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Updating Social Security

for the 21st Century:
12 Proposals You Should Know About

Pros and cons of options presidential candidates and
policy experts are talking about ) .

You've paid into Social Security, and you deserve to know what changes are
being propased by presidential candidates and policy experts and how each
might affect you, yaur kids and generations to come.

The world has changed a lat since the Social Security Act was signed into law in
1925, Social Security needs to be updated for the Z1st cantury sa we can keep
the promise we've made to future generations,

Accarding to the Social Security Trustees, benedits will be cut by nearly 25
percent after 2034 if no action is taken.

Heve are summacies of 12 aptions being talked about on the campaign trail

and in Washingten. The caloulations in the options are based on the 2013 Social
Security Trustees’ report. Each summary is accompanied by two opinions that
AARP commissionad from experts whaose views typically represent different sides

of the issises,

The experts:
» Romira Boccia, the Hentage Foundation

* Virginia Rens, formerly with the Mational Acadermy of Saocial Insurance
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€) Raise the Full Retirement Age

The age when a person becomes eligible to receive full Social Security
retirement benefits {th= full retirement age)] has been increasing fram age 45
on a schedule set by Congress in 1983, 1t has reached 46 and will gradually
rise to &7 for thase bam in 1980 and later. Raising the full retirernant age
further is one option tc help close Sacial Security's funding gap. Fach year
that the full retirement.age increases there is abaut a & to 8 percent reduc-
tion in monthly benefits for any given age at which benefits are claimed. The
earliest age far clairming reduced benefits could remain at 62, or the eavliest
age for claiming could be increased along with the full retirement age.

Cine proposal would raise the full retirement age to 68, Starting in 2023, the
age would increase by two months each year until it reached &8 in 2078,
Estimates say this wou d fill 18 percent of the funding gap.

Anathar proposal would gradually raise bath the fuit retirernent age and the
sarly eligibility age. Starting in 2023, the full retirement age would begin to
increase from &7 until i reached 70 in 2069, The sarliest eligibility age would
increase from &2 uitil it reached 65 under the same schedule as the fuli
retirement age. This would fill an estimated 24 gercent of the funding gap.

PRO: Americans are living longer than ever befare, which means they are
alse drawing Social Security benefits for foriger than ever before. Increasing
Social Security’s full retirement age slightly and on a known schedule ta
refiect Americans” longer life spans is a fair and commeonsense approach

to improving fhe program’s finances. When Social Security started in 1935,
5-year-old men expected o spend abaut 13 years in retirement, compared
with about 18 years today. Women in 1935 averaged 15 years in retirement
and today spend about 20 years drawing benefits. {Romina Boccia, Heritage
Foundation)

COM: Raising the fullvetirement age is a benefit cut no matter what age
your begin taking ben=fits. The increase from 65 fo 67 already in law culs
banafits by 13 percert. Low-gaming workers have seen little or na gains in
langevity. Raising the-full retirement age for everyone simply because well-
off Americans are living longer is a stealth benefit cut that is unnecessary
and unjust. We can afford to improve and pay for Social Security without
benefit cuts. (Virginia:Reng, formerly with the Mational Academy of Social
Insurances) i

9 Begin Longevity Indexing

If, as projected, Americans continue 1o live langer fram ene generation to
the next, individuals will, on average, receive Social Security benafits far

a longer time. The trend contributes to Social Security's funding gap, and
one option o affset it is langevity indexing. lndexing would automatically
madify Social Security ta pay smaller monthly bensfits as fife spans increase.
Reducing the monthly payments could be accomplished either by increasing
the age at which a person becomes eligible for full, unreduced retiremeant
benafits (full retiremeant age) ar by changing the benefit formula. Cepending
an the spedfic proposal, this wauld fiil an estirnated 18 ta 19 percent of the
funding gap. indexing the full retirement age far longevity is estimated to
increase it by one manth every twa years. Each year that the ful retirement
age increases there is abaut a & to 8 percent reductian in monthly henefits
for any given age =t which benefits are dlaimed.

PRO: Tying the Social Secunty retirement age to longer life spans is a fair
and commonsense way to reflect the fact that Americans are expected to
live lenger. Assuming Fife span continues to increase as it has In the past,
this method would increase Sacial Security’s full benefits age by about
one manth every twa yvears; I it started in 2023, the retirernant age would
increase from &7 to &8 by about 2047, These small increases in the retire-
ment age would improve Social Security’s finances over the fong term and
provide ample time for Americans to better plan far retirernent. (Romina
Boccia, Heritage Foundation) : ’

CON: To indax benefits for langevity would unfairly cut benefits for almest
avaryone. Low-2arning workers and other disadvantaged groups have seen
little or ro gains in longevity, Cutting benefits for everyone just because
well-aff Amaricans are living longer would be profoundly unjust. Moreowver,
this change would violate the purpase of Social Secunity, which is to ensure
basic economic secunty. Rent, utilittes, grocerias and medical care don't
cost less just because some people are living longer. (Virginia Reno,
formery with tha Mationa! Academy of Social insurance)
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e Recalculate the COLA

Sociz| Security bensefits generafly keep up with irflation theough a cost-of-
living adjustment, ar COLA, Since 1975, Social Security has based such
adjustrents on the consurner price indes, which measures changes in the
prices of corsumer goods and services. One optian to madify Socia! Security
would e to use an altermaiive price index for catculating the COLA. Cptions
inchede:

s Crained consumer price index: By apglying a different formula to the
same goods and services data, this index aims to account for ways
consumers change their buying habits when prices change. Experts
predict that the anrual COLA would be on average 0.3 percentage paints
lower under this formula. For example, if the current formufa producad a 3
parcent annual COLA, the chained consumer price index might yield 2 2.7
pescent COLA. The effect of a lower COLA would compound aver time,
reducing the benefit by 3 percent after 1 years and 8.5 percent afier 30
years. Pesmanantly reducing the size of the benefit adjustrment every year
wesuled fill an estimated 21 percent of the gap. :

* Elderly index: This method aims to reflact specific spending patterms of
older Americans, in particular the greater amounts they spend on health
care. Experts pradict that the annual COLA would be on average 0.2

- percentage points higher under this Tormula. For example, 1 the current
fermula would preduce a 3 percent annual COLA, the eiderly price index
might vield a 32 percent COLA. In addition, the effect of & higher COLA
welld compound aver Bme, increasing the benefit by 2 percent after 10
years and & percent aftar 30 years, Fanmanently increasing the size of the
benafit adjustment avery year would increase the funding gap by about
14 percent.

PRO: {chained consumer price indext: Social Security should use the mast
accurate price index for the COLA to best protect benefits from being
erccked by inflation. Tha chained consumear price index measurss the
inflation experienced by a larger part of the poputation than the current
inde=: and befter represants the way that actual pecple react to price
chariges in differant types of goods and sarvices. (Roming Boccla, Heritage
Foundation)

PRQ: (eldery indext: The current COLA doesn’t keep up with the inflation
that seniars face because thay spend more than other Americans for out-of-
pockat health care costs and those costs rise fastar than average inflation.
The chained cansumer price index would maks mattars worse by reducing

4

the COLA. A more accurate Sedal Security COLA wauld compansate for
the higher infiation that senicrs actually experience by using an elderly index.
iWirginia Reno, formerly with the Mational Acaclerny of Social Insurance)

o Increase the Payroll Tax Cap

The Sociad Security payroll tax cusrrently applies to annual 2amings ug to
$113,500. Any wages samed above $118,500 go untaxed for Sodial Security.
This cap generally increases svery year as the national average wage increases,
Taday, the cap covers about 83 percent of total sarmings in the nation,
Raising the cap to caver a higher percentage of total eamings would help
close Social Security’s funding gap. Bow much dapends on how high the
cap is set and how quickly the cap would be raised ta reach that level.

Cne commonly mentioned goal would raise the cap to cover 90 percent of
earnings, which in 2014 would rmean a cap of abaut $274,200. This would
meais any employes earning more than the current tax cap of $118,500 (as
well as his or her ernployer) would have to pay more payrell taxes, up to
abiout $9,65) per yaar far those eaming $274,200 a year or mors. Raising the
cap to 90 percent would fill an estimated 22 parcent of the funding gan.

PRO: Lifting the cap to cover P00 percent of all sarnings is sensible and fair
Only & percent of workers earh mere than the current cap of $118.500, 1+
is fair for top earners to pay more into Social Security, and they would get
a bit mare in berefits. This change reflects the intent of Congress in 1977,
when it set the cap to include 90 percent of earnings. Congress also pro-
vidad for automatic adjustments far average wage growth so that the cap
wawld contiue to cover ¥ percent. But with fodays top earners enjoying
much bigger gains than everyane else, the cap now covers only about 83
percent of earnings. This proposal, together with other changes, could keep
Saodial Security strong and pay for benefit impravements. (Virginia Renao,
formerly with the Mational Academy of Social Insurance) ‘

COM: This proposal would increase taxes on some middle-class Americans
without fully fixing Social Securitys financia! problemns. It redices the
amaount that warking Americans have to spend on thair families” food,
haousing, clothes, education, ete, The tax increase would also discourage
some Americans from working mare and thereby hurt our economy. The

self-employed and cartain smaller business owners would be hit particularly

hard. [(Roming Boccia, Rentage Foundation)
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© Eliminate the Paynl:tli Tax Cap

Tre Social Secucity payrall tax currently applies to annual earnings ug to
$118,500. Any wages earned above $118,500 ga untaxed for Sorial Security.
This cap generally increases every year with increases in the nationat average
wage. Today, the cap covers about 43 percant of total eamings. Eliminating
the cap so that all eamings would be subject to Social Security's payrell

tax would help close the program’s funding gap. f your income is uneler
118,500, you would see no change. if you make above that amount, you:

{as well as your amplayen would pay the 6.2 peroent payroll tax on your

R T———y

remaining wages. If all earmings were imrmediately subject to the Sacial
Security tax, the new revenue would fill an estimated 71 percent of the
funding gap.

PRO: Sliminating the tax cap would make Social Security’ financing more
fair. Only & percant of workers earn more than the current cap of $718,500.
They would pay on all their earnings throughout the year just as everyone
alse dass, and would get & madest increase in benefits. This change alone
would eliminate most of Sogial Security’s fong-tarm financing gap.
Combining this with other changes could wipe out the gap and pay far
needed henafit improvements. {Virginia Rena, formerly with the Maticnal
Academy of Sociz! Insurance)

COMN: This proposal may sound like an easy and atiractive sodution, but it
would make all Americans warse off by hurting the economy. High-saming
workers, including the seff-employed and certain business owners, wocd
faca very high marginal tax rates, discouraging them from working o,
hiring additional workers or expanding thelr businesses. Efiminating the tax
cap immediately would cause Social Secuiity surpluses in the early years
after this change. Those surpluses would encourage higher spending by
Congress on ather praograms through further borrawing from Social Security
{Rormina Bocefa, Hertege Foundation)

@ Reduce Benefits for Higher Earners

Sacial Security benefit payments are based on the portion of a worker's
eamings that was subjest to Social Security payroll taxes. While higher
[fetime sarners receive higher payments than lower lifetime eamers, their
benefits replace a smaller share of their past earnings than do the benefits
provided to lower eamers. One opiion to help close Social Security’s funding
gap would be to reduce benefits far higher fifetime earners. This could be
dane by madifying Secial Security’s benefit formula in a number of ways,
depanding an who is classified as higher eamers and how much their
henedits are reduced. Mast ogtions use a sfiding scale to reduce the benefits
rmost for higher eamers, make smaller changes for middle eamers and make
no benefit changes for lower earnars.

Ontions include:

» Reduce benefits for the highest-earning 25 percent. Gradually reducing
henefits aver time for raughly the highest-earning 25 percent of individuals
by a sliding scale up o an 8 percent benefit reduction far maximum eamers
would close an estimated 3 percent of the funding gap.

» Reduce benefits far the highest-earning 50 percent. Gradually reducing
benefits aver time for the highest-earning 50 parcent of individuals by a
sliding scale'up to a 31 percent benefitreduction for maximum earaers
would fill an estimated 33 percent of the funding gap.

PRO: Social Security has promised more benefits than it can afford to pay in
the future. To continue to meet Social Security’s criginal intent af protecting
against poverty in old age, we should pratect the benefits of lowerwage
wiorkers by reducing the benefits of those who have higher earmings. Reducing
benefits for higher earners by changing Sodial Security’s benefit formula
would expand on its current design. Everyone would continue to receive
henefits, but higher earmers would receive less than they do foday [Romina
Bocela, Heritage Foundation)

COMN: These proposals would actually cut benefits for middie-class warkers
malking as fitfle as $40,000 a year. They are not “high gamers.” Bensfits are
already modest. Retirees’ health care costs are rising while other retiremant
resources — home equity, pensions, lifetime savings — are at risk or unavail:
able for too many Americans. Most seniors get mast of their income from
Sacial Security, Cuts are not the answer. We can afford to preserve Social
Security’s promised benefits. {Virginia Reno, formery with the MNatiznal
Academy of Social insurance]
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@) increase the Payroll Tax Rate

Ermployses and employers each currently pay a 6.2 percent tax to Secial
Security on eamings up to $118,500. Self-employad workers pay bath the
employer and emplioyes shares for a total of 12.4 parcent. One option to
hels close the Secial Security funding gap would raise the payroll tax rate far
all workers and emplayers. Far instance, an a $50,000 annual salary, increas-
ing the payrall tax to 4.5 percent would increase the annual ermployee and
amplover contributions by $130 each. Changing it ta 7.2 percent would
increase the annual employes and employer contributions by $500 2ach. The
rate increase could ooour gradually or all at orice. Increasing the payiall tax
rate from 6.2 percent to 6.5 percant from 2018 to 2023 weould fil an estimat-
ed 30 percent of the funding gap. Increasing the payrall tax rate gradually
aver 20 years on ernployers and employess from 4.2 percent to 7.2 perce-nt
would fill an estirmated 53 percant of the funding gap.

PRO: Gradiually increasing the Social Security tax rate from 6.2 fo 7.2
percent aver 20 years makes good sense, Most Americans say they would
rather pay more than see Social Security cut. This change — fust 50 cerits
more a wask for an average earmer — would close just over half of the
financing gap. Together with eliminating the eamings cap, it could pay for
much-needed impravements and keep Social Security strong for the long
term. (Virginia Reno, formerly with the National Academy of Social Insurance)

CON: Increasing Sccial Security’s payrall tax rate is a bad idea that would
increase every worker’s taxes, regerdless of incama. On the employer sida,
the payroll tax increases would result in higher labor costs, which would
discaurage hirng and encowage empioyers to move overseas or avtomate
maore production processes. This would especially hurt younger and fow-
wage workers, who would have fewer job apportunities available in a highly
competitive global ecanomy. Older warkers could also face fewer oppor
tunities and be pushed to retire earier than they would othenwise choose.
(Romina Beccia, Hertage Foundation)

o Apply Payroll Tax to All Salary Reduction Plans

Employees now pay Social Security and Medicare payroll taxes on their

“costributions to tax-preferred employer-sponsared retirement accounts,

such as 4010k plans. They don't, however, pay these payrell taxes on their
eontrioutions to same other types of benefit plans at work, like flexible
spending accourits. Callecting payroll taxes on contributions ta all such
benefit olans would inorease the Social Security pragram’s funds, as well

as increase the eamings used to caloulate the Sodial Security benefits of
workers who have those benefit plans. If you contributed $2,000 to a flexible
spending account, you and your employer would pay the 6.2 percent payroll
tax [or $124 each) on that money. Taxing thase salary reduction plans for
Sacial Security the same way wa tax contributicns to 401(kk plans wauld
elose an estimated 10 percent of the funding gag.

PRG: Congrass should complete a reforst it faunched in 1783 when it treat-
ed warkers’ contributions to 401(k) salary reduction plans as sarrings that
are taxed and counted toward Social Security beriefits. Extending the same
treatment to other such plans would be consistént, it would ensure workars
that all of their earningswill count toward their future Social Security benefits,
and it would raduce the Social Security funding gap. [Virginia Reno, formerty
with the Mational Academy of Social lesurance)

COMN: Changing the tax treatment of salary reduction plans would increase
the cost of health care and ather amployee bensfits because the tax savings
help to offset the emplayers cost of operating the plans. The result would
be fewer employers offering these types of benefits fo workers, and higher
tatal tax bills for millions of workers covered by these plans. {Romina Boccia,
Heritage Foundation;
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) Cover All Newly Hired State and
Local Government Workers

Alout one-guarter of state and local government amployeds are not
covered by Social Security. Rather, these warkers are covered by retirement
plans pravided by state or local govemments that have chosen not to
participate in the Social Security program. Undar one proposed changes,
Sacial Security would cover all newly hired state and local government
warkars. Thase warkers and their employers would sach pay their share of
Social Secusty payroll taxes, and the warkers would receive Social Security
benefits. Current state and local government workers would not be affected.
This propasal would fill an astimated & percent of Social Security’s funding gap.

PRO: Social Security works besl for everyone when it covers evaryona.
Warkers gain seamless, portable iife and disability insurance as well as basic
retirement income protection. Any employerprovided pensions are then
added ta Social Security. Extanding coverage to rewly hired workers, as was
doie with federal employees in 1983 legislation, would ease the transition
far the workers and jurisdictions that would be affected. {Virginia Renso,
formerly with the National Academy of Socfal insurence)

CON: Making newly hirad warkers join Social Security would increase
revenue naw, but aventually the pragram would have fo pay these workers
henefits. That would make Social Security’s financial problems even worse,
In additian, certain already underunded state and local government em-
ployee pension plans would see reduced contributions and afmost certainly
would need state-lavel tax hikes o pay promised benefits. (Romina Baccia,
Heritage Fouwndation}
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@ Improve Benefits

Social Security provides benefits to retired workers and their families; to the
spouses and dependenits of workers who have died; and to worlers who
have bacome disabled and their families. Thase benefits ave too low for
rartain groups, according to some wha argue that as part of any effort to
strengthen Social Security, lawmakers should consider increasing benefits for
rare-vulnerahle recipients. Some of the praposals to improve benefits are:

* |ncreased benefits for a surviving spouse

» Earnings crediis for people who are not in the paid warkforce because
they are caring for a child or ather family member

o A new minimurm benetit that's quaranteed to keep low-gaid workers with
lang careers above the poverty jevet

Fach of these proposals wauld regquire other adjustments to benefits or
sevenue. Proposals 1o improve bhenefits for surviving spouses, caregivers and
low-wage warkers have been estimated to increase the funding gap by up ta
10 zercent.

PRO: Social Security has featuras of an ideal pension plan: It is porfable
from job 1o job, keeps up with inflation and lasts as long as you live. Most
seniars refy on it for most of their income. Yat benefits are modest — $7,230
a month, on average. We can afford to improve it. We could ensure that
people who pay in at least 30 years will not be poor in retirement, give
working parents credit for caregiving and improve benefits for sunvivers.

We could also help any child of workers who die or become disabled by
continuing benefits until age 22 if the child is in college ar vecational schacl.
fWirginiz Reno, formerly with the Mational Acaderny of Social tnsurancey

CON: Social Security benefits are too low for certain groups, and they
should be improved as part of fundamental Social Security reform that
reduces bensfits for higher sarners, increases the retirement ag'e, and
makes other changes to improve Social Security firances overall. Otherwiss,
the addad casts would only increase Social Securty deficits and exhaust
the trust fund faster, accelerating potertial large benefit cuts for everyone,
incliding the mastwulnerable populations. (Romina Boccia, Heritage
Foundation}
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@ Increase Mumber of Years
Used to Calculate Initial Benefits

Social Security retirement barnefits are based on a warker's average earnings
history. Average eamings are cormputed from a worker’s highest 35 years of
arnual indexad earnings that were subject to Social Security payroll taxes.
If & worker has fewser than 35 years of earnings, sach year needed to reach
35 is assigned zero eamings. One aplion to heip dose the Social Seaurfty
funding gap would increaze the number of years of earnings used to
calculate Social Security benefits fraom 35 40 38 or even 40. Bacausa that
methad wauld typically include more vaars of lewer earmings, the average
earnings would decrease and benefits would ke lower. [ncreasing the
number of compastation years to 38 is estimated to fill 11 parcent of the
salvency gap.

PRO: increasing the number af years an individual must work to qualify for
full Sacial Security benefits recognizes that most people are living and
werking longer than they did in the past. Today's method produces a
skewad picture of an individual's full employmert history and inaccurate
Social Security benafits. Adding mare years would encourage people to
stay in tha warldorce longer, and the resuiting small benefit changes waould
help to preserve Social Security for everyone. (Romina Boccia, Heritage
Frundatian)

CON: This proposal would reduce benefits the most for pesple who need
them most: women and lower-income, less-educated and minority retiress.

It would reduce beriefits nat only for retired workers, but also for their
dependents and survivors. Social Security benefits are modast and are
already breing cut as the retirement age goes up. We can afford to presarve,
improve and pay for the Social Security benefits that todays workers are
earning with thair Social Security taxes. {Virginia Reno, formerly with the
Mational Academy of Social Insurance)
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@ Begin Means-Testing Social Security Benefits

Social Security banefits have always been provided to anyore who has

paid into the system and who meets the work and age requirements. That's
regardiess of ather income — investment, pansion, savings — the person
raceives in addition to Sociaf Security benefits (although a portion of Sacial
Security benefits is taxable if the total income exceads a certain threshold).
Cne optian to help close Social Security's funding gap is to “means test.”
Means testing would reduce benefits for higher-income recipients and cauld
even eliminate benefits altogether for the highest-income households.
Unlilke the apticn to reduce bencfits for higher earnars, which uses a measure
of carear averags eamings ta reduce benefits, means testing would reduce
benefits based on the full range of current income. Who would be affected
and by how much depends an how the income threshalds are defined.

One wersion of means testing would fill about 10 paircent of the funding gap.

PRO: /n an era when Social Security’s benefit costs are increasingly out-
pacing its revenue inflows, Social Security can't continue to pay benefits o
all retirees regardless of what other retirement income they have. Instead,
the program should provide benefits only to retirees who have less than a
carfain amount of non-Social Security annual income. Social Security would
centinue to be nsurance against retframent poverty for sveryana bt would
focus jts banefit paymants on those who really need them. {Romina Baccia,
Heritage Fourdation)

CON: Means testing would change Sacial Security from an earned night fe
welfare, it wowld penalize you if you saved or earned a pension, because
that imcome would reduce vour Social Securty. And it would cost more to
gdminister. The goverament would have to routinaly chack your income
and assets in order fo adjust your benefit. Means testing would tre a huge
breach of faith with working Americans wha eammed thelr benafits by paying
in over the years. Virginia Reno, formerly with the Mational Academy of
Social Insurance)
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