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United States Government Accountability Office
Washington, DC 20548

December 7, 2009

The Honorable Herb Kohl
Chairman

Special Committee on Aging
United States Senate

Subject: Social Security: Options to Protect Benefits for Vulnerable Groups
When Addressing Program Solvency

Dear Mr. Chairman:

For over 70 years, Social Security has been the foundation of retirement income
for American workers and their families and has been instrumental in reducing
poverty among the elderly. The Congressional Research Service estimates that if
Social Security benefits did not exist, an estimated 44 percent of all elderly people
would be poor today." Still, some people who receive Social Security retirement
benefits remain vulnerable to poverty in old age. The elderly poverty rate in 2007
was 9.7 percent. In addition, the long-term financing shortfall currently facing the
Social Security program is growing and has made reform of the program a priority
for policy makers. Thus, the nation faces the challenge of improving long-term
program solvency, while also ensuring benefit adequacy for economically
vulnerable beneficiaries. Many Social Security reform proposals have suggested
modifying the system to restore its financial balance by reducing benefits or
increasing payroll or other taxes, and several also include options to address
concerns about benefit adequacy for economically vulnerable groups of
beneficiaries.”

Economically vulnerable beneficiaries generally have limited income from other
sources, such as employer-sponsored pension plans or personal savings, and
therefore depend heavily on their Social Security benefits. Because they have
limited resources, many of those beneficiaries also receive assistance from other
programs for low-income individuals, including Supplemental Security Income
(SSI); Medicaid; and the Supplemental Nutrition Assistance Program (SNAP),
formerly known as the Food Stamp Program; among others. This report addresses
the following key questions: (1) What are the options for modifying Social
Security benefits to address concerns about benefit adequacy and retirement

‘Kathleen Romig, Social Security Reform: Possible Effects on the Elderly Poor and Mitigation
Options, (Congressional Research Service: 2008).

“See the bibliography (enc. III) for a list of proposals that we reviewed.
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income security for economically vulnerable groups? and (2) What effects could
these options have on benefits those groups receive from SSI, Medicaid, and
SNAP?

To complete our work, we identified and analyzed options for modifying Social
Security benefits to address concerns about benefit adequacy for economically
vulnerable groups of beneficiaries when addressing program solvency.
Specifically, we focused on groups of beneficiaries who depend on Social Security
for almost all of their income. Thus, the groups we primarily focused on include
lifetime low earners, low-income women, and the oldest beneficiaries who are in
danger of outliving their other resources.’ To identify options for modifying Social
Security benefits, we conducted a literature review and interviewed agency
officials about Social Security reform proposals that included options for
addressing benefit adequacy. We also interviewed a range of retirement security
experts who have extensive experience with Social Security reform issues. Those
agency officials and experts agreed that the options we identified included the
main approaches for addressing these concerns. In accordance with GAO’s
criteria for evaluating Social Security reform proposals, we analyzed the options’
implications for benefit adequacy, solvency, and program administration.*
However, time constraints did not allow us to undertake the complex analysis
necessary to develop quantitative estimates of the options’ potential impacts or
costs, or to assess how they would interact with other elements of Social Security
reform proposals. Additionally, some details about the options were not always
clearly specified in the proposals, and we would have had to make a number of
assumptions to conduct this analysis. We acknowledge that looking at the options
in isolation presents certain limitations, since different elements of a proposal
may interact with each other. To determine how the options could affect SSI,
Medicaid, or SNAP benefits received by vulnerable groups of Social Security
beneficiaries, we reviewed the eligibility requirements and benefits for each
program and analyzed whether and how eligibility and benefits would be affected
by the changes suggested by these options to address benefit adequacy. We did
not review how reform options would affect Medicare benefits because it is not a
means-tested program, and thus an increase in Social Security income would not
affect eligibility for those benefits. See enclosure I for additional details regarding
our scope and methodology.

We conducted our work from August 2009 to December 2009 in accordance with
all sections of GAO’s Quality Assurance Framework that are relevant to our

’Although we did not focus specifically on individuals with disabilities, we acknowledge that the
groups highlighted in this report are likely to include such individuals. However, there are other
issues associated with the Social Security disability program, and individuals with disabilities face
different circumstances from other beneficiaries. These issues and circumstances would need to
be addressed separately. See GAO, Social Security Reform: Issues for Disability and Dependent
Benefits, GAO-08-26 (Washington, D.C.: Oct. 26, 2007).

‘GAO, Social Security: Criteria_for Evaluating Social Security Reform Proposals,
GAO/T-HEHS-99-94 (Washington, D.C.: Mar. 25, 1999).
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objectives. The framework requires that we plan and perform the engagement to
obtain sufficient and appropriate evidence to meet our stated objectives and to
discuss any limitations in our work. We believe that the information and data
obtained, and the analysis conducted, provide a reasonable basis for any findings
and conclusions in this product.

We briefed your office on October 26, 2009, and this report transmits the results of
our work. Enclosure V contains a copy of the briefing slides.

Agency Comments and Our Evaluation

We obtained written comments on a draft of this report from the Social Security
Administration (see enc. II). The Social Security Administration agreed with our
findings. We incorporated technical comments throughout the report, as
appropriate.

As agreed with your office, unless you publicly announce its contents earlier, we
plan no further distribution of this report until 30 days from the report date. At
that time, we will then send copies of this report to interested congressional
committees and the Commissioner of the Social Security Administration. In
addition, this report will be available at no charge on GAO’s Web site at
http://www.gao.gov.

If you or your staff have any questions concerning this report, please contact me
at (202) 512-7215 or jeszeckc@gao.gov. Contact points for our Offices of
Congressional Relations and Public Affairs may be found on the last page of this
report. Key contributors to this report were Barbara Bovbjerg, Director; Michael
Collins, Assistant Director; Annamarie Lopata, Analyst-in-Charge; Kristen Jones;
Susan Aschoff; James Bennett, Courtney LaFountain; Joe Applebaum; and Roger
Thomas.

Sincerely yours,

Charles Jeszeck
Acting Director, Education, Workforce, and
Income Security Issues

Enclosures — 5
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Enclosure 1

Objectives, Scope, and Methodology

To complete our work, we identified and analyzed options for modifying Social
Security benefits that address concerns about benefit adequacy and retirement
income security for economically vulnerable groups. Specifically, we focused on
groups of beneficiaries who depend on Social Security for almost all of their
income, that is, lifetime low earners, low-income women, and the oldest
beneficiaries. We did not focus on other subgroups that may also be economically
vulnerable—such as foreign-born or immigrant citizens, different racial groups,
and workers who have lost their pensions—to manage the scope of this project.
However, some of those individuals are covered by the groups on which we did
focus. We also acknowledge that the groups highlighted in this report are likely to
include individuals with disabilities. However, we did not focus specifically on
these individuals because there are other issues associated with the disability
program, and individuals with disabilities face different circumstances from other
beneficiaries, which will need to be addressed separately.’

To identify options for modifying Social Security benefits, we conducted a
literature review and interviewed agency officials about Social Security reform
proposals that included options for addressing benefit adequacy (see the
bibliography in enc. III for a list of those proposals). We also interviewed a range
of retirement security experts who have extensive experience with Social Security
reform issues. Those experts agreed that the options we identified included the
main approaches for addressing these concerns. We also reviewed relevant
federal laws and regulations. In accordance with GAO’s criteria for evaluating
Social Security reform proposals, we analyzed the options’ implications for
benefit adequacy, solvency, and program administration. In prior work, GAO has
outlined the following criteria for evaluating Social Security reform proposals:

« balancing equity and adequacy in the benefit structure,
« financing sustainable solvency, and
« implementing and administering proposed reforms.’

Time constraints did not allow us to undertake the complex analysis necessary to
develop quantitative estimates of the options’ potential impacts or costs, or assess
how they would interact with other elements of the Social Security reform
proposals. Additionally, some details about the options were not always clearly
specified in the proposals, and we would have had to make a number of
assumptions to conduct this analysis. We acknowledge that looking at the options

*GAO, Social Security Reform: Issues for Disability and Dependent Benefits, GAO-08-26
(Washington, D.C.: Oct. 26, 2007).

‘GAO, Social Security: Criteria for Evaluating Social Security Reform Proposals,

GAO/T-HEHS-99-94 (Washington, D.C.: Mar. 25, 1999). See enclosure IV for a list of other GAO
products related to Social Security.
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Enclosure 1

in isolation presents certain limitations, since different elements of a proposal
may interact with each other. Additionally, GAO has previously suggested that
policy makers evaluate Social Security reform proposals as packages that strike a
balance among individual elements of the proposal and the interactions of these
elements.”

To determine how the options could affect other benefits that vulnerable
beneficiaries receive from Supplemental Security Income (SSI); Medicaid; and the
Supplemental Nutrition Assistance Program (SNAP), formerly known as the Food
Stamp Program, we reviewed the eligibility requirements and benefits for each of
these programs. We analyzed whether and how eligibility and benefits would be
affected by the changes suggested by the options we analyzed to address Social
Security benefit adequacy. Also, we used the following current year eligibility
criteria for each program: calendar year 2009 criteria apply for SSI and Medicaid,
and fiscal year 2010 criteria apply for SNAP. We did not assess how Social
Security reform options would affect Medicare benefits because Medicare is not a
means-tested program.

To identify the number of Social Security beneficiaries age 65 and older living in
households for which Social Security income makes up a large fraction of
household income and to identify the numbers of people participating in various
combinations of Social Security, SSI, Medicaid, SNAP, and Medicare, we used
data from the Current Population Survey, 2008 Annual Social and Economic
Supplement (ASEC). The ASEC sample includes approximately 206,000
observations on people and approximately 76,000 observations on households.
People in the sample are members of the civilian noninstitutional population
living in housing units and members of the armed forces living in either civilian
housing on a military base or in a household not on a military base. Survey
questions include inquiries about a respondent’s age; gender; receipt of income
from various sources, including Social Security and SSI; amount of income
received from those sources; reasons for receiving Social Security benefits;
Medicaid coverage; Medicare coverage; and household receipt of SNAP benefits.
The 2008 ASEC sums a person’s income from each source to calculate total
personal income, sums each household member’s income from each source to
calculate total household income from that source, and sums the total personal
income of each household member to calculate total household income. Total
household income is used to identify the household’s place in the national income
distribution. Questions about age and gender refer to the time of the survey.
Questions about program participation and income refer to the year 2007.

For the purpose of identifying Social Security recipients age 65 and older who live
in households that depend on Social Security for the majority of their income, we
included all people age 65 and older who indicated receiving Social Security
income for any reason. For the purpose of identifying which recipients of SSI,

'GAO, Social Security: Evaluating Reform Proposals, GAO/AIMD/HEHS-00-29 (Washington, D.C.:
Nov. 4, 1999).
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Medicaid, SNAP, and Medicare benefits could be affected by changes in Social
Security retired worker, spousal, or survivor benefits, we included only those
respondents who reported being a retired worker, spouse, or survivor as at least
one reason for receiving Social Security benefits.

ASEC data include person and household weights so that analysis of the sample
will represent the U.S. population of noninstitutionalized civilians living in
housing units and armed forces members living in either civilian housing on a
military base or in a household not on a military base. We used these weights in all
of our calculations.

We assessed the reliability of ASEC data by (1) reviewing related documentation

of the data and (2) performing electronic testing of key data elements. We
determined that the data were sufficiently reliable for the purposes of our report.
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Enclosure I1

Comments from the Social Security Administration
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SOCIAL SECURITY

The Commissioner

November 20, 2009

Mr. Charles Jeszeck

Acting Director, Education, Workforce
and Income Security Issues

U.S. Government Accountability Office

441 G Street, NW

Washington, D.C. 20548

Dear Mr. Jeszeck:

Thank you for the opportunity to review and comment on the Government Accountability Office
draft report, “Social Security: Options to Protect Benefits for Vulnerable Groups When
Addressing Program Solvency” (GAO-10-101R). Our comments on the report are enclosed.

If you have any questions, please contact me or have vour staff contact Candace Skurnik,
Director, Audit Management and Liaison Staff, at (410) 965-4636.

Sincerely,

/%

MigcHael J. Astrue

Enclosure

SOCIAL SECURITY ADMINISTRATION  BALTIMORE MD 21235-0001
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The Benefit Formula

To determine benefits, a worker’s
Average Indexed Monthly Earnings
(AIME) are calculated based on the
highest 35 years’ earnings on which
they paid Social Security taxes.
Social Security limits the amount of
earnings that are taxed in a given
year—$106,800 in 2009. The same
annual limit applies when benefits
are calculated, which effectively
caps the benefit amount.

The formula adjusts these lifetime
earnings by indexing them to
changes in average wages to
account for the fact that earnings
across all workers grow over time.
Then the benefit formula replaces
90 percent of AIME up to a certain
dollar threshold ($744 in 2009), 32
percent of AIME above that
threshold and below a second
threshold ($745-$4,483), and 15
percent of AIME above the second
threshold ($4,484, up to a cap).

The benefit formula replaces a
larger share of earnings for lower
earners than for higher earners. It
also makes other adjustments to
reflect various other provisions,
such as those that relate to early or
delayed retirement, type of
beneficiary, and maximum family
benefit amounts.

Covered Employment

Covered employment refers to jobs
where workers pay Social Security
taxes on earnings received. About
96 percent of workers are in
covered employment; the vast
majority of the rest are state and
local government employees, or
federal government employees
hired before 1984, who do not pay
Social Security taxes.

For more information, contact Charles Jeszeck
at (202) 512-7215 or jeszeckc @gao.gov.

Enclosure V

pecial Committee on Aging

Background: The Social Security Program

Title II of the Social Security Act, as amended, establishes the Old-Age,
Survivors, and Disability Insurance (OASDI) program, which is generally
known as Social Security.'

Social Security benefits are paid to workers who meet requirements for
time worked in “covered employment.” Typically, workers must amass a
total of 40 “credits” to qualify, although the requirements are different if a
worker becomes disabled or dies. Workers and their dependents generally
become eligible to collect benefits when the worker reaches age 62,
becomes disabled, or dies. Spouses and divorced spouses of eligible
workers may also be eligible at age 62 but can become eligible at younger
ages if disabled, widowed, or caring for eligible children. A spouse can be
entitled to a spousal benefit, based on the other spouse’s earnings record,
equal to one-half the retired worker’s benefit. If a spouse is eligible for a
retired worker benefit based on his or her own earnings, the spouse
receives his or her benefit and, if the spousal benefit amount is higher, the
difference between the two amounts.

Social Security benefits are designed to partially replace earnings when a
worker retires, becomes disabled, or dies. To help ensure that
beneficiaries have adequate incomes, Social Security’s benefit formula is
designed to be progressive, that is, to provide disproportionately larger
benefits, as a percentage of earnings, to lower earners than to higher
earners. In addition, once payments have begun, they are adjusted
annually to reflect price inflation.

Social Security’s Long-term Financial Challenges

The Social Security program is currently facing long-term financial
challenges. According to Social Security’s Board of Trustees, the
program’s annual surpluses of tax income over expenditures are expected
to turn to cash flow deficits beginning in 2016.° In addition, all of the
accumulated Treasury obligations held by the trust funds are expected to
be exhausted by 2037. Once exhausted, annual program revenue will be
sufficient only to pay about 76 percent of promised benefits, according to
the Social Security trustees’ 2009 intermediate assumptions.

The shortfall stems primarily from the fact that people are living longer
and labor force growth has slowed. The projected long-term insolvency of
the program necessitates reform to restore its long-term viability. Such
reform requires that either Social Security receives additional income
(revenue increases), reduces costs (benefit reductions), or undertakes
some combination of the two.

'42 U.S.C. § 401 et seq.
*Note that net income from self-employment also counts toward covered employment.

’The Board of Trustees, Federal Old-Age and Survivors Insurance and Federal Disability
Insurance Trust Funds, The 2009 Annual Report of the Board of Trustees of the Federal
Old-Age and Survivors Insurance and Federal Disability Insurance Trust Funds (May
2009).
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Enclosure V

In 2005, GAO analyzed several options for Social Security reform using its
criteria for evaluating Social Security reform proposals.’ That analysis
considered options to restore long-term solvency and support other
aspects of the program, including benefit adequacy.

GAO has outlined the following criteria for evaluating Social Security
reform proposals:

« balancing equity and adequacy in the benefit structure,
« financing sustainable solvency, and
e implementing and administering proposed reforms.’

GAO’s prior work also noted that reform proposals should be evaluated as
packages that strike a balance among the individual elements of a
proposal and the interactions among those elements, and that the overall
evaluation of any particular reform proposal depends on the weight
individual policy makers place on each of the above criteria.

‘GAO, Options for Social Security Reform, GAO-05-649R (Washington, D.C.: May 6, 2005).

*GAO, Social Security: Criteria for Evaluating Social Security Reform Proposals,
GAO/T-HEHS-99-94 (Washington, D.C.: Mar. 25, 1999).
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The Vulnerable Groups

Lifetime low earners are highly
reliant on Social Security benefits,
since they are likely to have lower
personal savings and are less likely
to receive pensions. In addition,
their Social Security benefits are
relatively modest because they are
based on lower earnings and the
work histories of many lifetime low
earners include years out of the
labor force.

it

Low-income women generally
have less retirement income than
men, largely because they spend
fewer years in the labor force; more
often work part-time; and have
lower earnings, on average. In
addition, because women tend to
live longer than men, they are more
likely to experience widowhood,
and Social Security benefits are
reduced at the household level
upon the death of a spouse.

<

Oldest beneficiaries, those age 80
and older, risk outliving their other
sources of income and becoming
increasingly reliant on Social
Security in retirement. They are
also less likely than younger
beneficiaries to be able to work to
supplement their income.

Source: GAO (images).
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Background: Social Security
and Economically Vulnerable Groups

Social Security has been instrumental in reducing poverty among the
elderly. From 1959 to 2007, the poverty rate for people age 65 and over
decreased from about 35 percent to 9.7 percent, according to U.S. Census
Bureau estimates. Although Social Security is not meant to be the sole
source of income for retirees, in 2007 approximately one-quarter of
beneficiaries age 65 and older lived in households that relied on it for at
least 90 percent of household income (see fig. 1). Among beneficiaries age
65 and older who rely on Social Security for 90 percent or more of their
income:

e 97.3 percent are in the bottom two quintiles of national income
distribution,’
e 65.6 percent are women, and

e 36.1 percent are age 80 and older.

Many of these beneficiaries fall into more than one group, for example,
low-income women age 80 and older. The impact of benefit reductions
made to restore solvency of the Social Security program could be felt
acutely by these beneficiaries.

Figure 1: Percentage of Income from Social Security Benefits for Beneficiaries,
Age 65 or Older, 2007

55.7%
received at least half of
their income from Social Security

| 50% 90%

25.3%
received 90 percent or more of
their income from Social Security

Source: GAO analysis of U.S. Census Bureau data.

Note: Social Security benefits include Social Security pensions, survivors’ benefits, and permanent
disability insurance payments.

To address concerns about benefit adequacy for these vulnerable groups,
several Social Security reform proposals include options that would
maintain or increase their benefits. The options generally target lifetime
low earners; low-income women; and the oldest beneficiaries, that is,
those age 80 and older, who are at risk of outliving their other resources.

*We use the bottom two quintiles of the national income distribution as a proxy for Social
Security beneficiaries age 65 and older who are also lifetime low earners because of the
difficulty in identifying lifetime low earners directly. About 88 percent of all beneficiaries
in these quintiles rely on Social Security for 90 percent or more of their income.
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SSI and Medicaid

In most states, Supplemental
Security Income (SSI) is a pathway
to Medicaid eligibility: SSI
recipients are automatically eligible
for full benefits. However, 11 states
have elected to use more restrictive
eligibility criteria: Connecticut,
Hawaii, Illinois, Indiana, Minnesota,
Missouri, New Hampshire, North
Dakota, Ohio, Oklahoma, and
Virginia. Under section 1902(f) of
the Social Security Act, states are
allowed to use their 1972 state
assistance eligibility rules in
determining Medicaid eligibility for
elderly recipients, rather than SSI
eligibility. (Pub. L. No. 92-603, 86
Stat. 1381.)

Enclosure V

pecial Committee on Aging

Background: Other Programs

Vulnerable groups may also receive benefits from other programs,
including SSI, Medicaid, and the Supplemental Nutrition Assistance
Program (SNAP).

Supplemental Security Income

SSI is a means-tested program administered by the Social Security
Administration (SSA) that provides a basic monthly income guarantee to
eligible individuals age 65 or older and persons with disabilities.” In 2009,
SSI provides up to $674 per month for individuals and $1,011 per month
for couples. For those age 65 and older, eligibility is based primarily on a
household’s income and assets, including Social Security retirement
benefits, which are considered unearned income. Under the SSI benefit
structure, the first $20 of earned or unearned income is not counted, or
disregarded.’ After the first $20, every additional $1 of unearned income
results in $1 reduction in benefits. To be eligible for SSI, an individual’s
total earned and unearned income, after disregards, cannot exceed $674.’
In most states, SSI recipients are automatically eligible for Medicaid and
SNAP benefits.

Medicaid is a joint federal-state means-tested program that finances
health care coverage for certain categories of low-income individuals,
including those age 65 and older.” States have discretion to establish
eligibility requirements within broad federal guidelines, thus, an
individual’s eligibility depends on where he or she lives.

The program offers health care coverage to the low-income elderly. Full
Medicaid benefits include services that Medicare does not cover, such as
hearing, dental, vision, and long-term care as well as assistance with
Medicare premiums and cost-sharing; other beneficiaries’ coverage only
includes assistance with Medicare premiums, cost-sharing, or both.

States may provide Medicaid coverage to elderly individuals through
eligibility pathways defined by a mix of state and federal criteria. Income
limits are also used to determine eligibility under many of these pathways
and are more stringent for full coverage than partial coverage. For
example, in 2008, 35 states and the District of Columbia offered Medicaid
coverage to those designated as “medically needy.” The medically needy
population incurs medical expenses such that their incomes, less those
expenses, become low enough to qualify for Medicaid.

42 U.S.C. § 1381 note.

‘There is also an earned income exclusion where $65 of earned income and one-half of any
earnings above $65 are excluded.

’An asset limit of $2,000 also applies where individuals above that level are generally
ineligible.

42 U.S.C. § 1901 et seq.
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U.S. Senate Special Committee on Aging 10/26/2009

Supplemental Nutrition Assistance Program

SNAP, formerly known as the Food Stamp Program, is a means-tested
food assistance program designed to help low-income households with
food purchases." Eligibility is based primarily on a household’s income
and assets. Benefit amounts depend on the number of people living in a
household. Households with an elderly person must meet net income
limits, whereas other households must meet net and gross income limits."”

For example, an elderly person living alone may receive a SNAP monthly
benefit of up to $200 if his or her net income, including Social Security
retirement benefits, does not exceed $903 per month after certain
deductions. In most states, households in which all members are receiving
SSI are automatically eligible for SNAP based on income and do not have
to meet a separate income or asset test.

"7U.S.C. § 2013.

Gross income refers to a household’s total countable income, before any deductions have
been made. Net income refers to gross income minus allowable deductions. Allowable
deductions include a standard deduction based on household size, 20 percent of earned
income, and certain medical expenses.
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* Guaranteeing a Minimum
Benefit (p. 7)

* Reducing Work
Requirements for Eligibility
(- 9)

* Supplementing Benefits
for Low-income Single
Workers (p. 11)

* Adopting Earnings Sharing
(p. 12)
* Reducing the Marriage

Duration Required for
Spousal Benefits (p. 14)

* Providing Caregiver Credits

(p. 15)

* Increasing Survivor Benefits

(p. 16)

* Providing Longevity
Insurance (p. 17)

Enclosure V

pecial Committee on Aging

Reform Options Have Been Proposed to
Address Benefit Adequacy but also Affect
Program Solvency and Administration

Various Social Security reform proposals include options intended to
address concerns about benefit adequacy for vulnerable groups (see enc.
I1D).

Our analysis focused on benefit adequacy implications for lifetime low
earners, low-income women, and the oldest beneficiaries as well as on
solvency and program administration. In certain cases, an option targeting
one group may also address concerns about other groups because of
overlap in the population of vulnerable beneficiaries. For example, while
the minimum benefit option specifically targets lifetime low earners, low-
income women and beneficiaries over age 80 will make up part of the
target population.

Adequacy: Retirement security experts and agency officials had mixed
views about the potential effectiveness of these options. While experts
told us that several of these options could help address concerns about
benefit adequacy, agency officials said they may not have the expected
effects because of the complex rules governing Social Security benefits.
An option’s design will play an important role in determining its
effectiveness.

Solvency: Because these options increase benefits, they have cost
implications that affect the solvency of the Social Security system. The
cost of a given option will depend on the number of people affected by it
and the amount of the benefit increase. Additionally, cost will be affected
by interactions with other elements of an overall Social Security reform
proposal. Key factors that