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Economics of Public Policy Issues O‘
- Week 1 (3/02): Economic Update & Tariffs Geoffrey Woglom, Amherst College
- Week 2 (3/09): Trade and Globalization, Mina Kim, NEED
- Week 3 (3/16): Economics of Immigration, Robert Gitter, Ohio Wesleyan University
- Week 4 (3/23): Autonomous Vehicles, Arkadiusz Mironko, Kean University
- Week 5 (3/30): Climate Change Economics, Sarah Jacobson, Williams College
- Week 6 (4/06): Health Care Economics, Robert Rebelein, Vassar College
- Week 7 (4/13): Saving Social Security, Geoffrey Woglom
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* Submit questions in the chat or by raising your digital hand. "

- I will handle them as they come up.
* We will do a verbal Q&A after the material has been presented.

* Slides areavailable on the NEED website,
(https://needelegation.org/delivered presentations.php)

* More Information about Social Security is on my website,
* (https://sites.google.com/view/macro-current-issues/social-security)
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Geoffrey Woglom, emeriti Amherst College
April 13, 2026
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* What is Social Security?

* How Does Social Security Work?

* What is The Trouble with Social Security?
* Available Solutions

* A Bipartisan Solution
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What is Social Security?
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@at is Social Security? '.: Se.
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* Social Security is a federal social insurance program that provides
financial support to workers and their families.

* Different benefits:

- Retirement Benefits: Social Security provides monthly payments to qualified
retirees based on their lifetime earnings.

- Disability Benefits: It provides financial support to individuals who are unable
to work due to a disability.

- Survivor Benefits: Social Security offers benefits to the families of deceased
workers, including spouses and children.
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@mbers of Different Types of SS Benefncnarle§. ::.:
Total OASDI Beneficiaries in 2023: 67 Million . o
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W Retired workers (75%) ‘
M Disabled workers (11%)

6.0 million
M ss: Survivors (9%)
[l ss: Spouses & Children (4%)
M DI: Spouses & Children (2%)
7.4 million
52.3 million
e: Social Security Administration  Get the data » Embed » Download image g ;EET'FERGSON
NATIONHL IS:SUSUI“SUM?LD ability [nss e. Totals may not add up to 100% due to rounding. - FOUNDATION ,
EDUCATION DELEGATION
® o
L] L] ’ L] L] .. .:.:.:
sial Security’s Origins oJece,
e ©
e °
* Goal a work-related contributory system to end elderly poverty: o

“Social insurance”

* Created in 1935 with an initial 2% payroll tax split between
employer and employee.

* Expanded in 1939 to include dependent benefits.
- Benefits to families that have lost a breadwinner.

* First monthly check 1/31/40 to Ida May Fuller of Ludlow Vt.
* Expanded in 1950 to provide support for people with disabilities.

* June 1972 Congress approved a 20 percent increase in benefits and
cost-of-living adjustments to start in 1975
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* 1977 Congress corrects “double-indexing mistake” that threatened q
SS solvency (first benefit reduction)
* 1983 Greenspan Commission: 50% of benefits of high earners
($32k) subject to income taxation, gradual increase in normal
retirement age, increase in payroll tax rate. Keep Social Security
solvent for 50 years.
* 1993 85% of benefits subject to income tax for highest earners
(S44k).
* Neither income limit was indexed.
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@ Sec is The Single Largest Gov’t Program '.:.:.:
2023 Outlays: $6.1 Trillion . .
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Source: https://www.pgpf.org/article/9-facts-about-social-security-and-the-need-to-strengthen-it/
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Percentage of adults age 65 or older in poverty, ®
2024 ]
L |
38% Number of children lifted out of poverty by selected programs in 2022, in
millions
3.5 mil.
0%
Excludin Includin
Souxal lSj;e‘c Ugflly Social Lge!cgmy 14 1.4
03 0.3
EITC&CTC  SNAP Social Housing SSl TANF
Security ~ Assistance
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Is Social Security Good for Just
The Beneficiaries?

No, it also benefits broader society. Hence,
“social” insurance.
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* Poverty reduction
- Good investment for society.
* Reduces income inequality among the elderly, survivors & disabled
* Increases social mobility
* Income stability
- Helps households plan for the future.
* Enables older adults to maintain independence
- Reduces caregiving burdens on family members.
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How Does it Work?
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* “pay-as-you-go” system ®
- Payroll taxes are collected from current workers.
- These pay for the benefits of the currently retired, or otherwise eligible.
- Defined benefit plan, as opposed to Defined contribution (e.g., 401K)

* Taxes
- Payroll taxes amount to 12.4% of earnings.
o Workers pay 6.2% of earnings as payroll taxes.
o Employers also pay 6.2% of worker’s earnings.
- Earnings Cap. Not all earnings are subject to payroll taxes.
o In 2026, only the first $184,500 of earnings are taxed.
o Earnings above that level are not taxed.

NATIONAL ECONOMIC 17
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@at if Payroll Taxes Don’t Match Benefits? N
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* The Trust Fund L
- If revenues exceed benefits, the surplus is placed in a trust fund.

- If benefits exceed revenues, the deficit is taken out of the trust fund.

- The funds in the trust are invested in nonmarketable U.S. Treasuries.
o So, really just bookkeeping, but major political implications.

* But surpluses (deficits) lower (raise) the overall deficit

* When did the Trust Fund start?
- The OASI Trust Fund was created in 1939. (Old Age & Survivors Ins)
- The Disability Trust Fund was created in 1956.
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ual Contributions to the Fund Vary

Social Security Surpluses/Deficits (% of GDP)

10% Actual | Projected
0.5 4
0.0
-0.5 4 Combined Trust Funds
; Depleted in 20:
'
-1.0 4 Social Security !
Amendments Act i
'
- Of 1983 |
'
'
)
'
-20 4
1970 1980 1990 2000 2010 2020 2030 2040 2050 2060 2070 2080 2090 2100
Source: Social Security Administration  Embed « Download image
Notes: Surplus/deficit numbers exclude interest income. The Social Security trust funds are combined on a hypothetical basis, but actually operate separately. The Old- =) PETER G.
Age & Survivors Insurance Trust Fund is projected to be depleted in 2033 and lead to a 23 percent cut in benefits that year; the Disability Insurance Trust Fund is not PETERSON

projected to become depleted during the 75-year period ending in 2099.
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Number of People Age 65 and Older (Millions) ..

100 1
90
80 Baby boomers turn 65

70 4
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50 4
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30 -

20

10 +

[o]

1990 2000 2010 2020 2030 2040

Source: Social Security Administration s Get the data « Embed s Download image
Note: The highlighted range represents the period during which the Baby Boomer generation turns age 65
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Number of births per 1,000 women ages 15-44, 1909-2023 ....
([
140 L |
120
100
80
60
545
40
20
! 1909 1920 1930 1940 1950 1960 1870 1980 1990 2000 2010 2023
NATIONAL ECONOMIC ’
EDUCATION DELEGATION Source: https://usafacts.org/articles/how-have-us-fertility-and-birth-rates-changed-over-time/
' . ° o’
. . . °
@mber of Covered Workers per Beneficiary oJece,
e ©
e °
([
(|
Baby boomers started retiring.
3 - " .
2 -
Historical Projected
l -
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FRED /) wem Age Dependency Ratio: Older Depend to Working-Age Pop for the United States ‘
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Remaining life expectancy at age 65 (in years) o .. °
st Projected ..and will live until age 90 ® o
& in 2100. ([
The average 65-year-old — g [ |
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Share of wages earned by the top 1 percent vs. share of wages above the payroll tax cap, 1982-2020 ..
L
== Share of wages above payroll tax cap === Share of wages earned by top 1%
20%
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Taxable earnings as a percentage of total earnings . o
Note: Y-axis does not start at 0. . .
100% .
) . L
1n 1983, following a major solvency-
- focused reform package in 1977, the tax
= base was 90% of total national earnings.
X In 2023, the tax base was 83%
90% of total national earnings.
85%
80%
5%
70%
65%
’ NATIONAL ECONOI
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Source: SSA
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Social Security's retirement fund will be depleted in eight years ® P
Asset Reserves at the Beginning of Calendar Year (% of Annual Cost) [ )
== Old-Age and Survivors Insurance == Disability Insurance == Combined Old-Age, Survivors, and Disability Insurance ‘
Actual | Projected
400% -
300 -
200
100
0 T - T : T - T T T T 1
1995 2000 2005 2010 2015 2020 2025 2030 2035 2040 2045 2050
Source: Social Security Administration s Embed « Download image > PETER G.
Note: Under aw, a trust fund cannot incur a negative balance. The OASI Trust Fund will be depleted in 2033 while the DI Trust Fund will not be depleted within the 75- E" PET SON
year long-range projection period, Combined, the trust funds would be depleted in 2034, I PO ENDATION
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at Happens When The Trust Fund Runs Out? ®¢®e®°
pp ? Pe%’e,
0ld-Age and Survivors Insurance program® income, cost, and expenditures as a percentage . .. Y
of taxable payroll Y o
esseeeeees Projected .
25% [ |
" Scheduled but not fully
20% Scheduled and payable benefits
payable benefits
15%
10% - After trust fund depletion,
T ,\ payable benefits = income
Sastitas Benefit Cut: 26%
5 Y- Trust I.:und Exhaustion, 2033 2098
Benefit Cut: 18%
0
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* Two Earner, High Income ($105K average lifetime earnings) Couple
Collecting Benefits Starting in 2014 at age 65: 4% reduction in PV of
benefits.
* Same Couple Starting Benefits in 2038 21% reduction in PV of
benefits
Why: 2014 couple will have already received 19 years of scheduled
benefits!
) A s 2
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@ere Does the Money Come From? 'o'.:.:
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* Payroll taxes

* Taxes on benefits
* Interest earnings
* Trust funds

NATIONAL ECONOMIC
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Jellrces of SS Revenue 0%’
Total OASDI Income in 2023: . .
$1,351Billion e °
e °
Interest Earnings (5%) ;%) CBandity .
L |
Payroll Taxes (91%)
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Where Does The Money Go?
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* Different benefits:
- Retirement Benefits
- Disability Benefits
- Survivor Benefits
* We will focus on retirement benefits.
NATIONAL ECONOMIC 3
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@at Determines my SS Benefit (PIA)? elere,
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* Your work history. ..

- You need 40 work credits to qualify.
- 1n 2025, 1 credit = $1,810 in earnings.
- Put another way: 10 years with social security earnings in each year of $21,720.

* Your (capped) earnings history Average Indexed Monthly Earnings (AIME).
- Indexed (to wages) earnings from the 35 highest-earning years.
* Your birth year.
- Determines your FRA — Full Retirement Age.
- Born before 1960, it is 66-67, after 1960, it is 67.
* Your claiming age.
- Full retirement age and single, PIA is your benefit.
- Claiming at 62 instead of 67 reduces your benefit by 30%.

- Higher if you wait until 70.
- Increases approximately 8% each year that you wait.
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4500 100% [ ] ..
4000 90% @
3500 80% o
3000 0% S
60% =&
< 2500 @
& 2000 0% 2
40% &€
1500 30% _§
1000 20% &
500 10%
0 0%
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AIME
—PIA —Replacement rate
NATIONAL ECONOMIC Notice Benefits are Capped Too
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Big are Payments? o o,
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* In 2026:

the average payment is $2,075.
Maximum if claim at age 62 is $2,969.
Maximum if you claim at age 67 is $4,207
Maximum if claim at age 70 is $5,181.

* Special minimum Social Security benefit:
- For long-term, low-wage workers.
- Minimum for 11 years of work: $53.50
- Maximum for 30 years of work: $1,123.70
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Social Security benefits for average worker as a percentage of earnings ..
Greece Germany “
Spain Bleigiurn
Italy celand .
Luxembourg Slovenia - OECE) average:
Colombia United Kingdom 507%
Netherlands Switzerland
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Denmark United States I
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Costa Rica Chile
Sweden Canada
Finland Japan
France Korea
Mexico Poland
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Czech Republic Australia
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EDUCATION'DELEGATION Source: https://www.cbpp.org/research/social-security/top-ten-facts-about-social-security
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| Reti t Ages in the OECD ®e%°%’
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Normal retirement age for men entering the labour market at age 22 with a full career e °
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From 2025 to 2040 China’s normal retirement age for men
will rise from 60 to 63; for women 55 to 58. Japan and
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al Security Benefits Can Be Subject to oJoce,
income Tax .0
* “Combined Income (CB):” one half SS benefit plus all other income .‘
* Single:
- CB Up to $25K: no tax
- CB $25K to $34K Up to 50% of benefit is included in taxable income
- CB More than $34K Up to 85% of benefit is included in taxable income.
* Married Filing Jointly:
- CB Up to $32K: no tax
- CB S25K to S44K Up to 50% of benefit is included in taxable income
- CB More than $44K Up to 85% of benefit is included in taxable income.
Remember 4% of SS Revenue is from Income Taxes on Benefits.
Also, these income levels are NOT indexed to inflation
f) TSR, SeauaNe &
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Remember: We Have A Problem
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Maybe...
Notice the progressivity of benefits; a feature not a flaw.
Money’s Worth Ratios for Hypothetical Workers born in 1949; retired in 2014
(Scheduled or Promised Benefits)
Earnings AIME Single Man | Single One-Earner || Two-earner
Level Woman Couple couple
Very Low $16,556 1.50 1.93 3.50 1.95
Low $29,800 1.13 1.38 2.38 1.37
Medium $66,223 0.82 0.98 1.64 0.95
High $105,957 0.79 0.82 1.33 0.79
Maximum $163,970 0.62 0.69 1.12 0.69
NATIONAL ECONOMIC K. Rose and K. Burkhalter, “Money’s Worth Ratios under the OASDI Program "
EDUCATION'DELEGATION for Hypothetical Workers, Actuarial Note 25.7 SSA
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Social Security's retirement fund will be depleted in eight years ® o ®
Asset Reserves at the Beginning of Calendar Year (% of Annual Cost) .
== Old-Age and Survivors Insurance == Disability Insurance == Combined Old-Age, Survivors, and Disability Insurance ‘
Actual | Projected
400% -
300 -
200
100 4
0 T r T T T r T T T T 1
1995 2000 2005 2010 2015 2020 2025 2030 2035 2040 2045 2050
st e et 2055 1 ot s> |2 PETERSON
year long-range projection period, Combined, the trust funds would be depleted in 2034, FOUNDATION
NATIONAL ECONOMIC w
EDUCATION DELEGATION Source: https://www.pgpf.org/article/social-security-faces-serious-financial-shortfalls-and-other-takeaways-from-the-trustees-report/
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Hard Choices (?)
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@s Cut to the Chase...

* Solving the social security problem is simple:

More revenues and/or
Reduced benefits

* Why won’t this happen?

Politics!
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@ Personal Opinion: Disingenuous 'o'.’.:
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Scott Bessent, Treasury Secretary at his confirmation hearings: L

"These entitlements are massive. | think the next four years isn't
the time to deal with them, that we've got to deal with the
discretionary portion of the budget...then the next step is for a
future administration to have the confidence to be able to deal
with entitlements”

Total Federal Spending last fiscal $7 trillion: 60% Mandatory
(mostly Social Security and Medicare); 27% was discretionary,
and 14% was interest on the debt.

NATIONAL ECONOMIC
EDUCATION DELEGATION ] - ]
https://www.foxbusiness.com/politics/treasury-secretary-nominee-scott-bessents-3-3-3-plan-what-know
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@ Let’s Consider Some Other Choices

*Changes to revenues

* Changes to benefits
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Responsible Federal Budget ISSUE AREAS >  OUR WORK >

The Reformer An Interactive Tool to Fix Social Security

Social Security provides vital income security to millions of beneficiaries, but it is on a road toward
insolvency. The Social Security retirement program is projected to run out of reserves by 2033, or by 2035
if combined with the disability program. Upon insolvency of the theoretically combined trust funds, all
beneficiaries regardless of age and income will face an immediate 17 percent benefit cut, growing to 28
percent by 2073.

“The Reformer" allows users to build their own plan to restore solvency. See how your choices stack up!

https://www.crfb.org/socialsecurityreformer/

NATIONAL ECONOMIC
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Melsible Changes to Revenues °
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Increase (+) / Reduce (-) Payroll Tax Rate by:

B [ncrease Taxable Maximum

® Subject All Wages to Payroll Tax

® Subject 90% of Wages to Payroll Tax

® Tax All Wages Above $400,000

Raise Additional Revenue

B Cover Newly-Hired State & Local Workers 2010 2020 2030 2040 2050 2060 2070 2080 2090
B Apply the Payroll Tax to "Cafeteria Plans" .

— Baseline Outlays  ---- Outlays After Policy Changes
8 Increasa Taxation of Banefits — Baseline Revenues =~~~ Revenues After Policy Changes

{Rm NATIONAL ECONOMIC

EDUCATION DELEGATION

Source: https://www.crfb.org/socialsecurityreformer/
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/ Reduce (-) Payroll Tax Ra

¥ Increase Taxable Maximum

® Subject All Wages to Payroll Tax

® Subject 0% of Wages to Payroll Tax

O Tax All Wages Above $400,000

Raise Additional Revenue

B Cover Newly-Hired State & Local Workers 2010 2020 2030 2040 2050 2060 2070 2080 2090
B Apply the Payroll Tax to “Cafeteria Plans"

— Baseline Outlays  --=- Outlays After Policy Changes
B |ncrease Taxation of Benefits . .

— Baseline Revenues  ---- Revenues After Policy Changes

NATIONAL ECONOMIC

49
EDUCATION DELEGATION Source: https://www.crfb.org/socialsecurityreformer/
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Melsible Changes to Benefits '::.:.:
, %,
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B Slow Initial Benefit Growth
® Slow Benefit Growth for Top 70% of Earners

® Slow Benefit Growth for Top Half of Earners

® Slow Benefit Growth for Top 20% Of Earners

B Increase Retirement Age

® Raise Age from 67 to 68 2010 2020 2030 2040 2050 2060 2070 2080 2090

® |ndex Age to Longevity After it Reaches 67
— Baseline Outlays  ==== Outlays After Policy Changes

® Raise Al 69 then index ngevit
A= ageito i thenindextolangaytty — Baseline Revenues === Revenues After Policy Changes

p' NATIONAL ECONOMIC ©
EDUCATION DELEGATION Source: https://www.crfb.org/socialsecurityreformer/
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Percent of Payroll (based on scheduled benefits) i [
S s 20 ‘
Increase (+) / Reduce (-) Initial Benefits by:
oo .
¥ Slow Initial Benefit Growth ‘_-_—.-_—-___“‘____—~‘\\_ =
® Slow Benefit Growth for Top 70% of Earners
O Slow Benefit Growth for Top Half of Earners
® Slow Benefit Growth for Top 20% Of Earners e e
tirement
® Raise Age from 6710 68 2010 2020 2030 2040 2050 2060 2070 2080 2090
@ |ndex Age to Longevity After it Reaches 67 . .
— Baseline Outlays ~ ---- Outlays After Policy Changes
® Raise Age to 69 then index to Longevity — Baseline Revenues  -==~ Revenues After Policy Changes
NATIONAL ECONOMIC 51
EDUCATION DELEGATION Source: https://www.crfb.org/socialsecurityreformer/
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¢pose We Do Both! Problem Solved ©lele,
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* COLAs — cost of living adjustments
- Merely another way of reducing benefits
*Raising the retirement age
*Investing in the stock market
iR L L 5
® ..o.o.o
@sing the Retirement Age 'o:.:.:
B Increase Retirement Age ..:.
® Raise Age from 67 to 68 ¢

'f’ﬂ"

® Index Age to Longevity After it Reaches 67

® Raise Age to 69 then index to Longevity

* Very regressive.

- Larger tax on low-income workers
than high income workers.
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Low-income seniors rely on Social Security benefits for a major share of their .. )
retirement income (]
Social Security Benefits (% of Total | ) L
81% 81%
Lowest Quintile Second Quintile Middle Quintile Fourth Quintile Highest Quintile
Source: Social Security Administration « Get the data « Embed » Download image ? PETER G.
Note: Aqu - . The lowest quintile’s income range is under $13.499, the second quintile's is $13 499-$23,592, the middle quintile's is .3 PETERSON
$23,592-839,298, the fourth quintile’s is $39,.298-572,129, and the highest quintile’s is over $72,129. Data are for 2014, B FOUNDATION
NATIONAL ECONOMIC o
EDUCATION DELEGATION Source: https://www.pgpf.org/article/9-facts-about-social-security-and-the-need-to-strengthen-it/
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Life Expectancy Difference
Income Category (Years) High vs Low
Highest Incomes (top 1%)
Women 10.1 years
Lowest Incomes (bottom 1%) 78.8
Highest Incomes (top 1%) 87.3
Men 14.6 years
Lowest Incomes (bottom 1%) 72.7
p NATIONAL ECONOMIC %
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B Invest in the Stock Market ..
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® Diversify the Trust Fund to Increase Returns
® Divert 2% of Payroll Tax to "Carve-Out" Accounts
@ Allow Contributions into "Add-on" Accounts
1. Doesn’t do much to solve the problem.
2. Concerns with government investing in the stock market.
3. Logistics of allowing individuals to customize are enormous.
1. And subject to political influence.
4. May increase the fragility of the system.
NATIONAL ECONOMIC -
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* Social Security is funded through payroll taxes.
* Broadening the base would increase programmatic revenues.
* Other sources of income: capital gains.

* Social security is an economic security program.
- Yet its revenue source is earnings.
- Isincome a better indication of economic security?

* But what about the goal of a “work-related, contributory system?”
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* Increase legal immigration of prime working age. ‘..
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Source: https://www.cbo.gov/system/files/2025-01/60875-demographic-outlook.pdf
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Source: Bureau of Labor Statistics. Gray shading indicates recession.
Graph by: National Economic Education Delegation (www.NEEDEcon.org)
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Principles: *d
1. Bipartisan which means benefit cuts and tax increases.
2. Solvency (increase revenues and lower benefits by 3.58 % of taxable
payrolls. Eliminate the “GAP”)
3. No benefit reduction for current recipients (?)
4. No general fund financing (“this link between wages and benefits has
been a central principle... and a foundation of it political support)
5. Improve Progressivity.
6. Universal participation (“social” insurance)
NATIONAL ECONOMIC https://www.brookings.edu/articles/fixing-social-security- o
EDUCATION DELEGATION blueprint-for-a-bipartisan-solution/
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Devote all proceeds from taxes on benefits to OASDI (0.87%)

. Increase the taxable maximum ceiling so 90% of wages are subject
to the payroll tax (0.66%)

3. Expand the labor force by increasing legal immigration (0.30%)
Increase payroll tax to 12.6% (0.19%)
5. Change the rules on pass-through self employment tax (0.19%)

Total from revenue enhancement: 2.21%
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1. Increase retirement age for high earners (0.55)% [
2. Increase number of working years to 40 for calculating benefits (0.39%)
3. Subject 100% of high earners benefits to the income tax (0.17%)
4. End the dependent retiree spouse benefit (0.17%)
Total from benefit reduction 1.28%
Added Benefit: Reduces the Budget Deficit by $2,291 billion over 10 years
NATIONAL ECONOMIC 63
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* Social Security is an important part of the social safety net. ...
(|

* The OASDI Trust Fund is likely to be exhausted in 2034.

* Why are the funds being depleted?
- An aging population — fewer paying in and more taking out.
- Declining birth rates - slowing the growth of the labor force.
- Wage inequality — more and more wages are above the wage cap.

* What happens when the funds are depleted?
- Benefits may have to be reduced by 17%.
- The system will continue!

* Solutions abound. The problem is political will.
- The needed changes will be unpopular, but they are very manageable.

* Should our generation contribute more to the solution?
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@s Hear from You! .'::.::.:E
Geoffrey Woglom "oy

grwoglom@ambherst.edu

Contact NEED: Info@NEEDEcon.org

Support NEED: www.NEEDEcon.org/donate.php
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