Japan and the United States have mature, defined benefit Social Security systems
that provide a basic level of income to most retired workers. The retirement benefit in
both countries is determined using an earnings based benefit formula. Japan has a
separate benefit that provides a specified yen amount for all persons plus an earnings
benefit. Current law specifies that the benefit formula will ultimately be 0.7125 percent
of earnings for each year of covered employment.

In the United States, there is no flat benefit; however, the benefit formula is
progressive and provides a greater proportionate benefit to low-wage workers. Fora
person reaching age 62 in 2003, benefits are determingd using a formula that provides 90
percent of the first $606 of average indexed monthly earnings (AIME), plus 32 percent of
the next $3,047 of AIME, plus 15 percent of AIME in excess of $3,653. Both countries
provide nearly universal coverage and workers who have average earnings and have a
full career of participation in the system will receive a retirement benefit that is 40 to 50
percent of their average earnings.

The Social Security systems of both countries are facing significant long range
funding problems. Important policy debates concerning how to modify these programs
are occurring in both countries. Current projections indicate that to pay benefits specified
under current law the payroll tax for the Japanese system would have to increase from its
current level of 13.58 percent of annual earnings to 24.8 percent in the next 25 years.! In
the United States, the cost of Old Age Survivors and Disability (OASDI) is projected to
rise from 10.8 percent in 2002 to 20.1 percent in 2080. The income rate for these
programs is approximately 13 percent of covered payroll. Thus the projected shortfall in

revenues is over 6 percent of payroll.2 Confronted with these financial realities, policy

—102—



makers are debating how to reduce future costs of providing retirement benefits or
identifying methods of increasing future revenues. The debates in both countries are
wide ranging and include many policy options. This paper provides an assessment uf the

debate in the United States and discusses its implications for reform in Japan.

FINANICAL STATUS AND THE NEED FOR REFORM

The United States, Japan, and the other developed countries are facing the
prospects of rapidly increasing costs associated with retirement programs. The projected
higher cost of providing future retirement benefits is primarily the result of the continued
aging of national populations and the increase in the ratio of beneficiaries per worker.
While forecasting future costs and revenues of a national social security system is a
complicated task requiring many assumptions, a simple example can illustrate the core of
the problem facing national govt:mments.3 Consider a pay-as-you-go retirement system

such that annual revenues must equal annual expenditures or

tWL=BR
where W represents average earnings per worker, L is the number of workers, B is the
average retirement benefit, R indicates the number of retirees, and t is the tax rate

necessary to provide needed revenues to pay retirement benefits.

Rearranging terms produces the following equation:

t=(B/W) (R/L)
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B/W represents the replacement ratio and R/L indicates the ratio of retirees to workers. If
we assurﬁe that B/W is set by the benefit formula under current law, then increases in R/L
resulting from population aging will increase the required tax rate. For illustration,
assume that the benefit formula under current law specifies a replacement rate of 0.5 and
that the current ratio of retirees to workers is 0.33 or three workers per retiree. The

needed pay-as-you-go tax rate would be 17 percent of covered payroll.

t=(0.5) (0.33)=0.17

As the population ages due to low fertility and increased life expectancy, R/L rises.
Projections in the United States and Japan indicate sharp increases in this ratio will occur
in the next few decades. Assume that R/L increases to 0.66 or 1.5 workers per retiree.

Holding constant the benefit formula, the needed pay-as-you-tax rate would rise to 33

percent.

t=(0.5) (0.66) = 0.33

Faced with tax increases of this magnitude, countries around the world are
considering a wide range of potential reforms to their social security programs. The
future is clear. If the current defined benefit structure is retained, either projected
expenditures must be reduced or revenues must be incfeascd. The growth of

expenditures can be slowed by reducing future benefits compared to those promised
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under current law. It is important to recognize that such proposals still may allow for the
growth of nominal or even real benefits in the future. The growth in expenditures can be
reduced by changing benefits formulas to lower future replacement ratios or by raising
the retirement age to limit the number of beneficiaries. Alternatively, the defined benefit
can be replaced in whole or in part by pre-funded individual accounts. Without such
modifications in benefits, there ﬁmst bé a large increase in future tax rates. Of course,
revenues could be increased by a higher payroll tax or through transfers from the general
fund.

Recognizing the higher cost of future retirement benefits, both the United States
and Japan have made policy changes to moderate the growth of expenditures. The
normal retirement age in the United States is being raised from its traditional age of 65 to
age 67. The normal retirement age in Japan is being raised to 65 and the benefit formula
has been reduced from 1.0 percent of eamnings per year of coverage to 0.7125 percent of
years. Despite these changes in benefits, expenditures as a percent of earnings are
projected to increase significantly in both countries in the coming years.

Debate concerning reform of national social security programs is occurring in
most developed countries and also in many of the developing countries. Policy makers
can learn from the successes and failures of other countries. As requested by the National
Institute of Population and Social Security Research, this paper provides a brief overview
of the debate on social security reform in the United States. In addition, it provides an
assessment of some of the specific characteristics of the U.S. system and how
consideration of these parameters might be useful for policy reform in Japan. The paper

concludes with a discussion of how the U.S. experience might be useful for Japan.
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SOCIAL SECURITY REFORM PROPOSALS IN THE US

Over the past decade a series of national panels and commissions have made
recommendations for reforming Social Security in the United States in order to address
projected long run financial problems. In addition, presidents, senators, representatives,
and other policy makers have also developed proposals to amend the system. At the
present time, there is no single proposal for reform being deba‘tecl in Congress nor is there
a consensus on the urgency of action. Instead, policy makers are considering a wide
range of options that would partially or completely eliminate the long-run financial
deficit facing Social Security.

This section briefly describes some of the most prominent proposals that have
been made, contrasts their policy objectives, and assesses their impact on the financial
status of the system. The proposals described also illustrate the range of options
currently being debated by policy makers in the United States. The review begins with
the 1994-1996 Advisory Council and ends with the recommendations of the Bush
Commission to Strengthen Social Security.

In 1994, President Clinton appointed the 1994-1996 Social Security Advisory
Council. This Council was charged with developing a plan to restore the financial
balance of the U. S. Social Security retirement and disability programs. The Council
failed to reach a consensus on a strategy to address the financial imbalance of the current
system. Instead of submitting a single proposal, the Council splintered into three groups
each of which submitted its own proposal. These proposals were very different in their

approach to solving the long run financial problems facing Social Security. One of the
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[:;roposals relied almost entirely on tax increases in order to finance the payment of
currently promised benefits, one concentrated on benefit decreases to remain within
expected revenues based on current tax rates, and the third involved a total restructuring
of the system.

Since the Council issued its report, several others proposals have been made by
national leaders and other commissions including a proposal made by President Clinton
that would rely primarily on additional income from general tax revenues to help finance
Social Security. In addition, each of the proponents of the three Council
recommendations has amended their proposals in response to criticisms and in effort to
obtain additional support.* In 2001, President Bush appointed the Commission to
Strengthen Social Security (CSSS) to propose changes in Social Security consistent with
his views. The primary recommendation of this commission was a change in the
indexing formula that would reduce the growth of real benefits paid to future retirees. A
review of the options in the three proposals by the Advisory Council plus those made by
President Clinton and the CSSS provide a useful range of possible options for reforming
Social Security. They represent the ideas from across the political and philosobhical
spectra for reforming Social Security.

1994-1996 Social Security Advisory Council

Since the establishment of Social Security, advisory councils have been
appointed periodically (typically every four years) to examine some specific aspect of
the Social Security and to make recommendations for change. The focus of the 1994-

96 Council was the long-range finances of OASDI. In their deliberations, council
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members generally agreed on the magnitude and timing of the deficit, however, they
strongly disagreed on the best methods of restoring the financial status of the program.

The Council was unable to overcome these philosophical differences and thus
the members did not reach agreement on a single consensus set of policy reforms to
eliminate or reduce the long run funding problem. As a result, the members splintered
into three groups and each group developed a proposal aimed at eliminating the long-
term deficit. These proposals were very different in their philosophy and their
approach; Two of the proposals maintained the basic benefit structure but differed
substantially in the future generosity of the benefits. Two groups proposed introducing
mandatory individual retirement accounts for all workers although they differed widely
in the scope and options for these accounts. All three proposed considering the use of
private capital markets to provide a higher return on Social Security Trust Fund
investments. The changes contained in each of these proposals are briefly described
below.

Maintenance of Benefits. One faction on the Council led by Robert Ball,
former Commissioner of the Social Security Administration, developed a plan that was
consistent with the traditional approach to addressing Social Security funding problems.
This proposal was called the Maintenance of Benefits plan. The fundamental premise
of this plan was to increase future revenues so that existing benefit formula could be
maintained. This plan included several minor reductions in benefits but did not call for
any major significant reduction in the benefits promised to future retirees.

This plan would increase future income to Social Security by raising the federal

income tax rate on most Social Security benefits. Under current law, these taxes go to

—108—



the Social Security Trust Fund. The proposal also would increase net revenues by
requiring that all new state and local government employees be included in the Social
Security system. Finally, the plan called for an increase in the payroll tax of 1.6
percentage point in the combined employer-employee payroll tax so years in the future.

These changes were not projected to be sufficient to eliminate the entire 75-year
funding deficit. To address the remaining short fall in revenues, the advocates of this
plan proposed to study the possibility of investing of some of the Social Security Trust
Fund in the private equities markets. The expectation was that these investments would
increase the return on assets and prolong the life of the Trust Fund. With the exception
of this last component, this plan reflects the trﬁditional response to projected deficits
facing Social Security; that is to raise revenues to meet the obligations to pay benefits
based on current law.® The proponents of this plan eventually dropped the idea of
investing in private equities from their proposal.

This plan failed to completely eliminate the 75-year financial shortfall and did
not address the on-going deficit facing the program in the years after the 75-year
projection period. During the past few years, the authors of this plan have presented
additional ways of increasing revenues and making marginal changes in the benefit
structure in order to more fully eliminate the funding shortfall. In general, they have
abandoned the idea of investing the any of the Trust Fund in the private markets.

The Maintain Benefits Plan and others like it propose to eliminate the financial
shortfall primarily through increases in the payroll tax. Taxes would be raised to
whatever level is necessary to generate the required income to pay promised benefits on

the current benefit formula, perhaps with some minor reductions in benefits. Typically,
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these plans focus only on the 75-year projected deficit and do not attempt to solve the
on-going Social Security funding problems. In general, proponents of this strategy
argue against the introduction of any type of individual accounts. They are especially
opposed to these accounts if in any way they reduce the generosity of the current
benefit structure.

Individual Accounts. A second group on the Council lead by Edward
Gramlich, Chair of the Council and current Governor of the Federal Reserve System,
proposed to retain the basic structure of Social Security benefits but to reduce future
expenditures to the level of current tax rates. The reductions in the benefit formula
were targeted on middle and high-income workers. The reduction in expenditures was
accomplished by changing the benefit formula to lower the benefits paid to future
middle and upper income retiwes.7 This plan also proposed increasing the normal
retirement age to 67 more quickly than is currently legislated. In addition, they
proposed indexing the normal retirement age to changes in longevity. This change was
estimated to increase the normal retirement age about one month every two years.”
Thus, the Individual Accounts plan recommended that promised benefits bé reduced
sufficiently to eliminate the financial deficit while holding taxes constant at their
current level. The basic benefit structure of Social Security is maintained but the
replacement ratio for the future retirees would be substantially lower than that paid to
current retirees.

To compensate for the lower benefits that would accrue under the proposed
benefit formula, this plan recommended an immediate additional mandatory payroll

contribution of 1.6 percent of covered payroil that would go into an Individual Account
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for each worker. The Social Security Administration would administer these accounts.
Contributors would have some limited investment choices including a small number of
mutual funds composed of private equities. The balance in the accounts at retirement
would reflect the individual's earnings history, their contributions, and their investment
choices. Individuals could begin withdrawals from their accounts after reaching age 62.
Funds withdrawn from these accounts must be used to purchase monthly annuities {from
by the Government.

The Individual Accounts proposal was based on the philosophy that the current
tax rate should be maintained and future benefits should fit this budget constraint.
While this plan maintains the basic structure of the current Social Security system, the
changes in the benefit structure would sharply reduce the replacement rates for workers
who were in the middle and upper part of the earnings distribution. To offset the lower
replacement rates, mandatory individual accounts were recommended. In part, this
reflected the belief that “contributions” to individual accounts would be more
acceptable than higher “payroll taxes” to support the current system.

Personal Security Accounts. The final proposal from the Advisory Council
advocated a total restructuring of the Social Security into a plan with a flat benefit
unrelated to a worker’s earnings history and a large, mandatory individual account.
This proposal has been referred to as the Personal Security Account plan. Its primary
authors were Sylvester Schieber of Watson Wyatt Worldwide and Carolyn Weaver of
the American Enterprise Institute. This plan included some of the features that were
part of the other proposals including the additional federal income taxation of Social

Security benefits, the inclusion of new state and local employees, and the acceleration
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of the normal retirement age and its indexation to longevity. However, the central
component of this plan was to divide the payroll tax used for retirement benefits into
two parts. These components of the payroll tax would be used to finance two new
types of benefits.

There would be a universal flat benefit provided to all qualified retirees that was
unrelated to their earnings history.9 This benefit would be indexed to the growth of
prices. The benefit would be approximately two thirds of the poverty level. The
second benefit would be relatively large individual account plan financed with five
percent of payroll.

In contrast to the Individual Accounts plan, the funds in the personal accounts
would be controlled by the individual worker who would have a wider range of
possible investment choices. The 5 percent points of the payroll tax used to support the
personal accounts are being "carved out" of the existing Social Security tax, rather than
being added to it. In other words, these tax revenues are being diverted from the
traditional Social Security program to support the personal accounts. Like the more
modest Individual Accounts plan, this would create a defined contribution component
in the national retirement program. The eventual value of these accounts would depend
on the choice and performance of the individual investments. At or after age 62, the
proceeds could be taken out in a lump sum or used to purchase an anmﬁty.

The diversion of 5 percentage points of tax revenues from Social Security’s
already inadequate future revenues would exacerbate the funding problem associated
with paying any remaining benefits under the pre-reform benefit structure and the

future benefits for the new flat benefit. Thus, additional funding would be required to
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finance future Social Security obligations. The Personal Security Account plan
envisioned transitional borrowing by Social Security from the Federal government.
This loan would be repaid with the proceeds of an additional payroll tax of about 1.5
percent of covered earnings over about 70 years.

This plan explicitly acknowledges the long run unfunded liabilities of Social
Security. When matured after 75 years, this would be a fully funded plan and there
would be no outstanding liabilities. Revisions of this plan by its proponents have
eliminated the transitional tax and replaced it with permanent mandatory contributions
to individual accounts. The revised plan leaves more money for the payment of the flat
benefit. This plan solves the long run funding problem by dramatically altering the
structure of Social Security to rely to a substantial degree on individual accounts and
pre-funding.

President Clinton’s Proposal for General Revenues

In his final term, President Clinton proposed that general revenues be used to
support Social Security. These funds were to be drawn from the future government
surpluses that were being projected at this time. In essence, surplus revenues would be
devoted to the payment of future Social Security benefits. While never clearly
articulated, this proposal would have been a significant change in U.S. Social Security
policy. For the first time, general revenues would have been a significant component of
Social Security financing.

The core of this plan was to transfer government securities purchased with
general revenues to the Social Security Administration. These bonds would be

redeemed in the future when Social Security revenues no longer fully support
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expenditures. Long run Social Security finances would cestainly be improved by this
plan becanse the Trust Fund would now have new assets that were not previously
shown on its balance sheets. If implemented, this plan would postpone the year that the
Trust Fund was projected to be exhausted until later in the 21% century. When Social
Security begins to redeem its expanded stock of government bonds, the government
would have to alter its other activities by raising income taxes, lowering expenditures
on other government services, or refinancing the debt by selling equivalent amounts of
new securities to the public.

The essence of this plan is to retain the current benefit structure and eliminate
the short fall in revenues through the use of higher taxes. However, in this case, the
additional revenues would come from general revenues and not the payroll tax that has
been the sole source of revenues to Social Security. Many countries already use
general revenues to partially support their social security systems. The partial reliance
on income taxes has different distributional effects compare to complete reliance on the
payroll tax.

Commission To Strengthen Social Security

In 2001, President Bush created an advisory commission to make
recommendations to strengthen Social Security. He required that any Commission
proposals by the CSSS had to be consistent with six principles.w The President
specified that reforms could not change the benefits of current or near-retirees, could
not raise Social Security payroll taxes and couid not invest Social Security funds in the
stock market. In addition, they had to preserve the disability and survivors’

components of Social Security, dedicate all of the Social Security surpluses to Social
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Security only, and include voluntary, individually controlled personal retirement
accounts.

Although the Commission proposed three plans, their second plan has received
the most attention. This proposal would establish voluntary personal accounts without
any additional taxes from employers or employees while also solving the long-range
financial deficit facing Social Security.!! Each worker could select to contribute up to 4
percent of taxable payroll up to a maximum contribution of $1,000 annually. The
maximum contribution would be indexed to the rate of wage growth. In exchange,
there would be a reduction in the defined benefit component of Social Security equal to
contributions compounded at a real interest rate of 2 percent.

This plan addressed the long-run funding problem by shifting the calculation of
an individual’s average indexed monthly earnings from a wage-based to a price-based
index for all persons born after 1946. This change in the indexation of future benefits
means that past earnings would be inflated to present dollars using an index of price
changes rather that than an index of wage changes as is currently done. Because prices
tend to rise more slowly than wages (perhaps by 1 to 2 percent per year), the growth in
future expenditures is significantly reduced. Compared to current law, future retirees
would receive lower benefits. Thus, the replacement rates for future workers are
projected to be lower than they would be under the current benefit formula. This
change was projected to reduce social security’s long-term liability by 2.07 percent of
payroll and thus create a surplus of about 0.20 percent of payroll over the 75-year

evaluation period.12
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The commission also proposed to increase the benefits of certain beneficiaries
including low-wage workers and widows. The proposal would provide a minimum
wage worker with 30 years of coverage an inflation indexed benefit equal to120 percent
of the poverty. The plan also proposed increasing the widow’s benefit to 75 percent of
the combined retired worker and spouse bcneﬁt. The widow’s benefit is currently two
thirds of the combined worker/spouse benefit.”?

The change in the indexing formula is the key to reducing the long-term
financial problems of the system. Despite its importance, the change in the indexation
has received far less scrutiny than the commission’s other major proposal, the
establishment of voluntary the individualized accounts. Under the Commission’s
proposal, workers would be allowed, but not required, to allocate up to 4 percentage
points of their payroll taxes (to a maximum of $1000, later indexed by the rate of
average wage growth) to a personal account. In exchange for their reduced
contributions to the basic benefit program, workers who choose to make a contribution
to an individual account would have their traditional Social Security benefits actuarially
decreased by the amount of the allocation to the personal account, compounded at a real
interest rate of 2 percent.'*

Participants who opt for individual accounts would be trading off a decline in
their traditional benefits for the proceeds of a new individual retirement account,
financed by a part of their current contributions. If the retirement account grows at
more than 2 percent above the rate of inflation, the recipient will be better off with the
account than without."” If implemented, these reforms are projected to have a positive

effect on the cash flow for Social Security at the end of the 75-year accounting period.
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This positive effect is expected to continue in years beyond the forecasting period.
Despite these positive long run effects, the proposal requires transfers from general
revenues during the period 2025 through 2054.'°

This Commission’s proposal offers another method of reducing future
expenditures compared to those currently being projected. Like the Individual
Accounts proposal of the Advisory Council, this plan retains the basic structure of
Social Security but forces it to fit the current budget constraint of revenues based on the
current tax rate.!” President Bush has never specifically endorsed the CSSS proposals
as his plan for addressing the financial problems facing Social Security. While the
CSSS proposal is consistent with his general guidelines for reform, a specific proposal

must be embraced if legislation is to be enacted.

EVALUATION OF THESE REFORM PROPOSALS

The five plans described above illustrate the range of options that are being
considered to eliminate the long-term gap in Social Security revenues. Given the
demographic changes that are expected to occur in the coming decades, retirement
benefits must be reduced or taxes must be raised. In general, the Maintain Benefits
Plan and the Clinton Plan argued for retaining the current benefit structure as well as
the Ievel of currently promised benefits. The financing gap is closed by higher taxes in
future years. The Maintain Benefit plan would use higher payroll taxes while the
Clinton plan uses monies from the general fund.

The Individual Accounts plan and the proposal of the CSSS attempt to solve the

funding problem by maintaining the basic structure of Social Security but substantially
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reducing the replacement ratio for fature retirees. These two plans propose holding the
payroll tax rate constant at its current rate. The Individual Accounts plan has a
mandatory additional contribution that would go into an individual account. These
individual accounts would be a supplement to the less generous Social Security benefits.
The CSSS plan would allow voluntary individual accounts that would further reduce
the basic Social Security benefits for future retirees. In other words, the contributions
to the individual accounts are carved out of existing payroll taxes rather than being an
added contribution on top of the payroll. Under most projections, the total retirement
benefit (Social Security plus the expected flow from the individual account) would
exceed the benefit future retirees would receive if they declined to participate in the
voluntary individual program.

The policy choices are starkly revealed by these four plans: maintain benefits
and increase taxes or cut benefits and maintain the tax rate. The Personal Security
Accounts and to a certain extent the Individual Accounts plan and the CSSS also
propose a fundamental change in Social Security through the introduction of individual
accounts. In contrast to the Individual Account plan and the CSSS proposal, the
Personal Security Accounts model fundamentally alters the structure of Social Security
through the use of much larger individual accounts and the introduction of a flat, basic
benefit.

All of these proposals are feasible policy choices for society. The unfunded
liabilities over the next 75 years could be addressed by tax increases, benefit decreases
or some combination of both while maintaining the basic structure of today’s Social

Security. Alternatively, the system could be totally altered to depend on individual
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accounts plus a basic benefit unrelated to earnings. What is true of all the plans is that
the longer we wait to implement them, the greater the increases in taxes or reductions in
benefits must be to solve the financial problems that lie ahead. It is also true that any
change in the benefits promised to future retirees will be enacted only if the president
and Congressional leaders are willing to devote their time, energy, and prestige to this

effort.

STATE OF THE DEBATE ON SOCIAL SECURITY REFORM

During the past six years, numerous proposals have been made and debated
conceming how to amend Social Security to meet the needs of workers and retirees in
the twenty-first century. The most recent proposal by a high profile group is the CSSS
recommendation for voluntary individual accounts combined with the change to price
indexation of benefits. This proposal received considerable attention when it was first
presented in December 2001. However, it is currently not under active consideration
by the Congress.

The Congressional elections in the United States last November gave very small
majorities to the Republicans in both houses. Interestingly, several Republican senators
won their elections while giving strong support to the idea of individual accounts for
Social Security. Despite small gains by the Republicans in these elections, the fate of
Social Security reform is still very doubtful. Establishment of individual accounts will
require strong presidential leadership along with almost unanimous support from all
Republican senators. It is unclear whether either of these conditions will materialize in

the coming year. It is very unlikely that the Democratic leadership will favor any plan
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including individual accounts in the next few years and it is equally unlikely that they
will develop any plan to address the long run actuarial deficit of OASDI until after
2004.

There is a chance that the President will present a Social Security reform plan in
2003 based on the report of his Commission. However, this remains a subject of debate
within the administration and the President has not yet indicated his plans. Shortly
after the election, Andrew Card, chief of staff for the President said on “Meet the
Press”, “It is important we have a debate about Social Security. I'm not sure it can
happen next year” (in 2003). It is possible that the President will present a plan of
action on Social Security in his State of the Union Address. While Social Security
reform might be the subject of further debate and consideration by the Congress, the
odds are very low that any such proposal will pass this year. In my assessment, there is
virtually no chance of significant action on Social Security occurring in the election
year of 2004. The most likely scenario for legislation addressing the funding
problems of Social Security in the United States is in 2005 after the next presidential
elections. Of course, the nature of any reforms at that time will depend on who wins

the 2004 elections.

COMPARING SOCIAL SECURITY IN THE UNITED STATES AND JAPAN
The current benefit structure in the United States differs in several important

ways from that in Japan. At the request of the National Institute of Population and

Social Security Research, this analysis now focuses on several specific aspects of the

U.S. retirement system. These include the earnings or retirement test, the determination
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of spousal benefits, the taxation of retirement benefits, and the importance of employer-
provided pensions to retirement income in the United States.
Earnings Test

Throughout its history, Social Security has included a retirement or earnings test
that reduced the benefits for persons who continued to have earnings after starting to
receive retirement benefits. Initially, benefits for all beneficiaries were reduced dollar
for dollar for earnings above a specified amount. Beginning in 1978, there were
different tests applied to persons above and below the normal retirement age of 65.
Older beneficiaries were allowed to have higher annual earnings before having their
benefits reduced and the reduction was at a lower level.

The earnings test has been one of the least favorable aspects of the U.S. Social
Security system. Some argue that it reduces the incentives for older persons to
continue to work and this adversely affects the financial status of the system. Others
believe that they have earned these benefits and are angry when working causes them to
have lower benefits. The arguments against the earnings test led Congress to gradually
relax the test by raising the dollar limits on earnings not subject to the tax and
eventually to eliminate all together for persons above the normal retirement age.

Amendments to the Social Security Act in 2000 completed eliminated the
earnings test for persons who were older than the normal retirement age. Persons
receiving Social Security retirement benefits who are younger that the normal
retirement age still are subject to a reduction in benefits when their earnings exceed the
dollar limit. In 2003, persons younger than the normal retirement age have their

benefits reduced one dollar for each two dollars in earnings above $11,520. In the year
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