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Can those aged 45 to 64 be saved from misery in retirement? How?

Original Reporting | By Meade Klingensmith | Aging, Poverty, Social Security

Note: Important additional reporting is available by clicking on each of the “dig deeper” boxes that ap-
pear throughout the article. If you prefer to view the article in Remapping Debate’s conventional style 
(with bottom boxes and sidebars), click here.

May 8, 2013 — “Up until very recently, each generation of retirees did better than the last, not just 
because incomes were rising in general, but also because they were closing the gap between their 
pre-retirement and their retirement incomes,” said Monique Morrissey, an economist at the Economic 
Policy Institute. “Now,” she continued, “we’re at the first time in modern U.S. history where that gap is 
growing and it’s growing dramatically.”

Morrissey’s assessment that American workers are facing a retirement security crisis has been echoed 
in recent articles in The Wall Street Journal, Newsday, and Forbes. Strikingly, however, Remapping 
Debate found that researchers and policy advocates have generally spent little time trying to solve the 
problem for those already aged 45 to 64.

The evidence we have pieced together through additional probing suggests that for those aged 45 to 
54, there is a range of policy options — beyond the fatalistic prescription to “just work longer” — that 
has the potential to materially enhance retirement security, if adopted quickly. For those aged 55 to 64 
the outlook is bleaker, though temporary increases in Social Security payments targeted to that group 
(or its poorest members), or an expansion of anti-poverty programs such as Supplemental Security 
Income (SSI), could, if enacted, ameliorate the worst of the anticipated impacts on the poorest retirees.

Despite the availability of a potential solution for the 45- to 54-year-old group and of an improved safety 
net for the 55- to 64-year-old group, no one we spoke with suggested that the political will to effect such 
changes exists today.

The numbers and their consequences

According to an analysis by the economist Teresa Ghilarducci and her team at the Schwartz Center for 
Economic Policy Analysis at the New School, 34.6 percent of workers currently aged 45 to 54, and 31.2 
percent of workers aged 55 to 64, are projected to live at or below 200 percent of the poverty level when 
they retire, if nothing is done to change the picture. Why would it be cause for concern if these workers 
(about 27 million Americans) were going to live with retirement income up to twice the poverty line? For 
one thing, Ghilarducci said, such people remain in “a chronic state of want.”

http://www.remappingdebate.org/node/1928
http://online.wsj.com/article/SB10001424127887323639604578368823406398606.html
http://www.newsday.com/classifieds/jobs/many-older-workers-can-t-afford-to-retire-1.4960155
http://www.forbes.com/sites/edwardsiedle/2013/03/20/the-greatest-retirement-crisis-in-american-history/
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Eric Kingson, a professor of social work and public administration at Syracuse University and founding 
co-director of Social Security Works, a group that advocates for the protection of the Social Security 
system, said a retiree with income below 200 percent of the poverty line who faces significant health 
care costs is often forced to compromise between her health care and other necessities, such as cloth-
ing. For some, he said, health care loses out and “people cut their medicine.”

Ghilarducci added, “If we don’t do something, 49 percent of middle-class retirees will be poor or near 
poor when they reach retirement age.” This would be, by a wide margin, the highest elderly poverty 
rate since the U.S. Census Bureau began compiling poverty statistics in 1959. The previous high was 
35 percent in 1960, and the most recent data reports it as 15.1 percent (according to the newer, and, 
most believe, more accurate, Supplemental Poverty Measure).

Another snapshot of the problem facing 45- to 64-year-olds as 
they reach retirement age comes from the Employee Benefit 
Research Institute (EBRI). Last month, EBRI reported that 57 
percent of workers have less than $25,000 in total savings (ex-
cluding home value and defined benefit pensions, the latter of 
which are enjoyed by only 15 percent of private-sector workers). 
28 percent of workers report less than $1,000 in savings.

For workers who might expect to live twenty years after retire-
ment, $25,000 in savings would leave them with less than $105 
to live on each month beyond their Social Security payments. 
According to Eric Kingson, this amount of money is insufficient 
to protect against “just about any unexpected problem.” He cited 
medical emergencies, car problems, and home repair as events 
that can deeply cut into such savings.

Eric Kingson said the impending retirement security crisis ought 
to be a public concern not only because “people should be able 
to maintain a reasonable standard of living” in retirement, but 
also because it will create “all sorts of consequences: consequences for [retirees]; but also conse-
quences for their younger family members.” More and more retirees could be forced to depend on their 
children, he said, which would significantly cut into those children’s own income and savings during 
their peak earning years, exacerbating the retirement security crisis for younger generations.

Kingson believes this crisis is an opportunity to “start imagining what kind of a world we want…Human 
dignity is important,” he said. “These programs [those that help prevent elderly poverty] give expression 
to core values in our society. If you want to be cynical, they’re quaint or they’re old-fashioned, but…
fundamentally there’s something decent about providing protection for ourselves and our neighbors. 
That’s something we need to get back to in this country.”

DO THE SCARY
NUMBERS LIE?

One observer contends that most 
things are better than many say.

4READ MORE

http://www.nber.org/bah/summer04/w10466.html
https://www.census.gov/hhes/povmeas/methodology/supplemental/research/Short_ResearchSPM2011.pdf
https://www.census.gov/hhes/povmeas/methodology/supplemental/research/WEA2011.kshort.071911_2.rev.pdf
http://www.ebri.org/pdf/surveys/rcs/2013/EBRI_IB_03-13.No384.RCS.pdf
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Fatalism, especially with regard to 55- to 64-year-olds

A common view is that because of political resistance, the type of legislation necessary to make a 
marked difference in retirement security for future retirees is impossible; for workers aged 55 to 64, 
most say, it is too late for most options anyway. Anthony Webb, a senior research economist at the 
Center for Retirement Research at Boston College, told Remapping Debate retirees face three options: 
they can work longer, attempt to save enough to guarantee retirement security (which he described 
as “implausible”), or face dramatically reduced levels of consumption in retirement. “Now, given those 
choices, what would you choose?” We asked whether public policy changes, such as boosting Social 
Security or some other form of government spending, could create a fourth choice. He replied, “Given 
the current political climate, I think that the discussion is about how we keep what we’ve already got 
rather than further expanding benefits.”

This attitude of fatalism, we found, is common. Barbara Butrica, 
a senior research associate at the Urban Institute, for example, 
said, “I think most people recognize Social Security is not going 
to get better; in fact, it’s going to get worse for certain groups.”

Even those who support expansive public policy to counteract 
the downward trend in retirement security expressed the belief 
that little will be done for the 55- to 64-year-old cohort. Teresa 
Ghilarducci said that, aside from forcing themselves to work lon-
ger, there are two scenarios in which these citizens could have 
relatively more secure retirements: “If you’re in your fifties, your 
only solution is to reduce your living standards by 20 percent and 
[increase] your savings by 20 percent. You have to start your de-
privation early so it doesn’t seem so bad when you get older. Or, 
the government could decide to boost Social Security benefits.” 
Ghilarducci never indicated such a boost is likely, however.

Joshua Freedman, a policy analyst in the Economic Growth Pro-
gram at the New America Foundation, agreed that the current 
public debate, particularly in the wake of President Obama’s 

budget proposal, is focused on cutting Social Security. As a result, he believes major legislation that 
could markedly boost retirement security is unlikely to pass in the near future. However, he thinks it is 
important that more people begin to identify and talk about the broader issue that “people [won’t] have 
adequate standards of living in retirement no matter what they do.” If that happens, in the long-term, 
Freedman said, addressing that broader question would yield “a much more rational and sane look at 
how we can solve the underlying human problem.”
 

GETTING RISKIER
ALL THE TIME

“Retirement insecurity” index: the 
picture has worsened substan-
tially since 1983.

4READ MORE
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For younger workers — those currently 45 to 54 — the future is, potentially, brighter. When asked for 
ideas on how to help this cohort, experts produced a range of policies that could help them to save 
enough for retirement to maintain their pre-retirement living standards.

These 45- to 54-year-olds are among a broader group of middle-aged workers who, many believe, 
have fallen victim to what Eric Kingson described as a “failed private pension system.” Monique Mor-
rissey said that 401(k) plans and other private savings arrangements have failed to adequately prepare 
workers for retirement: “For many workers, if they’re not getting a tax break and an employer match, 
a 401(k) might actually be a really bad way to save money…The fees are high. They can easily erode 
a third of what you accumulate in them.” In addition, she said, private savings plans in general lead 
people to underestimate how much they will need in retirement. People see a seemingly large lump-
sum value in their 401(k) and “think they are rich,” but when spread over decades of retirement, such 
sums become insubstantial.

According to Dean Baker, co-director of the Center for Economic 
and Policy Research, the creation of new and better types of 
retirement savings plans that fix such deficiencies could help 
45- to 54-year-olds become more secure in retirement. “They 
can accumulate something that can provide a boost to their liv-
ing standards in retirement, so [new forms of retirement savings] 
would help them,” he said.

What would such plans look like? Monique Morrissey said the 
hallmark of good retirement savings reform would be the cre-
ation of “hybrid multi-employer plans that are easier for employ-
ers to fund in advance and that provide steady, decent, and ad-
equate incomes that don’t get capped during downturns, [plans] 
that people can’t take money out and borrow against.” Two high-
profile proposals for a major revamping of the U.S. retirement 
savings system have been put out in the past year, both of which 
seem to meet Morrissey’s requirements.

The first of these, proposed by Senator Tom Harkin, is called the “Universal, Secure, and Adaptable” 
(USA) retirement fund. These funds would be universally available to all who do not already have 
access to a retirement plan with an automatic payroll deduction and “a minimum level of employer 
contributions” — though the proposal does not specify that minimum level. Those eligible would take 
advantage of the existing payroll-withholding system to deduct a specified amount of an employee’s 
paycheck and place it into the account. This would likely be 3 percent by default, though the employee 
could increase, decrease, or opt out of the contribution. Employers would be required to “make modest 
contributions,” but, again, the contribution level is not currently specified in the plan. The plans would 
be pooled, privately run, and professionally managed by “a board of trustees consisting of qualified 
employee, retiree, and employer representatives.” They would follow employees throughout their lives, 
and upon retirement, would pay a monthly annuity (with survivor benefits) just like a traditional pension.

DO NOTHING?

Is retirement insecurity a function 
of individual “dumb decisions”?

4READ MORE

http://www.harkin.senate.gov/documents/pdf/5011b69191eb4.pdf
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The second proposal, formulated by Teresa Ghilarducci, Robert Hiltonsmith, and Lauren Schmitz, is 
called the State Guaranteed Retirement Account (State GRA). This plan would require mandatory em-
ployee contributions and, according to a working paper authored by the plan’s architects, would “guar-
antee a return of at least 3 percent, or about 1 percent above inflation.” The plan’s developers assert 
this rate of return would be naturally achievable, and that projections show “there is very little risk of the 
rate dropping below 4.9 percent over the long term.” However, they suggest funds should nevertheless 
take out insurance policies “with either the state or private insurers” to safeguard against shortfalls. 
Employers could contribute to the State GRA, but would not be required to do so.

Ghilarducci’s plan would have lower investment management 
costs and marketing costs than current 401(k)s, but “their admin-
istrative costs would likely be similar.” Average net returns under 
a State GRA are estimated to be 7.28 percent — well above the 
average return for defined contribution plans (6.31 percent) and 
close to the average return for traditional defined benefit pen-
sions (7.43 percent).

An earlier iteration of the plan, from 2007, was estimated to 
provide a retiree with pre-retirement income of $20,000 with a 
$5,183 guaranteed annuity in retirement (assuming the retiree 
worked 40 years and retired at age 65). This would improve that 
worker’s “replacement rate” by 26 percent, for a total rate of 89 
percent when combined with Social Security payments. (Note: 
that figure would likely be less for a worker just entering the plan 
at age 45 to 55, though still considerably higher than the re-
placement rate for Social Security alone).

According to Ghilarducci, if either her proposal or Harkin’s were 
made law tomorrow, anybody in their 40s or younger who en-
tered the program “would have adequate retirement; it would 
solve this problem.”

 
Automatic enrollment and soft mandate

Though a major retirement savings overhaul would have the most dramatic impact, there are also 
smaller reform possibilities that would alter the current system of 401(k)s and IRAs to allow workers to 
save more money.

The first idea is a policy of “automatic enrollment.” This would take the current 401(k) plans and require 
employers who offer them to automatically enroll employees in such plans. Dean Baker said this plan 
could help enroll more people in retirement plans: “As it is now, not always, but generally, when you’re 

THE “REPLACEMENT RATE” 
AND MAINTAINING ONE’S 
STANDARD OF LIVING IN 

RETIREMENT

How much less can be coming 
in before one has to cut back? 
Is the answer different for lower-
income households?

4READ MORE

http://www.demos.org/sites/default/files/publications/StateGRAReport-1.pdf
http://www.gpn.org/bp204/bp204.pdf
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an employer that offers a 401(k) you [the employee] have to opt into it. You have to fill out the forms and 
say you want to be in it, and people for a variety of reasons…they don’t end up doing it, even though 
they may actually want it. If you flip that over and you make the default that you’re going to be in the pro-
gram, and you have, say, 3 percent of your wages taken out, you’re likely to get a much, much higher 
enrollment rate and you’re not forcing people into it” because employees can opt out.

Monique Morrissey suggested what she called a “soft mandate”: the federal government could require 
employers who receive tax benefits for offering retirement plans to employees to offer plans that meet 
certain requirements, including steady employer contributions at a minimum rate. As it stands now, 
employers can stop matching employee contributions into 401(k) plans at will, as many did during the 
fallout of the 2009 recession. A “soft mandate” would create tax incentives for employers to match em-
ployee contributions and continue matching, regardless of the economic climate. Such a policy could 
also encourage employers to offer plans with low administrative costs; many current plans charge sig-
nificant fees for administration that erode employee savings.
 

The limits of retirement savings proposals

According to the most recent data from EBRI, 48.9 percent of all workers have access to an employer-
sponsored retirement plan, and 39.7 percent of all workers participate in such a plan. The Plan Sponsor 
Council of America’s most recent survey of 401(k) plans reports that 81.6 percent of plans have an em-
ployer match provision, and 95.5 percent of plans that have a match provision made a match in 2011. 
In summary, then, only about 39.7 percent of workers have a retirement plan with an employer match. 
So, while automatic enrollment and improvements to 401(k) plans would likely improve the retirement 
prospects of many, they would not help the majority of Americans without access to such a plan in the 
first place. To do that in the framework of retirement savings reform, a plan that mandated employee 
contributions would be a necessary.

Some economists, however, have questioned the merit of retirement savings in general when com-
pared to more direct forms of government spending. According to Eric Kingson of Syracuse University, 
“We already have a universal pension system. It’s called Social Security…It travels with you from job to 
job. I say build up the system.”

Virginia Reno, the vice president for income security at the National Academy of Social Insurance, add-
ed, “By the time you finish describing [such proposals], you’ve described the Social Security program…
Why don’t we just do it with the system that’s already in place and works? Social Security is so much 
more efficient. Of the money that comes out, 1 percent is for administration, the rest is for benefits, 
which is not true of most anything you try to do through the private sector.”

http://www.ebri.org/pdf/briefspdf/EBRI_IB_11-2012_No378_RetParticip.pdf
http://www.psca.org/55th-annual-survey-highlights
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How could Social Security be enhanced to meet the needs of those nearing 
retirement?

If, as Morrissey says, “Social Security is the cheapest and most efficient retirement program there is,” 
how could it be improved to provide real security to future retirees?

According to Eric Kingson, “There are some very simple things 
that could be done that are not outrageously expensive. One, 
the CPI could be adjusted” in a manner to help, not hurt, benefi-
ciaries. He suggested starting with a measure called CPI-E, an 
index that aims to more accurately assess the cost of living for 
the elderly by more heavily weighting health care and housing 
costs. “If they had that going back to 1982, benefit adjustments 
would have been about one-fifth of 1 percent higher each year 
than they have been.” 

The effect of adopting the CPI-E measure, according to a docu-
ment produced by the U.S. Senate Committee on Health, Edu-
cation, Labor, and Pensions, would be to “ensure that Social 
Security benefits keep pace with the rising costs of essential 
items for seniors, including health care.” Such an approach 
would therefore help prevent the retirement security crisis from 
being exacerbated, but would not alone generate the increased 
benefits necessary to solve it.

To do that with Social Security would require a broader expansion. There are three general ways in 
which Social Security could be expanded: there could be a targeted or means-tested benefit increase, 
benefits could be increased across-the-board, or the benefit formula could be adjusted in such a way 
as to increase benefits for all, while providing low-income households with a greater proportional share 
of the boost.
 

Paying for the future

Despite the common refrain that “we just don’t have the money,” there are many options for how to 
finance such expansions or restructurings. The New America Foundation suggested funding its plan 
with a Value-Added Tax (VAT) of the type seen in much of Europe, China, and elsewhere. Eric Kingson 
suggested a dedicated financial transaction tax that would flow into social security, much like the so-
called “Robin Hood Tax” that has recently been approved by the European Union. (Remapping Debate 
previously wrote about the financial transaction tax.)

DIFFERENT METHODS TO
ENHANCE SOCIAL SECURITY

Across-the-board, targeted, and 
partially targeted approaches.

4READ MORE

http://www.harkin.senate.gov/documents/pdf/5011b69191eb4.pdf
http://www.harkin.senate.gov/documents/pdf/5011b69191eb4.pdf
http://www.remappingdebate.org/node/1394
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Some economists are also in favor of lifting or modifying the payroll tax cap, which currently exempts 
earnings above $113,700 from Social Security taxation. (This idea, though nationally popular, seems to 
frighten many Senate Democrats.) Ghilarducci would like to see the cap immediately and completely 
lifted for employers (not employees).

This alone, she said, would “solve elderly poverty,” as long as benefits don’t also increase for higher-
income workers. “It would keep the system going, and it could bring up everybody’s income who’s on 
Social Security up to the poverty level.” She added the caveat, however, that “the reason why that can 
work is because the poverty level is really low,” and people with incomes between the poverty level and 
200 percent would remain in a state of want. Getting all retirees up to 200 percent of the poverty line, 
she said, would require raising the tax rate as well as broadening the base.

Other models of modifying the payroll tax cap include lifting it for both employers and employees, but in-
creasing benefits for those who will be paying more. Monique Morrissey endorsed this idea, and added, 
“You can have a lower multiplier” for those new benefits, but the link between contributions and benefits 
should be preserved, because “that’s what makes people believe in [Social Security].” This approach 
would, however, produce less revenue.
 

Choices to be made

Though future retirees appear to be ill-prepared for their post-
employment years, the United States has a number of ways to 
mitigate this problem — if it is willing to pay for them. “We have a 
choice,” said Virginia Reno. “We have a choice in all of our pub-
lic policy issues, whether to pay for what we want or to declare 
we can’t afford what we want.”

While some say seniors will simply have to work longer into their 
old age, and some even blame those seniors for failing to ap-
propriately save during their working years, Monique Morrissey 
believes there is a broader philosophical issue at stake: “There’s 
absolutely no reason for a wealthy country like the United States 
not to have adequate retirement policies that allow people to 
retire before they’re sick and worn out.”

Teresa Ghilarducci added that for many, even if more jobs were 
available, working longer simply isn’t an option. “We already 
have a situation where most people want to work longer but 
can’t,” she said. Some of this is due to loss of work, some due to 
physical or mental limitations resulting from ill health, and some 
because of the need to provide care for a spouse. For such peo-
ple, even increased work opportunities will not help.

HOW MUCH WOULD A 
SOLUTION COST?

Surprisingly, only one of several 
experts spoken with was even 
able to offer a rough estimate.

4READ MORE

http://www.remappingdebate.org/node/1854
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To Eric Kingson, “It’s really a fully disrespectful notion: that somehow these folks are going to just have 
to suck it up. Well, they have sucked it up. They’ve already experienced recession, loss of pension 
protections, less security.”

Refusing to engage in a discussion about the public policies that could help future retirees, Kingson 
said, is itself making a choice. “It’s bounding the policy discussion, and framing it, and feeding into fatal-
ism…There are lots of things we could do. We just need to have the political will to do it.”

Additional reporting by Heather Rogers.

Note: this article has been modified on May 8, 2013, to more precisely reflect a statement from Anthony 
Webb of the Center for Retirement Research (Page 3 of this PDF).

This content originally appeared at http://www.remappingdebate.org/node/1921

http://www.remappingdebate.org/node/1921
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Do the scary numbers lie?

According to some, “factoids” that suggest a looming retirement security crisis can be misleading. An-
drew Biggs, a resident scholar at the American Enterprise Institute and a former principal deputy com-
missioner of the Social Security Administration during the George W. Bush administration, told Remap-
ping Debate, “There’s a huge number of assumptions and calculations embedded in these final product 
numbers you get. When you say, ‘here’s the retirement index, and it’s X,’ well, there’s a [lot] of stuff that 
goes into getting to X, and some of those choices are going to be controversial.” For example, he said 
such studies often set a universal target replacement rate — often 75 percent of one’s pre-retirement 
income — when in reality, target replacement rates might be “more dispersed” depending on one’s 
“real” pre-retirement standard of living when adjusted for the presence of children in a household, and 
on one’s income level.

Biggs’ own conclusion, based on a model which aims to make that adjustment, is that “most Americans, 
both current retirees and future ones, appear to be reasonably well prepared to support themselves in 
retirement.” He wrote in a follow-up email, however, that there is “an uptick in the share of people who 
are under-prepared” and that, “over time, the number falling short may rise.”

Monique Morrissey, an economist at the Economic Policy Institute, agreed that modeling necessar-
ily required the exercise of judgment in making assumptions. She noted, however, that, as a rule, “If 
you’re low income, your replacement rate should probably be higher, and if you’re higher income, 
your replacement rate can be lower, because if you’re low income, there’s just less give there.” That 
is because, compared to high-income retirees, low-income individuals generally save less during their 
working years, and, upon retirement, come to save less in taxes paid compared to wealthier retirees.

 “You certainly don’t want to have a mainstream replacement rate below 70 percent. That’s usually the 
minimum…To be on the safe side, it should be a lot higher,” she said.

“I do agree on lower-income households requiring higher rates. How much higher? That’s hard to say,” 
Biggs wrote in an email.

Despite the presence of what Morrissey called “some room for debate” regarding ideal replacement 
rates, over the course of weeks of research and interviews Remapping Debate found that the vast ma-
jority of evidence points toward a serious and growing threat to retirement security.

Return to main text

http://www.aei.org/files/2009/02/11/02%2023887%20RPOg.pdf
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Getting riskier all the time

The National Retirement Risk Index, creat-
ed by the Center for Retirement Research at 
Boston College, shows that the percentage 
of workers at risk of having their standard of 
living decline in retirement has grown over 
time (see chart to the right).

Monique Morrissey, an economist at the 
Economic Policy Institute, said that the In-
dex does not have a one-size-fits all model 
to determine what percentage of earned 
income a retiree needs to maintain a pre-
retirement standard of living, but has “differ-
ent replacement rates for homeowners, for 
renters, [and for varying] household size.”

Andrew Biggs, a resident scholar at the American Enterprise Institute, however, criticized the use of 
“target replacement rates” in studies like those of the Center for Retirement Research: “If ‘real’ target 
replacement rates are more dispersed than the targets that studies like the Retirement Risk Index use, 
you’re automatically going to find more people at risk, even if everyone is precisely at their ‘real’ target, 
simply because peoples’ real saving levels will be more spread out.”

“It doesn’t mean people aren’t unprepared for retirement,” he acknowledged, “but it does show a pos-
sible bias that would push measured results upward.”

But that “possible bias,” if it is present, is present in respect to data from all years that the study exam-
ined. For the at-risk percentage to move from 31 percent (based on 1983 data) to 53 percent (based on 
2010 data), strongly suggests that whatever the “real” level of retirement insecurity was in 1983, it has 
gotten much worse (that is, has almost doubled) in the intervening 27 years.

Return to main text

http://crr.bc.edu/wp-content/uploads/2012/11/IB_12-20.pdf
http://crr.bc.edu/wp-content/uploads/2012/11/IB_12-20.pdf
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Do nothing?

Some believe little in the way of public policy should be done to help future retirees. Andrew Biggs of the 
American Enterprise Institute, though he agrees part of the problem is systemic, also feels a significant 
share of the blame falls on individuals who inadequately save for retirement: “People are adults. We’re 
not dummies here. If somebody over the course of their lifetime consciously makes dumb decisions, it’s 
a little hard to stop that so long as we’re living in a free society.”

Is there really nothing we can do to help those who will have inadequate resources in retirement? “Work 
an extra year or two,” Biggs said. “Working longer is a really effective way of raising replacement rates.” 
What about those who are unable to keep working? He said the majority of jobs today are less physi-
cally demanding than they were in the past, when the average retirement age was higher. “Are there 
people with physically demanding jobs? Sure there are. Are they the majority of people? Should we 
base our whole national policy on that? Probably not.”

And what about those who were unable to save for retirement or lost their savings? “Undeniably there 
are going to be some people who are in a bad situation. We’ve got a crappy economy…Would I prefer 
that we didn’t have a crushing recession and these guys didn’t have to work longer? Sure. But that’s 
the price we pay for making [poor] policy, which we did,” said Biggs.

To some, such as Dean Baker, co-director of the Center for Economic and Policy Research, Americans 
should not be forced to “pay the price” for poor policy made in Washington. “We ended up in this situ-
ation because we had an economic collapse. These people [future retirees] didn’t collapse the econ-
omy…And then you turn around to these people and go, ‘Well, you’re just going to have to live within 
your means?’” Baker said.

We asked Biggs about this point, and he replied, “Well sure, but we live in a world where, when Wash-
ington makes bad policy, we all bear the cost of it. That’s just how it is. I don’t want to sound heartless 
on this stuff, but there’s just no way around that.”

Baker disagreed with that view. “Well, I for one am certainly not resigned to that. Certainly you could talk 
about increasing benefits for the low and middle end, and that’s not terribly expensive…You’re talking 
about money, but this isn’t some impossible burden,” he said.

Biggs supported the idea of automatic enrollment in 401(k) retirement savings plans for employees, but 
aside from that, argued that most forms of government intervention would likely be bad policy: “If you 
could readily identify the people who are not well-prepared for retirement through no fault of their own, 
and figure out the degree to which they need assistance, then we can talk and see how big a policy 
change we’re looking at. But I just don’t see [that] people can do that very well at this point…I just don’t 
trust the political process to really get these things right.” 

Return to main text
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The “replacement rate” and maintaining one’s standard of living in retirement 

At least theoretically, one would not need to have as much income per year in retirement as one had 
while employed to maintain one’s pre-retirement standard of living. For one thing, instead of having to 
put a portion of earnings away towards savings, one can begin to draw on those savings. For another, 
lower earnings in retirement are accompanied by a lower tax bite (in other words, the net reduction in 
after-tax income is less than the reduction in gross income).

Those are among the reasons that a variety of studies have suggested that individuals and households 
need somewhere between 65 percent and 85 percent of pre-retirement income to maintain their pre-
retirement standard of living. The percentage needed to do that is referred to as the “replacement rate.”

Whatever the optimal replacement rate may be (and studies vary), it is generally agreed that lower 
income households require a higher replacement rate than wealthier households: there are fewer sav-
ings to draw upon and less of a reduction in the taxes paid (these households, earning less money, 
would already have been paying relatively little in income taxes).

According to the Center for Retirement Research at Boston College, “More than one third of house-
holds end up entirely dependent on Social Security. For low earners the figure is 75 percent.” For those 
low earners, Social Security only replaces an average of 40 percent of their pre-retirement income. 
(According to data from the Social Security Administration, the average monthly Social Security benefit 
for low wage earners who retired in 2012 at age 65 is $887.33. The overall average monthly benefit is 
$1,230.)

We were not able to find anyone who suggests that a lower-income household could maintain its pre-
retirement standard of living with only 40 percent of pre-retirement income.

Return to main text
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Different methods to enhance social security 

Targeted increase

A targeted increase in Social Security would likely take the form of an increase in SSI, the means-tested 
anti-poverty program for the elderly that falls under the umbrella of the Social Security Administration. 
The program guarantees income for those over 65 (as well as the blind and disabled) up to a maximum 
threshold, currently $8,529.32 for an individual and $12,792.55 for an eligible couple. (For example, if 
a retiree has an income of $7,529.32 this year, SSI will pay that individual $1,000.)

Ghilarducci, Morrissey, Kingson, and Virginia Reno all supported this idea as a way to directly boost 
the poorest retirees out of poverty. According to Reno, “The maximum benefit right now, at least the 
maximum federal benefit before you get any state supplements…is three quarters of the poverty line, 
and the poverty line itself is something that hardly anybody could live on. So the benefits are too low, 
even as a safety net program.” Boosting the SSI limit to the federal poverty line would currently provide 
eligible two-person households with an additional $2,717.45 in annual income. Boosting it to 200 per-
cent of the poverty line would provide them an additional $7,835.45.

Alternatively, one could increase benefits for those who met a means test. Dean Baker suggested that 
those with income below the national median could have benefits increased by “10 or 15 percent.” A 
15 percent increase would boost the average annual Social Security benefit for a low-income individual 
from $10,648 to $12,245. In so doing, Congress would effect an approximately 16 percent increase in 
the replacement rate of a median, two-person, low-income household (a household in the bottom two 
income quintiles, which have median annual earnings of $20,262). This would add approximately $32 
billion to the annual cost of Social Security.

Monique Morrissey said the benefit of such a directly targeted approach is that “you get more bang for 
your buck. You can target it to people who would be just below poverty or very close to the poverty line, 
so therefore it’s inherently less costly.” However, she cautioned that such programs tend to be politically 
weak.

“There’s a cliché, but it’s true, that programs for the poor become poor programs,” she said. By reposi-
tioning Social Security as “something that’s for the poor,” she fears the program could lose its political 
strength, which she believes stems from the fact that earnings are linked to contributions. Eric Kingson 
echoed this concern, saying that bringing means testing into Social Security could “create schisms be-
tween people” and “undermine the political strength of the program.” 

An across the board increase?

Alternatively, the government could increase Social Security benefits across the board. In April, the 
New America Foundation proposed one model for doing this. Its plan would create two tiers of Social 
Security: the current contribution-based program would be retained and renamed “Social Security A.” 

http://www.familiesusa.org/resources/tools-for-advocates/guides/federal-poverty-guidelines.html
http://www.census.gov/prod/2012pubs/p60-243.pdf
http://growth.newamerica.net/sites/newamerica.net/files/policydocs/LindHillHiltonsmithFreedman_ExpandedSocialSecurity_04_03_13.pdf
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A new program, called “Social Security B,” would be a universal flat benefit for all retirees, to be funded 
by general revenues rather than the payroll tax. This program, the authors of the model wrote, could 
replace SSI.

Implementing the plan would be expensive. It is estimated to cost approximately 3.7 percent of GDP 
annually on top of current Social Security expenditures; this year, that would put its price tag at $558.3 
billion, which is considerably greater than the cost of a more targeted program. Eric Kingson said this 
cost makes the idea highly unlikely to pass through Congress anytime soon, and added, “There might 
be better ways to use those resources.” Nevertheless, he commended the plan’s authors for attempting 
to start a national conversation.

“We’re not being particularly subtle about what the goal is. We’re not going to turn this into an immedi-
ate legislative proposal. That’s not where any legislator is right now,” said Joshua Freedman of the New 
America Foundation, one of the model’s authors. “We’re looking much longer term about changing the 
conversation about retirement security in general,” from its current narrow focus on cutting Social Secu-
rity to a broader assessment of how “people are not able to have adequate standards of living in retire-
ment,” which he credits in large part to the failure of the 401(k) system, and what can be done about it.

Andrew Biggs of the American Enterprise Institute argued that the New America Foundation plan, along 
with any general increase in Social Security, would “crush private savings,” because those who could 
save would have a reduced incentive to do so, “and that can’t be good for the economy.” Monique Mor-
rissey disagreed; favoring Social Security over retirement savings, she said, would actually provide 
“macroeconomic advantages,” particularly during a period of economic recovery. “Right now we have a 
global savings glut. We don’t really need more money holed up in pension funds or savings accounts. 
What we need is more money being spent.” The question of whether spending or investment is better 
for the economy is one of the oldest disputes in macroeconomics.

A more modest approach would be one suggested by Dean Baker: boosting Social Security benefits 
for a limited amount of time — perhaps for 10 or 15 years — in conjunction with implementing retire-
ment savings reform. This hybrid approach would provide extra income to the 55- to 64-year-old cohort 
(those who would not benefit from new forms of retirement savings), could be phased out as younger 
generations take advantage of newly-enacted forms of retirement savings, and could potentially gain 
more political traction given its temporary nature.

Partial targeting

Currently, Social Security replaces 90 percent of the first $791 of a person’s pre-retirement AIME (aver-
age indexed monthly earnings). It then replaces 32 percent of a person’s AIME between that first “bend 
point” and $4,768, and 15 percent of eligible AIME above $4,768. If Social Security were to replace 100 
percent of that first $791 of AIME, Monique Morrissey said, that would put approximately $900 more 
per year into the pockets of most recipients.  As a percentage of overall benefits received per person, 

http://www.ssa.gov/oact/cola/piaformula.html
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the increase would be greater for those who had lower earnings while working than for higher-earning 
individuals. 

Partial targeting would provide less help than full targeting for those who need assistance most, but 
Morrisey argued that partial targeting would risk less of Social Security’s “political strength.”

Return to main text
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17How much would a solution cost?

Remapping Debate wanted to find out how much it would cost to guarantee that workers currently aged 
45 to 64 will be at roughly the same standard of living in retirement as they were pre-retirement, or, fail-
ing that, to find out how much it would cost to keep them out of poverty. It proved surprisingly difficult.

We asked Barbara Butrica, a senior research associate at the Urban Institute, a non-partisan think tank 
created by the Johnson Administration in 1968 to study poverty and other urban issues, if her organiza-
tion had an estimate. “If anyone could come up with some estimate, we could. We haven’t done that, 
and it’s not something we could quickly turn around,” she said.

When asked why the Urban Institute had never researched this question, Butrica said it is highly com-
plex, and that even giving a rough estimate would be difficult due to the degree of variation among indi-
viduals and ambiguity over what the goal should be: “What does it mean to have security in retirement? 
Is it to be above poverty? Is it to have 75 to 80 [percent] replacement rate? Probably a lot that has to do 
with why more research hasn’t been done on this is these questions haven’t been settled.”

Alan Barber, the domestic communications director for the Center for Economic and Policy Research, 
also described such research as too complex to be feasible: “When we talk about the poverty line, 
there’s disagreement of where that is. The White House has one perspective, the progressive cau-
cus [has another, and], the right has even a higher line of what poverty should be. There are so many 
components that comprise income security…Just the concept of strengthening income security for this 
cohort — it’s too broad: Too many different factors at play.” We asked whether such a study would be 
useful if it could be done: “I don’t know. I can’t even think what pieces would go into it.”

Teresa Ghilarducci, an economics professor at the New School, though confident that such research 
could be done, said it was “complicated…I can’t just do it. I think that’s a really good project and maybe 
something we should do.” When asked why no one has done this research, she replied, “No one asks 
for it…In politics there aren’t many advocates for the poor. So most people want to know ‘where [can 
I] save money and make the most money’ — those are questions for people who already have money, 
and those are the questions lawmakers are asking for that income group and that’s where the research 
money is going. So poor people and low-income people don’t have a voice in Washington.”

Ghilarducci was, however, willing to provide a couple of rough estimates. The cost of ensuring every 
retiree in America reaches the target replacement rate of 70 percent, she said, would be “less than a 
trillion dollars per year.” More specifically, she said, “I would estimate about a third of that” for just the 
cohort currently aged 45 to 64. The cost of simply bringing retiree households below 200 percent of 
the elderly poverty line (what Ghilarducci called the “near-poverty line”) up to that mark, however, is 
significantly less costly still. By taking the number of retiree households in the bottom two quartiles of 
U.S. income distribution and estimating those groups’ average income distance from 200 percent of 
the poverty line ($16,000 and $10,000), Ghilarducci estimated for Remapping Debate that “something 
in the range of $20 billion per year would bring poor and near poor retirees to the near poverty line.”

Return to main text


