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ABSTRACT

Newly available data from Social Security’s Modeling Income in the Near Term model,
Vé!i%‘i{?i? 2, makes it possible to assess how much Social Security redistributes to various income,
gender, racial, and educational cohorts. This redistribution is measured on the basis of the
individual's own earnings history, the extent to which benefits are received (whether earned on
one’s own record or not), and on a shared concept under which taxes and benefits are shared
when spouses are both alive. Social Security generally does provide higher rates of return in all
cohorts to those with lesser amounts of lifetime earnings. However, some lower-earnings groups
still do worse, even on this measure, than some groups with higher family incomes and wage
rates. For instance, Black women generally do slightly worse than White women, and male high-
school drop outs generally do worse than those with higher education. Redistribution sometimes
Is regressive within generations—that is, more net benefits are provided to some richer groups
than to some poorer groups—when net benefits are calculated using a moderate discount rate.
This study also uniquely attempts to break out the exact factors, or marginal effects of program
provisions, behind redistribution—primarily showing in precise detail the extent to which the
progressive rate structure in the benefit formula offsets or does not offset the impact of mortality
on the extent of redistribution.

INTRODUCTION

This study provides what we believe may be one of the most comprehensive analyses to
date of the projected redistribution achieved by Social Security for cohorts ranging from those
born during the Depression to the late baby boomers. Taking unique advantage of Social Security
earnings and benefit records and the Modeling Income in the Near Term (MINT) model’, version
2, we explore how redistribution occurs among different racial, educational, and income groups,
between males and females, and among different generations. These earnings records themselves
are linked to a survey (Survey of Income and Program Participation) conducted in the early 1990s
that provides information on the socio-economic characteristics of Social Security taxpayers and
beneficiaries.

Redistribution is measured here primarily in two ways: which groups get higher rates of
return on their taxes and which receive higher net lifetime benefits (total benefits less total taxes).
The latter is often a better measure of actual net redistribution since it takes account of the
amount of money that may get a higher or lower rate of return. Nonetheless, its calculation
depends largely upon the discount or interest rate used to convert all taxes and benefits to their
present value, and this is a matter of some dispute. Hence, we will usually report results on the
basis of rates of retumn.

Social Security zﬁ meant to be redistributive: its primary purpose has been to fight poverty
among those in old age. What is less well understood or examined is how well its many
provisions achieve or do not achieve that g@a A ;%s:{}«fzz:szm benefit formula, for instance
attempts to redistribute benefits among workers, while other provisions, such as spousal gmsﬁ
survivors’ benefits, can end up r eé stributing both to the rich and the poor depending u Y}{;z@
among other items, whom they marry and whether they marry. The benefit formula-
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benefits on earnings subject to tax rather than contributions made—will have a different impact
on different cohorts simply because they paid different tax rates (the formula effectively favors
earlier birth cohorts, as they paid in at lower payroll tax rates). Meanwhile, the required
annuitization of benefits tends to favor those who live longer, such as higher income earners and
women.

Our goal here is to try to estimate the net redistribution achieved by various socio-
economic groups over time. To this end, we also seek to tease out the impact of different factors
affecting that redistribution, such as the progressive benefit formula, the age at which persons
retire, and their chances of dying. Hence, our purpose is not simply to answer questions such as
whether those with less education do better than those with more education; instead, we want to
understand the sources of these differentials and to be better able to disaggregate results. For
example, Black will differ from White individuals because of mortality differences and because
of the way that the benefit formula gives different returns to different amounts of earnings. We
might also wish to know whether Black women are affected in the same way as White women by
the availability of spousal and survivors’ benefits. Less educated individuals may do as well by
some standards (e.g., rate of return) as those with more education, but it may turn out that the
result is affected significantly by whether one includes or excludes spousal and survivors’
benefits. Moreover, given the likelihood that reform will change benefit rules — irrespective of
whether or not individual accounts are part of that reform — it is important to understand how the
parts fit together, not just how they add up.

Several pieces of research have examined redistribution within Social Security. Among
the conclusions reached to date are the following:

*  Using hypothetical workers, Steuerle and Bakija (1994) have shown in elaborate detail the
extent of redistribution across generations, and how Social Security for a long time was
essentially “regressive within generations.”™ That is, it redistributed more to the rich than the
poor for most cohorts up to the ones retiring close to the end of the 20" century. They also
attempt to account for differences in mortality for these hypothetical workers, finding that
this had only a moderate effect on redistributional patterns.

*  Gustman and Steinmeyer (2000), using the Health and Retirement Survey’s 1931-41 birth
cohort with over 7,000 respondents matched to Social Security earnings records, find that the
Social Security system redistributes well on the individual level, but is much less progressive
on the family 26%1 as much of the transfers are from men to women generally, and from
grwﬁamﬂ%mmaz f‘{}fisi;élz 7 earning spouses within the same £ mi;« unit. Inclading spousal

f& e benefit totals reduces roughly half of the effective transfer

low earniy g families, as the fQ*“i’“*;i;f% nd t ‘% efit most from these

E%s:f note %:%z;sz much redisiri @ izoz} is removed in households
come (in effect, some redistribution is
given (o ‘fbs:m ca ;zz%:eié ﬁ.}f high eamzégs bu *sff%}e instead qualify for benefits—usually spousal
and »,zarww;" " benefits—without having made corresponding additional tax payments to the

= Coronado, Fullerton, and Glass (2000), using 22 vears ¢
Panel Su f Income Dvnamics (PSID), find that the syste
they rank by potential income——taking into account the low 5 O
income individuals. The voungest members of the cohort they examine were born i 1938 or
earlier. Our study does not measure potential income,
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* Liebman (1999) examines progressivity and redistribution within Social Security, taking into
account the progressive benefit formula and differential mortality. He uses 1990-91 SIPP
respondents matched to Social Security earnings records from 1951-93 and Master
Beneficiary Records from 1995. Liebman finds that total redistribution within Social
Security for the 1925-29 cohort measures between 5 and § percent of total benefits paid. The
relative amount of redistribution is expected to rise in later cohorts as women'’s labor force
participation increases, reducing the regressive impact of windfall spousal benefits.

s Smith, Toder, and lams (this conference), like us, take advantage of the elaborate data set
prepared in conjunction with the MINT project. Their goals, somewhat different from those
in this paper, are focused on changes over time in the amount of redistribution undertaken
and on relating that redistribution to various measures of income such as permanent income
in retirement. They also focus only on those alive after age 62, while this paper often takes
account of mortality before then (to varying extents for different cohorts).

Sources of Redistribution within Social Security

Redistribution is achieved within Old Age and Survivors’ Insurance primarily (although
not solely) through five mechanisms. First, the system has provided returns, especially to earlier
generations, that were largely independent of the amount of contributions made. The formula for
determining benefits is based on years of participation in Social Security and some measure of
average earnings subject to tax—not, as in most defined contribution pension plans, on
contributions made by or on behalf of the worker. Thus, although benefit formulas have changed
somewhat over time, an important source of intergenerational difference resulted from taxes paid
as a portion of lifetime earnings of different generations.

Tax rates, in particular, were relatively low for those who are currently retired or retired
in the past, but have risen considerably for those who are relatively young today. Since the
formula for determining benefits in Social Security gives no credit for paying at a higher rate of
tax, individuals gain nothing out of paying a higher rate. One result has been a large
redistribution among generations, with more going to those around when the system was younger
and rates were lower. Some parts of this redistribution were intended: in general, the goal was to
help the old through the contributions of the young, especially when poverty rates among the old
were high.

As is well known by now, the differentials across generations—whether measured by rate
of return, benefits relative to taxes, or net benefits received—are guite large as we move from one
generation to the next (e.g., Steuerle and Bakija, 1994). In this study, we examine four
generations, defined roughly around major events: Depression (born during 1931-1940%; World

41-45%, Early Baby Boom (1946-55); and Late Baby Boom (1956-64).

Second, redistribution is achieved by differences in the rates of refurn that the benefit
formula provides to different levels of contributions. This formula has always provided a higher
rate of return (and replacement rate) for the first dollars contributed and a lower rate for the last

i
dollars contributed. Under current law, and for all the benefi

ciary groups examined in this study,
the formula provides a “return” of 90 percent, 32 percent, and 15 percent on different portions of
the average indexed monthly earnings (AIME). Ignoring other sources of redistribution and

differences in years of tax payment and benefit receipt, the 90 percent rate provides a benefit 6
times higher than does the 15 percent rate. In some analyses, we will make constant the benefit
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rate on AIME to see roughly how much redistribution is achieved by the progressive benefit
formula alone.

Third, differences in mortality play an important role. Unlike many forms of private
saving, Social Security requires that benefits be annuitized and that all payments into the system
immediately go toward the purchase of the annuity. One rationale for this procedure is that it
helps guarantee against poverty in old age while helping to maintain the goal of horizontal equity
or equal treatment of equals. Thus, among those with equal lifetime earnings, Social Security
avoids favoring those who do not save over those who do save. The former are not allowed to
spend down their Social Security wealth and then turn back to Social Security for some additional
assistance. Nonetheless, forced annuitization does have consequences for redistribution: it
necessarily favors those with longer life expectancies. Women live longer than men, and since
the same annuity rate is applied regardless of sex, this factor by itself would redistribute lifetime
benefits relative to taxes across the sexes. In addition, some lower-income individuals and
minority groups with lower-than-average incomes experience higher mortality rates. Again, in
some runs, we will hold constant the mortality rate to try to tease out the impact of this factor.

Fourth, the spousal and survivors’ benefits in Social Security are provided to couples as a
pure add-on without any additional Social Security contribution required. At the margin,
therefore, they are essentially a pure transfer system. Given an earner and a spouse, the spousal
benefit is equal to 50 percent of the earner’s benefit when he or she is alive and 100 percent when
dead. If the spouse gets an earner’s benefit in his or her own right, then he or she will get a total
benefit equal to the greater of the two (own earner benefit or spousal/survivors’ benefit). The net
effect of this provision is that it provides more transfers to spouses of higher earners than to
spouses of lower earners (as opposed, say, to some European systems where the benefit for being
a spouse is approximately the same for all spouses). On the other hand, some lower-earning
individuals end up marrying higher-income workers—thus increasing the transfers made
available to them.

As noted elsewhere (Steuerle and Bakija, 1994), the spousal and survivor rules generally
do not follow from any principle, whether related to progressivity or providing a fair return on
contributions (at the margin, no additional contributions are required). Moreover, they cannot be
considered extra payments to those who care for children since the benefit goes to many who do
not raise children while being denied to many who do raise children. Of increasing importance
over time, the provision transfers nothing to single heads of household or to those who have no
marriage lasting longer than ten years. This group has been growing as a percent of the
population, thus by itself adding to regressive aspects and horizontal inequities caused by existing
spousal and survivors’ benefits on the overall Social Security structure (Smith 2000, Steverle,
Spiro, and Carasso 2000, Favreault, Sammartino, and Steuerle 2000).

Fifth, Social Security’s formula z‘@éig‘gé%ﬁziﬁﬁs according to number e:e% YEArs ONne WOrks.
For example, many persons falling into the lowest income groups have less than ten years of
coverage, thus entitling them to no benefits on their own records for their moéesi lifetime taxes
paid. In addition, only the 35 highest years of earnings are counted towards the benefit
computation, ?‘%zizf efore, a person who works for 15 years at $30,000 gets as much in benefits as
someone who works for :;f’é years at $15,000; a person who works 50 years at $10,000 gets much
less than someone who works 25 years at $20,000, and so forth (all amounts w age-indexad).

This study will attempt to measure the impact of the first four factors in some detail.
However, we will only modestly address the fifth issue when we discover a few gr ;zz;}x who get
lower rates of return because they have larger portions of the population not qualifying for




benefits. Other studies have attempted to get at some of the effect of vears of work by turning to
measures of potential income, or the ranking of individuals or households by years of highest
earnings. No method is perfect here, since years of little or no earnings may reflect more leisure,
greater health care problems, or more care-taking responsibilities.

THE DATA AND THEIR LIMITATIONS

The MINT 2 microsimulation model was developed to evaluate the OASDI program
under current law and various policy alternatives. One aspect of evaluating a policy change is to
see which groups benefit more or less from the change. To this end, we have developed a set of
money’s worth measures that describe the distributional impact of Social Security in financial
terms. This section describes the structure and development of a standard set of money’s worth
tables applied to the MINT 2 model. The measures described here apply to the OASDI programs
under current law.

The MINT 2 model generates a data set of individuals with their annual earnings and
benefit histories, projected annual earnings to the year 2031, and projected annual benefits until
death. Money’s worth measures generally look at each individual’s lifetime experience in the
Social Security system.” But what constitutes an individual’s experience? Is it limited to each
person’s own earnings and earned benefit? Should a person somehow be credited with generating
a benefit that goes to another person? The results we develop take a variety of approaches. They
are described first below. Subsequently, we describe the money’s worth measures themselves,
how individuals are classified into groups, and a primary limitation of these data.

Whose payroll taxes and benefits?

Only workers pay Social Security payroll taxes, but workers are not the only
beneficiaries. Thus, it is interesting to look at money’s worth measures for individuals in a
variety of ways. We derive measures based on their own payroll taxes and their earned benefits.
We also derive measures for individuals and groups based on their own taxes and the benefits
they received, regardless of whose earnings the benefits were based upon. For example, a dual-
entitled beneficiary would have her earned and supplemental benefits added together for this
measure. Finally, Social Security can also be viewed as a family-based program, where spouses
share their earnings and benefits while married. We define shared money’s worth measures in
this context also. A shared tax or shared benefit is defined as the own tax or benefit for the years
when an individual is single, and one half the combined tax or benefit for vears when the

individual is married.” Thus, in the money’s worth analyses, we have two earnings concepis: own
and shared earnings. And we have three benefit concepts: earned, received, and shared. For

presentational purposes, only some of these earnings and benefits concepts are presented in
different parts of the paper, but the others are available from the authors.
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Money's worth measures

We use the MINT 2 model to generate two types of money’s worth measures: internal
rates of return and net Hfetime benetiis.

The internal rate of return (IRR) in Social Security is the interest rate that would make a
sequence of pavroll taxes invested into Social Security and benefits withdrawn from Social
Security exactly equal. Assuming an alternative investment with comparable risk, an investor
would be worse-off if his investment returned less than his internal rate of return under Social
Security and better off if his investment returned more. The internal rate of return is computed
using real 1998 dollars, hence the measures presented are realinternal rates of return. The IRR is
computed by groups, where the payroll taxes and benefits are first summed by year over the
group into ageregate pavinent and benefit streams.

The Net lifetime benefit is the dollar value of lifetime benefits minus lifetime taxes to each group.
The net benefit is presented in 1998 dollars and is discounted for each individual to age 62 at a
two percent real interest rate before averaging into groups.

1f the discounted net lifetime benefit equals zero for a group, then the discount rate used
is identical to the internal rate of return. If the discounted net lifetime benefit is positive, then the
internal rate of return is higher than the discount rate. Conversely, if the discounted net lifetime
benefit is negative, then the imternal rate of return is lower than the discount rate.

To round out the money’s worth analysis, we also present measures of lifetime and
annual benefits. The lifetime benefits are the group averages of discounted values of each year’s
benefits computed for each individual using a two percent discount rate to age 62. The annual
benefit is the total lifetime benefit divided by the observed years of benefit receipt, computed for
each individual and then averaged by group. It differs modestly from the initial annual benefit for
someone fully retiring and receiving a fixed real benefit, since later benefits are discounted in the
calculation of their present value.

Classification into groups

In the tables, we classify individuals by birth cohort, sex, race and Hispanic ethnicity,
educational attainment, and mortality-adjusted earnings quintiles. Except for the last, these are
seil-explanatory. Forease of exposition, we denote White simply as “White” and Black as
“Black”

The liftme %fmzzgg o m&ﬁgézw»géjzzswé earnings guintile measure was designed to
ust i 12 lifetime earnings for pre-retirement mortality. We wanted 2 mieasure that did not plave
a potentially high earer who died young in ﬁ"ﬁ? sarne guintile as s Bistime low egmmer. The
gi}?ﬁiizi‘ %}; caks are based on the discounted lifetime earnings of persons who lived past age 61.
Individuals who died or are projected to die before age 62 were placed in the quintile that best
reflects their standing relative to their birth cohort at the time of their death. Forexam wle, if one
died at age 50 with an average indexed wage of $20,000, one would fall in the relative income
ﬁ*:?*‘%?}ﬁiﬁi}ﬁ exactly where those age 50 with $20,000 of indexed wages would fall if we were to
do their final calculation that year. For these who live to retirement, of course, only the final
relative average wage caloulation is used.
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A Further Note on Data Limitations

All data sources have their limitations, and this one is no exception. Here are two factors
especially worthy of attention.

First, some workers have worked under government plans not covered by Social
Security; they also are likely to receive more redistribution under Social Security because of its
higher return on the first dollars of earnings subject to tax and because of the way the system only
counts limited numbers of years. Unfortunately, the data do not provide sufficient information to
separate out these government workers.

Second, to find socio-economic characteristics other than Social Security earnings and
benefits, the match with the SIPP data was crucial. The file, therefore, is constructed around
those who are alive between 1990 and 1993. Earnings and benefit records” are then taken from
Social Security for the past and projected forward to the future. This means that for older
generations the earnings records and some benefit records are real, not estimated. However, for
these generations, we lose out on the extent to which redistribution is affected by death before the
SIPP survey took place. For example, if someone born in 1945 died in 1983, we would not
capture the extent to which her taxes affected the group return for those born in the 1940-45
group.

For those born between 1956-65 and alive in the early 1990s, we are able to count almost
all early-career years of work using administrative data. But we must rely on projections for
later-career earnings and benefits. Since projections involve uncertainty, the redistribution we
examine in these cases must be understood simply as reasonable interpretations of what will
happen if the population behaves in certain characteristic manners projected into the future.
These projections include likely, but not certain, patterns such as improvements in mortality and
divorce rates closer to more recent experience than decades-past experience. Our results must not
be interpreted as precise estimates, but as estimates of what type of redistribution the system is
“likely” to achieve,

THE EXTENT OF REDISTRIBUTION
Redisiribution by Cobert and Gender

‘Table 1 shows various measures of returns for different é;:{:s?’*fsw of men and women. No
matter what measure is used, it is fairly clear that women receive higher rates of return than men.
Internal rates of return on own benefits are higher for women than men (e.g., 3.0 percent versus
1.6 percent, respectively, for the 1956-64 cohort), mainly because of the progressi
formula and the lower average earnings of women. In the case of received benefits, the
availability of spousal and survivors’ benefits adds significantly to the return ééi%ﬁiswg {(now 3.7
percent versus 1.7 percent for the same {:z‘%@ﬁ:é When we finally turn to shared benefits, some of
the differential is closed (3.2 percent versus 2.0 percent for the same cohort). §§f}waafﬁ’* relative
to men, women generally live longer and are m{:ﬁ‘ EEA@EV o marry an older spouse; hence, §E~ y

are much more b éf;ff y than men to share in benefits as a couple as well as have a number of years
of benefit receipt by themselves. For e “*rzfgéc é a woman lives four years longer than her
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refirement, when available, was taken from a
of all auxiliary benefits were projected in MINT.
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husband and is three years younger when they marry, she will receive benefits for seven more
years, only three of which are “shared” with the husband.

Received and shared lifetime benefits are also higher for women than for men and they
tend to grow over time. However, own benefits for women continue to move closer to men’s
benefits over time. Net lifetime benefits (lifetime benefits less taxes patd}, in turn, show patterns
similar to what is seen in the rate of return figures; the numbers on average are positive because
we are using a two percent real discount rate, and the internal rate of return is higher than the
discount rate on average. For men, the numbers turn negative on own and received benefits by
the 1941- 1945 cohort for those alive at the time of the SIPP survey; however, they do not turn
negative for those who attain age 62 until the 1956-64 cohort. Shared benefits, on the other hand,
remain positive even as late as the 1956-64 cohort for those who make it to 62. Obviously, a
different discount rate would show different results.

Annual benefits show a different pattern than do rates of return: men with higher average
earnings receive higher benefits on their own record. This differential narrows when we turn to
received benefits because more women than men are likely to acquire survivors’ benefits, while,
for shared benefits, the annual figure is approximately the same for women as for men {e.g.
$8,470 for men, $8,521 for women in the 1956-64 cohort alive at time of the SIPP survey). On
an annual shared benefit basis, then, women and men on average do abou’g the same, which is
what we would expect on the basis of the way the measure is constructed.’ Many of the other
differentials shown in the table arise because men will contribute more in taxes, be eligible for
higher own benefits, be less likely to receive spousal or survivors’ benefits, and have shorter
expected lifespans and fewer years of own, received, or shared benefits.

Redistribution by Education, Race, and Lifetime Earnings

In Table 2, we examine how these rates of return vary by education, race, and lifetime
earnings. Interestingly, males not completing high school sometimes do worse and generally do
not do much better than high school graduates or those who have at least some college. The same
18 true for women high school dropouts on their own record in some earlier cohorts. (Jumping
ahead a little, Table 6 shows that higher mortality rates among high school dropouts are a primary
cause of their low returns).

Black women consistently do no better and usually worse than White women on the basis
of both their own records and received benefits. In the 1931-40 cohort alive at time of the SIPP
survey, for instance, these Black women receive a rate of return of 3.7 percent versus 4.2 percent
on own earnings, and 5.3 percent versus 5.9 percent on received benefits. Black men start out
also doing slightly worse on own and received benefits, but then do slightly better in later cohorts.

Except for 1931-40 and 1941-45 women, no differential appears to be very large in either
direction. For Hispanics, however, the rates of return under all measures in almost all years are
better than for other racial groups.

Black men sometimes do worse than White men when one does the calculation on the
basis of shared rather than own benefits. How can that be? It turns out that members of lower
income groups have a higher probability of arriving at retirement without ever being in a
marriage lasting ten years or more. As already noted, Social Security provides a very large add-

o 1n

equal s thute



on transfer system in the form of spousal and survivors’ benefits, but these are only available to
those who have spouses. Thus, all other things being equal, singles and single heads of
household will do worse under Social Security than will others. Thus, Black males in the 1931-
40 cohort have a lower internal rate of return on shared earnings than do White males, while
White and Black women come out about the same. Moving acrosg time and birth cohorts, we see
a convergence in rates of return for all racial groups (e.g., shared benefits for those in the 1956-64
cohort and alive at the time of the SIPP survey all have rates of return between 3.2 percent and
3.3 percent).

When individuals are ranked on the basis of quintiles of the earnings distribution, we see
a more regular or consistent pattern of progressivity from the second lowest to the highest income
category. Nonetheless, there is a tendency for 1931-40 cohort men and women in the lowest
earning quintile to do worse on the basis of their own records—a reflection of the inability of
some in this group to acquire adequate quarters of coverage. This disadvantage, however, is
quickly removed once we turn to received or shared benefit concepts.

Lifetime benefits (Table 3) show patterns that might be expected: higher total benefits for
higher income groups. By 1956-64, the average shared benefit for women in the SIPP survey is
$225,489 and for men, $153,500. When we turn to net lifetime benefits (Table 4), several factors
are interacting—the extent to which rates of return are differing among individuals, the net
discount rate we have used, and the base of taxes on which different cohorts have contributed.
Here we see what we noted above from other studies: early generations (generally older than
those examined here) often witnessed substantially greater redistribution to those with higher
incomes even when they did not have a higher rate of return. Suppose, for instance, that discount
rates are two percent, but that Social Security offers a six percent rate of return. Then the more
money one pays in taxes on which the six percent return is offered, the higher the net transfer
received. In effect, Social Security offered higher-income individuals the opportunity to have
more money earning an above-market rate of return. Their net redistribution was then higher than
for those with less earnings.

While this factor is less in play by the time we reach the cohorts examined here, we still
see at a 2 percent discount rate that Social Security still offers a higher net lifetime benefit to
those with more education, and to Whites than BEaCkS especially among women. For example,
in the 1956-64 cohort alive at time of the SIPP survey, White women receive a net transfer of
$84,492 versus a transfer of $60,322 for Black women. The latter are less likel ely to receive
spousal and survivors’ benefits as well, which can be seen partly by the rising gap when net

benefits are measured on a received hasis.
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o g ain some understanding of how different factors affect redistribution, we ran se
where total expenditure to all the cohorts was held constant across scenarios. Starting
from current law taxes and benefits, we took away differences due to both mortality and age of

Then, we devised a benefit formula that would provide f{}zwhiy ?E; same return for czz&h § ollar of
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earnings subject to tax. A flat rate of :ﬁ 2 percent of average indexed monthly earnings was
substituted for the rates of 90 percent, 32 percent, and 15 percent currently applying to different
portions of the AIME. This final adjustment created the “baseline” scenario where everyone has
the same age at death, age at retirement, and a flat benefit rate. This baseline scenario has the
same total expenditures to persons born 1931-1964 as does current law.

The net result (Table 6) is that we end up with a baseline of approximately equal rates of
return on own contributions by earnings quintile—other than for contributions made by those
with inadequate years of coverage. In addition to the factors we temporarily assumed away—and
will add back in one at a time—spousal and survivors’ benefits also affect these rates of return
when we turn our gaze from own to received or shared benefits.

From this baseline, we then work our way backward. We convert the flat rate benefit
formula to a progressive benefit formula to isolate the impact of the benefit formula on money’s
worth. Next, to isolate the impact of retirement age on money’s worth, we allow people to retire
when they do, not at a fixed retirement age. Finally, mortality is then allowed to vary among
individuals to clarify the effect of differential mortality on money’s worth. The cumulative
impact of these changes can then be added to the baseline to determine the rate of return (and net,
total, and annual benefits) under current law.

Our aim was to stack these various scenarios—fixed age of death, fixed age of retirement,
and flat-rate benefit formula—in a manner that was expenditure neutral to Social Security as a
whole. Of course, given that every year of expenditure involves retirees of different generations,
itis impossible to come up with a fixed formula that can be precisely expenditure neutral in every
year. Therefore, some results reported below should be compared on the basis of relative
differences among groups of individuals rather than absolute differences.

Why does one want to go through this type of exercise? We believe it to be a mistake to
consider Social Security as a monolithic program that will simply be replaced by some other
monolithic program. The decision to grant a spousal or survivors’ benefit as a pure add-on for
which no additional contributions are made, to grant higher survivors and spouses benefits to
those married to richer people, to base benefits on earnings subject to tax rather than taxes paid
to use progressive rates in the benefit formula, to force annuitization, and to grant or deny any life
certain policies (guaranteed some minimum number of years of benefits) are all separable
decisions that deserve individual attention.

Especially in a period where reform is being considered because of a shortfall in funds, éi
is worthwhile to determine the extent to which returns and pz’a@fégséviz}f are affected by differen
factors. This gives decision-makers more to go on than simply s knowing some net result but not
why it happens. An analogy might be made to re paﬁmg on the cost-to-benefit ratio of a
particular highway project: one would also like to know what the toll rate was, the extent of
damage by heavy trucks, the number of lanes that were built and potentially could be built, and
the increase or decrease in commuter time before coming to a judgment on how the highway
should be reformed, expanded, or shut down.
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Factors affecting redistribution by gender

Table 6 shows what might be expected: when all adjustments are made, males and
temales have similar rates of return on their own contributions (that is, mortality, retirement age,
and benefit formula differentials have been eliminated. The progressive benefit formula adds to
the relative returns received by women (e.g., in the 1956-64 cohort alive at time of the SIPP
sarvey for own benefits, it adds +0.46 perc

nt for females and -0.02 percent for males), while
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mortality differences reduce the relative return received by men (-0.66 percent for males, +0.16
percent for females), creating significant differentials between the two groups.

With received benefits, the baseline rate of return starts out larger for females and the
differential becomes larger when mortality and a progressive formula are built in. What adds to
the differential (relative to own benefits) in the case of received benefits are the additional
spousal and survivors” benefits that are made available and their greater likelihood of receipt by
women. Much of that starting differential, however, is reduced by the time that we get to the
1956-64 cohort because of the greater work participation of women.

When it comes to shared benefits, the baseline for the two genders again is similar, and
the significant differentials are caused mainly by mortality differences (e.g., -0.77 percent for
males, +0.31 percent for females in the 1931-40 cohort). The progressive benefit formula makes
less difference here because whatever benefits it provides are shared for many years by married
couples.

Factors affecting redistribution by race and ethnicity

The baseline rate of return is similar across all races for both own and shared benefits.
Interestingly, however, the progressive benefit formula tends only slightly to help Black and
Hispanic women IRRs on own benefits relative to White women. Looking more closely at the
data (not shown in table), we determined that Black women on average tend to contribute as
much in taxes as do White women, especially in earlier cohorts. Generally speaking, they were
working more, but at a lower wage rate. However, the benefit formula does not adjust genera Ity
for the amount of work undertaken (in fact, it also gives a lower return to lifetime earnings for
one who works more than 35 years relative to one with the same lifetime earnings earned over a
shorter period of time).

For received benefits, Black women generally start out with a lower baseline than White
and Hispanic women, reflecting again a generally lower access to spousal and survivors’ benefits.
Mortality factors help Black women less than they help White women; the progressive benefit
formula helps them, but generally speaking, they fail to catch up even when we project benefits
into the future for those born in 1956-64 (3.68 percent under current law for White women, 3.45
percent for Black women despite the fact that the progressive benefit formula increased the
relative return to the latter by 0.44 percent.

As noted above, however, for shared benefits, Black women move a touch ahead of
White women in the 1956-64 cohort. It is mainly the progressive benefit formula in play here:
the increase in work among all wome §::53éz ns somewhat the impact of spousal and survivors’
enefits relative to the progressive %::JJ Waéa Hispanic men and women generally do better
f‘,tiﬁ {}‘i? f?*@ag}i: the :?fz;}&c of mz}"m;zf ems to weigh les tly on them than Blacks,
factor relative to Whites.
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Factors affecting vedist

When it comes to f;&;gr fi;{}ﬁai ses, we can see that 1t is mortality especially that hurts
the high school drop-outs relative 1o s}z% er groups {on own benefits, -1.60 percent even for the
1956-64 cohort of men). For wo however, the mortality factor is ess. Meanwhil g, the
progressive benefit formula tends to help them more on the basis of their own earnings {reflecting
the lower level of earnings involved), while, for received benefits, women with less education
again tend to gain both because of ihé additional spousal and survivors® benefits and the
advantages provided by the progressive benefit formula.




For shared benefits, the impact of the progressive benefit formula is not enough to offset
losses due to mortality for males. By the 1956-64 cohort, however, most individuals have
graduated from high school, and both male and female high school graduates do slightly better in
their rates of return than those with college education. (Remember that this may not translate to a
higher net benefit, depending upon what discount rate one uses).

Factors affecting redistribution by lifetime earnings quintile

When it comes to quintiles of lifetime earnings, we see that the lowest earnings quintile
has a lower rate of return on own benefits than many other quintiles. This confirms that much of
the differential for this group comes from inadequate years of coverage (since, under the baseline,
other sources of redistribution have been eliminated). Otherwise, the progressive benefit formula
generally works as expected. For instance, for men’s own benefits in the 1956-64 cohort, the
formula adds 1.11 percent to the return for the second quintile and subtracts —0.66 percent from
the fifth quintile. Mortality, however, has a regressive impact, hurting lower-earning groups
more than higher-earning ones, but sometimes enough to offset the progressivity of the benefit
formula.

Looking at shared benefits as one measure of progressivity, it turns out that the returns by
quintile fall in monotonic fashion under current law for both males and females and for all
cohorts. In the first quintile, sharing (in contrast to own benefits) adds more to returns for lower-
income individuals—reflecting marriages of some lower-earnings to some higher-earnings
individuals. The progressive benefit formula remains important here, while mortality
differentials have been pared significantly. On net, this yields a moderate degree of progressivity.

CONCLUSION

This paper has examined in a variety of ways the extent to which Social Security or Old-
Age-and-Survivors’ Insurance redistributes across cohorts, gender, and racial, educational, and
earnings classes. As expected, early cohorts do better than later cohorts and women receive both
higher net lifetime benefits and higher rates of return than men, although their annual benefits are
often similar. It generally finds that Social Security provides higher rates of return to lower
earnings classes (although it does not always provide higher net benefits). Nonetheless, a variety
of lower-earnings groups sometimes receive even lower returns than do other groups with higher
earmings. Blacks, for instance, often lose more because of mortality differences or because of less
access to spousal and survivors’ benefits than they gain because of the progressive benefit
formula.

to the broad range of data that this study provides on redistribution among
1lso provides a unique break-out of the sources of the redistribution, with most

i efits, mortality ra I the returns
how much these
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TABLE 1. INTERNAL RATES OF RETURN, LIFETIME BENEFITS, NET LIFETIME BENEFITS, AND ANNUAL BENEFITS

INTERNAL RATES OF RETURN

Alive af ime of 1080-84 SIPP Survey

1931-40 1941-45 1948-55 1956-64
O Hac'd Sharad Owny Rac'd Shared Gwr Rec'd Sharad Cwn Recd Shared
ALL 25 3.8 a7 2.5 32 31 24 2.8 28 2.3 27 27
MEN 2.3 2.4 2.8 18 1.4 2.4 18 1.9 22 18 1.7 2.4
WOMEN 59 4.3 35 4.8 3.7 33 4.2 3. 30 37 3z
Aftain Age 62 or Oider
1931-40 1941-45 1946-55 1956-64
Own Rec'd Shared Owrny Rec'd Shared Owny Rac'd Shared Crain Rec'd Shared
MEN 2.5 2.5 31 2.2 2.2 27 2.1 2.1 2.5 18 18 2.2
WOMEN 42 6.0 44 3.7 50 3.2 4 4.3 38 31 38 3.4
LIFETIME BENEFITS (2% DISCOUNT, 1998 DOLLARS)
Alive at Hime of 1990-94 SIPP Survey
1931-40 1941-45 1948-55 1956-64
Cwn Rec'd Shared Own Rec'd Shared Own Rec'd Shared Own Rec'd Shared
MEN 138,975 142,258 121,128 152,767 155,827 137,344 163,498 167 410 150,368 162 666 167,402 153,500
WOMEN 89,793 153,152 170,050 114,288 171,710 185,838 146,803 186 829 212,545 166,928 211,525 225485
Aftain Age 62 or Older
1931-40 1941-45 1946-55 1956-64
Own Rec'd Shared Oy Rec'd Sharad Own Rec'd Shared Cwn Rec'd Shared
MEN 148,468 150,887 128,374 171,241 174,443 153,677 183,154 187,532 168,152 183,779 189,129 173,093
WOMEN 92,954 158 526 175,919 122,190 183,552 202715 158,295 212222 228912 174,863 227,918 242,702
NET LIFETIME BENEFITS (2% DISCOUNT, 1998 DOLLARS)
Alive at time of 1990-94 SIPP Survey
1931-40 1941-45 1246-55 1956-64
Own Rec'd Shared Own Rec'd Shared Own Rec'd Shared Own Rec'd Shared
MEN 12,611 14,694 28,525 (5,347 (2,488 15,908 (9,420} {5,508} 10,907 {21.046) £16,310) (785}
WOMEN 42,232 105,591 49,597 43,799 101,211 33,871 49 968 99,904 83 551 48 259 92,883 30,780
Attain Age 62 or Oider
1931-40 1941-45 1946-55 1956-84
Own Rec'd Shared Cwn Rec'd Shared Own Rec'd Shared Own Rec'd Shared
BEN 18,540 21,858 34,714 7,83 11,138 27838 3,188 7584 23,232 (027 (4,928} 10,838
WOMEN 44 859 110,431 84 848 50,678 111,438 94753 58,472 112,388 96,732 57 2862 105,318 94011
ANMUAL BENEFITS 2% DISCOUNT, 1838 DOLLARS)
Alive at time of 1990-94 SIPP Survey
123146 1841-45 1846-88 195684
O Rec'd Shared Own Rec'd Shared Ows Rec'd Shared Cren Rec'd Shared
8425 8,564 7,231 8,488 8,850 7828 8,928 5,148 8,242 8960 $,227 2470
3,885 5,445 728z 4,681 8,783 7,644 5727 7,486 B 748 8,344 7887 8,521
Attairs Age 62 or Glder
$831-48 195664
Cren Rec'd G Cwn Rac'd Shigged
8,337 8,081 2515 10,123 13,425 23458
4,021 £ 859 5,004 B8.838 &,488 i

Trie BANT
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TABLE 6. INTERNAL RATES OF RETURN
{Alive at time of 1980-94 SIPP Survey)

IRFs on Own Benefits By Gender

1931-40 1956-64
kery Wormen Aery Wormen
1. 316 320 2,33 2.36
3. Actual Age of Retirement -0.08 -0.02 -0.03 0.04
4, Actus -0,78 .07 356 0,18
5. Cumulative impact on Redistribiution (7+3+4) -,83 0.94 <371 (.66
8. Current Law {145} 2.33 4,44 1,82 3481
IRRs on Men’s Own Benefits By RacelEthnicity
1831-40 1956-64
SCENARIO White Black  Hispanic | White  Black Hispanic
1, Baseling” 3.16 3.12 3.17 2.33 2.34 2.34
2. Progressive Benefit Forrmula (.05 G40 042 .09 0.32 (.32
3. Actual Age of Retirement .08 ~(3.089 -.02 -0.04 0.0 0.01
4. Actual Mortality -0.71 -1.40 ~1.14 -0.61 -0.89 ~0.92
5. Cumidative Impact on Redistrinution (2+3+4) 0.82 .1.08 074 0.74 057 -0.59
6. Current Law {1+5) 2.34 2.05 2.43 1.59 1.77 1.76
IRRs on Women's Own Benefits By RacelEthnicity
1931-40 1956-64
SCENARIO White Black  Hispanic | White  Black  Hispanic
1. Baseline” 3.21 3.15 3.14 2.35 2.35 2.36.
2. Progressive Benefit Formula 1.02 1.00 119, 0.41 0.82 0.78
3. Actual Age of Retirement -0.03 -0.03 0.03 0.02 012 011
4. Actual Mortality -0.04 -0.38 -0.03 0.21 -0.15 0.0
5. Cumulative Impact on Redistribution (2+3+4) 0.95 0.59 1.19 0.65 .59 0.88
8. Current Law (145} 417 3.73 433 3.00 2.95 3.23
IRRs on Men's Own Benefits By Education
193140 1956-64
ARIO HS Drop HS Grad College (HS Drop MS Grad
1. 347 318 3.18 2.33 2.3%
P4 .24 0.0z {3,286, 13
3 .02 .07 2,08 03
4. -1.82 -5.68 3,40 7z
5 edisirtition (2+3+4) 1,30 574 {374 083
<3 186 243 244 1.38 1.63
IRRs on Women's Own Bensfits By Educstion
155664
SCENARIC Coliene | HE Drop HE Grad Collage
1. Haseline® 323 2.33
0.00 .08
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TABLE 6. INTERNAL RATES OF RETURN, continued
(Alive at time of 1990-84 SIPP Su

vey)

IRFs on Received Benefits By Gender

183140 1956-64
Mert Womesn Mern Women
1. Baseline” 3.21 2.44 341
2. Progressive Benefit Formula 0.01 -3.05 .1
3. Actual Age of Retirement (3,05 0.01 .04
4. Actual Mortality -0.79 -0.69 043
5, Cur Impact on Redistribution (2+3+4) <083 -8.73 0.58
&, Current Law {145} 2.38 1.71 3.89
IRRs on Men's Recelved Benefits By Race/Ethnicity
1931-40 1956-64
SCENARIO White Black  Hispanic | White Black  Hispanic
1, Baseling” 3.20 3.26 3.23 2.42 2.53 2.50
2. Progressive Benefit Formula -0.05 0.38 040 012 0.26 0.28
3. Actual Age of Retirament -0.04 -0.08 0.00 0.00 0.08 0.04
4. Actual Mortality -0.72 -1.37 ~1.14 -0.684 -0.94 -(1.91
5. Cumudative Impact on Redistiibution (2+3+4) -0.82 -1.06 -0.74 -0.75 -0.60 -0.59
6. Current Law {1+5) 2.38 2.20 2.48 1.67 1.93 1.91
IRRs on Women's Received Benefits By Race/Ethnicity
1931-40 1956-64
SCENARIO White Black  Hispanic | While Black  Hispanic
1. Baseline” 5.32 4.53 5.19 3.13 2.79 3.25
2. Progressive Benefit Formula 0,22 0.55 0.53 0.05 0.44 042
3. Actual Ags of Retirement -0.10 -0.09 -0.08 003 0,11 .10
4. Actual Mortality 0.49 0.31 0.47 .48 .11 0.26
5. Cumulative Impact on Redistributions (2+3+4) 0.61 0.78 0.91 0.55 0.66 0.78
6. Current Law (1+5} 5.94 5.30 6.10 3.68 3.45 4.03
IRRs on Men's Received Benefits By Education
1956-64
HE Drog Collsge [HS Drop HS Grad  College
1. 321 3.28 2.55 242 2.45
2 0,33 -0.28 0.53 5,08 -0.45
3 .00 -0.37 012 O -0.03
4, 183 3.4 -167 -G.75 -0.34
5. -1.29 -0.741 098 -0.64 0,82
5, 1.82 2.52 1.57 1.78 1.83
IRRs o v Education
183148 1956-64
HE Drop HE Grad  Collsge HS Grad
5.22 4.66 .18
0,26 .07 0.23
.69 2,62 378 4.63
574 .83 542 3,81 3.32

ge of Death = 84.06

Soun




TABLE 6. INTERNAL RATES OF RETURN, continued
{Alive at time of 1980-94 SIPP Survey)

IRRs on Shared Benefits By Gender

1931-40 1956-64
SCERARIC bery former Men  Women
1. Baseline” 3.70 3.868 2.66 2.77
2. Progressive Benefit Formula 8,10 2,16 0.01 $3.03
3. Actual Age of Refirement -0.08 0.00 0.01 0.08
4, Actis Y -0.77 .31 Nt 0,38
5. Cumulative Impact on Redistnbution [2+3+4) 8,77 0.46 -0.67 .47
8. Current Law {1+5) 2.84 4,32 1.99 3.28
IRRs on Men's Shared Benefits By Race/Ethnicity
1931-40 1956-64
SCENARIO Whits Black  Hispanic | White Black  Hispanic
1. Baselineg” 3.72 3.52 3.68 2.65 2.58 2.73
2. Progressive Benefit Formula 0.04 0.46 (.48 -0.08 .30 0.33
3. Actual Age of Retiremeant -0.08 -3.11 -0.06 4.0 0.07 0.04
4. Actual Mortality -0.71 -1.34 -1.09 -0.65 -0.86 (.89
5. Cumulative Impact on Redistribution (2+3+4} 4176 -4.00 0.67 0.69 0.59 0.53
6. Current Law {1+5) 2.96 2.52 3.01 1.96 1.99 2.20
IRRs on Women's Shared Benefits By Race/Ethnicity
1931-40 1956-64
SCENARIO White Black  Hispanic | Whits Black  Hispanic
1. Baseline” 3.86 3.79 3.95 2.76 2.72 2.86
2. Progressive Benefit Formula 0.11 0.44 0.42 -0.04 .40 0.34
3. Actual Age of Retirement G.00 -0.04 0.00 0.07 0.14 0.14
4. Actual Mortality 0.33 .17 0.28 0.41 0.07 017
5. Cumulative Impact on Redistribution (2+3+4) 0.43 0.57 0.70 0.44 0.61 0.65
6. Current Law {145} 4.29 4.36 4.65 3.20 3.33 3.51
IRRs on Men's Sharsed Bensfits By Education
1931-40 1956-64
STENARIO HS Drop HE Grad  Collsge [HS Drop HS Grad  College
1 Baseline” 3,71 3.68 378 277 2.63
2. Progressive Be o G616 0.58 0.15
3. -0.05 -3.09 011 0.02
£ -1.58 -0.68 -0.41 -1.84 -0.75
5 -1.23 -0.67 -0.68]  -0.95  -0.59
G, ¢ 2.43 3.00 3.08 1.82 2.04 1.92

IRRs on Women's Shared Bensfits By Education

[

1, 3.18 268
2 0.56
3 r 3
5. 0.71 .40
8 387 3.08




TABLE 6. INTERNAL RATES OF RETURN, continued

(Alive at time of 1890-94 SIPP Survey’

iRRs on Me's Own Benefits By Income Quintiles

193140 1956-64
SCENARID Q1 o2 3 o4 o8 Qa1 az Q3 o4 Q5
1, Bas 0.74 3.0 3480 11 234 234 235
2, Progreasive Benefil Formuls 235 1.78 -0.41 2.04 &.82 011 068
3, Actual Age of Retirement 074 b0z 002 -3.08 .12 G.01 305
4. Actual Mortality -,67 . 12 -0.841 070 3 S378 080 358
5. Cumulative Impact on Redistributh 213 059 048 -1.04] 147 030 028 0.56 128
6. Current Law (1+5) 2.87 360 286 2.94] 337 2588 208 178 107
IRRs on Women's Own Benefits By income Qui
193140 1956-64
SCENARIO Q1 Gz Qa3 Q4 05 at oz 3 Q4 o5
1. Basefine” 078 324 331 329 3.20; 202 237 240 238 235
2. Progressive Benefit Formuls 270 2.20 3.98 028 037 2.18 1.31 0.62 .17 057
3. Actual Age of Retirement 038 0682 001 004 D02 D45 008 003 001 001
4. Actual Mortality 049 033 008 G618 037 807 O08 0065 023 038
5. Cumulative impact on Redistribution (2+43+4) 256 179 090 040 0.04] 224 128 073 041 018
& Current Law (145} 334 503 421 383  324f 426 365 313 279 218
IRHs ot Men's Received Benefits By Income Quintiles
1931-40 1956-64
SCENARIO Q1 QZ Q3 Q4 5 a1 Q7 Q3 Q4 a5
1. Basefing® 576 364 319 317 318 419 260 241 236 235
2. Progressive Benefit Formula 0.97 1.38 0.71 018 041 0.30 0.87 0.47 G106 -0EB8
3. Actusl Age of Retirement 003 003 061 005 007 0.08 4.07 007 003 003
4. Actual Mortality 051 104 122 -0.90 05| 053 082 081 063 059
5. Curnutative Impact on Redistribution (2+3+4) 0.43 0.31 050 076 -1.04 0.46 8.41 028 -0.57 128
6. Current Law (145} 619 385 268 240 214 465 272 213 179 107
IRRs on Women's Received Benefits By Income Quintiles
1931-40 1956-64
SCENARIO Q1 Q2 Q3 a4 a5 a1 Q2 Q3 Q4 a5
1. Baseline” 1052 610 400 338  3.21] 615 357 277 246 236
2. Progressive Benefit Formula G089 035 050 024 031 019 044 035 011 058
3. Actual Age of Retirement 031 810 601 003 003 0O6 0 589 006 007 002
4. Actual Mortalily 064 047 038 033 039 048 031 031 030 039
5. Curnulative Impact on Redistribulion (2+3+4} 0.41 0.7t 8,87 49.54 4.04 a.87 .84 8.72 0.44 047
6. Current Law (145} 10.93 681 487 392 3280 882 441 349 290 218
IRRs on Men's Sharad Benefits By Income Quintiles
153140
a5 Q1 Qaz
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