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SOCIAL SECURITY REFORM: IMPLICATIONS FOR WOMEN

ABSTRACT

Despite recent economic gains for women, a substantial gender gap in financia security during
old age remains, making women more dependent than men upon Socid Security. This paper
discusses the important role that Socia Security playsin providing for women's economic
security. It aso andyzesthe implications for women of severd proposed changesin Socid
Security policy, including the call for the partia privatization of Socid Security viathe
introduction of individua accounts. Many of the proposas would have the effect of asking
women, particularly low-income women, to shoulder a disproportionate share of the risks and

burdens associated with the changes.
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SOCIAL SECURITY REFORM: IMPLICATIONS FOR WOMEN

Women'sincreasing labor force participation, rising wages, and greater penson
coverage dl contribute to the improving economic status of women and point to amore
prosperous old age for the millions of women who in the past could look forward to little
retirement income beyond a Socia Security benefit based on their spouses’ wages. In the years
ahead, a growing number of women will become digible for benefits from private pensons and
Socid Security based on their own earnings, and many will possess savings and investments to
supplement those benefits (Rix & Williamson, 1998; Johnson, 1999).

Between 1972 and 1993, the percent of women in full-time, private sector employment
covered by pensionsincreased from 38 to 48 percent (U.S. Department of Labor, 1994, Table
B16). Nonetheless, because women are more likely than men to have discontinuous work
histories, to be out of the labor force, and to be employed part-time, they often end up with less
by way of pension benefits or assets a retirement. These differencesin ability to accrue
savings, which are likely to continue, contribute to the greeter risk of poverty in old age for
women. Older women have higher poverty rates than older men; nonmarried women have
much higher rates than married women; minority women are much more likely to be poor than
white women; and women in very old age (85-plus) have afar greater risk of poverty than
women in their 60s (See Table 1).

Despite incentives and pressure from the government and employers to make workers
more respongible for their own retirement income, Socid Security will remain the primary

source of income for millions of ederly women in the years ahead. For thisreason, the



consequences of various Socid Security reform proposas for women warrant close attention.
One god of thisarticle is to examine the importance of Socid Security to women today and in
the decades ahead. Another isto assess the potentia impact on women of recent proposals for
Socid Security reform. Many of these proposdsindirectly call for benefit cuts that would be
greater for women than men, further increasing the aready greater economic vulnerability of
women; but some would have the reverse effect, reducing the gender gap. The introduction of
individualy-owned defined contribution accounts (the so-called partid privatization of Socid
Security) could have a particularly adverse impact on women.

Tablel
Poverty Rates for Selected Groups. 1996

Group Percent Poor
Persons aged 65 and OVer----------=-=-mmmmmmmm oo 10.8
Persons under age 18------=-=-===mmmmmmm oo 20.5
Women aged 65 and OVer-----==========mmmmm oo 13.6
Men aged 65 and OVer-------=-=-=mmmmmm oo 6.8
Married women aged 65 and OVer-------------=--=--mmmmmmmm oo 5.2
Nonmarried women aged 65 and OVer---------==-==-=====mnmmmmumum- 19.5
White women aged 65 and OVer----------=----==m-ommmmmm oo 121
Black women aged 65 and Over-------------=--m-mmmmmm oo 29.8
Hispanic women aged 65 and OVer--------=--====-==mmmmmmmmmemeeo- 27.7
Women aged 60-64-----========mmmmm oo 13.2
Women aged 65-69-----------mmmmmm oo 10.9
Women aged 85 and OVer-------=-======mmmm oo 19.9

Source: Lamison-White (1997, Table 2); unpublished AARP- Public Policy
Ingtitute data; unpublished data from the March 1997 Current Population
Survey



SOCIAL SECURITY AND THE ECONOMIC STATUSOF WOMEN

More than 90 percent of women aged 65 and older are Socia Security recipients.
Socid Security benefits account for more than haf of the income of nonmarried women in this
age group and 36 percent of the income of married couples (U.S. Socia Security
Adminigtration, 1998b, Table VI1.2). Socid Security is the sole source of income for more than
750,000 aged married couples and over 2.5 million nonmarried ederly women (U.S. Socid
Security Adminigtration, 1998b, Table VI.B.2). In 1996, only 18 percent of elderly women
received income from annuities or private pensons. Many more women (62 percent) had some
aset income, but asset income is highly skewed, and the typica retired woman gets little income
from assets (see U.S. Socid Security Adminigration, 1998b, Tables1.8 and V.D.1).

Asther economic status continues to improve, women will come to have more
retirement income from sources other than Socid Security. Thirty years ago, the women who
are today aged 55 to 64 were 25 to 34 and had alabor force participation rate of 41 percent.
Today, women between the ages of 25 and 34 have a participation rate of 75 percent (Ross,
1997), which is one reason that some anadysts project that in 2030, seven out of ten boomer
femdes will have assets and pension income in addition to Socid Security (AARP, 1994, Table
10). Thiswould be a sharp increase from 1994, when only one percent of aged nonmarried
women and five percent of aged married couples recaeived retirement benefits from at leaest three
different sources (Grad, 1996, Table 1.6).

Despite the substantial economic gains women have made in recent decades, the

importance of Socid Security to older households does not appear to have declined. Infact, in



1996, Socia Security benefits made up alarger part of the household income of nonmarried
women and married couplesthan it did in 1976 (Grad & Foster, 1979, Table 28; U.S. Socid
Security Administration, 1998b, Table V11.2). Moreover, women are likely to continue to be
heavily dependent upon Socid Security for the next severd decades. Many women will not
have pensons, while the pensions of many others will be based on low wages and short work
higtories, going to women who in the past would not have qudified for them (U.S. Generd

Accounting Office, 1997, p. 7). Hence, the pension benefits for many women will be modest.

WOMEN AND SOCIAL SECURITY BENEFITS

A woman generdly becomes digible for Socid Security in one of three ways. (1) based
on her own earnings record and work history; (2) based on the work history and earnings
record of her spouse; or (3) based on a combination of the two." Women with 40 quarters (ten
years) of covered employment are entitled to full retired worker benefits at age 65 and to
actuaridly reduced benefits a age 62. For workers turning age 62 in 2000, the age of digibility
for full Socid Security benefitswill gradudly riseto 67. Actuaridly reduced benefits will dill be
available a 62, but they will be lower than they are under present law.

Even if never active in the paid labor force, a married woman of retirement age is
eligible for a spousa benefit based on her husband's work history and earnings record. Some
view this as amarriage bonus benefiting many women including stay-a-home wives, who are

often digible for higher Socid Security benefits than are low-income working women who have

! Socia Security digibility provisions are gender neutral. Asthe focus of this paper is on women, we typicaly refer to
women in thetext; however, we could aso have said, for example, that men can become digiblein these three ways.



contributed to the system for decades. 1n the absence of a benefit based on her own work
history, amarried woman's benefit comes to haf of her husband's retired worker benefit. If itis
taken prior to the time both spouses are age 65, the benefit is actuarialy reduced. A divorced
woman of retirement age who had been married to her ex-husband for at least ten yearsisdso
eligible for apousd benefit. Widows get a Socid Security benefit equd to the larger of either
their own retired worker benefit, assuming they are digible for one, or their deceased spouse's
full benefit. The same holds for a divorced woman who had been married to the now deceased
worker for at least ten years. Asaresult, adivorced woman often finds that her benefit
increases upon the death of her former husband.

With increasing frequency, women find that they are eligible for aworker benefit based
on their own work higtories, but that benefit is often less than half of their current or former
husband's worker benefit. These women are described as "dudly entitled”; thet is, they are
eligible for Socia Security based on their own work history and on their husband’ s work
history. They do not, however, collect both benefits. Rather, they recelve their own retired
worker benefit and a supplement that tops that benefit up to the leved of their spousd benefit. In
this strictly technical sense, they do receive credit for their payroll taxes, but most such women
are very aware that the actual benefit they collect is no larger than it would have been had they
never contributed to Social Security. Thereis, however, one advantage they do have over
nonworkers, digibility for disability benefits.

The supplement that a dudly entitled spouse is digible for over and above what she

would be due based on her own earnings record aloneisin effect a marriage bonus that is not



avallable to ether sngle men or women. This ends up being a szable bonus for some women
with high earnings husbands.

In recent decades, there has been a sharp increase in the proportion of women Social
Security beneficiaries who are dudly entitled. Between 1960 and 1997, the proportion
increased from 4.6 percent to 26.7 percent (Table 2). During this same time period, there was
asubgtantia increase in the proportion dudly entitled as widows, from 2.1 percent in 1960 to
15.0 percent in 1997 (Table 2). Itisaso of note that in 1960 about the same percentage were
dudly entitled as wives as widows (2.4 percent vs. 2.1 percent), but in 1997 more were dudly

entitled as widows than wives (15.0 percent vs. 11.7 percent) (Table 2).

Table2
Women Socia Security Beneficiaries Aged 62 or Older, by Type of Entitlement: 1960, 1980,
and 1997 (in percent)

Entitlement 1960 1980 1997
Retired Worker 43.3 56.9 63.6
Worker-only 38.7 41.0 36.9
Dudly entitled 4.6 15.9 26.7
Wife's benfit 2.4 6.2 11.7
Widow's benefit 2.1 9.6 15.0
Wifelwidow only 56.7 43.1 36.4
Wife's benefit only 32.8 17.6 13.7
Widow's benefit only 234 254 23.6

Source: U.S. Socid Security Adminigtration (1998a Table 5A.14).

According to one recent study, the proportion of wives who get benefits asretired
workers only will increase from about one-third of those retiring in 1995 to amost 60 percent in
2015, and thus more wives will be receiving retirement benefits based on their own work
histories while their husbands are dive (Sanddl and lams, 1996). Buit if they outlive their

husband, and amgority of women do, most will find that the survivor benefit based on their




deceased husband’ swork history is greater than their own retired worker benefit. During the
same time period, Sandell and lams project that the number of widows getting benefits based
entirely on their own work histories will increase from 8 to 19 percent, the mgjority of whom
will be dudly entitled. Asaresult of women'sincreased |abor force participation, future
married couples will have higher Socid Security benefits, but widows benefits will not show
much improvement.

Between 1960 and 1997, despite the rising labor force participation of women, there
was no corresponding increase in the percent of women eligible for what are caled “worker-
only” benefits (i.e., aretirement benefit based entirely on their own work history because it is
greater than one-haf of the benefit due their spouse). In fact, the proportion of women entitled
to worker-only benefits actudly decreased dightly from 38.7 percent to 36.9 percent.
However, as more women enter and remain in the workforce, a growing number are eigible to
collect worker benefits, that is, either worker-only or dudly entitled. For example, in 1960,
43.3 percent of women qudified for worker benefits. That number had grown to 63.6 percent
by 1997 (See Table 2). In termsof Socid Security benefits, women today are dso less
“dependent” on their spouses. The decline from 56.7 percent in 1960 to 36.4 percent in 1997
in the proportion of women who receive wifelwidow only benefits is evidence of this (Table 2).

Despite the trend toward greater labor force participation among women in recent
decades, many women remain economically dependent upon their husbands. Some are full-
time homemakers, others are intermittently full- or part-time homemakers (Ferber, 1993). Asis

shown in Table 2, the most important Socid Security gains have been in the dualy entitled

category.



Sex, marital status, and benefit adequacy. While the language of Socid Security
legidation is gender neutrd, the effects of a number of its provisons are not, due to gender
differences in income distribution, age distribution, and maritd status. There are many waysin
which Socid Security is particularly beneficid to women (Porter, Larin, & Primus, 1999). But
some provisions do work more to the advantage of men. For example, retired worker benefits
are based on the 35 best years of earnings (out of 40 years). According to arecent U.S.
Generd Accounting Office report, about 60 percent of men aged 62 have at least 35 years of
covered earnings, the comparable figure for women is only 20 percent (Ross, 1997, p. 3). If a
worker has fewer than 35 years of covered earnings, azero is averaged into the benefit
cdculation for each of those years. This has the effect of reducing benefits for many women
While our focus is on the impact this provison has on women, it is of note that this provison has
an adverse impact on male workers with irregular work histories aswell.

The god of benefit adequacy (providing a standard of living that will kegp most covered
workers out of poverty) was centrd to the origind Socid Security legidation, asit was to many
of the changes to the program made since then (Steuerle & Bakija, 1994, pp. 15-16), dthough
individua equity (giving participants afair return on their contributions) was aso viewed as
important. The 1939 amendmentsto the Socid Security Act, which added benefits for spouses
and children that were not tied to their work records, went along way toward transforming
what had been aworker protection program into a family protection program (Bal, 1988, p.

25).
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The 1939 amendmerts restructured the program in such away that it came to pay
higher overal benefits to the single-earner couple than the two-earner couple with the same
earnings. Two couples might pay the same amount in Socia Security taxes, but because of the
spousa benefit, the sngle-earner couple typicdly receives more in benefits than two-earner
coupleswith amilar totad earnings. Not only does thisinequity result in differentid benefits while
both partners are dive, it dso has economic implications for widowhood, as the survivor
(generdly awife) of atwo-earner couple recelves alower benefit than the survivor of asingle-
earner couple with the same totd earnings record. While it is true that household expenses
generdly decline with the death of a hushand, the decrease is generdly much less than the drop

inincome (Rappaport, 1997, p. 35).

PROVISIONS PROTECTING WOMEN

Gender differencesin work histories and earnings result in a substantial gender gap in
Socid Security benefits. 1n 1996, the average monthly Socid Security benefit for retired femde
workers was $662; for the average male worker, it was $861 (U.S. Socid Security
Adminigration, 1998a, Table 5.A1). Contributing to this gap isthe fact that women typicaly
earn less than men, are more likely to work part-time, and spend fewer yearsin the labor force.
However, the ggp might well be larger were it not for a number of Sociad Security provisons

that tend to work to the advantage of women.

No longevity penalty for women. Socid Security has a disproportionately postive

impact on women because it ignores gender when computing benefits. Retired worker benefits
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will be the same for men and women with identical wage and work histories, even though
women's longer life expectancy means that they will receive benefits for alonger period of time.
In the private sector, sdllers of annuities often take gender differencesin life expectancy into

condderation, which results in lower monthly benefits for women.

Predictability of benefits. Socid Security is a defined benefit pension, which pays
benefits based on aformula that enables workers to estimate their benefits well in advance of
retirement. The government assumes the risk of ensuring the promised benefits are paid. There
is no comparable guarantee for the increasing proportion of private pensons that are structured
as defined contribution schemes. The eventud benefitsin a defined contribution plan depend on
the amount contributed and the market returns on those contributions. Retirement benefits are
more difficult to predict as they are vulnerable to bad investment decisons and shiftsin financid
markets.

Benefit predictability, which enables people to plan better for retirement, is of particular
importance to low-wage workers and thus to women. Such workers areless likely to have
Szable assets a retirement that could serve as a cushion in the event that pension benefits were

not paid or were less than needed or anticipated.

Exhausting and outliving benefits. Socia Security beneficiaries cannot outlive their
pensions. Inthefirg place, workers cannot cash out their contributions before retirement. In
the second place, they cannot opt for alump-sum payment at retirement. In addition, once they

dart collecting Socid Security, they can count on continuing to collect inflation-adjusted benefits



until they die. In contrast, defined contribution schemes often dlow covered workersto cash
out their benefits before retirement or to arrange a schedule of payments other than alifetime
annuity. Some private pension plans permit workers to take their pengion in the form of alump
sum & retirement; others allow phased withdrawas over a number of years (often fewer years
than the person will live). It is more common for women than men to cash out of a pension plan
prior to retirement, adecision that reduces pension Size and coverage during retirement
(Korczyk, 1996).

While life expectancies for men and women are increasing, both a birth and at age 65,
itisvery likely that well into the future women will continue to live longer than men. A
consequence is that, on average, women will be dependent on their retirement pensions longer
than will men. Thisis one reason that the defined benefit Socid Security pengon with its
inflation protection is so important to women, particularly low-income women. Few private

sector annuities are automaticaly indexed to inflation.

Spousal benefits. The vast mgority of recipients of spousd benefits are women, as
arethe dudly entitled (U.S. Socid Security Adminigtration, 1998, Tables5.A1 and 5.G2).
Not surprisingly, the issues surrounding spousa benefit and dud entitlement are thus consdered

women'sissues (U. S. Generd Accounting Office, 1996, p. 48).

Benefit formula. The formula used to compute aworker’s Socid Security benefit

favorslow-wage workers by replacing alarger proportion of wages for workers at the low end
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of the earnings digtribution. Because so many women are low-wage workers, this weighted

benefit formula, which is not found with private pensons, isespecidly important to them.

SOCIAL SECURITY: FUTURE PROSPECTS

Over the next decade or S0, the Socia Security system will take in more money than it
pays out, contributing to a substantid increase in the Sze of the sysem’ strust funds. However,
this favorable stuation will not continue, and over the long-term (defined as 75 years), the
systemisnot in actuaria balance. If current trends continue, benefit expenditures will start to
exceed payroll tax contributionsin 2014, and the trust fund reserves will be exhausted in 2034.
If no changes are made, Socid Security could presumably pay full benefits until 2034. At that
point, revenues would cover about 71 percent of expenditures. More likely, any benefit
reductions made in 2034 will be less than this due to policy changes that will have been enacted
long before then.

According to the 1999 Socia Security Board of Trustees, Socid Security could be
brought into balance with an increase of about 2.1 percentage points in the payroll tax (with the
employer and the employee each paying haf), a substantid cut in benefits, or some combination
of the two (Board of Trustees, 1999). A wide variety of reforms have been proposed, most of
which involve a.combination of tax increases and benefit cuts. The tax increases and benfit
cuts, however, are not dways obvious since they are often the indirect consequence of some
other change, such asincreasing the age of digibility for full retirement benefits.

While the proposas to restore long-term solvency to the Socia Security system vary

congderably in their specific recommendations, they are redly of three generd types: those that
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am to maintain the sysem largely as asocid insurance program with a defined benefit pension
that redistributesincome from higher to lower earners, those that would partialy privatize the
system by introducing defined contribution individua accounts, and those that are hybrids (eg.,
avoluntary individua account on top of a defined benefit penson).  Although interest in partidly
privatizing Socid Security preceded the report of the 1994-1996 Advisory Council on Socid
Security (1997), that report did a great ded to legitimize the privatization option. Since 1997,
the debate has been strongly influenced by, though it has moved beyond, the Council’ s report. 2
There have been many new Socia Security reform proposalsin recent years® each of
which could be analyzed in terms of itsimpact on women. Given the frequency with which new
proposas appear, any effort to andyze dl of them would quickly become unwieldy. Thus, our
focusin therest of thisarticle is on the generic issue of individua accounts, the introduction of
which has potentialy enormous implications for women. We aso discuss anumber of more
modest but till Sgnificant changes gppearing in many of the reform packages that stand to have

a disproportionate impact on women.

2 For auseful summary of several of the more recent proposals, see Olsen and Baylyff (1998). They describe
proposas by Senators Danid Patrick Moynihan (D-NY'), Judd Gregg (R-NH), and William Roth (R-DE), aswell as
those of Representatives Nick Smith (R-MI), John Edward Porter (R-1L), and Mark Sanford (R-SC). Among the
proposas from academic economists have been those by Laurence Kotlikoff (1998), Martin Feldstein (1998), and

Y oung-FPing Chen (1998).

% For summaries and comparisons among many of the most recent proposals, see Century Foundation (1998),
Thompson (1999), and Rosenbaum (1999).
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THE IMPACT OF PROPOSED POLICY CHANGES ON WOMEN

Although many men would be affected by any changeto Socid Security, reform of the
Socid Security program is very much awomen'sissue. While most of the reform proposas
proffered to date have had, as a common god, solving Socid Security’ s funding problem for the
foreseedble future, they differ congderably in how they would do that; as aresult they dso differ
consderably with repect to their likely impact on women. Many of the proposed changes
would adversdly affect women, afew would benefit them, and severa might come close to
being gender neutrd.

Mogt recent reform packages that would partidly privatize Socid Security would do so
by introducing defined contribution individua accounts. Accounts of thistype are likdy to
increase benefits to high-wage earners; however, they could lower benefits to many low-wage
earners. Because women on average earn less than men, partid privatization could harm more
women than it benefits; dthough affluent women would likely be better off (Rappaport, 1999b).

Under the reform proposal's seeking to change Socid Security aslittle as possible (eg.,
Bdl, 1999), women would generdly fare much asthey do today. However, even plans with
this god tend to call for some policy changes that would disproportionately burden women. For
example, the so-cdled “Maintain Benefits’ plan outlined by the Advisory Council on Socia
Security (1997) suggests increasing the benefit computation period from 35 to 38 years as part
of adtrategy for bringing the system into balance in the years ahead. Aswe show below, a

change of this type amounts to a benefit cut that would more adversdy affect women than men.
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Add-onsand Carve-outs. Severd different types of proposals have been made that
ded with the financing of individua accounts. One approach cals for “add-on” accounts that
would be financed in some way that did not involve the diverson of a portion of the current
Socid Security tax. An example, illustrated by the Individua Accounts plan described by the
Advisory Council on Socid Security (1997), would increase the payroll tax by afew
percentage points (proposas vary, but the increase istypicaly inthe 1.5 to 2.0 percentage point
range, to be paid by the employee done), with the additiona contribution being used to fund the
new individual accounts. Ancther gpproach, which includes a proposa of Senator William Roth
(1998), would use the projected budget surplus to fund such accounts.

The add-on accounts are designed to supplement the “basic pension,” the defined
benefit portion of Socia Security, which would be cut under many proposds caling for add-
ons. A concern iswhether the resulting scheme (add-on plus reduced defined benefit) would
maintain the adequacy of retirement income. Low-income women are very dependent on the
defined benefit structure of the current scheme, and they would be less likdly to accumulate
subgtantial assets in the proposed new individua accounts than would affluent workers of elther
sex. In addition, regardless of what any add-on might provide during retirement, it would have
the more immediate effect of reducing current consumption if financed by an increase in payroll
taxes. For many low-income women, this would cause hardship.

However, depending in part on future trends in financid markets, it is possible that add-
on accounts would not affect low-income women any more adversay than the combination of
payroll tax increases and benefit cuts that would be needed to fund the system after 2034 were

no policy changes made between now and then.
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“Carve-out” individua accounts would be financed by redirecting a portion of the
payroll tax currently being paid into the Socid Security trust funds, asillustrated by the Persond
Security Accounts (PSA) plan (Advisory Council on Socid Security, 1997) and the recent
Center for Strategic and Internationa Studies (CSIS) (1999) plan. This gpproach could put
low-income women at grester risk than an add-on because these women would most likely lose
some of the protection they currently enjoy due to the redigtributive nature of the payout formula
associated with Socid Security as currently structured. It islikdy that low- and middle-income
women would be more adversdly affected by carve-out plans than would high-income women
(Williamson 1997b, p. 98). However, if asin the case of the CSIS plan, a generous minimum

benefit isincluded, any adverse redistributive effects could be greetly reduced.

Voluntary Individual Accounts. While most individua accounts proposas require
participation, some would make the accounts voluntary. Senator Daniel Patrick Moynihan
(1998) has cdled for atwo percentage point cut in the current Socid Security payroll tax for the
next severd years (followed eventudly by a substantid payroll tax increase). Covered workers
could eect to take hdf of thisamount in the form of an increase in take-home pay or place the
full amount in atax-shdtered individua account. Robert Bal (Century Foundation, 1998;
Thompson, 1999) has proposed voluntary supplementary retirement accounts administered by
the government in away smilar to that proposed for the mandatory retirement accounts
described in the 1997 Advisory Council’s Individua Accounts plan. Lower-income workers
have less disposable income; hence, most of those who would dect to make contributions to

voluntary individud accountsin a Moynihan or Bdl plan would likely be higher-income workers
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and therefore disproportionately mae. Were this to happen, the gap between men and women
with respect to retirement income would be widened.

In his 1999 State of the Union Address, President Clinton proposed what he referred to
as USA accounts (Rosenbaum, 1999). Thefina version of the Clinton proposa sent to
Congressin October of 1999 did not include USA accounts or any investment of the Social
Security Trust Funds in the stock market (Sperling, 1999), but the origina proposa did receive
agreet ded of atention, and it does illustrate some policy options that may be included in future
Socid Security reform proposas.

Clinton's origind proposa cdled for the crestion of voluntary individua accounts
separate from the Socid Security system. It was structured so as to exclude affluent workers
and provide government-financed economic incentives for low- and moderate-income workers
to make contributions to such accounts, but participation was to be voluntary. Given the
evidence that very few low-income workers currently contribute to IRA accounts, it is
reasonable to conclude that the number of people participating in these “USA accounts’ would
a0 have been quite modest. The higher the upper income limit for igibility, the more who
would participate in such a scheme, but any such increase would aso decrease the proportion
of femde participants, due to sex differencesin wage levels. At the lowest income levels, no
matching funds were caled for from the worker. This provison might provide closeto full
coverage for dl employed workers, made or femde, a the very low end of the income

digtribution.
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Budget Surplus Financed Individual Accounts. Severa proposals based on the
reforms suggested by Martin Feldstein (1998) cdll for the crestion of individua accounts
purchased with tax credits and paid for using the projected federal budget surplus over the next
severd years. At retirement, aworker would be required to purchase an annuity with this
account. Part of the annuity income would be used to replace a portion of the Socia Security
defined benefit pengon that would otherwise have been paid. This would have the effect of
reducing the perceived “return” on Socid Security contributions. If this gpproach worked as
promised by Feldstein, both men and women would come out ahead relative to their currently
projected Socia Security benefits (Feldstein & Samwick, 1998; Feldstein, 1998).

However, the scheme might end up being a Trojan horse. The budget surplus used to
fund these accounts is projected to vanish in about 2014. Nevertheless, by then the concept of
individua accounts would be well established, so there could well be strong support, particularly
among more affluent workers, to continue government funding of individua accounts. To do
this, however, might well require cuts in the defined benefit portion of the Socid Security
pension, cuts that would disproportionately harm women. The Feldstein approach could dso
undercut politica support, particularly anong middle- and upper-income workers (Munnell,
1999), for the defined benefit component of Socia Security that many women workers depend
upon. Thiscould occur if middle- and upper-income workers were to become very interested
in payroll tax funding of individua accounts and were to lose interest in the traditiona socid

insurance based component that other income groups are much more dependent upon.
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Market Risk, Risk Taking, and Political Risk. With theintroduction of individua
accounts, women (as well as men) would be vulnerable to market risks. Affluent women would
generally come out ahead relative to how they fare under Socid Security today. However,
individua accounts pose subgtantia risks for persons of limited means. Low-income women
tend to have less education and less access to good investment advice, but more importantly,
they would be less able to weather a substantia and prolonged downturn in financid markets.

The risk aspect of individua accounts proposd's deserves much more attention than it
hasreceived. The U.S. sock market has done so well for so many years that partia
privatization has generated congderable interest. However, the advantages of privatization have
received far more attention than the disadvantages. We need to think long and hard before
asking moderate- and low-wage workers, a ssgment of the population that includes many
women, to accept the proposed changein level of risk. While many advocates of privatization
clamthat al workers, even low-wage workers, would be better off with privatization (Beard,
1996), some do admit that such proposals would expose low-wage workers to the risk of
subgtantialy lower benefits than they would receive under current law (Goodfdlow & Schieber,
1997).

Although afew studies (Clark, et d., 1998; Clark, 1999) suggest otherwise, the
predominance of the evidence indicates that women tend to be more conservative investors than
men (Hinz, McCarthy, & Turner, 1997; Shirley & Spiegler, 1998; U.S. Generd Accounting
Office, 1999). Consequently, when comparisons are made between men and women with
gmilar earnings and savings histories, women tend to end up with lessin their individua accounts

(Ross, 1997; Johnson, 1999). If, in the future, women continue to be more risk adverse
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investors, thisis likdy to hurt them over the long run. Though hardly much comfort, this same
investment behavior could also cushion the impact of amgor market correction in the period
just prior to retirement. Recent research raises questions about women' s financial knowledge
and experience, factors that could result in unwise investment decisions (Nationa Center on
Women and Aging, 1998), but there are a so some studies suggesting that women are no more
likely than men to invest their penson assets unwisaly (Mitchell, 1999).

Under two-tier individual accounts schemes, where there is a basic defined benefit
pension as thefirg tier and the individual account as the second tier, awoman who had worked
long enough to qudify for Socid Security benefits would be digible for atier 1 benefit, but this
benefit would likely be substantially below current projections for the average woman's
retirement benefit under the present system. Some retirees would be able to make up the
difference as aresult of wise or lucky invesment decisons meade in connection with their
individua accounts, but many would not. In the somewhat unlikely event that a two-tier scheme
cdling for a generous minimum benefit were enacted, it is possible that low-income women
would do aswdll asthey are projected to do assuming no change in the system until 2034.

Many anaysts have commented on the politica risks associated with the current Socid
Security scheme: Congress could, for example, dways cut benefits in the future. Still, Thomas
Jones (1996, p. 5), amember of the 1994-1996 Socid Security Advisory Council, believesthe
risk that pre-retirement access to individua account assets might be granted would be even
greater. Heisaso concerned that once thetier 1 benefit is separated from the individua
account benefit, support for that tier 1 benefit will erode. Were thisto happen, it would have

adverse consequences for women and low-wage workers more generally.



Advocates of individua accounts frequently argue that mog, if not al, workers would
do better with private sector accounts than they do with Socid Security as currently structured
(Beard, 1996). However, asthe interest paid on the bonds in the trust fundsis very close to
market rates for conservative bonds, doing better would involve assuming the greater risk
asociated with equity investments. To the extent that workers were given investment choices
involving different asset classes (stocks, bonds, etc.), an increase in income inequaity among
those within the same cohort would be expected. Furthermore, some cohorts would do much
better than others depending on the status of financia markets when they retired. The fact that
the average long-run return on equities seems to be close to 10 percent does not mean that al
or even most investors will average 10 percent. Some will average much more; some will
average much less; and some may lose a subgtantiad fraction of their assets.

Between 1926 and 1994, the average return on the S& P 500 was 10.2 percent (6.9
percent after adjusting for inflation) (Levine & Levine, 1996, p. 222). However, it has
sometimes taken years to recover from a serious bear market. On September 3, 1929, the
Dow Jones reached alevd it did not see again until November 23, 1954. More recently,
between January of 1973 and September of 1974, the market declined by 43 percent (or by 52
percent after adjusting for inflation); it did not return to its 1972 high for dmost 10 years
(Ibbotson & Brinson, 1993, p. 162). The phenomena bull market over the past 20 yearsis not
typicd of thelast 75 years, and may not be typica of the next 75 years, epecidly if growth

rates turn out to be lower than in past years (Williamson 19973, p. 565).
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Annuitization and Owner ship Issues. Some individua accounts proposas would
require that assets accumulated in individua accounts be used to purchase an annuity. Others,
such asthe PSA plan outlined by the Advisory Council on Socia Security (1997), would not.
Women would be adversely affected by persond account proposas that do not require the
purchase of an annuity (U.S. General Accounting Office, 1999). Without the protection of an
annuity, many women would be vulnerable to outliving their benfits.

Even in stuations where men and women had the same balance in their individua
accounts a retirement, they would often end up with different monthly benefits when they
purchased annuities in the private sector. Because women have longer life expectancies, they
would often get lower monthly benefits than men (U.S. Generd Accounting Office, 1999).
Over ther lifetimes, women would generdly get as much as men from origind annuity
investments of the same size, despite the lower monthly benefits, but thiswould be asmdl
consolation when monthly bills were being paid.

Individua accounts proposals raise important questions about the ownership of
accumulations in the accounts of married workers. A worker might not be under any obligation
at retirement to take a Spouse’ s interests into consideration when deciding what to do with the
assets (Shirley & Spiegler, 1998). There might be no requirement that it be used to purchase an
annuity. If the money could be taken as alump sum and used in ways that ignore the economic
needs of the spouse, the consequences for women would be extremely adverse.

The assetsin an individud account could be split at the time of divorce and would thus
dlow for a certain degree of "horizontal equity” (tresting pouses in the same way). This

earnings-sharing approach is viewed by some as away to protect women in aworld of
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individud accounts (Shirley and Spiegler, 1998). But, as Steuerle (1999) points out, such a
divison might not adequately take into account possible differences in other resources thet are
harder to caculate, such as investments during marriage in human capitd (i.e., education of one
spouse) and socid capitd (i.e., vauable long-term business contacts for one spouse).

Divorced women might be forced to rely on the divorce settlement to share the
accumulation in a pouse’ sindividud account. Under the Advisory Council’s Individua
Accounts proposd, this might be the only way awoman would have accessto assetsin her
former husband' s account while he was il living (Williamson 1997b, p. 103). When hedied,
she would become digible for haf the annuity benefit derived from hisindividua account or haf
of the assetsin the account if he had not yet retired. If there are no requirements that
accumulations be annuitized, asis the case with the Advisory Council’s Persond Security
Accounts proposd, a divorced spouse could not count on any benefit from the former spouse.

Thereis, however, one group of divorced women who might benefit from schemes that
cdl for the introduction of individua accounts. A woman who is divorced prior to ten years of
marriage is not eigible for any Socid Security benefits based on her former husband's earnings
higtory. Were an individua accounts scheme in place, some of these women could have access

to aportion of the fundsin their husband's individua account as part of the divorce settlement.

Adminigrative Costs. Because women tend to earn less and spend more time out of
the paid labor force, they would be expected to have smdler balancesin the individud accounts
associated with the various partialy-privatized Socid Security schemes proposed for the United

States. The evidence from other countries such as Chile (Diamond, 1996) and the United
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Kingdom (Liu, 1999; Ward, 1996), suggests that administrative costs tend to be higher for
schemes based on individua accounts than for traditional defined benefit socid insurance
schemes. Furthermore, they tend to be particularly high for women, in large part because they
are more likely to carry smdl baances in their accounts. According to one estimate in the
United Kingdom, it costs gpproximately 20 percent of the value of yearly contributionsto
administer the individua accounts for those who select the persond pension option in contrast to
about 1 percent for those who eect the traditiond defined benefit public pension option

(Crawford, 1997, p. 42).

Other Proposed Reforms. Whilethe individua accounts are likely to have the most
profound implications for women, there are other proposed changes that would aso be likely to
affect women more adversely than men. One proposa to help restore the solvency of the
Socid Security trust funds is an across-the-board cut in pension benefits. Such an approach
would have a more negative impact on women than men due to their lower earnings levels and
because women rely on Socia Security for agreater share of thelr retirement income
(Smeeding, Edtes, & Glasse, 1999; U.S. Generd Accounting Office, 1999).

Women would aso be disproportionately hurt by the proposa to increase the number
of years used to compute pension benefits from 35 to 38. Of those who retire in 1999, it has
been estimated that 57 percent of men, but only 15 percent of women will meet this criterion
(Ferst, 1997, p. 137). Of those who will retire in 2020, perhaps only 30 percent of women as

opposed to 60 percent of men would have the required 38 years (U.S. Genera Accounting
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Office, 1999). A longer computation period would clearly reduce benefits subgtantialy more
for women than for men.

Some reform proposas cdl for changes in the way the annud cost-of-living adjustments
(COLAS) aemadein Socid Security pensons. Many policymakers have proposed changes
that would reduce the COLA adjustment by up to one percentage point per year (Moynihan,
1998; Center for Strategic and Internationd Studies, 1999). Thus, if inflation were three
percent using the current CPI index, the adjustment in Socid Security benefits would be two
percent rather than three percent under current legidation. Such a change would amount to a
cut in the purchasing power of benefits. Moreover, the effect of this would compound over the
years, with the greatest impact on those who live the longest after starting to collect pension
benefits, that is, women.

While most of the attention in recent years has been on ways to reduce, not improve,
Socid Security benefits, there has been some agreement that something needs to be done to
increase income adequacy for widows. A mgority of members on the Socia Security Advisory
Council aswell as anumber of other policy andysts (Burkhauser & Smeeding, 1994; Sanddll
& lams, 1997) favor a proposa to reduce the spousa benefit and use the savingsto increase
the survivors benefit. One often-mentioned proposa for doing this would reduce the spousd
benefit from the current 50 percent to 33 percent of the covered worker's benefit while at the
same time increasing the survivor’' s benefit from 100 percent of the covered worker's benefit to
75 percent of the combined (husband and wife) benefits.

However, these changes would not make dl survivors better off; for example, widows

who had never been in the paid |abor force would be no better off. In addition, the change
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would not help divorced or never-married women, two groups that are among the poorest
elderly. Divorced women dependent on spousa benefits would actudly be worse off as a result
of this change, for they would only quaify for one-third of their former husband's benefit as
opposed to one-haf under current policy (Shaw, Zuckerman, & Hartman, 1998). Not many
women collect benefits as divorced spouses, but those who do are generdlly needy (Weaver,
1997). With such apolicy change, married couples would need to make do with less than
under current policy when both were dive if one were digible for the spousal benefit. For
middle- and upper-income couples, this would not be a problem, but it could cause hardship for
low-income couples. Another reason that this proposed change might not have the desired
outcome is that some research indicates thet, for women, alifetime in poverty tendsto be a
more important determinant of poverty in old age than the loss of a spouse (Choudhury &
Leonesio, 1997).

While many proposed changes to Social Security would dedl with the projected future
Socid Security burden using reforms amounting to tax increases or benefit cuts
disproportionately impacting women, there have been some proposds that would do the
reverse, that is, shift some of the burden toward men. One of the most important examples of
thisis Senator Moynihan’s (1998) proposa to increase the cap on wages subjected to the
payroll tax from the current (1999) $72,600 to $97,500. Only workers earning between
$72,600 and $97,500 would be affected by this change, a wage range that is disproportionately
mae. Other proposals to raise the wage base have also been made (e.g., Reischauer, 1999);

they are gppeding to many reformers because they negatively affect only high-wage earners.
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Severd planscdl for an increase in what is referred to as the normd retirement age, that
is, the minimum age & which afull Socid Security pension can be received. Currently the
normal retirement age is 65, but it is scheduled to increase to age 67 by 2027. Some proposals
cdl for increasing the retirement age to 68, othersto 70. Some cdl for indexing a higher
retirement age to future increasesin life expectancy (Advisory Council on Socid Security, 1997,
Moynihan, 1998; Center for Strategic and International Studies, 1999). Any increasein the
norma retirement age would add up to yet another form of benefit cut; that is, if pension benefits
dart a an older age, totd lifetime benefits will be reduced relative to what they would have been
without such an increase. Some experts argue that, to the extent that women rely more heavily
on Socid Security than do men, they stand to be hurt more by any increase in retirement age
(Rappaport, 19994). Asthe retirement ageisincreased, not only isthere, in effect, a penson
cut for covered workers, but there are also corresponding cuts in benefits to widows, spouses,
and former spouses.

In assessing the likely impact of this change, it isimportant to note that women live
longer than men and, as aresult, any increase in the retirement age will reduce the lifetime
benefits paid to men more than it will reduce the lifetime benefits paid to women. Itisaso
relevant to note that this reform would affect younger women (who will be less vulnerable at
retirement due to their stronger earnings histories) more than older women, as the change would
be phased in gradudly over severd years. In short, the impact on women of increasing the
norma age of retirement would be mixed. Those with low earnings, who were most dependent
upon Socid Security for retirement income, would fed the impact on their sandard of living

more than would those who are less dependent upon Socid Security for retirement income.
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However, it isdso true that, on average, it would reduce the lifetime Socid Security benefits
more for men than women.

In addition to the reform proposas that would disproportionately harm women and
those that would mogt likely benefit women, there have been a number that might well end up
being reatively gender neutrd in their impact. Among these, Rappaport (1999a) includes the
proposalsto: (1) extend Socia Security coverage to dl loca and state government workers; (2)
invest some of the Socid Security trust fund in private financid markets, (3) tax Socid Security
pensions like private pension fund digtributions; and (4) use a portion of the current budget

aurplusto indirectly benefit Socid Security (by reducing the nationa debt).

CONCLUSION

Recent decades have witnessed a great improvement in the economic status of women,
and it seems reasonable to expect this trend to continue. Nonetheless, a substantia gender gap
in economic well-being will remain well into the future. Due to their grester economic
vulnerability, longer life expectancy, and greater probability of being widowed in old age,
women will continue to be more heavily dependent upon Socid Security than men. For this
reason they will be more vulnerable to changesin Socid Security policy, particularly those thet
modify the spousd benefits so important to women and those that trim benefits that favor low-
and middle-income workers.

The partid privatization of Socid Security would very likely benefit well-to-do women,
but it would tend to undercut the economic security of many middle- and low-income women.

The shift from a defined benefit scheme to an dternative, making use of defined contribution



individua accounts, would reduce the protections for women and low-wage workers that are
built into Socia Security as presently structured. If Socia Security were privatized, market risk
would increase; women would bear a disproportionate share of the burden associated with that
risk due to their greater economic vulnerability.

Mot recent plansfor Socia Security reform include some version of individua
accounts. But, typicdly, it is other proposed changesin Socid Security policy included in these
plans that would be responsible for restoring actuarid baance to the Socid Security system by
closng most of the gap between projected pension receipts and outlays when the boomers
retire. While the privatization issue is very important, anumber of other proposed changes to
the Socia Security Act deserve more attention than they have received. Many of these other
reforms would result in women being disproportionatdly affected by policy changes designed to
ded with the projected Socid Security burden.

Were we to introduce individua accounts, this change would sgna a profound shift in
Socid Security philosophy, amgor shift away from the traditiond socia insurance emphass.
Before such a change is made, the generd public must be thoroughly informed about what could
happen if the various reforms currently under consideration were enacted (Farkas & Johnson,
1997). Much iswritten about how things would work if the stock market were to move
seadily up; far lessis discussed about what would happen in the event of a prolonged severe
bear market.

Before making any of the profound changes being proposed, further study of the
potentia distributional consequences of those changesis needed. Mgor shiftsin legidation as

fundamenta to the economic security of Americans as Socia Security must be preceded by
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thorough discussion about who stands to gain and who stands to be harmed by proposed
reforms. Some of the recently proposed changes would shift the burden in the direction of men,
but most would increase the relative burden on women. In the years ahead, Social Security’s
long-range financing problems will have to be addressed. It islikely that the find package of
reforms will involve cuts, some of which will impact women more adversdly than men. Itisour
contention that any sex differencesin the likely impact of proposed cuts should be made explicit
and thoroughly vetted in advance by scholars, policy makers, and advocates for workers,
women, and older persons, among others. Thisis particularly important in the case of proposas
that would increase the projected gender gap in Socia Security benefit levels and those
proposds that would adversdly affect the dready vulnerable position of low-income women.

Where do we go from here? When assessing the impact of Socia Security reformson
women, it will be useful to ask what theimpact islikely to be rdative to aclearly specified
basdine policy proposd. The basdine we would suggest isapolicy cdling for no change
between now and 2034 (the date at which the Trust Fund surplusis currently projected to drop
to zero) and then at that time closing the gap between revenues and pension benefits paid using
aformulardying equdly on acut in pension benefits and an increase in the payroll tax (rather
than just one or the other). This baseline proposd is an effort to get as close as possible to no
change in current policy, but with the recognition that in the unlikely event nothing were done
between now and then, something would have to be done in about 2034. The reason we need
abasdine policy proposd for use when eva uating proposed reformsis that most andysts do
not congder a continuation of current policy, with no changes now or in the future, aviable

long-term policy dternative.
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In addition, at least three questions need to be addressed when comparing dternative
Socid Security reform packages: (1) Will the benefits for middie- and particularly low-income
women generdly be more adequate or less adequate than those projected in connection with
the basdline option?; (2) What proportion of middle- and particularly low-income women are
likely to end up with benefits that would be more adequate or |ess adequate than those
projected in connection with the baseline option in the event of amgor correction in financia
markets just prior to retirement?; and (3) In the long run, will the reform package increase or

decrease the gender gap in the adequacy of pension provison?
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