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Marti Feldstem’s Contributions to Social Security Research

» Author of 390 academic publications from 1963 — 2019

* Social security the primary focus of 52 of these publications
« Surely hundreds more by Marty’s former students and advisees

 An interesting time series for these 52:

- 1971-1975: 3 1991-1995: 1
« 1976-1980: 12 1996-2000: 16
- 1981-1985: 4 2001-2005: 14
+ 1986-1990: 2 2006-2019: 0

Distinguished Lecture at the January 1996 AEA Meetings.

Reforming the Social Security program is an issue of enormous practical importance.
Yet it remains the missing piece in American policy analysis. At a time when the
Congress and the Administration are considering ways to reform welfare, Medicare,
Medicaid, and the income tax, elected officials are still unwilling to confront the serious
problems of our Social Security system. Eventually, however, its deteriorating financial
condition will force major reforms. Whether those reforms are good or bad, whether
they deal with the basic economic problems of the system or merely protect the solvency
of existing institutional arrangements, will depend in part on whether we, as economists,
provide the appropriate intellectual framework for analyzing reform alternatives.



« Social Security Act passed August 14, 1935

- Paid benefits to retired workers and was financed with 2.0% payroll tax

1939 Amendments added benefits for survivors and dependents

1950, 1954 Amendments added agricultural workers, self employed, etc.

1956 Amendments created Disability Insurance

1972 Amendments changed inflation indexing and federalized SSI

1977 Amendments amended calculation of benefits

1983 Amendments raised full ret age, taxed some OASDI benefits, etc.

Many other changes over the years such as:
- Expanding tax base, dozens of tax rate increases, changes to earnings test, and more

« Social security reform seriously considered in late 1990s and early 2000s
- Debt-to-GDP ratio was falling from 47 percent in 1996 to 32 percent by 2001

« 2025 policy changes increased benefits for certain state and local workers,
reduced taxes on social security benefits for high-income recipients



Ratio of Covered Workers to Social Security Beneficiaries
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Average Social Security Benefit for Retired Workers

Average monthly benefit, inflation-adjusted to 2025 dollars; selected years 1960-2025
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Increases in OASDI Tax Rates and Tax Base Since 1940

- Helped to counteract a steadily declining ratio of workers to recipients

 Helped to finance more generous benefits over time

Table 4: Total OASDI tax rates and taxable maximum by calendar year

Year Tax rate Taxable maximum / average wage
1940 2.0% 2.2
1950 3.0% 1.3
1960 6.0% 1.2
1970 8.4% 1.3
1980 10.2% 2.1
1990 12.4% 2.4
2000 12.4% 2.4
2010 12.4% 2.5
2020 12.4% 2.5




 Gradual increase 1n full retirement age to 67 for those born 1960 or later
- Remained at 65 for those born 1937 or earlier

« Acceleration of planned payroll tax rate increases
+ Rose from 10.8% in 1983 to 12.4% by 1990, no changes since
- Had increased 14 times from 1959 to 1983

« Introduced benefit taxation (up to 50% of benefits) for high-income earners

* Increased delayed retirement credit beyond full retirement age
+ Gradually rose from 3% annual to 8% annual to incentivize delayed claiming

- Expanded coverage for social security to newly hired federal employees
- Was expected to keep OASDI solvent through 2058

« Social security’s finances were further helped by improving demographics
- Aging of baby boom generation into higher earnings ages



OASDI Trust Fund Reserves Relative to Annual Program Cost

Reserves at the beginning of each year as a multiple of that year’s cost, 1975-2025
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Actual and Projected Annual Deficits for Social Security

Social Security surplus or deficit as percentage of GDP, by year: 1973-2076
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Figure I1.D2.—OASDI Income, Cost, and Expenditures
as a Percentage of Taxable Payroll
[Under intermediate assumptions|
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Federal Debt Held by the Public
Percentage of GDP, fiscal years 1975-2025
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Snapshot of OASDI Fiances Today

« Revenues - $1.45 trillion in 2025

- 12.4% payroll tax on earnings up to $176,100 (91%)
- Taxation of benefits for high-income OASDI recipients (4%)
- Interest on OASDI trust fund (5%)

- Payroll tax paid half by employer and half by employee
+ 185 million workers paid this tax in 2025

- Expenditures - $1.61 trillion in 2025
- Retired workers and dependents: 84%
- Disabled workers and dependents: 9%
« Survivors (widows / widowers / children): 7%

* 90-32-15 formula to calculate PIA (primary insurance amount)
- AIME = average indexed monthly earnings — uses best 35 years
- Benefits increased with CPI-W each year after claiming

» Actuarial adjustment for retired workers:
« 70% of PIA claiming at age 62 increases to 124% of PIA at age 70



Type of Beneficiary Number
Retired workers 54.6
Retired worker dependents 2.8
Disabled workers 7.0
Disabled worker dependents 1.0
Widows / widowers 3.7
Children of deceased workers 2.0

All other recipients 0.1
Total recipients 71.3

Avg Ben

$2,084
$979
$1,635
$525

$1
$1
g

,880
,181
,381

$1,938

Number of recipients in millions. Avg Ben = average monthly benefit



Social Security PIA vs. AIME Benefit Formula in 2026
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Formula not as progressive as it looks due to life expectancy differences by income




Social Security Retirement Benefit by Claiming Age

Workers born in 1960 or later; 97 monthly claiming ages from 62 through 70
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Adverse selection for OASDI finances as those with longer life expectancy delay claiming




Substantial Variation Across Workers in OASDI Benetits

Monthly Social Security Benefits: Separate Distributions

Percentage of workers by monthly benefit, December 2025

Retired workers: 53.6 million, average benefit $2,071
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The maximum public pension benefit amount for a couple in 2024

$O $20,000 $40,000 $60,000 $80,000

United States $93,452

Japan 77,765

France

Canada 43,608

Netherlands 41,765
New Zealand 35,352
United Kingdom 33,994
Ireland 32,981
Australia 30,975

Denmark 27,193

Dollar amounts are adjusted for differences in purchasing power between countries.

Source: Committee for a Responsible Federal Budget



OASDI Arguably the Most Important Income Source for Elderly Americans

Table 3: Share of the elderly who receive > 50 percent or > 90 percent of income from Social Security

Category > 50% > 90% Category >50% > 90%

Total 52% 25% White (non-Hispanic) 52% 24%
Women 55% 27% Black (non-Hispanic) 57% 33%

Men 48% 21% Other (non-Hispanic) 44% 23%

Ages 65—-69 42% 18% Hispanic origin 52% 31%
Ages 70-74 51% 23% Married 46% 19%
Ages 75-79 57% 27% Not married 60% 33%
Ages 80+ 61% 33% Lowest income quintile 87% 64%

No high school diploma 68% 41% Income quintile 2 82% 48%
High school graduate 58% 28% Income quintile 3 63% 14%

Some college 50% 21% Income quintile 4 25% 1%

College graduate 35% 14% Highest income quintile 2% 0%

Data source: Dushi, lams, and Trenkamp 2017

« Survey data may overstate #s above (Bee, Dushi, Trenkamp, Mitchell, 2024)
« CPS ASEC linked to IRS data suggests 42% and 14% instead of 52% and 25%



« Long-run solvency

- Distributional effects and benefit adequacy

* Possible minimum OASDI benefit for retired / disabled workers
- Simplicity / transparency of the reform
- Effects on labor supply and claiming incentives
- Effects on overall federal debt

- Resilience to changes in the economy
- Consider decline in labor share of GDP



Labor's Share of Nonfarm Business Output

Percentage of output accruing to workers as compensation; quarterly, 1947-2026 Q1
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Decisions for Policymakers in the Very Near Future

« Allow OASI benefit cut of 22% in 2032 (and increasing % thereafter)?

- Would impose significant hardship on tens of millions of current and future recipients
- Would increase savings, labor supply, and GDP while lowering debt and interest rates

« Combine OASI and DI trust funds?
- Buys a bit more time — year of insolvency then 2034 not 2032

 Use general revenue to finance OASDI deficit (requires new legislation)?
- Amplifies pressure on other categories of federal spending
- Difference in incidence b/w income and payroll taxation

 Should reform retain pay-as-you-go structure?
- Combination of social security benefit reductions and/or tax increases

« Consider partial instead of comprehensive reform?

- Expand OASDI tax base beyond just earnings?

+ Could include capital income, ESI contributions, etc.

« Outside-the-box options (e.g. Cassidy — Kaine “Big Idea” plan)



 Debt-held-by-public to GDP ratio about 3X higher today

- Significant increase in earnings, income, and wealth inequality
- Lower share of earnings subject to OASDI taxes

« Similarly large increase in life expectancy inequality
- Avg life expectancy up much less in U.S. than other industrialized countries

 Labor income share declined from 61.0% in 1983 to 53.7% in 2026Q1

« Little pushback on gradual increase in full retirement age
-+ Equivalent to a 12.5% benefit cut for those born 1960 or later

« Large increase / removal of cap for 2.9% Medicare payroll tax in 1991 / 1994
- Little evidence of decline in earnings (though 2.9% much lower than 12.4%)
- Small surtax has precedent in another large social insurance program

- Largest increase in OASDI benefits for high-income workers
+ Max retired worker benefit up 84% from 1990-2024 versus 39% for avg benefit
- Driven by expansion of tax base and increase in delayed retirement credit



« Tax rate of 12.4% (unchanged since 1990)
- Taxable wage base - $184,500 in 2026 (covers 83% of earnings)

« 90-32-15 benefit formula and indexation of “bend points™
-« For example — keep 32-15 bend point fixed or fix maximum possible PIA

- Indexation of benefits after claiming (currently CPI-W)
- Could index by constant $ amount instead of constant % (Penny-Stangeland, 1987)

« Raise full retirement age of 67
« Alternatively or additionally change actuarial adjustment of retired worker benefits

- Many more subtle changes are possible such as:
- Increase from 35 to 38 or 40 the # of years of earnings used in AIME calculation

» Could introduce minimum benefit for disabled and retired workers



B

Gradual Adjustment Insufficient Given Magnitude of Gap

« Payroll tax: increase 12.4% to 17.3% 1n 2034 for solvency through 2100

- Achieving “sustainable solvency” even more challenging and requires larger increase

- Taxable wage base: eliminating cap insufficient for solvency through 2100
- Would make OASDI payroll tax a “pure tax” beyond $184,500
+ Incremental 12.4% would push MTR for high-income workers > 60% in many states

« Full retirement age / actuarial adjustment
- Gradual adjustment from 65 to 67 “worked” in 1983 amendments
+ Could insulate those claiming at or before (for example) age 64 from any impact

- Benefit formula: facilitates heterogeneous benefit reductions
- Examples: freeze 32-15 bend point, freeze max benefit, change 15% slope, etc.

- Indexation of benefits after claiming: savings take time to materialize

- Minimum benefit to assist the most disadvantaged
-+ Nearly 10% of retired workers with benefit < means-tested SSI benefit

- Expanding tax base beyond earnings — for example to capital income
- Similar to Medicare 3.8% net investment income tax beyond $200k / $250k



OASDI Reform as Challenging as the Tour de France?

21 distinct stages and 2,068 miles
Avg elevation gain of 8,500 feet per stage

Alpe d’Huez stage gain of 17,881 feet at
high elevations

Average winner speed of 26.92 mph
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 Very challenging to close the entire gap with just OASDI revenues and benefits

 General revenue could contribute fixed % of revenues after trust fund expiration
« Would enable gradual and predictable phase-in of tax increases / benefit reductions

« Social security deficit projected by Trustees at -0.94% of GDP in 2032
« Increases to -1.37% of GDP by 2052 and -2.24% of GDP by 2076
 Uncertainty about the gap increases significantly over time

 Precedent for this type of approach — Medicare Part B
 General revenue contributes a fixed share of program revenues

« Even partial reform could significantly reduce strain on overall federal budget
- Large and rising share of projected federal budget deficits attributable to OASDI deficits

« Could also introduce a minimum benefit to assist workers with very low benefits
- Relatively inexpensive (1-2% of program expenditures) and would reduce SSI expenditures
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