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LETTER OF TRANSMITTAL

U.S. SENATE
SPECIAL COMMITTEE ON AGING
Washington, DC.
Hon. JOE BIDEN,
President, U.S. Senate,
Washington, DC.

DEAR MR. PRESIDENT: Under authority of Senate Resolution 73
agreed to March 10, 2009, I am submitting to you a report of the
U.S. Senate Special Committee on Aging entitled: Social Security
Modernization: Options To Address Solvency and Benefit Ade-
quacy.

Senate Resolution 4, the Committee Systems Reorganization
Amendments of 1977, authorizes the Special Committee on Aging
“to conduct a continuing study of any and all matters pertaining
to problems and opportunities of older people, including but not
limited to, problems and opportunities of maintaining health, of as-
suring adequate income, of finding employment, of engaging in pro-
ductive and rewarding activity, of securing proper housing and,
when necessary, of obtaining care and assistance.” Senate Resolu-
tion 4 also requires that the results of these studies and recommen-
dation be reported to the Senate annually.

This Aging Committee report, together with the testimony re-
ceived during a June 2009 hearing on the topic of Social Security,
outlines the challenges currently facing Social Security’s retirement
program and highlights options for addressing program solvency,
benefit adequacy, and retirement income security for economically-
vulnerable groups. The options described in this report represent a
range of proposals that are commonly considered and should not be
construed as proposals that have been endorsed by the Committee
or its members. Many members of the Committee, including my-
self, do not support and actively oppose many of the options. How-
ever, a full and informed debate begins with the collection of re-
search and information, and it is our hope that this report will
serve as a resource to Congress and policymakers as they discuss
ways to ensure that Social Security will remain strong for another
75 years.

I am pleased to transmit this report to you.

Sincerely,
HERB KoHL, Chairman.
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FOREWORD

Since its inception, the Special Committee on Aging (Aging Com-
mittee) has examined various aspects of the Old-Age, Survivors,
and Disability program—otherwise known as Social Security—in
an effort to assist Congress in devising ways to strengthen this
critical program for seniors. For nearly 75 years, Social Security
has served as the foundation of retirement income for American
workers and their families, dramatically reducing poverty among
our nation’s elderly. Today, it is estimated that 44 percent of older
Americans would be considered poor by federal standards if they
did not receive Social Security benefits. And for the majority of re-
tired Americans, Social Security serves as their primary source of
income.

Although Social Security remains a crucial benefit for millions of
seniors, the program was designed to serve an American society of
75 years ago. Much has changed since its inception: Americans are
living longer, women’s participation in the labor force has signifi-
cantly increased, and with a rise in the divorce rate, household
composition has changed. In addition, the labor force is growing
more slowly and the nature of work and compensation has altered
in ways that affect workers’ ability to save for retirement. As a re-
sult, under its current design, Social Security may not be as effec-
tive as it could be in addressing the needs of our society both now
and in the future. Therefore, modernizing the program to reflect
America’s evolving demographics is vital to ensuring that benefits
are adequate and equitable for generations to come.

Social Security also faces fiscal challenges. The 2009 report of the
Social Security Board of Trustees projects that the program will
continue to add tax revenue to its Trust Funds through 2016, after
which it will need to subsidize its revenues by drawing from the
Trust Funds in order to pay out full benefits. By 2037, the Trustees
estimate that the reserves will be depleted. Since the Social Secu-
rity program is prohibited from borrowing, tax revenues at that
point would only be sufficient to pay out roughly 76 percent of ben-
efits. Congress should enact modest changes to Social Security in
the near future in order to bring its long-term financing into bal-
ance and improve benefits for those who need them most.

This Aging Committee report, together with the testimony re-
ceived during a June 2009 hearing on the topic of Social Security,
outlines the challenges currently facing Social Security’s retirement
program and highlights options for addressing program solvency,
benefit adequacy, and retirement income security for economically-
vulnerable groups. The options described in this report represent a
range of proposals that are commonly considered and should not be
construed as proposals that have been endorsed by the Committee
or its members. Many members of the Committee, including my-
self, do not support and actively oppose many of the options. How-
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ever, a full and informed debate begins with the collection of re-
search and information, and it is our hope that this report will
serve as a resource to Congress and policymakers as they discuss
ways to ensure that Social Security will remain strong for another
75 years.

HERB KoHL, Chairman.
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SOCIAL SECURITY MODERNIZATION: OPTIONS TO
ADDRESS SOLVENCY AND BENEFIT ADEQUACY

MaAy 13, 2010.—Ordered to be printed

Mr. KOHL, from the Special Committee on Aging,
submitted the following

REPORT
COMMITTEE JURISDICTION

It shall be the duty of the special committee to conduct a con-
tinuing study of any and all matters pertaining to problems and
opportunities of older people, including, but not limited to, prob-
lems and opportunities of maintaining health, of assuring adequate
income, of finding employment, of engaging in productive and re-
warding activity, of securing proper housing, and when necessary,
of obtaining care or assistance.

Source: SPECIAL COMMITTEE ON AGING, Jurisdiction and
Authority, S. Res. 4, 104, 95th Cong., 1st Sess. (1977)11 As amend-
ed by S. Res. 78. 95th Cong., 1st Sess. (1977), S. Res. 376, 95th
Cong., 2d Sess. (1978), S. Res. 274, 96th Cong., 1st Sess. (1979), S.
Res. 389, 96th Cong., 2d Sess. (1980).

A Committee is a panel of members elected or appointed to per-
form some service or function for its parent body. The legislative
subjects and other functions are assigned to a committee by rule,
precedent, resolution, or statute. In general, committees conduct in-
vestigations, make studies, issue reports, and make recommenda-
tions. Select or Special Committees are established by a resolution
for a special purpose and, usually, for a limited time. Most select
and special committees are assigned specific investigations or stud-
ies, but are not authorized to report measures to their chambers.
Within the assigned areas, these functional subunits gather infor-
mation; compare and evaluate legislative alternatives; identify pol-
icy problems and propose solutions; select, determine, and report
measures for full chamber consideration; monitor executive branch
performance (oversight); and investigate allegations of wrongdoing.
While special committees have no legislative authority, they can
study issues, conduct oversight of programs, and investigate re-
ports of fraud and waste.
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COMMITTEE BACKGROUND

The Senate Special Committee on Aging was first established in
1961 as a temporary Committee of the U.S. Senate, and was grant-
ed permanent status on February 1, 1977. While special commit-
tees have no legislative authority, Congress relies on them to study
issues, conduct oversight of programs, and investigate reports of
fraud, waste, and abuse. Throughout its existence, the Aging Com-
mittee has served as a focal point in the Senate for discussion and
debate on matters relating to older Americans, and often submits
its findings and legislative recommendations to the Senate, as well
as publishes materials of assistance to those interested in public
policies related to the aging and elderly.

The Aging Committee has a long and influential history, and has
called the Congress’ and the nation’s attention to many problems
affecting older Americans. The Aging Committee was exploring
health insurance coverage of older Americans prior to the enact-
ment of Medicare in 1965. Since the passage of that legislation, the
Aging Committee has continually reviewed Medicare’s performance
on an almost annual basis. The Aging Committee has also regu-
larly reviewed pension coverage and employment opportunities for
older Americans. It has conducted oversight of the administration
of major programs like Social Security and the Older Americans
Act. Finally, it has crusaded against frauds targeting the elderly
and federal programs on which the elderly depend.

SENATE COMMITTEE HEARINGS

Committee hearings afford Senators an opportunity to gather in-
formation on, and draw attention to, legislation and issues within
a committee’s purview, conduct oversight of programs or agencies,
and investigate allegations of wrongdoing.

Hearings are committee or subcommittee meetings to receive tes-
timony for legislative, investigative, or oversight purposes. Wit-
nesses often include government officials, spokespersons for inter-
ested groups, experts, officials from the Government Accountability
Office, and members of Congress. Committees may issue subpoenas
to summon reluctant witnesses. Both houses require that the vast
majority of hearings be open to the media and public and, if pos-
sible, publicly announced at least a week before they begin.

Witnesses before Senate committees (except Appropriations) gen-
erally must provide a committee with a copy of their written testi-
mony at least one day prior to their oral testimony [Rule XXVI,
paragraph 4(b)]. It is common practice to request witnesses to limit
their oral remarks to a brief summary of the written testimony. A
question and answer period usually follows the witnesses’ oral tes-
timony. Following hearings, committees usually publish the tran-
scripts of witness testimony and questions and answers.

Congressional committee hearings may be broadly classified into
four types: (1) legislative, (2) oversight, (3) investigative, and (4)
confirmation. Hearings may be held on Capitol Hill or elsewhere,
such as a committee member’s district or state or a site related to
the subject of the hearing. All hearings have a similar formal pur-
pose, to gather information for use by the committee in its activi-
ties.
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AGING COMMITTEE REPORT

EXECUTIVE SUMMARY

ABOUT THIS REPORT

The Chairman and Ranking Members of the Aging Com-
mittee and its individual members do not support all of the op-
tions discussed in this report. In fact, many of the options are
opposed by individual members of the Committee. Neverthe-
less, the report is written in the spirit of creating an open and
informed debate on the range of options to improve both sol-
vency and benefit adequacy.

The options presented represent a common, but by no means
exhaustive, list of policies Congress could institute. There are
therefore numerous combinations of changes to tax and benefit
provisions that could be considered. Further, this report fo-
cuses on possible changes to the Social Security retirement
program and does not offer proposals for reforming the Social
Security Disability Insurance program.

This report uses estimates of the 2009 Social Security Trust-
ees Report! as a basis for analysis. The 2010 Trustees report,
which will be issued in June of this year, will likely have dif-
ferent estimates of the Trust Funds’ solvency due to the impact
of the economic downturn reducing revenues and increasing
the number of new beneficiaries.

OVERVIEW

Since its inception, the Senate Special Committee on Aging
(Aging Committee) has examined various aspects of the Old-Age,
Survivors, and Disability program—otherwise known as Social Se-
curity—in an effort to assist Congress in devising ways to strength-
en this critical program for seniors. This Aging Committee report,
together with the testimony received during a June 2009 hearing
on Social Security, outlines the challenges currently facing Social
Security’s retirement program and highlights options for address-
ing program solvency, benefit adequacy, and retirement income se-
curity for economically-vulnerable groups. It does not offer propos-
als for reforming the Social Security Disability Insurance program.

Modernizing Social Security means ensuring the program is both
solvent and effective, for all Americans, now and in the future. Ef-

1The 2009 Annual Report of the Board of Trustees of the Federal Old-Age and Survivors Insur-
ance and Disability Insurance Trust Fund, May 12, 2009, available at: http:/ /www.ssa.gov/
OACT/TR/2009/tr09.pdf (hereafter cited as the 2009 Social Security Trustees’ Report).

6
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forts to improve solvency may enhance, weaken or have no impact
on the ability of Social Security to provide retirement security for
all Americans, whereas efforts to improve the adequacy of benefits
will likely come at a cost to the system. Timing also plays a role
in the decisions that must be made. Modernizing the program will
become increasingly difficult as the Social Security Trust Funds di-
minish, therefore it will be easier and less costly to make changes
now. So it is with some urgency that Congress should simulta-
neously address the twin challenges of solvency and effectiveness,
and because the program is critical to every American family, it
should be done in a bipartisan and transparent way.

A full and informed debate on how to tackle these challenges be-
gins with the collection of relevant options. It is our hope that this
report will serve as a resource to Congress and policymakers as
they discuss the future of the Social Security.

THE PROMISE AND CHALLENGES OF SOCIAL SECURITY

Social Security benefits, while not generous, provide an impor-
tant source of income for retired Americans and serve as the foun-
dation of retirement income for the majority of retirees. In 2009,
the average monthly retirement benefit was $1,164. Although So-
cial Security is not meant to be the sole source of income for retir-
ees, in 2008 nearly one-quarter of beneficiaries age 65 and older
lived in households that relied on it for at least 90 percent of
household income. These individuals were mostly single women
and Social Security’s oldest beneficiaries.

The Social Security program faces a modest long-term financing
shortfall of tax revenue and interest on Trust Fund assets. The So-
cial Security Trustees estimated in 2009 that the Old Age, Sur-
vivors, and Disability Insurance program will continue to add tax
revenue to their Trust Funds up to 2016. The Trust Funds will con-
tinue to grow because of interest earned through 2023, at which
time total assets will be $4.3 trillion. Subsequently, Social Security
will gradually draw down all reserves before the end of 2037, at
which point it will have sufficient resources to pay about three-
quarters of scheduled benefits. Congress could take steps to modify
the program’s financing and benefit structure in order to ensure
that full benefits continue to be paid after 2037.

The pressure on Social Security’s finances comes primarily from
the dramatic changes in birthrates and life expectancy that have
taken place since the program’s inception in the 1930s, and the in-
crease in income inequality over the last several decades. First, the
aging of the baby boom generation and increases in life expectancy
will continue to contribute to an older society, and between 2010
and 2030, the number of people aged 65 and older is estimated to
increase by 75 percent. At the same time, the number of workers
whose taxes will finance future benefits is projected to increase by
only 14 percent.

Program design features contribute to the projected growth in
program spending and program revenues. For example, elements of
the Social Security benefit formula are indexed to average wage
growth, resulting in an increase in the real (inflation-adjusted)
value of benefits for future retirees. This feature ensures that bene-
fits will replace a relatively constant share of a beneficiary’s earn-
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ings in retirement, but it also means Social Security outlays in-
crease over time as the number of beneficiaries grow. However, in-
creasing wage growth has an offsetting positive effect of increasing
revenues as payrolls rise over time.

Finally, rising income inequality in the last several decades has
caused the share of aggregate earnings that are not taxed to in-
crease from 10 percent to 17 percent, as high-income workers have
seen their salaries rise faster than the Social Security taxable earn-
ings threshold. This means revenues for the Social Security Trust
Funds are lower than they would have been if earnings were dis-
tributed more evenly among American workers as they were in pre-
vious decades.

Economic and demographic changes are also having an impact on
other sources of retirement income. Improvements in longevity
have increased the likelihood that retirees will outlive their retire-
ment savings, and the rise in the divorce rate and the shortening
of average marriages have left more single individuals who will not
benefit from spousal protections. Furthermore, the proportion of in-
dividuals who depend on Social Security for the majority of their
income may grow over time due to the decline in defined benefit
pensions, the recent decline the value of retirement accounts, and
the relatively slow growth in wages for low and moderate income
workers over the last several decades.

KEEPING THE PROMISE: OPTIONS TO ADDRESS SOLVENCY AND BENEFIT
ADEQUACY

Congress could implement a range of options to effectively mod-
ernize the Social Security retirement program, simultaneously im-
proving the program’s solvency and ensuring benefits remain ade-
quate for the elderly and economically-vulnerable beneficiaries. In
an effort to highlight both types of options and their implications,
this report presents information from the National Academy of So-
cial Insurance (NASI), the Congressional Research Service (CRS),
and the U.S. Government Accountability Office (GAO), and assess-
ments of their fiscal impacts on solvency by the Social Security Ac-
tuaries. These options to improve solvency and benefit adequacy
discussed in this report are summarized in the tables below:

PROTECTING THE STABILITY OF SOCIAL SECURITY: OPTIONS TO ADDRESS PROGRAM SOLVENCY

Income as
Percentage
percent of decrease in Page number

La:;r';lﬁ shortfall

Description

Raise Revenue for Program Solvency
Increase the Social Security Contribution Rate:

Increase Worker and Employer Contributions by 1.1 percent ........cccoovveeeeee 2.09 104 44
Increase Worker and Employer Contributions by One percent in 2022, and

by an Additional One percent in 2052 2.06 103 44
Increase Worker and Employer Contributions 1/20 percent Annually for 20

years 1.39 69 44
Raise Rates Based on the Trustees” Most Current Intermediate Assump-

tions of the Tax Rate Needed to Balance Revenues and Outlays ........... varies 100 45
Enhance Collection of Existing Taxes No estimate  No estimate 45

Broaden the Revenue Base for Social Security
Modify the Social Security Tax Cap:

Eliminate the Cap—Do Not Count the Additional Earnings 232 116 46
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PROTECTING THE STABILITY OF SOCIAL SECURITY: OPTIONS TO ADDRESS PROGRAM SOLVENCY—

Continued
Income as
Description p':;i:g}:' ::;f::st:gi?l Page number
shortfall
payroll

Eliminate the Cap—Count the Earnings toward Benefits .........cccccovvvvne 1.89 95 46

Eliminate the Cap—Count Earnings toward Benefits Using Different For-
mula 2.17 108 46
Gradually Restore the Cap to Cover 90 percent of Earnings .......cc.cccoeenee. 0.60 28 47

Gradually Restore the Cap to Cover 90 percent of Earnings for Workers
and Eliminate the Contribution Cap for Employers 1.37 69 47

Extend Social Security Coverage to all Workers:

Extend Social Security Coverage to Newly-Hired Non-covered State and
Local Government Employees 0.17 9 43
Treat All Salary Reduction Plans Like 401(K)S ...coovveveveereeciereeieeseesienne 0.25 12 43

Use Progressive Taxes to Cover Social Security’s Legacy Costs:

Dedicate Estate Tax Revenue at the 2009 Level to Social Security ............ 0.40 20 49
Three percent Legacy Tax on Earnings Above the Tax Cap .......cccccoevevevenecs 0.57 28 49

Three percent Legacy Tax on AGI over $250,000 for Couples and
$125,000 for tindividuals 0.74 37 49

Five percent Legacy Tax on AGI over $250,000 for Couples and $125,000
for Individuals 1.23 62 50

Maintain Reserves and Diversify Investments:
Gradually Invest 15 percent of Trust Fund Assets in Equities (with as-
sumed nominal rate of return on equities of 9.4%) ....ccccoevverveireriisinnn. 0.27 14 50
Gradually Invest 40 percent of Trust Fund Assets in Equities (with as-

sumed nominal rate of return on equities of 9.4%) ... 0.67 33 50

Reduce Benefits To Address Program Solvency

Reduce the Cost-Of-Living Adjustment:
Reduce the COLA by One percent Each Year 1.55 78 51

Reduce the COLA by One-half percent Each Year ... 0.81 40 51
Adopt the “Chained” Consumer Price Index (CPI) ... 0.49 24 51
Raising the Age for Full Retirement Benefits:
Accelerate the Increase to 67; Then Increase the Full-Benefit Age by One
Month Every Two Years to Age 68 0.46 23 52
Accelerate the Increase to 67; Then Increase the Full-Benefit Age by One
Month Every Two Years to Age 70 0.62 31 52
Gradually Index the Full-benefit Age for Longevity Indefinitely .................... 0.40 18 53
Lengthen the Career-Earnings Averaging Period:
Increase the Averaging Period from 35 to 38 Years ... 0.29 14 53
Increase the Averaging Period from 35 to 40 Years ... 0.46 23 53
Reduce Benefits for New Beneficiaries:
Reduce Benefits by Three percent for New Beneficiaries in 2010 and
Later 0.36 18 54
Reduce Benefits by Five percent for New Beneficiaries in 2010 and Later 0.61 30 54
Price Index Benefits for Successive Generations Beginning in 2013 .. 1.31 65 54
Gradually Lower the Supplemental Spouse Benefit 0.12 6 54

PROTECTING THE EFFECTIVENESS OF SOCIAL SECURITY:
GAO OPTIONS TO PROTECT VULNERABLE GROUPS

Option Page number

Guaranteeing a Minimum Benefit—Guaranteeing a minimum benefit by increasing Social Security retirement

benefits for those who have worked in low-wage jobs throughout their careers ........ccooeoeeeeiverecivecvercenins 55
Reducing Work Requirements for Eligibility—Reducing the work requirements for Social Security retirement

benefit eligibility, allowing people who have shorter earnings histories to receive benefits .........cccocevvereennnee 57
Supplementing Benefits for Low-income Single Workers—Supplementing benefits for low-income single work-

ers by adjusting the formula used to calculate Social Security retirement benefits ........ccoooeveeinrveicecreinnns 58

Adopting Earnings Sharing—Earnings sharing combines married individuals" annual earnings and evenly di-
vides them between the two spouses for each year of marriage when calculating individuals’ Social Secu-

rity retirement benefits. Each spouse accrues an individual benefit, even if only one of them worked ... 59
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PROTECTING THE EFFECTIVENESS OF SOCIAL SECURITY:
GAO OPTIONS TO PROTECT VULNERABLE GROUPS—Continued

Option Page number

Reducing the Marriage Duration Required for Spousal Benefits—Reducing the number of years a marriage
needed for a divorced person to receive spousal benefits thereby increasing the number of people who are

eligible to receive Social Security spousal benefits 60
Providing Caregiver Credits—Providing caregiver credits increases benefits for those who spend time out of

the workforce to care for dependent children or elderly relatives 61
Increasing Survivor Benefits—Increasing benefits for surviving spouses, often widowed women, by providing

a Social Security retirement benefit equal to 75 percent of the combined amount the couple received ........ 62
Providing Longevity Insurance—Longevity insurance seeks to reduce the risk that people fall into poverty at

older ages by increasing Social Security retirement benefits for beneficiaries who reach an advanced age 63

These options described in this report demonstrate that the chal-
lenges facing Social Security, despite their size and complexity, can
be resolved. However, it is important to provide some context to the
information. The estimates on solvency are calculated by Social Se-
curity Administration actuaries with the assumption that all other
elements of Social Security remain the same. Further, options to
increase solvency may not impact everyone in the same way—some
recipients may see their Social Security taxes and benefits change,
while others may not—and the impacts of proposals should be ex-
amined for both current beneficiaries and future generations of re-
tirees, as many options phase in over time. Combining options re-
quires new estimates to predict their effects on solvency and the
various sub-populations of beneficiaries. Importantly, Social Secu-
rity solvency and effectiveness are separate factors, but should be
analyzed together.

Congress should act to ensure that Social Security will remain
strong for another 75 years and provide future generations of
Americans with economic security. The Aging Committee will sup-
port this effort by continuing to seek ideas and evaluate options for
Social Security modernization.

INTRODUCTION

Title II of the Social Security Act, as amended, established the
Old-Age, Survivors, and Disability Insurance (OASDI) program,
which is generally known as Social Security. Since the 1930s, many
American seniors have depended on its benefits as a significant
part of their retirement income, and the program has significantly
decreased poverty among the elderly. However, the Social Security
program will face increasing challenges in the future as an aging
American population begins to strain the program financially. Even
though the program is currently financially strong, Congressional
action is needed to ensure fiscal stability for years to come. This
Committee report highlights potential options for addressing the
solvency and benefit adequacy of the Social Security retirement
program.2

BACKGROUND

The Social Security Act, signed into law by Franklin Roosevelt on
August 14, 1935, formed the basis of an old-age insurance program

2This report does not address options for strengthening disability insurance.
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by providing income security to workers aged 65 and older in most
commerce and industry. Although the Great Depression provided
the catalyst for the landmark legislation, its principles were rooted
in social insurance, which required payment of benefits based on
contributions from workers. It became effective only in 1937 and
therefore was not intended to provide immediate economic relief
from the effects of the Depression. It was meant to smooth out
large fluctuations in income typical in an industrial society.

The Social Security program has evolved in significant ways over
the past seven decades.® With the 1939 amendments, it became
more family-based by expanding the program from workers only to
include dependents and survivors of workers. In 1950 and later,
amendments expanded the program to make it more universal.
States could, under certain conditions, provide coverage to their
employees. Also covered were regularly-employed farm and domes-
tic workers and, with some exceptions, most self-employed workers.
The Disability program was added to the Social Security program
in 1956. The 1983 amendments prohibited states from opting out
of the system, and in 1990 coverage for state employees became
mandatory, if state and local employees did not have a state or
local government pension plan.

The expansionary period of the early four decades has been fol-
lowed by a period where concerns have focused on the long-range
financing of the program. The 1977 amendments focused on stabi-
lizing costs and addressing the revenue side of the program. The
1983 amendments addressed financial problems by extending cov-
erage to bring more workers into the system, subjecting a portion
of Social Security benefits to income taxation, scheduling changes
in the payroll tax rate, and adopting a phased-in increase in the
full retirement age starting for workers born in 1938 or later.

Despite the evolution of the OASDI program over the decades,
two core principles—contributory in nature and progressivity—con-
tinue to define the program. Benefits are determined by work in
covered employment, and benefits replace a higher share of earn-
ings for lower wage earners than for higher wage earners. This pro-
gressivity is in part to compensate for the shorter life expectancies
of lower-wage earners, and in part to into account for the decreased
ability low wage earners have to cope with income reductions or
supplement their benefits with private savings. The success of the
program in bringing about a sharp reduction in poverty among the
elderly is well-documented. Any changes to the program today will
need to address the dual challenges of meeting the adequacy needs
of vulnerable groups and confronting the financing needs of the
program, while ensuring that the program remains fair and effec-
tive for all Americans.

HOW DOES THE SOCIAL SECURITY PROGRAM WORK?

The Social Security program provides monthly cash benefits to
retired and disabled workers and their dependents, and to the sur-
vivors of deceased workers. To qualify for benefits, individuals
must work in Social Security-covered employment for a specified

3‘Social Security: A Program and Policy History,” by Patricia Martin and David Weaver, Social
Security Bulletin, Vol. 66, No. 1, 2005. hitp://www.ssa.gov/policy/docs/ssb/v66nl/
v66nlpl.pdf.
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period of time. Generally, a worker needs 40 credits to become “in-

sured” for benefits (fewer credits are needed for disability and sur-

vivor benefits, depending on the worker’s age at the time he or she
became disabled or died).4 In 2010, a worker earns one credit for
each $1,120 in covered earnings, up to a maximum of four credits
for the year (based on annual earnings of $4,480 or more).5

Most jobs in the United States are covered under Social Security.

In 2010, 94 percent of workers in paid employment or self-employ-

ment are covered by Social Security.® The major categories of work-

ers who are exempt from Social Security coverage are:
1. State and local government workers participating in alter-
native retirement systems (Medicare Hospital Insurance (HI)
tax is mandatory for State and local government workers
hired since April 1, 1986);

. Election workers earning $1,500 or less in 2010;

. Ministers who choose not to be covered, and certain religious
sects;

. Federal workers hired before 1984 (the HI portion is manda-
tory for all Federal workers);”

. College students working at their academic institutions;

. Household workers earning less than $1,700 in 2010, or those
under age 18 for whom household work is not their principal
occupation;

. Self-employed workers with annual net earnings below $400;

. Foreign students and exchange visitors who hold F-1, J-1, M-
1, Q1, and Q2 visas if the work is performed in connection
with their studies or for the purpose of their visit to the
United States;8 and
9. Foreign agricultural workers who hold H-2A visas.

In 2008, of a total work force of approximately 173.6 million
workers, an estimated 162.4 million workers were covered under

Social Security (see Table 1).

TABLE 1: ESTIMATED SOCIAL SECURITY COVERAGE, 2008

S Ot =~ LN

(ol

Total Non-covered Percent
(millions) (millions) covered

Workers 1 173.6 11.2 93.6
Jobs:
State and local government 2 23.1 5.6 75.8
Federal civilian 3.7 0.5 86.5
Students 3 15 15 0.0

Lincludes both wage and salary and self-employed workers.
2Excludes students.
3lncludes students employed at both public and private colleges and universities.

Source: Office of the Chief Actuary, Social Security Administration.

In 2008, an estimated 11.2 million workers were not covered
under Social Security. The majority of non-covered positions were

4 A minimum of six earnings credits (or 172 years of covered employment) is needed to qualify
for benefits.

5The amount of earnings needed for one credit is indexed to average wage growth.

6Social Security Administration, 2010 Social Security/SSI/Medicare Information, December
28, 2009. Available at http:/ /www.socialsecurity.gov / legislation | 2010factsheet.pdf.

7Elected office holders, political appointees, and judges are mandatorily covered by both Social
Security and HI regardless of when their service began.

8J-1 visa holders who are in the United States for 18 months or longer are required to pay
Social Security payroll taxes.
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state and local government jobs. As shown in Table 2, 73 percent
of state and local government workers overall were covered under
Social Security in 2007.

TABLE 2: ESTIMATED SOCIAL SECURITY COVERAGE OF WORKERS WITH STATE AND LOCAL

GOVERNMENT EMPLOYMENT, 2007

[Based on 1-percent sample]

State whes s ooveed
Alabama 390,000 361,100 92.6
Alaska 64,300 42,100 65.5
Arizona 444,300 406,300 91.4
Arkansas 203,300 182,500 89.8
California 2,478,000 1,084,400 43.8
Colorado 409,100 124,300 304
Connecticut 287,400 205,900 716
Delaware 65,600 61,900 94.4
District of Columbia 75,400 58,600 71.7
Florida 1,162,800 1,032,800 88.8
Georgia 699,200 518,700 74.2
Hawaii 113,400 79,700 70.3
Idaho 134,800 127,300 94.4
lllinois 961,600 526,400 54.7
Indiana 497,900 448,500 90.1
lowa 288,800 261,600 90.6
Kansas 289,200 266,500 92.2
Kentucky 373,300 279,000 74.7
Louisiana 329,700 92,700 28.1
Maine 118,000 63,900 54.2
Maryland 458,300 415,700 90.7
Massachusetts 474,700 20,400 43
Michigan 772,600 684,400 88.6
Minnesota 445,100 417,900 93.9
Mississippi 260,900 240,300 92.1
Missouri 463,500 341,600 73.7
Montana 95,700 83,500 87.3
Nebraska 152,200 142,500 93.6
Nevada 159,400 29,500 18.5
New Hampshire 108,100 95,400 88.3
New Jersey 686,800 638,300 929
New Mexico 197,400 177,400 89.9
New York 1,734,700 1,681,800 97.0
North Carolina 713,100 659,700 92.5
North Dakota 74,900 65,300 87.2
Ohio 845,800 21,700 26
Oklahoma 310,500 281,800 90.8
Oregon 290,400 267,800 92.2
Pennsylvania 808,600 749,400 92.7
Puerto Rico 257,700 222,700 86.4
Rhode Island 65,200 55,300 84.8
South Carolina 375,800 352,700 93.9
South Dakota 79,200 73,800 93.2
T 484,900 441,400 91.0
Texas 1,752,600 836,400 47.7
Utah 222,000 202,800 91.4
Vermont 60,700 59,300 97.7
Virginia 677,200 641,400 94.7
Washington 563,900 500,100 88.7
West Virginia 155,300 144,700 93.2
Wisconsin 484,400 429,900 88.7
Wyoming 78,500 69,200 88.2
QOther! 6,400 1,300 203
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TABLE 2: ESTIMATED SOCIAL SECURITY COVERAGE OF WORKERS WITH STATE AND LOCAL
GOVERNMENT EMPLOYMENT, 2007—Continued

[Based on 1-percent sample]

Al Covered Percent

State workers workers covered

Total 23,702,600 17,269,600 72.9

These data are derived from the Social Security Administration, Office of Research, Evaluation and Statistics, 1% Continuous Work History
Sample (CWHS) Employee Employer File.

LIncludes persons employed by American Samoa, Guam, Northern Marianas and Virgin Islands.
Source: Office of Research, Evaluation and Statistics, Social Security Administration.

Social Security coverage varies from state to state. For example,
approximately 97 percent of state and local employees in New York
and Vermont were covered by Social Security compared to approxi-
mately 3 percent in Ohio and 4 percent in Massachusetts. This dis-
parity in coverage occurs because though Social Security originally
did not cover any state and local government workers, over time
the law has changed. Most state and local government employees
became covered by Social Security through voluntary agreements
between the Social Security Administration and individual states
(these agreements are known as “Section 218 agreements” because
they are authorized by Section 218 of the Social Security Act). Be-
ginning in July 1991, state and local employees who were not mem-
bers of a public retirement system were mandatorily covered by So-
cial Security. Those public employees who were already members
of a public retirement system through their employment were not
mandatorily covered because their state pensions already fulfilled
the social insurance functions of Social Security.

Social Security is financed primarily by payroll taxes levied on
the wages and self-employment income of covered workers. In 2010,
covered workers and their employers are both required to pay 6.2
percent of earnings up to $106,800, or a maximum of $6,622 in in-
dividual payroll taxes per year. Self-employed workers are required
to pay 12.4 percent of net self-employment income up to $106,800,
or a maximum of $13,243 in self-employment taxes per year.?® The
annual limit on covered earnings subject to payroll taxes is called
the contribution and benefit base or the taxable earnings base. The
taxable earnings base is indexed to average wage growth and is in-
creased if a Social Security Cost of Living Adjustment (COLA) is
payable.

The maximum amount of annual earnings subject to payroll
taxes from 1950 to 2008 is shown in Table 3. The payroll tax rate
is fixed under current law. The percentage of covered earnings sub-
ject to Social Security payroll taxes has fluctuated over time. In
2008, about 84 percent of total earnings in covered employment
were subject to Social Security payroll taxes.

9Note: To reflect the fact that employees split payroll taxes on their salaries between them-
selves and their employers, the taxable base for the self-employment tax is adjusted downward
by 7.65 percent and self-employed workers are allowed to deduct half of their self-employment
tax liability for income tax purposes.
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TABLE 3: EARNINGS COVERED BY THE SOCIAL SECURITY SYSTEM, 1950-2008

Earnings in covered employment Taxable earn-
Contribution Taxable earn- mcgezta(?f 10[112{7

Calendar year Wages and and benefit h . e i
y ST T L

ployment
$109.8 — $109.8 $3,000 $87.5 797
171.6 $26.7 198.3 4,200 157.5 79.4
236.0 324 268.4 4,800 207.0 71.1
3114 459 357.3 4,800 250.7 70.2
483.6 53.1 536.7 7,800 415.6 774
717.2 75.9 793.1 14,100 664.8 838
1,235.6 103.7 1,339.3 25,900 1,173.8 87.6
1,802.4 149.6 1,952.0 39,600 1,717.3 88.0
2,510.4 205.9 2,716.3 51,300 2,358.9 86.8
2,566.7 207.9 2,774.6 53,400 2,422.5 87.3
2,709.7 220.7 2,930.4 55,500 2,532.8 86.4
2,808.9 228.0 3,036.9 57,600 2,636.3 86.8
2,973.9 232.7 3,206.6 60,600 2,785.3 86.9
3,164.9 242.3 3,407.2 61,200 2,919.6 85.7
3,347.8 256.0 3,603.8 62,700 3,073.5 853
3,608.2 272.1 3,880.3 65,400 3,285.3 84.7
3,907.5 290.4 4,197.9 68,400 3,528.0 84.0
4,173.2 308.0 44813 72,600 3,749.1 83.7
4514.7 326.4 4841.1 76,200 4,008.9 82.8
4,609.1 332.4 4,941.5 80,400 4171.1 84.4
4,612.6 341.6 4,954.1 84,900 4,250.0 85.8
4,727.3 360.3 5,087.6 87,000 4,354.7 85.6
4,994.3 396.9 5,391.2 87,900 4,554.5 84.5
5,252.1 4338 5,686.0 90,000 4,769.6 839
5,598.3 4533 6,051.6 94,200 5,084.3 834
5899.8 4718 6,371.6 97,500 52722 82.7
6,079.4 4733 6,552.8 102,000 5511.1 84.1

1 Amounts for 193774 and for 1979-81 were set by statute. All other amounts were determined under automatic adjustment provisions of
the Social Security Act.

Source: Office of the Chief Actuary, Social Security Administration.

Retirement Benefits

The Social Security program provides benefits to eligible workers
and their family members. For retirement benefits, a worker gen-
erally needs 40 credits (10 years in covered employment). Full (un-
reduced) retirement benefits are first payable at the full retirement
age (FRA), which ranges from age 65 to age 67 depending on the
person’s year of birth. A worker may elect to receive retirement
benefits as early as age 62; however, his or her benefits are perma-
nently reduced to take into account the longer expected period of
benefit receipt. In addition, a worker may elect to postpone benefit
receipt until after the FRA, and receive an increase in benefits
based on delayed retirement credits that are payable from the
FRA, up to age 70.

Disability Benefits

Although this report is not intended to address the disability in-
surance provided under Social Security, it is important to under-
stand that such benefits are available under the larger program. To
be eligible for disability benefits, a worker must be: (1) insured and
(2) disabled according to the definition of disability. To be insured,
a worker must have worked a minimum amount of time in employ-
ment covered by Social Security (similar to eligibility for retirement
benefits). However, for disability benefits, if an individual does not
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have 40 credits, he or she must have one credit for each year after
1950 or from age 21 up to the onset of disability. In addition, a
work test requires the worker to have 20 credits in the 40 quarters
preceding the onset of disability (generally five years of covered
employment in the last 10 years). Workers under age 31 need to
have credit in one-half of the quarters during the period between
when they attained age 21 and when they became disabled (a min-
imum of 6 credits is required). For disability benefits, “disability”
is defined as the inability to engage in substantial gainful activity
(SGA) by reason of a medically-determinable physical or mental im-
pairment expected to result in death or last at least 12 continuous
months.10 Generally, the worker must be unable to do any kind of
work, taking into account age, education and work experience. An
initial waiting period of five full months is required before dis-
ability benefits are paid.

Supplemental Security Income

The Supplemental Security Income (SSI) Program is also admin-
istered by the Social Security Administration, but it is different
and separate from Social Security. SSI is a means-tested, federally
administered, income assistance program authorized by Title XVI
of the Social Security Act. Established in 1972 with benefits first
paid in 1974, SSI provides monthly cash payments in accordance
with uniform, nationwide eligibility requirements to needy a