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nn If no action is taken to improve 
Social Security’s solvency before 
its Trust Fund runs dry, benefits 
will be reduced across the board 
by 23 percent.

nn According to the trustees’ inter-
mediate assumptions, the OASDI 
cash-flow deficit will amount to 
$1.1 trillion over the next 10 years, 
a figure that will be matched 
dollar-for-dollar by an increase in 
publicly held debt.

nn Social Security’s cost-of-living 
adjustment (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an outdated measure of changes 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 prices.

nn Since Social Security’s incep-
tion, life expectancy at birth in 
the United States has increased 
by more than 20 years, while 
life expectancy at age 65 has 
increased by about seven years.

nn Designed to protect the elderly 
from poverty, Social Secu-
rity pays benefits to more than 
47,000 millionaires and leaves 
many low-income recipients 
in need of additional wel-
fare benefits.

Abstract
Social Security ran a $71 billion deficit in 2013, closing out four years 
of consecutive cash-flow deficits as the program’s unfunded obliga-
tions continue to grow. Despite being solvent for about two more de-
cades, the Social Security and Disability Insurance programs are 
already contributing to annual deficits. Absent reform, Social Secu-
rity benefits will be cut across the board by 23 percent in 2033. Action 
should be taken today to protect Social Security’s most vulnerable ben-
eficiaries from such drastic cuts without burdening younger genera-
tions through tax increases. Lawmakers should immediately replace 
the current cost-of-living adjustment with the more accurate chained 
Consumer Price Index, raise the early and full retirement ages gradu-
ally and predictably, focus Social Security benefits on those who need 
them most, and alleviate poverty in old age with a minimum flat benefit.

Social Security ran a $71 billion deficit in 2013, closing out four years 
of consecutive cash-flow deficits as the program’s unfunded obli-

gations continue to grow.1 According to the 2014 annual report from 
the programs’ trustees, the combined 75-year unfunded obligation of 
the Social Security and Disability Insurance Trust Funds (referred to 
collectively as the OASDI Trust Fund) is $13.4 trillion, a $1.1 trillion 
increase from last year’s unfunded obligation of $12.3 trillion.2

The combined Social Security and Disability Insurance pro-
grams, known as OASDI, are projected to remain solvent—that is, 
they are expected to have enough revenue from payroll taxes, inter-
est 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.

This paper, in its entirety, can be found at http://report.heritage.org/bg2936

The Heritage Foundation
214 Massachusetts Avenue, NE
Washington, DC 20002
(202) 546-4400 | heritage.org

Nothing written here is to be construed as necessarily reflecting the views of The Heritage 
Foundation or as an attempt to aid or hinder the passage of any bill before Congress.



2

BACKGROUNDER | NO. 2936
August 4, 2014 ﻿

Separately, the Disability Insurance (DI) Trust 
Fund is projected to remain solvent for only two more 
years, until 2016, and the Social Security (OASI) Trust 
Fund is projected to remain solvent through 2034.

If no action is taken to improve Social Security’s 
solvency before its Trust Fund runs dry, benefits 
will be reduced across the board by 23 percent.

Social Security Is  
Already Adding to the Deficit

In 2033, the combined OASDI Trust Fund will 
be exhausted, and the programs will be able to pay 
only three-fourths of scheduled benefits. While the 
programs are considered solvent until that year, this 
is true only on paper. Social Security and Disability 
already add to budget deficits.

Since 2010, OASDI has taken in less money 
through payroll tax revenues than it pays out in ben-
efits, generating cash-flow deficits. The 2013 cash-
flow deficit was $71 billion. Over the next 10 years, 
the OASDI cash-flow deficit will amount to $1.1 tril-
lion, according to the trustees’ intermediate assump-
tions. This $1.1 trillion would be matched dollar-for-
dollar by an increase in the publicly held debt.

Social Security’s cash-flow deficits add to the pub-
lic debt because those deficits are covered by drawing 
down interest payments from the U.S. Treasury on 
previous Trust Fund borrowing. Cash-flow deficits 
mean the Treasury can no longer cover interest pay-
ments to the OASDI Trust Fund by issuing additional 
IOUs; instead, it must produce actual cash from taxes 
or borrowing. Thus, Social Security and Disability 
are adding to today’s deficits on a cash-flow basis.

What About the Trust Fund?
In the past, when Social Security ran cash-flow 

surpluses, the federal government spent those sur-
pluses on other federal spending, and in return, the 

Treasury credited Social Security’s Trust Fund 
with special-issue government securities. Although 
this $2.8 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, according to current law.4

The Social Security Trust Fund represents legiti-
mate repayments plus interest, but this distinction 
has no bearing on the federal budget’s bottom line. 
Imagine a family that sets aside money for a child’s 
college education but then borrows 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 college account represent 
money the family must pay itself.

So it is with Social Security’s Trust Fund. Con-
gress spent all the excess revenues when Social 
Security was running surpluses, and now repaying 
those revenues is adding to deficits.

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

How Accurate  
Is the 2033 Prediction?

According to the 2014 trustees’ report, the com-
bined Social Security and Disability Insurance 
Trust Fund will remain solvent through 2033, but 
if history is any indicator, insolvency could come 
much sooner. As recently as 1983, the Social Security 
trustees projected, “On the basis of all but the most 
pessimistic of the four sets of assumptions used, the 
program is now estimated to be financially sound 
over the next 75 years.”5 That would have been 2058 
or later. Three decades later, the projected insolven-
cy date is now 25 years sooner. As a Heritage Founda-
tion report shows, if that trend continues, the Social 
Security Trust Fund would be insolvent nine years 

1.	 U.S. Social Security Administration, The 2014 Annual Report of the Board of Trustees of the Federal Old-Age and Survivors Insurance and Federal 
Disability Insurance Trust Funds, July 28, 2014, http://www.ssa.gov/oact/tr/2014/tr2014.pdf (accessed July 28, 2014).

2.	 Today, the trust fund holds $2.8 trillion in government securities, and it will be exhausted by 2033. The 75-year shortfall between already 
promised benefits and expected payroll tax revenues is $10.6 trillion, but paying the IOUs in the Trust Fund will also draw from general fund 
revenues, bringing the true 75-year OASDI unfunded obligation to $13.4 trillion.

3.	 The Social Security Trust Fund (OASI) is projected to remain solvent through 2034, while the Disability Trust Fund (DI) will run dry in 2016. In 
the absence of reform, DI program benefits would have to be reduced or eligibility limited beginning in less than two years. If lawmakers chose 
to reallocate the distribution of OASI and DI payroll taxes to boost DI solvency, it would weaken OASI solvency.

4.	 David C. John, “Misleading the Public: How the Social Security Trust Fund Really Works,” Heritage Foundation Executive Memorandum No. 940, 
September 2, 2004, http://www.heritage.org/research/reports/2004/09/misleading-the-public-how-the-social-security-trust-fund-really-works.

5.	 Social Security Administration, “Summary of the Social Security Trustees Report: Old-Age, Survivors, and Disability Insurance Program,” Social 
Security Board of Trustees, June 27, 1983, http://www.ssa.gov/history/pdf/1983.pdf (accessed June 10, 2014).
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sooner than currently projected—in 2024 rather 
than 2033.6

Negative Returns Make Social Security a 
Bad Deal for Current and Future Retirees

For decades, Social Security retirees received 
more in benefits than they paid into the system, but 
that will not be the case for recent and future retir-
ees. 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. For recent and future retirees, Social 
Security will provide a negative rate of return: Work-
ers who reached age 65 in 2010 will receive 92 cents 
for every dollar paid in taxes, and workers who reach 
age 65 in 2030 will receive only 84 cents for every 
dollar in payroll tax contributions.7

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. 

6.	 Rachel Greszler, “History Suggests Social Security Insolvency Is Coming Sooner Than Projected,” Heritage Foundation Issue Brief No. 3980,  
June 27, 2013, http://www.heritage.org/research/reports/2013/06/history-suggests-social-security-insolvency-is-coming-sooner-than-projected.

7.	 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 20, 2014).

CHART 1

Sources: Congressional Budget O�ce, “Updated Budget Projections: Fiscal Years 2014 to 2024,” April 2014, 
http://www.cbo.gov/sites/default/files/cbofiles/attachments/45229-UpdatedBudgetProjections_2.pdf 
(accessed July 28, 2014); and Social Security Administration, The 2014 Annual Report of the Board of Trustees of 
the Federal Old-Age and Survivors Insurance and Federal Disability Insurance Trust Funds, July 28, 2014, Table VI.G9, 
http://www.ssa.gov/oact/tr/2014/tr2014.pdf (accessed July 28, 2014).

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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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
The sooner lawmakers act to address Social Secu-

rity’s massive and growing cash-flow deficits, the 
lower the burden will be on current and future work-
ers. Three important reforms could help solve Social 
Security’s financial shortfall and shift the program 
back toward its original purpose of protecting 
seniors against poverty:

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 prices. Law-
makers should index Social Security’s COLA to 
the chained Consumer Price Index (CPI), which 
acknowledges that people choose less expensive 
and different goods and services in response to 
changes in prices. This would more accurately 
protect the value of benefits while improving 
Social Security’s finances.8

8.	 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.

CHART 2

Source: Heritage Foundation calcluations based on data from Social Security Administration, The 2013 Annual 
Report of the Board of Trustees of the Federal Old-Age and Survivors Insurance and Federal Disability Insurance Trust 
Funds, May 31, 2013, http://www.socialsecurity.gov/OACT/TR/2013/index.html (accessed May 31, 2013).

In 1983, Social Security’s trustees projected that the recently enacted Social Security reforms would keep the 
program solvent for at least the next 75 years through 2058. However, over successive annual reports, that 
approach date has accelerated.  If the trend since 1983 continues, the program will become insolvent in 2024— 
34 years earlier than originally projected.
PROJECTED NUMBER OF YEARS AWAY BEFORE 
SOCIAL SECURITY BECOMES INSOLVENT

YEAR PROJECTION MADE

Social Security’s Life Expectancy Keeps Getting Shorter
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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 
more than 20 years, while life expectancy at age 
65 has increased by about seven years.9 At the 
same time, jobs in the United States have become 
less physically demanding and individuals have 
become healthier.10 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 retirement age serves as 
an implicit guideline for actual retirement, as 
nearly two-thirds of eligible workers choose to 
take Social Security benefits between the early 
and full retirement age. For Social Security, 
this means greater financial strain, and for the 
economy, it means a smaller workforce, lower 
economic growth, less retirement security, and 
lower revenue. Lawmakers should gradually and 
predictably increase the early and full retire-
ment 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 poverty, 
yet it pays benefits to more than 47,000 million-
aires and leaves many low-income recipients in 
need of additional welfare benefits.11 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 minimum flat benefit level to protect 
all seniors from poverty in retirement.

Social Security Needs Reform Today
Despite being solvent for about two more decades, 

the Social Security and Disability Insurance pro-
grams are already contributing to annual deficits. 
Absent reform, Social Security benefits will be cut 
across the board by 23 percent in 2033. Action should 
be taken today to protect Social Security’s most vul-
nerable beneficiaries from such drastic cuts without 
burdening younger generations through tax increases.

9.	 U.S. Department of Health and Human Services, Centers for Disease Control and Prevention, “Health, United States, 2013,” Table 18,  
http://www.cdc.gov/nchs/hus/contents2013.htm#018 (accessed June 2, 2014).

10.	 Mark Duggan and Scott A. Imberman, “Why Are the Disability Rolls Skyrocketing? The Contribution of Population Characteristics, Economic 
Conditions, and Program Generosity,” chap. 11 in David M. Cutler and David A. Wise, eds., Health at Older Ages: The Causes and Consequences of 
Declining Disability Among the Elderly (Chicago: University of Chicago Press, 2009), pp. 337–379.

11.	 Face the Facts USA, “Thousands of Millionaires Collect Social Security,” March 5, 2013,  
http://www.facethefactsusa.org/facts/millionaires-receiving-social-security/ (accessed June 10, 2014).

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.
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Social Security’s Poor Return 
on Investment

CHART 3

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 20, 2014). heritage.orgBG 2936
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Lawmakers should immediately replace the cur-
rent COLA 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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