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Background

Social Security is awork-related, federal insurance program
that provides cash benefits to workers andtheir eligible
family members in the eventofthe worker’s retirement,
disability, or death. Workers become eligible for future
benefits by working in Social Security-covered employment
(e.g., workers and theiremployers pay payroll taxes based
on coveredearnings). Among other requirements, aworker
generally needs 40 quarters of coverage or QCs (10 years of
Social Security-covered employment) to be eligible fora
Social Security retired-worker benefit. A worker may earn
up to four QCs percalendar year (earnings of $5,880 in
2021 for four QCs).

The special minimum benefit and the Windfall Elimination
Provision (WEP) are two distinct provisions that may affect
Social Security benefits for certain workers andtheir
dependents. Understanding the interaction betweenthetwo
provisions may be helpfulto policymakers when they
consider changes to these provisions.

Special Minimum Benefit

Social Security’s special minimum benefit provision, also
known as the Special MinimumPrimary Insurance Amount
(P1A), is an alternative benefit formula thatincreases
benefits paid to workers who had low earnings for many
years, and to their dependents and survivors. The Special
Minimum PIA is based on thenumber of years a person has
worked with earnings at orabove a specified threshold,
whereas theregular benefit formula is based ona worker’s
average lifetime earnings. The worker receives the higher
of the two benefits (but not both).

Underthe Special MinimumPIA, a person earns a year of
coverageifthe worker has coveredearnings equal to or
greater than 15% ofthe old law contributionand benefit
base. The earnings required fora year of coverage are
$15,930 in 2021. In 2021, fora worker with 11 years of
coverage, the Special MinimumPIA would be $43 per
month. It increases by about$45 per month foreach
additional year of coverage; a personwith 30 or more years
of coverage would qualify fora Special Minimum PIA of
$898 per month.

The Special Minimum PIA has virtually no effecton the
benefits paid to today’s new retirees. Under current law, it
grows with price levels, whereas the regular benefit is
linked to wages. Becausewages generally grow faster than
prices, the Special MinimumPIA affects fewer
beneficiaries every year. The Social Security
Administration (SSA) estimates that the provisionwould
have no effect on workersturning 62in 2022 or later

because their regular benefits would be higherthanthe
Special Minimum PIA.

As of December 2020, about 28,456 of the roughly 65
million Social Security beneficiaries qualified for the
specialminimum benefit.

Windfall Elimination Provision (WEP)

The WEP is amodified benefit formula designed toremove
the unintended advantage, or “windfall,” of the regular
progressive benefit formula for certain retired or disabled
workers (and their dependents) who spentless thanfull
careers in coveredemployment and whoare also entitled to
pension benefits based on earnings fromjobs not covered
by Social Security (e.g., certain stateand local government
employees). The WEP applies to most beneficiaries who
had both fewer than 30 years of substantial earnings in
Social Security-covered employmentand a pension from
non-covered work.

Underthe WEP, aworker receives a year of coverage if he
or she has covered substantial earnings at or above 25% of
the old law contributionand benefit base. The substantial
earnings required forayearofcoverage are $26,550 in
2021. For people who become eligible for benefits in 2021
and have 20 or fewer years of substantial earnings, the
WEP reduces the Social Security monthly benefit by $498
(subject to other benefit adjustments). The monthly WEP
reductiondecreases by about $50 for each additional year
of substantial earnings; a worker with 30 or more years of
substantial earnings is no longer subject to the WEP.

As of December 2020, about 1.9 million beneficiaries (or
about 3% of all Social Security beneficiaries) were affected
by the WEP.

Beneficiaries Affected by WEP Could
Receive a Higher Special Minimum PIA
The Special Minimum PIA does not have a WEP provision,
so abeneficiary who hastheir retired worker benefit
reduced bythe WEP may receive a higher special minimum
benefit. Therefore, the special minimum PIA has partly
reversedthe impact ofthe WEP reduction for beneficiaries
who are affected by both provisions.

Figure 1 displaysthe Special MinimumPIA and WEP PIA
for three hypothetical workers who would be affected by
the WEP. Each worker is assumedto have worked 20 years
in covered employmentand received the substantial
earningsamount required by the WEP eachyear. Forthe
workers who became eligible for Social Security benefits in
2000 and 2010, the Special MinimumPIA would be greater
than WEP PIA; thus, bothworkers would receive the higher
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special minimum benefit. Because ofthe diminishing effect
of the special minimum benefit, the worker who became
eligible in 2020 would receive a higher WEP PIA.

Figure 1. Monthly Special Minimum PIA and WEP
PIA for Hypothetical Workers Affected by the WEP

Assumes the individual worked in covered employment for 20
years fromage 41 to 60 and earned exactly 25% of the old
law contribution and benefit base annually in those years
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Source: CRS and Social Security Administration,
http://www.socialsecurity.gov/cgi-bin/smt.cgi.

Notes: The Special Minimum PIA in each year was theamount
effective in the December of the prior year. Workers’ WEP
reductions are assumed to not be affected by otheradjustments. The
benefit level is measured when the worker turnsage 62,and no early
retirement reduction is applied.

The Diminishing Effect of the Special
Minimum PIA and Its Relationship with
the WEP

The impact of the Special Minimum PIA has diminished
overtime as the number of Social Security beneficiaries
eligible forthe provisiondecreased from205,031 in 1991
(about 0.5% ofall beneficiaries) to 28,456 in 2020 (less
than 0.1% of all beneficiaries).

SSA has published three actuarial notes regarding the
diminishing effect of the special minimum benefit on
beneficiaries in 2000, 2013, and 2020 (see Figure 2).In
2000, among the roughly 95,800 families (estimated based
on 1% sample) who were receiving the Special Minimum
PIA, about 11% were affected by the WEP. This percentage
increasedto 39% in 2013 and to 71% in 2020. The
proportion of the special minimum benefit population
affected by the WEP increased over the pasttwo decades,
mainly because the Special MinimumPIA has affected very
few newly eligible beneficiaries whose benefits were based
on the regular benefit formula (those not affected by the
WEP) since 2000.

Proposals to Change the Special
Minimum Benefit

Proposals to expand eligibility for the special minimum
benefit usually would lower the amount of earnings

required foreach year of coverage (e.g., the amountneeded
for four QCs) and increasethe monthly benefitamountto a
levelabove the poverty line (e.g., 125% of the federal
poverty guideline). These proposed changes could generally
allow more beneficiaries to become eligible for the Special
Minimum PIA and receive a larger benefit amount
compared to current law. Withouta WEP-like adjustment to
the proposed special minimum benefit, the following may
occur:

e More beneficiaries affected by the WEP may become
eligible forthe proposed improved Special Minimum
PIA and receive a higher benefit amount.

e Asmore beneficiaries become eligible for the proposed
improved Special MinimumPIA, the percentage of
those beneficiaries who would beaffected by the WEP
may gradually decrease to the 2000 level (11%) or
lower.

The special minimum benefit was enacted in 1972 (P.L. 92-
603). The provisionwas designed to increase benefit
adequacy among full-time, full-career minimum wage
earners, and to help those workers reduce dependenceon
means-tested cash assistance. The provision was also
designed toavoid providing windfalls to persons with little
or sporadic attachment to the covered workforce. Ifthe
objective remains the same today, it may be reasonable to
make beneficiaries affected by the WEP ineligible to
receive the proposed expanded Special MinimumPIA.

Figure 2. Number of Families Receiving the Special
Minimum PIA by WEP Status, 2000,2013,and 2020

Number of Families
95,800
Affected by
WEP
Not Affected
by WEP —» 32,806
19,825
. [
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Source: Social Security Administration, Actuarial Note No.143, | 54,
and 162 (by Craig A. Feinstein).

Notes: The number of families in 2000 is estimated based on 1%
sample. A family may include one or more beneficiaries.
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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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