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Start with a question: Assuming your parents are elderly, what would they do if a stock market crash decimated their savings, record unemployment prevented them from working, and the stock market didn’t exist? 

Those conditions were all too real for many people in the Great Depression:

Nearly half the elderly were in poverty
Many were forced to move in with their children—who were also struggling
Failing that, they were forced into poorhouses

Two reasons:

Those are the stakes: Because of Social Security, we don’t live in that kind of society
Social Security is for everyone: 
Current beneficiaries,
Current workers, who could become beneficiaries if tomorrow brings a death or disability
Family members who otherwise would have to make painful sacrifices
The economy—crucial source of income and spending during downturns

So now you know how important Social Security is—you have a real stake in securing its future
And you’ll have the chance to do just that (on paper, anyway) later this afternoon
I’ve structured my talk in order to give you all the background you need on how the current system works to set you up well for the tweaks you’ll need to make
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Let’s start with taxes . . . Who pays? 

Most jobs are “covered” for Social Security, which means workers pay the Social Security payroll tax and earn Social Security’s protections. 

Nearly all workers pay.

Biggest exception is a minority of state/local gov workers
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How We Pay For Social Security 

Employee tax rate 6.2% 
Employer tax rate 6.2% 
Cap on taxable wages $118,500 
What’s taxed • Earnings 

• Contributions to 401(k)s 
What’s not taxed • Fringe benefits (employer-

sponsored heath care premiums, 
flexible spending accounts, etc.) 

• Investment income 
• Other sources of income 
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How do we pay?

It’s a payroll tax, which means it’s on our wages—not other sources of income
The rate is a combined 12.4% of earnings—half from employer and half from employee
The tax is levied only up to a cap, which this year is $118,500—more on that in a minute

Several of the options you’ll consider in the solvency exercise have to do with taxes: Raising the rate or raising the cap
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One reason to raise rates: 

In the future we’ll be better able to afford it. Over time, wages rise faster than prices, so our standards of living rise.
An average worker today earns just under $50K—but even after adjusting for inflation, the average wage should be higher in the future
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One reason to raise the cap: 

The proportion of wages above the cap has grown along with income inequality 
The last time Congress reset the cap, it covered 90% of all earnings in the economy. 
Now it only covers 81%
Some have proposed raising the cap, perhaps by pegging it to 90% of all earnings, as it was in the past
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Now onto benefits:

Most important thing: Benefits are based on earnings
So higher earners get higher benefits, in dollar terms
…which also means any time out of the labor market (e.g., for caregiving) means a lower benefit




by 1 year reflects about a 7% cut
Rises with CPI-W, cost of wages, to reflect higher living standards (not just higher prices)
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Social Security is progressive:
Lower earners get a more generous replacement rate


Cut benefits at high end: Benefit indexing (lower benefits starting at 30th or 60th percentile)

Raise benefits at low end: Minimum benefits

Across-the-board increase


-----
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Your earnings determine the BASIC benefit, or what’s known as the “primary insurance amount” in Social Security. The other major factor in your retirement check is when you start the program.

Full retirement age—not really what it sounds like: It’s the age at which you get FULL benefits from Social Security, but most people retire before then for a reduced benefit
Can retire as early as 62 in most cases

The FRA was 65, is now 66, will be 67

See this example: Assume your “full” retirement age is 67, as it will be for most of us in this room. 
You’ve earned a $1,000 monthly benefit, based on your career’s earnings
You’ll get a 30% reduction if you retire at 62, and a 24% bonus if you wait until 70
It all comes out in the wash over an average lifetime
But it can make a big difference with your monthly expenses


Retirement age increase
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Increasing the FRA cuts benefits for ALL retirees
Lowers lifetime benefits for all retirees

Example: Middle bars are like the ones I just showed you--$1,000 at 67
But if the FRA went up to 70, your benefit is lower at every single age
Just over HALF your full benefit if you retire at 62
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The justification is: “People are living longer” 
True on average—NOT true for many people, especially at the low end
So cutting EVERYONE’s benefit because SOME people are living longer strikes many people as unfair
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Once you start getting your benefits, they increase each year with inflation—the “cost-of-living adjustment,” or COLA. The COLA ensures that beneficiaries can keep up with rising prices.

There’s some debate about how we should measure inflation, and you will consider two options: One that would provide higher COLAs, and one that would provide lower COLAs.

Rationale for the “chained-CPI” is that it’s a more accurate measure of inflation.
Rationale for “CPI-E” is that it better reflects beneficiaries’ costs.

Either way, it’s important to keep in mind that the change will compound over time. What sounds like a small change—a fraction of a percent—grows each year, and its effect is magnified among the oldest beneficiaries. 
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You’ll want to keep in mind that older beneficiaries are poorer than younger beneficiaries—and this is driven by older women, many of whom have outlived spouses and savings.

125% of poverty: a full QUARTER of 80+ women


One last option you’ll consider is a “birthday bump”: Oldest old (85+): often in context of chained CPI
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