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Social Security ran a $55 billion deficit in 2012, 
closing out three years of consecutive cash-flow 

deficits as the program’s unfunded obligations con-
tinue to grow.1

The combined 75-year unfunded obligation of the 
Social Security and Disability trust funds (referred 
to as the OASDI trust fund) is $12.3 trillion. This is a 
$1 trillion increase from last year’s unfunded obliga-
tion of $11.3 trillion.2

The combined Social Security and Disability 
programs are projected to remain solvent—that is, 
they are expected to have enough revenue from pay-
roll taxes, interest on the trust fund balance, and 
repayment of borrowed trust fund dollars to pay out 
scheduled benefits—through 2033.3 This is the same 
date as projected in last year’s report.

If no action is taken to improve the program’s sol-
vency before 2033, benefits will be reduced across 
the board by 23 percent.

Social Security Is Already Adding to the 
Deficit. In 2033, the Social Security trust fund will 
be exhausted, and the program will be able to pay 
only three-fourths of scheduled benefits. While the 
Social Security system is considered solvent until 

that year, this is true only on paper. Social Security 
already adds to budget deficits.

Since 2010, Social Security has taken in less 
money through payroll tax revenues than it pays 
out in benefits, generating cash-flow deficits. Social 
Security’s 2012 cash-flow deficit was $55 billion.

Social Security covers cash-flow deficits by draw-
ing down interest payments from the U.S. Treasury 
on previous trust fund borrowing. Cash-flow defi-
cits mean the Treasury can no longer cover interest 
payments to the Social Security trust fund by issu-
ing additional IOUs; instead, it must produce actual 
cash from taxes or borrowing. Thus, Social Security 
is adding to today’s deficits.

What About the Trust Fund? In the past, when 
Social Security ran cash-flow surpluses, the federal 
government spent those surpluses on other feder-
al spending, and in return, the Treasury credited 
Social Security’s trust fund with special-issue gov-
ernment securities. Although this $2.7 trillion in 
securities is not counted in the total amount of debt 
held by the public, it represents real debt that will 
have to be repaid over the coming decades.4

It is true that the Social Security trust fund rep-
resents legitimate repayments plus interest, but 
this distinction has no bearing on the federal bud-
get’s bottom line. Imagine a family that sets aside 
money for a child’s college education but then bor-
rows all of that money for other spending. Once 
the time for college arrives, the family will have to 
scramble to pay tuition because the IOUs in the col-
lege account represent money the family must pay 
itself.

So it is with Social Security’s trust fund. Congress 
spent all the excess revenues when Social Security 
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was running surpluses, and now repaying those rev-
enues is adding to deficits.

As Chart 1 shows, Social Security repayments 
represent a considerable portion of current and 
future deficits.

Earned Benefit or Entitlement? Past and cur-
rent retirees receive more in benefits than they paid 
into the system.

An analysis by the Urban Institute revealed that 
an average-earning male who reached age 65 in 1960 
received $6.39 in Social Security benefits for every 
dollar he paid in Social Security taxes. This ratio has 
declined over time to $2.12 for workers who reached 
age 65 in 1980, 92 cents for workers who reached age 
65 in 2010, and 84 cents for workers who will reach 
age 65 in 2030.5
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CHART 1

Sources: Congressional Budget O�ce, “Updated Budget Projections: Fiscal Years 2013 to 2023,” May 2013, 
http://www.cbo.gov/sites/default/files/cbofiles/attachments/44172-Baseline2.pdf (accessed May 30, 2013); 
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PROJECTED FEDERAL DEFICITS, 
IN BILLIONS OF DOLLARS

Social Security cash-flow deficits

Social Security Deficits Place Large and Growing Strain on Federal Budget
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As Social Security has shifted from a program 
to protect the elderly from poverty to a potential 
decades-long income subsidy, current workers and 
younger generations will inevitably bear the bur-
den of Social Security’s drain on the federal budget. 
Raising payroll taxes on today’s and tomorrow’s 

workers to cover Social Security’s funding shortfall 
would only add to their burden.

Three Social Security Reforms. To address 
Social Security’s massive and growing cash-flow def-
icits, lawmakers should immediately pursue three 
important reforms:

1.	 Fix Social Security’s cost-of-living adjust-
ment. Social Security’s cost-of-living adjust-
ment (COLA) is based on an outdated measure 
of changes in the cost of living that fails to 
account for how people react to changes in pric-
es. Lawmakers should index Social Security’s 
COLA to the chained Consumer Price Index 
(CPI), which acknowledges that people choose 
less expensive and different goods and servic-
es in response to changes in prices. This would 
more accurately protect the value of benefits 
while improving Social Security’s finances.6

2.	 Increase the early and full retirement ages. 
Since Social Security’s inception, life expectan-
cy at birth in the United States has increased by 
about 17 years, while life expectancy at age 65 
has increased by about seven years.7 Yet Social 
Security’s full retirement age has increased by 
only two years, and the early retirement age 
has not increased at all. Social Security’s retire-
ment age serves as an implicit guideline for 
actual retirement, as more than 70 percent of 
eligible workers choose to take Social Security 
benefits at the early retirement age of 62. For 
Social Security, this means greater financial 
strain, and for the economy, it means a small-
er workforce, lower economic growth, and less 
revenue. Lawmakers should gradually and pre-
dictably increase the early and full retirement 
ages and then index both to increases in life 
expectancy.

3.	 Focus Social Security benefits on those who 
need them most. Social Security was designed 
as a program to protect the elderly from pov-
erty, yet it pays benefits to more than 47,000 

6.	 See Romina Boccia and Rachel Greszler, “Social Security Benefits and the Impact of the Chained CPI,” Heritage Foundation Backgrounder No. 
2799, May 21, 2012, http://www.heritage.org/research/reports/2013/05/social-security-benefits-and-the-impact-of-the-chained-cpi.

7.	 U.S. Department of Health and Human Services, Centers for Disease Control and Prevention, “Health, United States, 2011,” Table 22, http://
www.cdc.gov/nchs/data/hus/hus11.pdf#022 (accessed May 29, 2013); “United States Life Tables, 2002,” http://www.cdc.gov/nchs/data/
nvsr/nvsr53/nvsr53_06.pdf (accessed May 29, 2013).

CHART 2

Source: C. Eugene Steuerle and Caleb Quakenbush, “Social 
Security and Medicare Taxes and Benefits over a Lifetime: 2012 
Update,” Urban Institute, http://www.urban.org/UploadedPDF/ 
412660-Social-Security-and-Medicare-Taxes-and-Benefits-
Over-a-Lifetime.pdf (accessed May 30, 2013).

Early recipients of Social 
Security received more than six 
dollars in benefits for every 
dollar paid in Social Security 
taxes (OASDI). Today and in 
the future, recipients will receive 
less than a dollar in benefits for 
every dollar  paid in Social 
Security taxes.

Social Security’s Poor 
Return on Investment
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millionaires and leaves many low-income 
recipients in need of additional welfare ben-
efits.8 Lawmakers should phase out benefits for 
retirees with high levels of non–Social Security 
income and provide a true system of social 
insurance that focuses on seniors who need it 
most. Lawmakers should also consider a mini-
mum flat benefit level to protect all seniors from 
poverty in retirement.

Social Security Needs Reform Today. Social 
Security is already placing an increasing burden 
on the federal budget, and all beneficiaries face a 23 
percent benefit cut at projected trust fund exhaus-
tion in 2033. Action should be taken today to protect 

Social Security’s most vulnerable beneficiaries 
without burdening younger generations through tax 
increases.

Lawmakers should immediately replace the 
current COLA adjustment with the more accurate 
chained CPI, raise the early and full-retirement 
ages gradually and predictably, focus Social Security 
benefits on those who need them most, and alleviate 
poverty in old age with a minimum flat benefit.
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