llewAmerican

Written by Veronique de Rugy on June 9, 2022

Rash Optimism on Social Security’s Solvency

Don’t worry if you get confused reading
accounts of the new Social Security Trustees
Report. On one hand, you have some articles
reporting that this document shows that
Social Security will be insolvent in less than
15 years. Others prompt you to pop
Champagne corks in celebration of Social
Security’s financial footing being so strong
that we can supposedly increase benefits.

But, of course, both can’t be true.

Social Security Works, an advocacy group
intent on expanding Social Security benefits,
tweeted: “Expanding Social Security is a Veronique de Rugy
solution to: The nation’s retirement crisis;

The economic squeeze on working families;

Rising income and wealth inequality. And

the good news is the 2022 Trustees Report

shows we can afford it!”

Similarly, the Alliance for Retired Americans writes that “The Trustees reports on the Social Security
and Medicare Trust Funds ... (show) once again that Social Security’s Old-Age and Survivors Insurance
(OASI) Trust Fund is strong and solvent.”

Meanwhile, over at the Committee for a Responsible Budget (CFRB), a center-left organization focused
on fiscal responsibility, the reaction couldn’t be more different. CFRB warns: “The latest Social Security
projections show the program is quickly headed toward insolvency and highlight the need for trust fund
solutions sooner rather than later to prevent across-the-board benefit cuts or abrupt changes to tax or
benefit levels.”

In reading their report, you encounter data about how “Social Security is only 13 years from
insolvency,” and how the program faces “large and rising imbalances” even though its finances have
improved slightly. Alarmingly, CFRB warns that time is running out.

Wouldn't it be nice if the correct interpretation of the data is the optimistic one? Indeed, it would. But it
ain’t.

An actual careful look at the report reveals that Social Security’s future remains grim. Since 2010,
Social Security has been running a permanent cash-flow deficit, meaning taxes collected for the
program consistently fail to cover the benefits paid to retirees. To fill the gap, the program has been
drawing from its trust-fund balances — first using the interest, then dipping into the principal — to keep
payments to retirees going.

If that’s not bad enough for us taxpayers, note this fact: It’s not as if we’re drawing on actual savings to
pay our current expenses. When Social Security draws from its so-called “trust fund,” there’s nothing
there except for what the U.S. Treasury simultaneously borrows to put into this fund. Thus, the U.S.
government digs itself even further into debt.
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But it hardly matters. The Old-Age and Survivors Insurance Trust Fund will run dry in 2034. This date is
a year later than was projected last year, hence the cheerful sound bites from those who want to expand
the program. If combined with the Disability Insurance Trust Fund, which standing alone is now
projected to remain solvent for the next 75 years, the date moves to 2035.

The program is solvent for slightly longer in part because so many older Americans died of COVID-19
during the pandemic, coupled with the strong recovery in tax revenue and wage growth that followed.
None of these three things are likely to last.

Therefore, “improvement” is a strong word to describe the situation. Whether in 2034 or slightly later,
when the fund runs dry, retiree benefits will be cut by 20% across the board. Congress could restore
the full benefits by raising the payroll tax rate from its current 12.4% to over 15%. But this tax hike
would fall especially hard on low-income workers.

Even this may still be too optimistic. Speaking at a CFRB event, my Mercatus Center colleague Charles
Blahous — a former public trustee for Social Security and Medicare — noted that some assumptions
underlying these results should give us pause. First, the report incorrectly assumes only 4.5% inflation
this year and 2.3% next year. This matters because benefits are adjusted for inflation, which means a
larger cost-of-living adjustment than currently projected, and a higher program cost.

Second, the sudden improvement in the Disability Trust Fund is in part due to a recent downturn in
disability incidence below historical averages. There’s no reason to assume this reduction is permanent,
throwing some cold water on the 75-year projected solvency of that trust. Equally unrealistic is the
assumption that several decades of low birth rates will suddenly turn around and increase going
forward.

When it comes to Social Security, there are few reasons to bring out the bubbly, and even fewer
reasons to increase benefits.

Veronique de Rugy is the George Gibbs Chair in Political Economy and a senior research fellow at the
Mercatus Center at George Mason University. To find out more about Veronique de Rugy and read
features by other Creators Syndicate writers and cartoonists, visit the Creators Syndicate Web page at
www.creators.com.
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Subscribe to the New American

Get exclusive digital access to the most informative,
non-partisan truthful news source for patriotic Americans!

Discover a refreshing blend of time-honored values, principles and insightful
perspectives within the pages of "The New American" magazine. Delve into a
world where tradition is the foundation, and exploration knows no bounds.

From politics and finance to foreign affairs, environment, culture,
and technology, we bring you an unparalleled array of topics that matter most.

What's Included?

24 Issues Per Year

Optional Print Edition

Digital Edition Access

= : Exclusive Subscriber Content
THE VAX = | L Audio provided for all articles
Unlimited access to past issues

Coming Soon! Ad FREE
60-Day money back guarantee!

Subscribe Cancel anytime.

Page 3 of 3


https://thenewamerican.com/subscribe?utm_source=_pdf
https://thenewamerican.com/subscribe?utm_source=_pdf
https://thenewamerican.com/author/veronique-de-rugy/?utm_source=_pdf

