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INTRODUCTION

When you think about funding your retirement (whether you plan to retire soon or many years from now), Social Security is likely one of the main financial benefits that comes to mind. The majority of Americans pay into Social Security—a program that provides steady pay for disabled or retired people—throughout their working lives. Around 40% of US retirees depend on Social Security payments as their sole income during retirement. While Social Security can be tough to navigate, understanding the ins and outs of this program will help you prepare for retirement and receive more money overall.

With Social Security 101, 2nd Edition, you’ll have access to the most up-to-date information about this government program, including details on how to apply for benefits and when you should start taking them. Additionally, you’ll learn important strategies to maximize the benefits you receive, updates to Social Security laws, and changes that affect your filing plans, as well as guidance on the prevalence of new Social Security scams (and how to protect yourself from them), and how Americans’ increased life expectancy has impacted Social Security. Plus, you’ll find information about:


	How to handle government taxes in relation to Social Security

	What benefits are available to your spouse or children

	When to take benefits, and the consequences you’ll face if you take them too early

	
How to appeal the system if it works against you

	How to plan for tomorrow, and the possibility for changes to Social Security benefits

	And more!



While Social Security is important for retirement, it’s also important for those who have differing personal or monetary factors. Social Security 101, 2nd Edition explains how to approach the many facets of the program depending on your background—for example, if you are disabled, self-employed, or looking for spousal benefits, Social Security will work differently for you and your family. Additionally, you’ll learn more about the government healthcare programs, Medicare and Medicaid, and how they relate to your Social Security benefits.

Social Security is an important component of a carefully thought-out retirement plan. Each section in this book is designed to teach you about how Social Security works, ensuring you receive all the money that’s due to come your way. Plus, you’ll get real-world examples of how Social Security impacts all aspects of daily life—from saving on costly medical prescriptions, to calculating your pension in relation to Social Security, to information on the SECURE Act. With each new detail in these pages, you’ll expand your Social Security tool kit, allowing you to confidently build your financially secure retirement. So, let’s begin!











WHAT IS SOCIAL SECURITY? A Retirement Plan for Everyone




Although you may not think about Social Security when you join the workforce, the Social Security Administration (SSA) has always accounted for you.

When you receive your first paycheck, you step into the complex government program called Social Security. For the rest of your working career, that program tracks you. And when you finally decide to retire at the age of sixty-two or older, you’ll apply to the SSA for the benefits you’ve accumulated in the course of your working life.

As you begin to approach your full retirement age (more about that later), you’ll probably give more and more thought to Social Security, asking questions like:


	How much are my benefits per month going to amount to?

	What if it’s not enough for me to live on?

	I keep hearing that Social Security is going bankrupt. What if all the money’s gone by the time I retire?

	Where can I go for help in figuring this stuff out?



These are all good questions, and there are certainly plenty of others. Social Security has been around for a long time, and it’s seen its fair share of changes and adjustments. This has led to a seemingly byzantine set of rules and regulations. You’ll learn more about this soon, but for now, the important thing is for you to understand what Social Security is.



SOCIAL INSURANCE

At its most basic definition, Social Security is a form of social insurance that is set up and administered by the US government. Payments to you from the system can begin as early as age sixty-two (although there are good reasons not to take your benefits that early) and will continue until you die. It’s essentially a government-run retirement program that aims to keep retirees out of poverty.

The program is funded through taxes, which are collected directly from workers’ paychecks. Look on your latest paycheck stub and find the acronym FICA. The amount next to it is how much money from your paycheck went toward Social Security.


FICA and SECA

FICA stands for Federal Insurance Contributions Act. The Social Security tax is also sometimes designated SECA, which stands for Self-Employment Contributions Act. This latter tax is levied on people who are self-employed (as the name implies). Some portion of both taxes also goes toward the governmental medical program, Medicare.



Payouts from the Social Security program are huge. According to the Social Security Administration, about 67 million people in the United States received Social Security benefits in 2023. Total payouts through the program amounted to almost $1.4 trillion for that year. The number of people receiving Social Security benefits is expected to rise as members of the baby boom generation continue to retire, something that has created concerns that the program might go bankrupt.

This will be examined in more detail later, including the possible ways in which Social Security might be fixed. For now, let’s look at the program as it currently exists.

The taxes collected through workers’ paychecks go into one of a series of trust funds: The Federal Old-Age and Survivors Insurance Trust Fund, the Federal Disability Insurance Trust Fund, the Federal Hospital Insurance Trust Fund, and the Federal Supplemental Medical Insurance Trust Fund. Your earnings are taxed for these funds up to a certain federally determined limit. As of 2024, the maximum amount of taxable income was $168,600. Any money you make beyond that cap isn’t taxed for Social Security (although, of course, it is taxed in other ways such as income tax and Medicare).

The SSA also operates other important programs, including the Children’s Health Insurance Program (CHIP) and Supplemental Security Income (SSI). The SSA, which has its headquarters in Maryland, has ten regional offices scattered around the United States and employs more than 60,000 people.


Some Facts and Figures

Here are some things you may not know about Social Security:


	Nine out of ten people aged sixty-five and older receive Social Security benefits.

	Social Security covers an estimated 181 million workers (in the sense that anyone who pays payroll taxes to Social Security is “covered”).

	Of those receiving benefits, 51.3 million get retirement benefits; 5.9 million receive survivors benefits; and 8.8 million receive disability benefits.

	About one in four of today’s twenty-year-olds will become disabled before reaching age sixty-seven.

	In today’s workforce, only about 21% of workers have private pension coverage.





The agency issues a nine-digit number to all US citizens and temporary working residents. This number is used to track people within the Social Security system, but it has also become an important identification number that is used in many circumstances to guarantee personal security (for instance, in banking transactions).

The way in which Social Security has been administered has changed over the years, reflecting changing economic circumstances within the country. The most recent policy change came in 2015, when Congress passed a law that eliminated several filing strategies (particularly the strategy called “file and suspend”) that had been gaining in popularity.


Baby Names Lists

As a by-product of issuing Social Security numbers to newborns, the SSA keeps a list of popular baby names for any given year since the system started. Every year, the SSA issues two lists: one for the ten most popular girls’ names and another for the ten most popular boys’ names. Go to www.ssa.gov/OACT/babynames to check out the lists.



In general, Social Security mostly benefits lower-paid workers, since these are the people who are unlikely to be able to save enough for retirement on their own. However, anyone who pays into the system by working as an employee or who is self-employed and pays Social Security taxes can become eligible to receive benefits. This is a controversial aspect of the program, and some have suggested there should be an upper income level beyond which people wouldn’t receive benefits (as they could likely afford to support themselves in retirement without government aid). Warren Buffett, one of the richest people in the world, has pointed out the absurdity that he receives Social Security benefits.

You’re also eligible for benefits if you’ve just been released from prison. You can’t receive benefits while you’re in jail (provided you’ve been incarcerated for thirty continuous days), but once you’re released, you can begin or restart your benefits.

In addition to paying out retirement checks, the Social Security Trust Funds also make payments to people who are disabled to the degree that they are unable to work. In 2022, this part of the funds made payments of around $143 billion. Another part of the program, the Supplemental Security Income (SSI), pays money to low-income people who are sixty-five or older, blind, or disabled. Some would argue that this isn’t really part of the Social Security system, as it’s funded from the general funds of US Treasury rather than the Social Security Trust Funds. However, these funds are still administered by the SSA.









THE BEGINNINGS OF SOCIAL SECURITY Roots in the Great Depression




In the late 1920s Americans were convinced that they had life by the tail. It was the Jazz Age, the Roaring Twenties; bootlegged champagne flowed freely, and dancers puffed on cigarettes while downing that new American innovation, cocktails. Inventions such as the telephone, moving pictures, and above all, the automobile spread across the country, changing both the physical and cultural face of the United States. It was a prosperous time. World War I, which had devastated Europe, had barely touched the US. Far from the death and destruction of Europe, American factories turned out hundreds of millions of dollars in commodities that poured into eager markets.

The stock market was intoxicated by this wealth. Stock prices soared to higher and higher levels. Analysts predicted an endless bull market, and that prices would continue to rise.

However, beginning on October 24, 1929, the American stock market precipitously crashed. Over a two-day period, the Dow Jones Industrial Average fell 23%. The demand for manufactured goods dried up, seemingly overnight. Businesses collapsed, industries shrank, and millions were thrown out of work. President Herbert Hoover’s responses to the economic chaos were simply not good enough. Across the country, homeless workers erected shantytowns named Hoovervilles. Whatever small nest eggs had been accumulated by workers for their old age were wiped out quickly. The public’s anger with Hoover and the Republican Party helped sweep Franklin D. Roosevelt into the presidency in 1933.

A less likely champion of the common person could scarcely be imagined. Roosevelt came from an aristocratic clan that numbered President Theodore Roosevelt as its most distinguished member. Franklin’s mother, Sara, came from a New York family whose fortune was founded on the opium trade with China. The young Franklin attended Groton School, a private school in Groton, Massachusetts, and then went on to Harvard. At some stage, he learned to sympathize with those who were less fortunate than him. This compassion for the poor and needy colored much of his political career.

Upon assuming the presidency, Roosevelt developed and expanded many programs begun by Hoover, and he also launched a series of new initiatives. Collectively, he dubbed this effort the New Deal. The New Deal was composed of two parts: The first part, the First New Deal from 1933–1934, is sometimes referred to as “The First Hundred Days,” since the laws that created the new programs were passed during the first one hundred days of Roosevelt’s administration. In this First New Deal period, the president’s actions focused on unemployment and the need for immediate relief for poverty-stricken workers. During the Second New Deal, which lasted from 1935–1936, Roosevelt was able to contemplate the economy and the country in a broader, more leisured perspective.

With the issues of poverty and joblessness on his mind, Roosevelt was disturbed to see that Dr. Francis Townsend had proposed a plan for the government to take care of people in their old age. Townsend proposed the government pay everyone over sixty years old a monthly sum of $200. His only restriction was that they should not have a criminal past.

Townsend’s proposal was extremely popular, and Roosevelt was concerned he needed a viable alternative before the 1936 presidential election. So, he asked Secretary of Labor Frances Perkins to come up with a plan to counter Townsend’s.

Perkins and the committee that assisted her studied the issue from many different angles and eventually produced a report. The report, in turn, spurred the writing and passage of a bill in 1935: the Social Security Act.


Bismarck and the German Precedent

One of the important precedents studied by Perkins’s committee was the social insurance created under German Chancellor Otto von Bismarck in the previous century. Though a die-hard conservative, Bismarck in 1889 set up a system of old-age insurance that required payments from both workers and employers. His goal was to prevent the implementation of some more radical scheme. When accused of socialism on account of his program, Bismarck could point to his long political record of hostility to socialism and communism.




THE SCOPE OF THE ACT

The 1935 law passed by Congress was limited in scope compared to what Social Security covers today. The preamble says the Act is:


An act to provide for the general welfare by establishing a system of Federal old-age benefits, and by enabling the several States to make more adequate provision for aged persons, blind persons, dependent and crippled children, maternal and child welfare, public health, and the administration of their unemployment compensation laws; to establish a Social Security Board; to raise revenue; and for other purposes.



The Act excluded almost half of US workers from Social Security coverage; only gradually did it expand to cover most of the population.


“We can never insure one hundred percent of the population against one hundred percent of the hazards and vicissitudes of life, but we have tried to frame a law which will give some measure of protection to the average citizen and to his family against the loss of a job and against poverty-ridden old age.”

—President Franklin D. Roosevelt



The Social Security Administration, which grew out of the Social Security Board, was at first an independent agency. In 1939, it became part of the Federal Security Agency, a subcabinet department, but it resumed its status as an independent agency of the federal government in 1995.


John G. Winant

John G. Winant was the first head of the Social Security Board, charged with carrying out the provisions of the 1935 act. Winant was a former three-term governor of New Hampshire and a member of the Republican Party. When Alf Landon, the Republican Party’s presidential candidate in the 1936 elections, began campaigning against Social Security, Winant resigned from the board in order to defend Social Security against Landon’s attacks.







THE FIRST BENEFICIARIES

When the program formally began in 1937, employers and workers paid 1% tax each on the worker’s income up to $3,000. Benefits began to be paid out in 1940 (they were originally scheduled for 1942 but were moved up by a 1939 amendment to the Act). In that year, Ernest Ackerman of Cleveland became the first person to receive a Social Security benefit—all of seventeen cents. His pay had been taxed five cents.

The first monthly payment went to Ida May Fuller of Vermont. Between 1937 and 1939 she paid in $24.75 to the system. Starting in January 1940 she received monthly benefits of $22.54. Since she lived to be one hundred years old, her benefits at the end of her life totaled $22,888.92.


Expanding Beneficiaries

In 1950, Congress expanded the range of people covered to include some agricultural workers, domestic workers, nonprofit employees, and those self-employed. By 1954, that range had grown to include all agricultural labor, hotel and laundry workers, and employees of state and local government. In the 1960s, the number of people covered continued to increase, including disabled adult children of workers covered under the Act. Today, as previously mentioned, an estimated 181 million workers are covered by Social Security—an impressive feat for a program more than eighty years old.











THE HISTORY OF RETIREMENT The Evolution of Leisure




Social Security grew out of the Great Depression and the New Deal policies of Franklin D. Roosevelt’s administration. It’s now important to put this in a broader context to consider how the concept of life after work developed. This concept of retirement is a recent phenomenon that itself is closely linked to the move from an agrarian to an industrial society, paired with the tremendous strides in healthcare over the past century and a half.

Many people credit Otto von Bismarck, as chancellor of Germany in the late nineteenth century, with laying the groundwork for Social Security. In fact, Bismarck should be credited with developing the concept of retirement itself by establishing a pension for military personnel. He set the age at which a soldier could begin collecting his pension at sixty-five. That would be like setting the retirement age for today at 125 because, in that era, the average life expectancy for Germans was the mid-thirties. The actuarial number crunchers of that era would have had no problem with a pension as a concept under this age restriction because virtually no one would live that long.

When Social Security legislation was first passed in 1935, the age for receiving benefits was set at sixty-five. This sounds normal by today’s standards, but what you might not know is that American life expectancy at that time was only sixty-two, meaning that the government had limited financial exposure with this sweeping program. Further, as the legislation was originally written, only about 60% of the working population—those in commerce and industry—qualified for Social Security. Plus, the first checks weren’t distributed until 1940.


Expanding the Aging Population

Thanks to tremendous decreases in infant and child mortality through the first half of the twentieth century, the number of people alive today that are at least sixty-five years old is equal to half of all the people who have ever lived to age sixty-five in the course of written history.



In the 1950s, benefits were added to Social Security and the overall umbrella expanded to cover government employees, farmers, domestic help, and the self-employed. Additionally, new legislation stated that workers could begin receiving reduced benefits at age sixty-two if they chose. Women became eligible for benefits in 1961. In 1965, hospital benefits were added, which became the basis for the Medicare and Medicaid coverage that today’s seniors are fighting to protect. Social Security changes continued through the early 1970s, adding built-in cost-of-living adjustments (COLA). It wasn’t until the late 1970s that things slowed down. During the decades following World War II, while Social Security was ramping up, private pension plans designed to mesh with government programs were expanding. Even with the private pensions, however, it was Social Security that provided the majority of finances for aging Americans.

There may not have been enough money through these programs to provide retirees with everything they ever wanted, but it was enough that many older workers could leave their jobs on their terms (not right before they died).







THE RISE OF AMERICA’S MIDDLE CLASS A Retired Class Is Born




Yes, Social Security has a historied past, but what are the wider impacts of the program as a whole? In truth, Social Security was vital in creating the American middle class.

It’s a bit startling to think that until the mid-twentieth century, the middle class didn’t really exist, at least not like it does today. This went hand in hand with the fact that a retired class of people who stood out from the rest of the population didn’t really exist either. That began to change, though, due in part to the vision of people like Del Webb.

Webb was the real estate developer who took a radical gamble with the creation of Sun City in Arizona. This was the landmark retirement community based on age segregation—no young people allowed—that became a model with three key characteristics:


	
Activity: There would be plenty to do.

	
Economy: Houses would be affordable; costs for common facilities would be spread among all residents.

	
Individuality: Residents would be free to choose whatever they wanted to do.



The convergence of social policies after World War II helped make life at a Sun City–type of retirement community possible. Postwar, cheap government loans enabled young families to purchase their homes in mass numbers. These homes appreciated in value, creating a worthwhile asset that could be cashed in when going to work and raising the kids had finished. The expanding Social Security program laid the groundwork for predictable income in addition to the tangible asset that homeownership provided.


Social Security in Sweden

Not surprisingly, Sweden, often pointed to as an example of democratic socialism, has a firmly embedded system of government assistance for the elderly. Sweden’s old-age pension begins at age sixty-three. Employers’ contributions amount to 31.42% of the employee’s gross salary. In many instances, government assistance is accompanied by private pensions. If you have a low income (or none) and have lived in Sweden for at least three years, you are entitled to an additional pension. With its extensive provisions for childcare, maternity leave, disability payments, and housing allowances, Sweden provides “cradle to grave” social insurance for its citizens.



At the same time, a shift was occurring in the family structure. In a preindustrial agrarian culture, every person was needed to work the land for as long as possible. Older family members were valued for their knowledge. The family farm was needed for survival, and transferring ownership did not happen until the owner died. The younger family members cared for the aging members. This family ecosystem changed forever when new industries arose, people became more mobile, and they were no longer tied to the land for survival.


Social Security in Canada

Canadians aged sixty-five or older and who have an income of less than $142,609 per year receive payments from the Old Age Security pension (OAS). If they make more than $81,761 per year, when tax time comes the OAS claws back some of that money at a rate of 15% of net income. Canadian citizens and legal residents are eligible for the OAS scheme if they:


	
Have lived in Canada for at least ten years from the time they turned eighteen

	Canadian citizens living outside Canada may still qualify if they lived in Canada for at least twenty years after age eighteen






Leisure Time

With people living longer and having the financial flexibility to quit working, the question “What to do?” arose. In the mid-twentieth century, many viewed retirement as a period of leisure. If work was a hard slog, then retirement would be the payoff with nothing to think about other than how to enjoy oneself. The notion of age-segregated communities ignited a positive response because there would be a place for the older members of the population. These communities were seen as a reward for a lifetime of hard work. One thing was clear: There was a very clean line between work and retirement. Work was work, and retirement was fun.




The Search for Something More Than Fun

Frenetic activity in the pursuit of fun hardly seems to define relaxation. The concept of luring a massive portion of the nation’s population to reservations of recreation was an artificial design. Although keeping busy has its merits, it has its limits.

Not all seniors were decamping to retirement communities. Some, whether for lack of sufficient financial resources or simply lack of interest, were leaving work and going nowhere. All that experience, talent, and skill were sitting idle, waiting to be released in a meaningful direction. It should come as no surprise that today there is an explosion of new opportunities. Retired folks around the world are blazing paths and opening minds to a new understanding of what a fulfilling after-work life means.









FUNDING SOCIAL SECURITY Paying It Forward




One of the most common myths about Social Security is that you won’t get back the money you put in. This myth persists because the money you pay into the system isn’t held in a trust for when you retire; instead, it’s used to pay benefits for workers who are retired right now.


INVESTING ITS FUNDS

Contrary to popular belief, the money in the Social Security Trust Funds is invested and earns income. Social Security invests in US Treasury bonds, one of the safest investments in the world, as those bonds are backed by the full faith and credit of the United States.

Social Security is also mandatory for US workers. There’s no possibility of people suddenly deciding to opt out of it. So, money will always be flowing in to fund retirement and other Social Security benefits.




RUNNING OUT OF MONEY?

Though all of these facts are out there for the public to verify, there are still persistent rumors (louder during an election cycle) that Social Security is running out of money.

It’s true that over the years the government has had to make adjustments to ensure that the system continues to have the wherewithal to pay benefits. When Social Security officially began collecting funds in 1937, it taxed just 2% of a worker’s earnings; 1% came from the worker’s paycheck and 1% was paid by her or his employer. It taxed up to $3,000 in income. Today that tax has risen to 12.4% of a worker’s earnings, which is still split evenly between worker and employer, and the income level cap has been increased to $168,600. (Self-employed people pay a tax of 12.4% on their earnings, acting as both the employer and employee.) So over time, Social Security taxes have increased.


Does the Government Raid Social Security?

Some people have charged that Social Security’s difficulties, real or imagined, are caused by the government burrowing into its trust funds and spending the money on various other projects. However, this charge misunderstands the fact that these aren’t really trust funds. They’re government accounts, and the money from them is invested.



The government funds Social Security in three ways:


	
1. From payroll taxes collected on workers’ paychecks. This is the FICA tax.

	
2. From money deposited in the Social Security Trust Funds, which is invested in Treasury bonds and earns interest. This money represents a surplus collected when taxed income exceeds the amount paid out in benefits.

	
3. From income tax that beneficiaries with high incomes pay on Social Security benefits.



Overall, the program ran a surplus until 2020. However, the trust funds will likely be depleted sometime in the 2030s (exact dates vary, depending on who’s doing the estimating). Even in that case, using payroll taxes and income tax, the program can continue to pay out approximately 80% of benefits if nothing changes. However, as you’ll see in the next section, there are a number of ways in which Social Security can be fixed that will make it solvent for a long time to come.

In addition to payroll taxes to fund Social Security, employees and their employers each pay 1.45% tax to fund Medicare Part A. High-income individuals pay an additional 0.9% to support Medicare.




IS SOCIAL SECURITY UNFAIR TO YOUNG PEOPLE?

One popular argument is that Social Security is a burden on the younger generation. When the system was created, the argument goes, there were fifty-five workers to support each retiree, so the payroll tax each worker paid could be kept very low. But since 1935, the life expectancy of the average worker has dramatically increased. The result is that it takes more and more younger workers to support retired older ones. It’s been estimated that to continue to function, the system needs approximately 2.8 younger workers for each retiree Social Security supports.

If the ratio slips below the critical level, we will reach a situation in which too few workers must support too many retirees. This is the crisis that doomsayers are warning about. But is the situation as dire as they claim? Let’s look at what’s really wrong with Social Security and how it can be fixed.









FIXING SOCIAL SECURITY Countering the Myth of Collapse




Spend any time on the Internet and you’ll come across someone claiming that Social Security is on the verge of collapse. Those people assert that the system is overwhelmed. Millions of newly retired baby boomers are filing claims every day. It’s only a matter of time before the system runs out of money. It’s hard to know if these claims have any truth to them, or whether they’re all lies. This entry dives into the questions many have about the shelf life of Social Security.


WILL SOCIAL SECURITY GO BANKRUPT?

From 1985 to 2009, the government took in more money in payroll taxes for Social Security than it paid out in benefits. The resulting surplus went into the Social Security Trust Funds, where it earned interest. However, beginning in 2010, benefits exceeded revenues from payroll taxes. If this trend continues, the trust funds will run out of money by 2037. (Note that this assumes the economy grows at an average rate of 1.7%. A faster average growth could mean the system would remain fully solvent for longer.)

However, this does not mean that the system will be bankrupt by 2037. Social Security is set up so that today’s workers are paying the cost of today’s retirees. In other words, there is always money coming into the system because the American workforce continues to work, and payroll taxes continue to be deducted from their paychecks. In addition, the system continues to have a revenue stream from wealthy individuals paying income tax on their benefits. The third revenue source, remember, is the interest earned by the surplus that went into the trusts. So, the system can’t go bankrupt by simply running out of money.


Reduced Benefits

It is true that unless steps are taken by the government, Social Security will no longer have the funds to pay full benefits to retirees by 2037, or possibly sooner—that is, unless the economy starts experiencing a faster growth rate. At that point, experts estimate that tax revenues would only account for about 76%–80% of full benefits.

Although this is a long way from being bankrupt, it’s something no one wants to see happen (especially anyone planning to retire in 2037 or later). More than 55 million baby boomers collect Social Security as of 2024, and that number is expected to increase by 4.1 million annually for the next several years. If the system is going to be able to handle those numbers, the politicians in Washington, DC need to start considering some possible fixes.


Changes in the Past

Change is nothing new to Social Security. Over the years it has seen a number of adjustments, from the amount of payroll taxes deducted to cost-of-living adjustments (COLA). The tax rate first increased in 1950 from 2% to 3%. The following year, the upper limit on taxable income was raised for the first time from $3,000 to $3,600.









HOW COULD SOCIAL SECURITY BE FIXED?

A number of possible changes to the system have been proposed to extend its solvency and ability to pay full benefits. Some of these are more politically possible than others, and almost all are controversial.


Privatize the System

At the beginning of his second term, President George W. Bush proposed the partial privatization of Social Security. His proposal would have allowed participants in the program to move up to one-third of their payroll tax to personalized investment accounts. The plan was aimed primarily at younger workers; older workers were exempt from it.

Although the plan had the backing of many conservatives, others opposed it, along with virtually all Democratic Party politicians. Bush campaigned energetically for the plan, but ultimately it failed to gain traction.

Many commentators pointed out that after the Great Recession of 2008–2009, privatized accounts could have severely impacted many workers’ retirement savings. It seems unlikely in the near future that any politician will be able to privatize Social Security, in part or in whole.




Raise the Earnings Cap or Payroll Tax

Under the present system, payroll taxes for Social Security are not deducted from earnings above $168,600 as of 2024. (As previously mentioned, this cap has been raised a number of times in the program’s history; it started out at $3,000.) One relatively simple way to make the program solvent in the future is to raise this cap again. Eliminating the cap would cut the program’s shortfall (the amount that couldn’t be covered by existing funding).

Another way to increase the amount of money in the system is to hike the payroll tax, which accounts for the large majority of revenue that flows into the system. Remember that this tax began in 1937 at 1% each from both worker and employer and is currently at 6.2% for each of them. It’s estimated that if the tax was raised by 1%, to 7.2% for worker and employer, this alone could account for up to 50% of the program’s shortfall.

That said, raising taxes is never easy, and it’s hard to say whether Congress would have the political fortitude to take either of the steps mentioned. In addition, since lower-earning workers get more of a return on their contributions than higher-earning workers, raising the earnings cap would be unpopular with richer contributors.




Expanding Coverage

Although Social Security covers the overwhelming majority of US workers, some are still outside it. Roughly 25% of state and government workers use a pension system for their retirements rather than paying into Social Security. If the system expanded to cover them as well, it’s estimated that this could reduce the program’s shortfall by about 6%. However, this would mean higher government contributions to pensions to fully compensate those workers who remain covered by them. For this reason, state and city governments generally oppose such a move.




Cut Benefits

The solutions proposed so far assume that the goal is for the system to continue to pay the same level of benefits. But suppose, instead, the government were to cut benefits. This would certainly help the program remain solvent. That said, beneficiaries would likely be annoyed by this new reality. Such a program would have to be carefully phased in, would have to be graded from lower-earning workers to higher earners, and politically would be immensely unpopular.




Adjust the Cost of Living

In 1975, Congress mandated automatic cost-of-living adjustments within the system. Benefits are currently tied to the Consumer Price Index for Urban Wage Earners and Clerical Workers (CPI-W). Some people have proposed changing this, and instead link benefits to what is called a chained Consumer Price Index (CPI). The chained CPI rises a bit slower than the CPI-W and making this switch would save significant amounts of money in the long run—it would cut the shortfall by about 18%.

The downside to this, of course, is that beneficiaries would receive a lower cost-of-living increase, something that no one would welcome.




Raising the Full Retirement Age (FRA)

Finally, there’s the option of increasing the age at which workers can take their full benefits. This book will later explore how your FRA is calculated; for now, just note that in the current system, if you were born in 1960 or later, you reach your FRA at age sixty-seven. (You can take benefits before then, but they’ll be less than they would be if you waited until your FRA; more discussion of this later.) The argument has been made that since longevity is increasing, people should expect to work longer and therefore the FRA should be pushed back. Moving the FRA back a single year, to sixty-eight, could reduce the shortfall by up to 23%.

Of course, many people aren’t enthusiastic about adding another year of work onto their careers. They want to get as many golden years as possible.




ESTIMATING THE POLITICAL PRICE

All of the solutions mentioned in this section have political costs, and none will, by itself, eliminate Social Security’s shortfall. But it’s likely that eventually some combination of these changes will be used to keep the program solvent into the next century.
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