Actuaries Look At Options for Reforming Social Security
The American Academy of Actuaries heas described below commaondy discussed opfions for reforming Social Secwrify, alovg with fheir impact on the salvency of the program s
frost i Tow cam wse 1185 fo defermine acomBivafion of opfioys fhaf mahes Shoial Securify solventagam. (The fofd impact on solverey musfeqdd or exceed 100P0 ) n
ackdifiony i1 order fo lhegp Social Serwiiy solvert parmarently, ofher adivstmerts woudd be needed in the flifure. This game is on cur web sife af www. aofucey.org

Option Supporiers say... Opponents say... g 4
Fix | Favor

1-Raise the retivement age to T0hy | Since Social Securitywas enacted, life expectancy tas increased | Codldbe hard on people with phosically deranding jobs o who are | 683 | 48%
2030 and leep adjusting the age as | fromal o 76 sears, and we are healthier at older ages. Itmakes | parfiallydisabled; eroplosets maynot want an older worldoree with

peop le lre longer. sense to keep pace hyraskivg people to work lorger hefore asanciated higher health care costs.
clairning full refite went benefits, as the vwill prdb live lovzer. Llt: Beceletate increase intetivernent age to 67 and index thereafter | 33%
2-Bedwee cost-of liring adjustment | & Congressional corariission felt that the Conswaer Price Index | BLS decreased the CPI estizrate by 3043 COLA wductiors are Al | 264
(COLA)Yhy 3% percentage points (ZFI) was overstated byl 1 percentage points, meaning the currnlatree which rnean oldest 1 tivees fall far bhehind in purhasing
anrual COLA is too high. power. Verselderlywomen alveady have weryhigh povettyrates.
3-Bedwce henefiis by 5% for Eweryone should be part of the solution. This wonld hit baest people with low incorees who often rely 3 | 134
fuiure retirees. etitivel won Social Security for all their retivernent incorme.
4 Affluenece Test: Redwee henefits | This opfion preserves benefits for those mostinneed. &ecouple | Discourage s ssvings and enconrages people fo hide assets; changes | 753 [ 50%
for those w hose total retivennent with total retirement ivc are (incloding irsvestoent eamirg & the | Social Secwity frorm untversal pograra to one based or need. Social faver 4t
income exceeds $50,000 per vear. | value of IWedicare) of $70K would lose 300, of the ir Social Secwityneeds wiversal suppor o suvTve. Sotne people wight try higher
S ecun tybenefit. Crer $120F theywould lose 85%, to aviodd perivge taves ifthesr didn’t ge t anthire forthe m catatt

5-Raice payroll tax onworkers Increasirg the Social Security pavroll ta from 12.4% 40 13.4% Becanss we may also have to increase the Medicar pavroll tax, fotal | 51% | 313
and enployershy 3% percentage igrachallyh won’t ot because real wage s are going up and it taxaticm cowld be budensore, particnlarlyfor low-income peotde.

poinis each would solve half of the systern’s financial pedhlere. Workers might save less, eraploners pay less fo pension.
6- Increase wages subject i Social | Faising the current $90,000 lirdt byabout 1/4™ would increase | Ivikes Social S ecurity a worse deal for those with higher incomes, 265 | 15N
Security tax FICA ( & SECA) taxes for thoss who can affood it who will get little for theiradditional corntribution. Costly for
emplovers too. Emdes woversal support Al Elirunate cap T

T-Tax Social Securityhenefits ke | Wheraren’t Social Secuntyberefits taved as roach as pension This will increasze the taves of raiddle income people 0% | 254
pension henefits berefits? Low-incoree retivees (30% of total) wonld stll pay no

mmeorne fax. It simplifies tax rules, bt should be phasedim.
8-Inchul e new staie and local atate and local workers should pay their fair share to keep Social | These workers do fine under theirovn pensiors; this would drext 10%: | 834
govermment workers Secutitysolvent. Universal 535 has less probleres. contributions frorm state and local governrment pernsion plans.
9-Tmovest 40% of the Sor ial Could boost et on ieeestroe nt with less rsk to individuals, Social Secwity's assets conld be 3% of priate market; stockwoting | 36%* | 334
Security Trust Fund inprivate hiring ivsrestrnent maragers and nsing indexes avoids and stock s lection conld be politicized. Could increase incore 1o
invesimends such as siocls gonernvent inderference. Saves woney otside gove miment. taxes, interest rates, and borrowing costs, as gov’t gets less, S0
10- Create personal retirement Could boost et on irestreent. Ldd-on would increas: Indrviduals take on rvestroent risk, inflation risk, longevitsyrisk, i a0
accounts (Divert some payrolltax | national savings and productivity Saves roney outside leakage risk. Large transition costs rust e paid to cover cmrent
to aprivate accoumt) goverrrnent. Ghves incdivical wore control over irvestrents and | retivees and adviristrative costs conld eat into retrms. Could

responsibiity for retirernend Increase incoree taxes, interest rates, ard bomowing costs. Add-on

reduces other savitg and pension contrbubons.

“% Favoring” & fromvotes at Town Hall meetings sponsored by America Discusses Social Security across the coumiry afier options were discussed.

®  Thisis heovily depondeni on the assumption for future diveshnent raurys.

*# Model I of Bush's Commission fo Srangthen Sooial Secupity, which wes solely a plan fo implemeant imdvided accowts [TA) did vof redire Sbeial Securify’'s deficit. Thetr
Meadel 2 showed thet flae IAs could help workers make wp some of the cufs infhe Social Securily guarateed bangfitif ther irvesimerts do well.



