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Social Security’s Funding Shortfall

Overview

Social Security provides monthly cash benefitsto retired or
disabled workers, their family members, and family
members of deceased workers. Many people ofallages
have some connection to theprogram, includingan
estimated 176 million covered workers and approximately
65 million beneficiaries in 2021.

The program’s income and outgo are accounted for with the
Social Security trustfunds. They representfunds dedicated
to pay current and future Social Security benefits. In 2020,
the programhad total income of $1,118 billion (93.2% from
dedicated taxrevenues), total expenditures of $1,107 billion
(99.0% forbenefit payments), and trust fund reserves of
$2.9 trillion (U.S. Treasurysecurities) available for future
programspending. Under the 2021 intermediate
assumptions, the Social Security Board of Trustees project,
with these asset reserves, the trust funds to remain “solvent”
until 2034 (the 2021 intermediate assumptions reflect the
trustees’ understanding of Social Security at the startof
2021. Thatis, until 2034, the trust funds are projected to be
able to pay full benefits scheduledunder currentlawon a
timely basis. In 2034, however, the trustfundreserves are
projected tobe depleted. While the programwould continue
to operate with scheduled taxrevenues, those revenues are
projected tocover 78% of scheduled benefits through the
end ofthe projectionperiod (2095). Itis unclearhowthe
U.S. Treasury would handle the paymentofscheduled
benefits under suchascenario.

Social Security’s projected long-range funding shortfall is
driven largely by demographic factors. Declines in fertility
and increases in longevity result in a lower ratio of workers
to beneficiaries (projections showthe ratio of workers
paying into the systemto supporteach beneficiary is
estimated to fallfrom 2.7 in 2021 to 2.3 in 2033). Changes
to Social Security have longbeen an issue of interestto
Congress fromatrust fund solvency perspective. Policy
proposals to address Social Security’s projected funding
shortfalltypically include acombination of revenue
increases and benefit adjustments. Althoughthe process of
selecting specific programchanges would likely involve
intense debate in Congress, policymakers generally agree
that taking legislative action sooner rather than later could
mitigate the effects on workers and beneficiaries and allow
people as much time as possible to adjust to the changes.

How Is Social Security Financed?

Social Security is a self-financing program. Of its total
income, 93.2% is from dedicated taxrevenues: (1) payroll
taxes paid by employers, employees, and self-employed
individuals;and (2) federalincome taxes paid by about half
of beneficiaries ona portionoftheir benefits. The program
also receives interestincome on theasset reserves held by
the Social Security trust funds (6.8%) and a smallamount

(less than 1%) of other income (including reimbursements
fromthe U.S. Treasury’s general fund).

Social Security coverageis nearly universal, with an
estimated 94% ofall workers participating in the systemin
2021. The Social Security payroll taxrate is 12.4%, divided
evenly betweenthe workerandthe employer; the taxis
applied to the worker’s earnings up to an annual limit
($142,800 in 2021). Any covered earnings abovethe annual
limit are not subject to the Social Security payrolltaxand
are not counted in the worker’s benefit computation. Social
Security benefits are intended to replace part ofa worker’s
earnings. As such, a worker’s benefit is based on his or her
career-average earnings in covered employmenti.e.,
earnings subject to the Social Security payrolltax)and a
progressive benefit formula that is intended to provide
adequate benefit levels forworkers with low career-average
earnings.

Issue Before Congress

e Over its 86-year history, Social Security has collected $24.1
trillion and paid out $21.2 trillion, leaving trust fund asset
reserves of $2.9 trillion.

e Projections show that Social Security will be unable to pay

scheduled benefits in full and on time starting in 2034,
primarily due to demographic factors.

What Is Social Security’s Projected
Financial Outlook?

Formany years, Social Security collected more tax
revenues thanneeded to pay benefits, resulting in the
accumulationoftrustfund asset reserves (held in the form
of interest-bearing U.S. Treasury securities) available for
future programspending. Starting in 2010, however, Social
Security’s total expenditures beganto exceed noninterest
income (i.e., cash-flow deficits emerged), requiring the
programto draw on trustfund reserves to pay scheduled
benefits. Thetrustees project that Social Security will
continue to run cash-flow deficits throughoutthe 75-year
projection period (2021-2095) and that annual cash-flow
deficits will grow markedly overtime. For example, the
program’s cash-flow deficit was $65 billion in 2020 and is
projected tobe $449 billion in 2033 (constant2021dollars).
(2021 Social Security Trustees Report, intermediate
assumptions.)

In 2021, Social Security’s costis projected to exceed total
income (i.e.,taxrevenues plus interest income). Trustfund
reserves are projectedto decline steadily fromtheir peak of
$2.9 trillion to zero in 2034. Following the depletion of
trust fundreserves, scheduled taxrevenues are projected to
be sufficient to pay 78% of scheduled benefits initially,
declining to 74% by 2095.

https://crsreports.congress.gov




Social Security’s costis projected to increase fasterthan
income overthe 75-year period; cost is projected to exceed
income by at least 20%. Expressed in other ways, Social
Security’s projected 75-year actuarial deficit is equalto
3.54% of taxable payroll (total earnings subjectto the
Social Security payroll taxwith some adjustments) or about
1.2% of GDP.

What Is Driving the Projected Funding
Shortfall?

Social Security’s future income and costs are determined by
many demographic, economic, and program-s pecific
factors. Thesefactors includebirth rates, deathrates,
immigration, employment rates, productivity gains, wage
growth, price growth, interestrates, disability benefits claim
rates, and programdesign features. Among other things,
they affect the number of coveredworkers and their level of
earnings, as wellas the size and makeup of the beneficiary
population and the level of monthly benefits.

The trustees project that the program’s income rate (i.e.,
income as a percentage of taxable payroll) will be stable at
about 13% throughout the 75-year period. Thecost rate,
however, is projected to increase markedly overthenext
two decades (fromabout 14% to 18%) primarily dueto
demographic trends. Economic factors—such as the 2008
recession, which led to lower taxable earningsand more
beneficiaries than expected—playarole. However,
accordingto the trustees, demographic factors alone would
cause thecost rateto increase markedly in coming years.

The cost of the Social Security programis projectedto
increase faster than income primarily due to adecline in the
number of workers payinginto thesystemrelative to the
number of beneficiaries. Overthenext 20 years, the
worker-to-beneficiary ratio is projected to decline as the
baby-boomgeneration moves intoretirement and is
replaced with workers from lower-birth-rate generations.
Althoughprojectedincreases in life expectancy play arole,
the trustees point tothe shift in the population’s age
distribution due to lower birth rates as the dominant factor
in increased programcost over the next 75 years.

What Happens to Benefits if Trust Fund
Reserves Are Depleted?

Such ascenario has notoccurredin the past, raising
questions abouthowthe Treasury would handle scheduled
benefit payments. Social Security does nothave authority to
borrow fromthe general fund ofthe U.S. Treasury to make
up forany funding shortfalls; such borrowing would require
legislative action. Yet, the United States is legally obligated
to make Social Security payments to any person who meets
the eligibility requirements established in Title 1l of the
Social Security Act, and the act states thatbenefits shall be
paid only fromthe Social Security trustfunds. Atthesame
time, the Antideficiency Actpreventsan agency from
paying more in benefits thanthe amountin the source of
funds available to pay the benefits. It appears that
beneficiaries would have to wait until the Social Security
trust funds receivea sufficientamount of taxrevenues to
pay full benefits, unless Congress amends applicable laws.
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What Can Be Done to Restore Balance?
Overthe years, policymakers have putforth numerous
proposals to balance Social Security’s finances andachieve
otherobjectives. Such proposals typically include a
combination of revenue increases and benefit adjustments.
In the past, some proposals would have established a
personal accountcomponentto the Social Security system
to supplement or replace traditional Social Security
benefits. Some ofthe more commonly discussed proposals
include increasing the amountof covered earnings subject
to the payrolltax(the taxable wage base), increasing the
payrolltaxrate, raising the retirement age, modifying the
benefit formula, and changing the annual cost-of-living
adjustment (COLA) calculation.

Striking a balance between Social Security’s future revenue
and benefit streams can provechallenging. Froma policy
perspective, forexample, an increase in eitherthe taxable
wage base orthe payroll tax rate could provide an equal
amount of additional revenues. These two options,
however, would affect differentgroups within the
population. Increasing the taxable wage basewould affect
the estimated 6% of covered workers who have earnings
above thecurrent taxable wage base, while increasing the
payrolltaxrate would affect all covered workers. Froma
political perspective, public opinion regarding different
options canvary among constituencies.

What Is the Timeframe for Action?

Social Security is the primary source of retirement income
for many beneficiaries. Given projections showing thatin
less than 13 years scheduled benefits cannot be paid in full
and on time, and the magnitude of the projected funding
shortfall, policymakers generally agreethat legislative
action should be takensooner rather than later. As stated in
their2021 annualreport to Congress, “The Trustees
recommend that lawmakers address the projected trustfund
shortfalls in a timely way in order to phase in necessary
changes gradually and give workers and beneficiaries time
to adjust to them. Implementing changes sooner rather than
later would allow more generations to sharein the needed
revenue increases or reductions in scheduled benefits.”

Toillustrate the magnitude of changes needed to maintain
Social Security solvency overthenext 75 years, the trustees
point out hypothetically two options thatit would take:

e animmediate 3.36 percentage point increase in the
payrolltaxrate (from 12.40% to 15.76%) or

e animmediate 21% reductionin scheduled benefits for
all current and future beneficiaries (ora 25% reduction
for newly-eligible beneficiaries only).

Formore information, see CRS Report RL33028, Social
Security: The Trust Funds.

BarryF. Huston, Analystin Social Policy
IF10522
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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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