included in 2. 
the Social Security tax base. 

These estimates assume that the Ball/Altman proposal are 3. 
adopted, including the increase in the contribution base 
to cover 90% of wages (instead of 83%) under current 
law.       
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