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Social Security Trust Fund Investment Practices

Background

Social Security is a self-financing programthat provides
monthly cashbenefits to retired or disabled workers, and to
the eligible family members ofretired, disabled, or
deceasedworkers. There are about 65 million beneficiaries
in 2021.

Workers gain benefit eligibility for themselvesandtheir
family members by working in jobs covered by Social
Security, among other requirements. An estimated 176
million workers (94% ofall workers in 2021) are covered
by Social Security. Covered workers andtheiremployers
must pay Social Security payrolltaxes, which are the
program’s primary source of income. The programalso
receives income fromthe federal income taxes thatsome
beneficiaries pay on a portion of their benefits. Together,
these dedicated taxrevenues represent 93.2% of Social
Security’s total income.

Social Security operates with a trustfundfinancing
mechanism. The Social Security trustfunds are accounts
within the U.S. Treasurythat(1) trackincome and
expenditures forthe programand (2) hold the accumulated
assets forthe program. As such, they represent funds
dedicatedto pay current and future Social Security benefits.
(There are two separate trustfunds: the Old-Age and
Survivors Insurance [OASI] Trust Fund and the Disability
Insurance [DI] Trust Fund. They are referred to here on a
combined basis as the Social Security trust funds.)

As required by law, Social Security taxrevenues are
invested in interest-bearing U.S. governmentobligations.
Currently, the trust funds hold about $2.9trillion in U.S.
Treasury securities. In 2020, the trust fund holdings earned
approximately $76 billion in interest, representing 6.8% of
Social Security’s total income.

In the past, attention has focused on alternative investment
practices in an effort to increase the interestearnings of the
trust funds, among other goals. This In Focus explains
current Social Security trust fund investment practices.

The Trust Funds

Section 201 of the Social Security Act (42 U.S.C. 401)
requires the managing trustee ofthe Social Security trust
funds (the Secretary ofthe Treasury) to invest Social
Security taxrevenues in special “nonmarketable” federal
public-debt obligations called special issues (i.e., securities
available only to the trustfunds, notto the general public).
The Secretary may invest in marketable federal securities,
which are available to the general public, if that is
determined to be “in the public interest.”

The Social Security taxrevenues that are exchanged for the
U.S. governmentobligations gointo thegeneral fund ofthe

U.S. Treasury, andthey are indistinguishable fromall other
revenues in the general fund. Social Security benefitsand
administrative expenses are also paid fromthe general fund
of the U.S. Treasury. When Social Security payments are
made from the general fund, an equalamount of U.S.
government obligations are redeemed fromthe Social
Security trustfunds.

Key Points

° Social Security is a self-financing program, with 93.2% of its
total 2020 income from dedicated tax revenues.

o  Social Security tax revenues are invested in interest-bearing
US. government obligations held by the Social Security
trust funds, as required by law.

e  Trust fund holdings—about $2.9 trillion in US. Treasury
securities in 2020—represent funds dedicated to pay
current and future Social Security benefits.

e  The effective interest rate earned on all obligations held by
the trust fundsin 2020 was 2.6%; the average interest rate
on new special issues was 1.0%.

e  The trust funds earned approximately $76 billion in interest
in 2020, representing 6.8% of Social Security’s total income.

The holdings of the Social Security trustfunds represent the
amount of money thatthe U.S. Treasury’s general fund
owes to the Social Security trust funds. There is no separate
poolofcash setaside for Social Security purposes.
However, that is notto saythat theholdings of the Social
Security trustfunds are not “real” assets. The U.S.
government obligations purchased by thetrust funds are
backed by the full faith and credit ofthe United States and
guaranteed with respect to both principal and interest by the
United States, as specified in Section 201(d) of the Social
Security Act (42U.S.C. 401[d]).

Stated another way, the holdings of the Social Security trust
funds (theasset reserves) represent theaccumulated total of
surplus Social Security taxrevenues collected for the
programoverthe years, plus theinterestearned on
securities held by the trust funds. Over its 86-year history,
the programhas collected $24.1 trillion and paid out $21.2
trillion, leaving trust fund reserves of about $2.9trillion
available for future programspending. Aslongas the trust
funds have a sufficient balance, they represent the authority
and an obligationforthe U.S. Treasury to issue benefit
payments scheduled under currentlaw.

Since 2010, Social Security has relied on trust fund reserves
to supplement currenttaxrevenues to pay benefits
scheduledunder currentlaw. Thosereserves are projected
to be depletedin 2034 (the 2021 intermediate assumptions
reflect the Board of Trustees’ understanding of Social
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Security at the start of 2021). Following depletion of trust
fund reserves, the programwould operate with currenttax
revenues; however, theyare projectedto cover only about
three-fourths of scheduled benefit payments through 2095.

Investment Guidelines

Section 201 of the Social Security Act (42 U.S.C. 401)
providesthe following guidelines for trust fundinvestment:

e Funds not immediately in demand for benefits or
administrative expenses are to be invested in interest-
bearing obligations guaranteed as to both principal and
interest by the United States.

e Obligationsare to be purchasedat the issue price or at
the market price for outstanding obligations.

e The Managing Trustee ofthe Social Security trustfunds
(the Secretary of the Treasury) is required to invest in
special “nonmarketable” federal public-debt
obligations—special issues to the trustfunds thatare not
available to the general public—except whenthe
Secretary determines thatthe purchase of marketable
federal securities is “in the public interest.”

e Specialissuesshall have maturities fixed with due
regard forthe needs of the trust funds and will pay arate
of interest, calculated at the time of issue, equal to the
average market yield on all marketable interest-bearing
obligations ofthe United States that are not dueor
callable (redeemable) for at least four years.

e Marketable federal securities purchased by the trust
funds may be sold at the market price. Special issue
obligations may be redeemed at par plus accrued interest
(without penalty for redemption before maturity).
(Investment in special issues gives thetrust funds the
same flexibility as holding cash.)

The Treasury Departmenthas determined thatthe purchase
of marketable federal securities (i.e., public issues) would
bein the public interestonly when it might serve to
stabilize the market for Treasury issues. Because an
“unstable market” would be characterized by falling bond
prices, purchases of marketable federal securities at these
times would appearto be advantageous for the trust funds.
In practice, however, open market purchases have been
rare. Althoughthetrust funds have held public issues in the
past, they currently hold special issues only.

Interest earned on the trustfund holdings is credited
semiannually (June 30and December 31) by issuing
additional securities to the trust funds. In calendar year
(CY) 2020, interest earnings totaled approximately $76
billion (6.8% of total income for the Social Security trust
funds). The effective interest rateearned onall obligations
held by the trust funds in CY2020 was 2.6%. (The effective
rate reflects the entire portfolio of securities held by the
trust funds.) The average interest rate earned on new special
issuesin CY2020 was 1.0%. (Social Security
Administration, Office of the Chief Actuary, Average and
Effective InterestRates, at https:/Amww.ssa.gov/OACT/
ProgData/annualinterestrates.html.)

Social Security Trust Fund Investment Practices

The maturity dates of new special-issuesecurities are set by
a standardized procedure. Revenues are invested
immediately in short-termissues called certificates of
indebtedness, whichmature on thenext June 30. On June
30 of each year, certificates of indebtedness that have not
been redeemed are reinvested in longer-termspecial-issue
bonds. In general, the maturities of the bonds range from1
to 15 years; the goalis to have about one-fifteenth of them
mature each year, depending onthe needs of the trust funds.

Issues

Althoughsome policymakers have questioned whether the
current investmentpractices have constrained the trust
funds’ earnings, various advisory councils, congressional
committees, and other groups have generally endorsed the
practices overtheyears. These practices have been justified
as away to ensure safety of principal and stability of
interest andto avoid intrusion into private markets. These
practices havealso beenregardedas away to avoid the
political influences thatwould be inherent in investing
outsidethe U.S.government. In general, the goalhasbeen
to place the trust funds in the same positionas any long-
term investor seeking a safe rate of return by investing in
U.S. securities, and neither advantage nor disadvantage the
trust funds relative to these investors or other parts of the
government.

Policymakers interested in ways to potentially increase
interest income to the trustfunds (or, as in past years, to
prevent any surplus Social Security taxrevenues frombeing
used forother, non-Social Security spending purposes) have
introduced legislation to alter trust fund investment
practices. Some past proposals would have provided for the
investment ofa portion of the trust fund reserves in
equities.

The Social Security Administration’s Office ofthe Chief
Actuary provides estimates of how various provisions to
altertrust fund investment practices would affectthe
financial status of the Social Security trust funds. See
Individual Changes Modifying Social Security, Category G:
Investment in Marketable Securities, at
https://www.ssa.gov/OACT/solvency/provisions/
indexhtml.
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Disclaimer

This document was prepared by the Congressional Research Service (CRS). CRS serves as nonpartisan shared staff to
congressional committees and Members of Congress. It operates solely at thebehest of and under thedirection of Congress.
Information ina CRS Report should not be relied uponfor purposes other than public understanding of information that has
been provided by CRS to Members of Congress in connection with CRS’s institutional role. CRS Reports, as a work ofthe
United States Government, are notsubject to copyright protection in the United States. Any CRS Report may be
reproducedand distributed in its entirety without permission fromCRS. However, as a CRS Report may include
copyrighted images or material froma third party, you may needto obtain the permission of the copyright holder if you
wish to copy or otherwise use copyrighted material.
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