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Abstract
Behavioral economics has focused on the shortcomings in decision making by
individuals, but some of the same shortcomings can be observed in the decision making
of government. In particular, policy inertia is a characteristic of the political process of
Social Security reform in the United States. The last major legislated change to Social
Security occurred more than three decades ago (in 1983) and was made to avert a
crisis. Policy inertia is sometimes called Congressional gridlock, but it is also an aspect
of presidential politics. Delay in reforming Social Security is costly to American workers
because the longer the delay, the larger the tax increases and benefit cuts that will be
required to restore solvency. Our proposal applies three insights from behavioral
finance to behavioral public finance: the use of defaults, the “save more tomorrow”
concept, and the use of salience—raising the salience of the need for reform, while
lowering the salience of the reform.
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“Neither Medicare nor Social Security can sustain projected long-run program costs in
full under currently scheduled financing, and legislative changes are necessary to avoid
disruptive consequences for beneficiaries and taxpayers. If lawmakers take action
sooner rather than later, more options and more time will be available to phase in
changes so that the public has adequate time to prepare. Earlier action will also help
elected officials minimize adverse impacts on vulnerable populations, including lowerincome workers and people already dependent on program benefits….”
"The 2014 Annual Report of the Board of Trustees of the Federal Old-Age and Survivors Insurance
and Federal Disability Insurance Trust Funds,"

Social Security Trustees (2014)
“To do nothing is within the power of all men.”
Samuel Johnson (1709-1784)

Social Security has insufficient funding to pay for promised benefits, with the
problem growing worse over time. The uncertainty as to the future level of benefits
provided by the U.S. Social Security program because of its projected insolvency is a
risk to many workers participating in the system because they may receive less benefits
in retirement than they were expecting. Policy risk is the risk as to the nature of future
reforms and the resulting unpredictability of future benefits for workers trying to plan for
retirement. Diamond (1994) argues that political risk is one of the biggest problems
facing the Social Security system, that risk being the risk related to policymaking, or in
this case lack of policymaking.
Behavioral economics has focused on the shortcomings in decision making by
individuals. People procrastinate when decisions are complicated or unpleasant and
they are able to postpone taking action. However, some of the same shortcomings also
can be observed in the decision making of government. Congress has a long history of
exercising its power to do nothing until the last moment when it comes to dealing with
Social Security reform. While some of the causes of procrastination by workers may
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differ from the causes for procrastination by Congressional policy makers, some of them
arguably are similar.
Behavioral economics has moved beyond identifying behavioral shortcomings in
individual decision making and has developed policy for dealing with those
shortcomings. This paper applies insights concerning individual decision making to
decision making by government. In particular, it argues that the use of defaults which
has been effective in dealing with the procrastination of workers may also be useful in
dealing with the procrastination of Congress.
The U.S. approach to Social Security policymaking needs to be reformed. This
paper argues for a reform of the political process based on insights from behavioral
economics. We apply the concept of defaults to deal with inertia in Congress concerning
enacting policy to restore the solvency of Social Security. We use the concept of choice
architecture in the context of Congress. Defaults work best when they are consistent
with what the person or entity believes that they should do. The proposal is based on
experience in Canada and Japan with policies that help maintain the solvency of social
security programs in those countries.
The paper is organized as follows. It first discusses the significance of the year
2034 as representing the future of retirement income in the United States. It discusses
the literature relevant to policy inertia and choice architecture. It then discusses the
costs of inertia as background for why the issue of timely reform of Social Security is
important. Following that, the paper presents a proposal for dealing with policy inertia.
The proposal has two parts. The first part deals with democratic processes and can be
thought of as the effect of policy on these processes. The second part presents two
different options for a default for Social Security reform. The paper then offers
concluding comments.

2034
The year 2034 is 50 years after 1984, a significant year because it was the title of
a book by George Orwell (1949) that described a bleak future because of excessive
government control resulting in a loss of individual freedoms. The year 2034 represents
a bleak future for the retirement income of many Americans. While Orwell’s book is
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about a government that does too much in regulating society, the story of 2034 is about
a government that does too little in terms of timely policy making.
Social Security Trustees traditionally have reported on the financial status of the
combined Old-Age and Survivors Insurance (OASI) Trust Fund and the Disability
Insurance Trust Fund (DI). After the last major reform of Social Security in 1983, Social
Security (OASDI) was projected to have adequate financing through 2063. As of 2016,
however, the combined funds are projected to run out of money in 2034, with the OldAge and Survivors Insurance (OASI) program running out of money in 2035. Starting
then, current and future retirees will take a 21 percent cut in their benefits if financing
reforms are not made (Social Security Trustees 2016). That cut would be an average of
$10,000 a year for a couple retiring that year (MacGuineas 2016), and $100,000 in
lifetime benefits for a typical 50-year-old (Goldwein 2016) .
Other analysts find that the insolvency of Social Security may occur sooner than
the Social Security actuaries currently predict. The Technical Panel on Assumptions
and Methods (2015), a panel that reviewed the assumptions Social Security uses to
calculate its projections, argues that life expectancy will improve more quickly than is
projected by the Social Security actuaries, and that the date of insolvency will be 2033.
The Congressional Budget Office (2015a) also predicts that life expectancy will
improve more rapidly than projected by the Social Security actuaries, resulting in an
earlier date of insolvency. Its 2016 Long-Term Budget Outlook report (Congressional
Budget Office 2016) projects that insolvency of OASI will occur in 2029. These
projections indicate that people fairly close to retirement face uncertainty as to what
their Social Security benefits will be, and this situation makes it difficult for them to
assess their retirement readiness and plan for retirement.

Inertia
The concept of inertia has been applied to the behavior of individuals failing to
make desirable changes because they are resistant to change (Madrian and Shea
2001, Choi et al. 2002; see also Turner, Klein and Stein 2016 for an example of lack of
inertia, when inertia would have been desirable). This paper applies the concept of
inertia to the political process in Congress. In Congress, however, inertia is not just the
4

result of individual behavior; it also results from the interaction of the Democratic and
Republican parties. Thus, while some aspects of the analysis of individual behavior may
apply, other issues relating to the political process also are relevant.
Inertia is an extreme form of under-reaction to a problem. Social Security policy
inertia is an aspect of presidential politics as well as Congressional politics. The lack of
meaningful discussion in the 2016 presidential campaigns about reforming Social
Security suggests that the problem of Social Security financing may not be solved in the
next four years. Neither major candidate provided a detailed proposal for Social Security
reform, with both indicating they would raise benefits, which would make solving the
problem of the future insolvency more difficult. In addition, several members of
Congress made proposals for Social Security reform in 2016 (Social Security
Administration 2016), but no action was taken on these proposals. While experts
understand the costs of delay, it appears that the public generally does not. As a
consequence, little public pressure is placed on politicians for timely Social Security
reform, though some organizations, such as the Committee for a Responsible Federal
Budget (2016) are advocating for timely reform.
With Social Security having long been called the “third rail” of politics, a moniker
coined by former House Speaker Tip O’Neill, reform may not occur until the last
moment. The “third rail” refers to the electrified rail of the Washington, D.C., subway
system, which presumably causes death if you touch it.
With rational public policy, Social Security would be reformed as quickly as
possible because the problem gets worse with delay (Committee for a Responsible
Federal Budget 2016). Because the problem gets worse with delay, the process can be
thought of as one of accumulating errors, which are errors that get worse over time. As
indicated in the Social Security Trustees report for 2014, with nearly an identical plea in
the 2015 and 2016 reports, and in Trustees reports going back more than a decade,
needed reforms are less drastic if they are done without further delay because the
effects of the reforms are spread out over a longer time period and their effect is spread
over more workers. Realistically, however, under the current system of policymaking,
that is not likely to happen. In the mid-1990s, Steuerle and Bakija (1994) noted, “That
future reform is inevitable, and not simply a political intention, is crucial for policymakers
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and the American public to comprehend.” Two decades later, the statement is true with
even greater force, but reform has not yet occurred.
Policy inertia is the failure to change a public policy in the face of incentives or
the future necessity to do so. The default for policy to reform the Social Security
program is that no action is taken until a crisis forces Congress to act in order to prevent
a benefit cut, which will happen if no action is taken.
In 2015, Congress closed a few loopholes in Social Security benefit calculations,
but it did not address the long-run insolvency of Social Security. It dealt with the
impending funding shortfall of the Disability Insurance (DI) Trust Fund, which could have
provided the opportunity to also deal with the funding shortfall of the OASI Trust Fund.
The 2015 Social Security reforms were a missed opportunity by Congress to address
Social Security’s major problems. Failing to take that opportunity, and delaying to the
last moment to deal with the insolvency of the DI trust fund, suggests that the country
may be headed toward another Social Security crisis. Congress has not made any
significant changes to address the future insolvency of Social Security. The goal of
responsible policy making ideally would have provided the incentive for action.
From the personal perspective of members of Congress, however, the need for
change is not immediate. They face little pressure from constituents to deal with the
problem, which can only be solved with unpopular changes. Because the crisis is far
enough away to be outside of the likely tenure of many members of Congress, they can
avoid facing the issue entirely and push it down the road for future politicians to deal
with. Even for members of Congress who expect to be in office at that time, time
discounting of an event that far off may make it seem like it is not important to deal with
currently. In these respects—no immediate need for making difficult changes—the
cause of the inertia of members of Congress is similar at least to some extent to the
cause of inertia of workers failing to save for retirement by participating in a 401(k) plan.

Literature
This section discusses the literature relevant to the reform of the Social Security
reform process.
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Inertia. The concept of inertia has been used in the context of lack of change by
both participants and non-participants in 401(k) plans (Madrian and Shea 2001, Choi et
al. 2002, Muller and Turner 2013).
Several possible causes of inertia in the context of enrolling in a pension plan
have been identified in the literature (e.g., Turner and Verma 2007). Inertia can be due
to inattention as to the reasons for a change. It can be due to procrastination,
sometimes called present bias, when a person recognizes that a change would be
desirable, but that there are costs to making the change. Procrastination can be due to
high discounting of the future, so that future benefits have relatively little weight. It can
be due to high transactions costs in making a change. Abeler and Jäger (2015) in their
study of the effects of complexity in taxes find that complexity of the decision
environment is an important catalyst of behavioral anomalies, such as the status-quo
bias and inertia. All of these causes of inertia for workers arguably are also causes of
inertia for Social Security policy makers in Congress.
Hoskins (2010) discusses whether the length of the 75-year projection period for
evaluating Social Security financing is a factor in U.S. policy inertia. He notes that the
United States is an outlier with respect to the length of its actuarial projections, with
Germany requiring projections of 15 years, and several European countries, including
France, requiring projections of 30 to 40 years. Japan, however, uses actuarial
projections of 95 years. He raises the question as to whether a shorter time horizon
might result in more frequent reforms in some countries. The idea that Social Security
reform must correct funding for 75 years and beyond raises the hurdle as to the type of
changes that are considered acceptable. For example, Brandon (2014) presents
potential Social Security fixes, but focuses entirely on fixes required to return solvency
for the 75-year horizon. The 75-year projection horizon is used in part because most
workers starting work in the year the projection is made would have died by the end of
the period. That motivation for a 75-year projection period, however, does not imply a
need for restoring solvency for 75 years.
The Social Security annual cost rate is the ratio of the cost of the program,
mainly benefit payments, to taxable payroll. Because the long-run trend of the cost rate
is generally upward, reforms for longer time periods must involve larger changes, while
7

reforms done earlier involve smaller changes. Reforms for shorter time periods can be
incremental, and thus presumably would be easier to pass, but would require more
frequent legislative action. A shorter projection period would presumably facilitate
reform because reforms could be made in smaller increments and the more timely
nature of such reforms would also facilitate smaller changes.
Buffin (2014) develops the concept of an equilibrium rate of contribution that
would be required to restore 100 percent solvency for Social Security so as to enable
scheduled benefits to be paid in full for projection periods of 25, 50, and 75 years.
Corresponding to the existing OASI payroll tax rate for workers of 6.20 percent of
covered earnings, the required equilibrium rates would be 6.51 percent for 25 years,
7.19 percent for 50 years, and 7.49 percent for 75 years.
While it would be desirable to fix Social Security’s financing for a longer period,
and that would involve fewer legislative actions by Congress, solving it for the shorter
period has a couple of advantages. First, the required changes are smaller if solved
immediately for a shorter period rather than a longer period. Second, the eventual
changes required for the out years may be smaller if the short-term problem is solved
immediately than if the reform is put off to the last moment.
Political scientists argue that political gridlock is a weakness of the presidential
form of government (Brady and Volden 2006). With a parliamentary government, when
the ruling party has a majority in parliament, it is relatively easy to pass legislation that
the prime minister wants. That would be similar to the situation when the president and
the majority party in both the House of Representatives and the Senate are from the
same party. Even with coalition governments involving multiple parties, there may be
more pressure for consensus in the parliamentary form of government than in the
presidential form, where the two parties have pressure for consensus within the party,
but that may not lead to a sufficient number of votes to pass legislation. Political
polarization may also play a role, with the two parties being less willing than in the past
to compromise. Turner and Klein (2015) discuss policy inertia in the context of the
benefit eligibility age for Social Security and the Military Retirement System, noting that
policy inertia with respect to adjusting those benefit eligibility ages is considerably

8

greater in the United States than in a number of other countries that have parliamentary
systems of government.
Policy inertia concerning Social Security could occur in part because of the
current era of Social Security retrenchment, with benefits being cut, rather than being
increased as was the case early in the history of Social Security. Enacting policy to
make Social Security more generous was easier than enacting policy to cut it back.
Making Social Security more generous permitted credit claiming by politicians, while
cutting benefits or raising taxes involves blame avoidance. In addition, since earlier
reforms have already cut benefits and raised taxes, further cuts in benefits and
increases in taxes are more difficult.
Relating to inertia, another concept from behavioral economics is inattention,
which is related to the salience of a problem. Inertia may result from inattention. The
proposal in this paper has a feature that would better focus the attention of Congress on
the problem. However, it appears from observing the various attempts of Members of
Congress to propose Social Security reform legislation that the problem is not entirely
inattention but also the difficulty of Congress to agree on a reform in the absence of
pressure to do so.
Prisoner’s Dilemma. Steuerle (2014) argues that the gridlock in Congress
concerning reforms that involve tax increases or benefit cuts is due to the “prisoner’s
dilemma”. In game theory, the prisoner’s dilemma is a dilemma of trust and self-interest
in a two-player game. For example, if two people are arrested for a crime, both having
taken part in the crime, and they are interrogated separately (so that they cannot confer
on a strategy of testimony), if neither testifies against the other, their likely punishment
is reduced. However, if one does not testify against the other, but the other does testify,
then the one that does not testify is likely to get a harsher punishment and the one that
does testify is likely to get a more lenient punishment. If both testify against the other,
then the both are likely to get harsher punishments.
The logic of the prisoner’s dilemma can be applied to the process of Social
Security reform. If both political parties accept a package of benefit cuts and tax
increases, both changes incurring the displeasure of different segments of the
electorate, the “punishment” of both parties through the electoral process will likely be
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mild. However, if one party proposes and implements such a package and the other
opposes it, the implementing party is likely to be punished by the electorate and the
opposing party to be rewarded.
Social Security politics differs, however, in important ways from the scenario of
the prisoner’s dilemma. The two parties can confer and they, in principle, can decide on
a strategy of balanced reform. In reality, however, neither side seems to be willing to
compromise. They both seem to take the strategy of letting the other side propose and
enact a reform, with the non-reforming side criticizing the reform. Another major
difference from the prisoner’s dilemma is that the punishment is by the electorate. This
aspect of the dilemma seems to confirm the saying that “we get the government we
deserve.” If the electorate rewarded political parties for taking responsible steps to
reform Social Security, the prisoner’s dilemma would not occur.
Cost of Inertia. The Committee for a Responsible Federal Budget (2016) makes
the case that it is important to overcome inertia and to reform Social Security as soon as
possible. It argues that it is a myth that Social Security reform can be postponed without
serious consequences. It notes that if Social Security insolvency were fixed by benefit
cuts, the cuts would need to be 16 percent in 2016, 20 percent if postponed to 2026 and
23 percent if postponed to 2034. If the benefit cuts excluded people currently receiving
benefits and only applied to people retiring after the benefit cuts, the cuts would need to
be 20 percent in 2016, 33 percent in 2026, and it describes the cuts as impossible to
restore solvency in 2034. If the reform exempted people age 55 and older, and if it was
phased in, both reasonable options, the ultimate increase in benefit cuts would be even
larger.
Buffin (2014) analyzes the cost of inertia in terms of the increase in the
equilibrium rates of Social Security payroll tax corresponding to the current 6.20 percent
rate that would be necessary to achieve 100 percent solvency over the period from
2002 to 2013. Over this period, the equilibrium rate for 25 years increased from 5.31
percent to 6.51 percent; the rate for 50 years increased from 6.55 percent to 7.19
percent; and the rate for 75 years increased from 7.07 percent to 7.49 percent. Buffin
(2014) shows that in 2014 the existing financing arrangements for Social Security were
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adequate to pay 95.9 percent of scheduled benefits over 25 years, 87.6 percent over 50
years and 84.4 percent over 75 years.
Reforms to Deal with Inertia. One approach for dealing with policy inertia is to set
into law automatic adjustment mechanisms for Social Security reform. Turner (2011)
discusses the policy of using ongoing automatic adjustments, as is done in Sweden for
example, for maintaining Social Security solvency. An advantage of a system of
automatic adjustments is that politicians do not need to be involved in the maintenance
of the sustainability of a social security program. Those mechanisms change the default
from inaction to automatic adjustments.
After studying the Swedish social security reform of the late 1990s, Weaver and
Willén (2013) conclude that reform may be easier to enact when it is complex and
opaque, and thus its costs and benefits are not well understood by the electorate. They
also argue that automatic adjustment mechanisms are likely to be effective when the
adjustments are done frequently and are small, so that their effects are less noticeable.
The Swedish experience also indicates that politicians are unlikely to accept automatic
adjustments that involve cuts in nominal benefits.

Delay: Inertia in Social Security Policy Making
The last major changes to Social Security were made under President Reagan in
1983. Those changes were negotiated in a crisis, with only weeks to spare before
benefit payments would be delayed due to insufficient funds (Light 2005). The same
thing almost happened with the Disability Insurance Trust Fund, scheduled to have
insufficient funds in 2016. The Bipartisan Budget Act of 2015 contains an incremental
reform that extends the date of insolvency of the DI trust fund a few years.
Policy inertia concerning Social Security is not entirely because of a lack of
awareness of the problem by Congress, at least by experts in Congress, nor is it due to
a lack of awareness of the consequences of delay. Policy experts have been arguing for
a need to address the issue of Social Security solvency on a timely basis because the
problem becomes more difficult the longer Congress delays in dealing with it.
One reason for policy inertia may be that some policy analysts and politicians
think that inertia will work in their favor in terms of getting the reform they want. For
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example, Schieber (2012) cites Dean Baker, a liberal, who argues that with a reform at
the last moment, tax increases are more likely than for a reform that occurs earlier. On
the other hand, some conservatives may believe that a reform at the last moment will
result in larger benefit cuts than a reform enacted earlier.
One of the insights of behavioral economics is the use of defaults to overcome
inertia and to result in desirable outcomes in a situation when otherwise no change
would occur. For Social Security reform, or for workers enrolling in 401(k) plans,
traditionally the default has been to do nothing. Inertia as a reason for workers not
enrolling for pension coverage has been addressed by auto-enrollment, where the
default is that workers are automatically enrolled to participate in a 401(k)-type plan. For
example, auto-enrollment as the default is used in the Thrift Savings Plan for federal
government workers as a way to increase the participation rate.

The Costs of Inertia
Policy uncertainty with respect to Social Security is one of the largest sources of
public policy uncertainty facing American workers (Luttmer and Samwick 2015). Part of
the cost of Congressional delay is that gradual changes may no longer be sufficient to
restore solvency. That cost due to Congressional inaction is borne by participants. The
required tax increase or benefit cut is larger the longer the delay in enacting it. The
required changes are larger in terms of tax rate increases and the reduction in
generosity of benefit levels because there is less time for interest to accumulate and
because the changes would be spread over fewer cohorts of workers. If delayed to the
last moment, the required increase in the payroll tax rate -- if that were the sole change
-- would be 4.4 percent compared to an increase of 2.7 percent had the problem been
addressed 20 years earlier, in 2013 (Committee for a Responsible Federal Budget
2013).
Because of relatively favorable demographics in 1983, measured by the old-age
dependency ratio, the changes made to Social Security to restore solvency were less
drastic than the changes needed now. In 1983, for every beneficiary there were 3.2
workers paying Social Security payroll taxes. By 2030, there will only be 2.0 workers per
beneficiary (Clancy 2015). The ratio of beneficiaries to workers, called the old-age
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dependency ratio, acts as a “shadow” price for Social Security benefits (Turner 1984),
which is the cost per worker of raising the benefits per beneficiary by $1.. The higher the
old-age dependency ratio, the higher is the cost per worker of paying for old-age
benefits. This relationship means that it will be much more difficult politically and
economically to make up the benefit shortfall in 2034 than it was in 1983, when there
was a lower old-age dependency ratio. To be precise, taking the ratio of the old-age
dependency ratio in 2034 to that in 1983 shows that it will be 60 percent more costly for
workers (3.2/2.0 – 1), per dollar of benefit increase, to pay for increased benefits above
those already funded.
In 1983, the shortfall in financing was 1.80 percent of taxable payroll (Greenspan
Commission 1983). By comparison, a reform done at the last moment in 2034 would
need to raise the payroll tax rate from 12.4 percent to 16.8 percent—an increase of 4.4
percent of taxable payroll (Committee for a Responsible Federal Budget 2013).
While the 1983 reforms are often described as a balanced approach, only the
short-term changes were balanced. The short-term reforms to get Social Security
through the 1980s were roughly balanced between their effects on contributors and
beneficiaries, with 44 percent of the changes due to increased revenue from
contributors and 39 percent due to decreased benefits for beneficiaries, through
postponing the cost-of-living adjustment and taxing some benefits. Part of the shortterm increase in revenues came from extending Social Security coverage to newly hired
federal government employees (16 percent). The longer-term reforms, occurring
through the increase in the Normal Retirement Age, were entirely benefit cuts.
Combining the long-term and short term reforms, 10 percent of the shortfall was made
up by increases in revenues, while 70 percent was made up by decreases in benefits,
with the remainder made up by extending coverage (Gregory et al. 2010).
One of the uncertainties about Social Security reform is who it will affect. If
benefits are cut, the cuts could be structured to only affect people younger than some
pre-retirement age, such as 55, or the cuts could affect current retirees. In 2016, if the
date of insolvency is 2034, and the future cuts affect retirees, even people currently as
old as age 70 or older, depending on their life expectancy, would face the risk of
benefits cuts. Thus, the possible future Social Security benefits of all current workers
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and many retirees could be lower than those currently projected by Social Security in its
benefits calculators, but by how much lower is unclear.
Uncertainty exists as to whether benefit cuts would affect people who are already
beneficiaries. For example, the cost-of-living adjustment could be made less generous,
as was proposed by President Obama in moving to the chained CPI, which is a less
generous, but arguably more accurate, form of price indexing than is currently used. In
that case, people in their late sixties would face uncertainty that their possible future
benefits will be less than currently projected. Thus, people in their fifties and early
sixties who are trying to plan for their retirement, as well as people younger than those
ages, face difficulty making plans, given the uncertainty surrounding the level of Social
Security benefits. A 2005 survey found that only one-fifth of individuals age fifty and
older felt that they had engaged in successful retirement planning (Lusardi and Mitchell
2005). However, the question might be asked as to how anyone could engage in
successful retirement planning who depended on Social Security, given the uncertainty
surrounding the benefits it will provide in the future.
Workers have limited ability to insure against the risks relating to any reductions
to their Social Security benefits, and thus can only mitigate them by engaging in costly
precautionary behavior in the form of increased savings and postponed planned
retirement. Since those activities are difficult for many workers, they face the risk of
having a lower standard of living in retirement than they would have if policy inertia were
not a problem and they were better able to plan because of reduced uncertainty. The
life cycle model argues that workers wish to smooth their consumption over time. Policy
inertia makes it difficult for them to do that. Luttmer and Samwick (2012) empirically
analyze the magnitude of these effects, concluding that American workers on average
would be willing to accept a 4 to 6 percent benefit cut if that would remove the policy
uncertainty as to the level of future Social Security benefits.
Policy inertia, and the resulting insufficiency of Social Security’s funding, may be
a factor causing a lack of confidence in Social Security. The Employee Benefit
Research Institute (EBRI) Retirement Confidence Survey in 2015 found that 19 percent
of people age 25 to 69 believe they will get nothing from Social Security, presumably
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because of its inadequate financing. That figure is up from 10 percent in 1991 (EBRI
2015).

The Predictable Crisis
In the United States, some legislation has already attempted to deal with
Congressional inertia relating to Social Security policy. Section 709 of the Social
Security Act requires that the Social Security Trustees notify both Houses of Congress if
the Social Security OASI Trust fund or Disability Insurance (DI) Trust Fund is projected
to fall below 20 percent of the annual Social Security payments within the next 10 years.
This situation occurred in 2015 for the DI Trust Fund, providing only one year advance
notice (Board of Trustees 2015), indicating how weak the requirement is. This provision
is an attempt to get Congress to act, but does not require any action, and is ineffective
in assuring timely reform.
Social Security policy changes are made infrequently and therefore tend to be
major changes. In this respect, they can be analyzed as a tobit problem, similar to the
purchase of a car, which also tends to be done infrequently and as a major purchase.
The essence of the tobit problem is a relatively high hurdle for a minimum change. In
the case of Social Security, the high hurdle in the United States is the tradition that
generally changes need to restore solvency for 75 years. However, a major difference
from the typical tobit problem, such as purchasing a car, is that the longer Congress
waits, the larger are the tax increases and benefit cuts. Thus, the hurdle rises over time.

Proposal
This proposal draws on several different strands of public policy. Some aspects
of the Kline-Miller Multiemployer Pension Reform Act of 2014 are similar to aspects of
the proposal in this paper. That Act identifies multiemployer plans as being in “critical
and declining status” if the plans could become insolvent in less than 15 years (Kirkland
& Ellis 2015). While multiemployer pension plans differ considerably from Social
Security, the part of that Act that this proposal incorporates is that it establishes the
same “critical and declining status” designation for Social Security. Social Security will
be designated as being in “critical and declining status” if it could become insolvent in
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less than 15 years. This aspect of the proposal would raise the saliency of the issue of
Social Security reform. Thinking of Social Security reform as involving a problem space
and a solution space, the proposal takes the strategy of raising the salience of the need
for reform in the problem space, while reducing the salience of the reform in the solution
space.
The proposal has three parts: 1) It discusses changing choice architecture in
Congress, 2) it provides two examples of possible default reforms, and 3) it suggests a
strategy for enacting the proposal.
Changing Choice Architecture--Defaults. Choice architecture refers to the way
that choices are framed. In Social Security policy, choices are framed as requiring an
action by Congress that restores solvency for Social Security for at least 75 years. That
framing creates a high hurdle. The standard of sustainable solvency requires that in
addition to the trust fund balance being positive over the 75-year projection period, at
the end of the period the level of trust fund reserves be stable or rising as a percentage
of the annual cost of the program (Goss 2010). Thus, this standard is even more
stringent, and an even higher hurdle for reform, than simply requiring solvency over the
75-year period. The unfunded liability over the 75-year projection period is 11.4 trillion
dollars (Campaign to Fix the Debt 2016).
One of the issues with basing policy on 75-year projections is the high degree of
uncertainty as to the distant future. For example, the Congressional Budget Office
(2015b) projects that in 2089, 75 years after 2014, the 80 percent confidence interval for
expenditures on Social Security benefits ranges from 5 percent of GDP to nearly 10
percent.
The proposal involves a default, and thus has some similarities to Congressional
reform of the budgetary process. Congress in 2010 and 2011 passed two laws in an
attempt to improve the budgetary process--statutory caps on discretionary spending and
the statutory pay-as-you-go law to prevent budget-busting tax cuts or mandatory
spending increases not offset by other changes (Committee for a Responsible Federal
Budget 2015). Without debating the merits of these laws, their intent to improve the
budgetary process is consistent with the intent of this proposal.
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Experience with those budgetary-process reforms provides cautionary lessons
for the reform proposed here. Those reforms contain a default, similar to the proposal
here. If the Office of Management and Budget (OMB) determines that discretionary
spending limits have been exceeded, and Congress has not otherwise acted, OMB is
required to issue a sequester to bring spending within the cap or offset the deficit
increase. The problem from the perspective of process reform is that Congress can
avoid enforcing discretionary spending limits by enacting legislation to prevent
sequestration from taking effect. Thus, for this type of change in choice architecture to
be effective, special rules, like a 60 percent majority, need to be enacted to make it
difficult for Congress to over-ride the default changes (Committee for a Responsible
Federal Budget 2015).
The Default Reform Proposals
This section considers two possible default reform proposals. The first proposal
has three essential elements: 1) Social Security will be declared in “critical and declining
status” if the date of insolvency is less than 15 years, 2) Congress will make a binding
legislative commitment to restore solvency for 20 years at that point, either through a
default reform or through a reform that Congress prepares, and 3) recognizing that
some people are adamantly opposed to further benefit cuts and some people are
adamantly opposed to further tax increases, it is necessary in developing the default
proposal to recognize that compromise is needed. This proposal thus provides a way of
dealing with the “prisoner’s dilemma” problem and other factors that may play a role in
political inertia.
With our proposal, every time the intermediate projection of the Social Security
actuaries indicates insufficient financing within the next 15 years, Congress will be given
one year to restore solvency for the following 20 years. If Congress fails to act within
that time frame, automatic changes would occur that would restore solvency for 20
years. This proposal addresses inertia in part by lowering the hurdle so that if Congress
does not enact a major reform, reforms would be done as a series of relatively small
reforms.
A Possible Default Package. While the change in default architecture is the
essential aspect of the proposal, this section provides two examples of the package of
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changes that it could involve. These possible default packages go beyond the insights
of behavioral economics and provide possible examples of what a default reform
package might look like. The first package would involve several changes, an approach
sometimes called a “grand bargain,” thus minimizing the effect of any single change and
sharing the burden across different generations and income classes of workers.
This default proposal is informed by three motivating factors. First, it takes into
account differences of opinion in how Social Security should be reformed. Second,
while it is not possible to reduce benefits or raise taxes and at the same time improve
the situation of every group relative to the (false) alternative of doing nothing, it attempts
to improve the targeting of Social Security benefits to people who are vulnerable
because of their advanced age. Third, it offsets to some extent the effect on lifetime
benefits of the increasing gap in life expectancy between high-income and low-income
workers (Waldron 2007, 2013).
To restore Social Security’s solvency, nearly all the Republican presidential
candidates in 2016 are on record as favoring Social Security benefit cuts (directly or
through an increase in the Normal Retirement Age) with no increases in revenue, while
the Democratic presidential candidates favor revenue increases, with no benefit cuts
(Center for Retirement Research at Boston College 2015). Recognizing the divided
opinion as to how solvency should be restored, the default would be that solvency
would be restored both by financing increases and by benefit cuts. A survey has found
that more than half of American workers (58 percent) expect that Social Security reform
will involve both financing increases and benefit cuts , while 18 percent think that reform
will mostly or entirely involve benefit cuts, and nearly a quarter (24 percent) think that it
will mostly or entirely involve revenue increases (Luttmer and Samwick 2012).
The apparently simple concept of an equal division between payroll tax rate
increases and benefit cuts is actually complex because the impact of the payroll tax rate
increases and benefit cuts is not equal for all persons. In particular, different
generations are affected differently. Because most reform proposals exempt current
beneficiaries and those near retirement age, the cut in benefits initially has a small
impact, but its impact grows over time. Thus, when taking the present value of the two
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changes at the point of the reform, generally revenue increases have a larger effect
than benefit cuts. However, for young workers, the effect could be the reverse.
In the default proposal, financing increases would be divided between an
increase in the payroll tax maximum and an increase in the payroll tax rate. With this
approach, the increase at any one time in the payroll tax rate paid by workers would be
relatively small. Increasing the payroll tax maximum would be one way of adjusting
Social Security so as to deal with the situation where life expectancy has increased
substantially more for people with earnings above the current taxable maximum than it
has for lower-income people (Waldron 2007, 2013).
The benefit cuts would be done in a way that would improve the relative situation
of people who are vulnerable because of their advanced age. The benefit cuts would
occur through an increase for future retirees in the Normal Retirement Age and a sixmonth delay in the cost-of-living adjustment. However, the benefit cuts due to the
increase in the Normal Retirement Age would only affect people up to age 81. Starting
at age 82, the benefit cuts would be rescinded, so that benefits would increase at that
age, compared to the reduced benefits at earlier ages. This change is equivalent to
introducing a longevity insurance annuity that starts at age 82. A longevity insurance
annuity is a deferred annuity that starts at an advanced age (Turner 2011, 2013). This
feature of the proposal results in better targeting of Social Security benefits towards
people who have a substantial risk of having outlived their 401(k) accounts and other
forms of savings, resulting in higher poverty rates at that age than at earlier ages in
retirement (Turner 2013).
Analysis. A policy of benefit cuts would need to take into account that Social
Security provides modest benefits and that some people depend on those benefits for a
large part of their retirement income. In 2013, the average monthly Social Security
benefit was $1,294 or $15,528 a year. Among persons age 65 and older, for 22 percent
of married couples and 47 percent of unmarried persons, Social Security benefits
constitute 90 percent or more of their retirement income (Social Security Administration
2014). It should be noted that retirement income is measured as regular income
receipts, and does not include irregular withdrawals from IRAs, 401(k) plans, and other
forms of savings, which have become increasingly important with the growth of IRAs
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and 401(k) plans. Recognizing the relatively low average benefits and the relatively high
proportion of unmarried people relying on Social Security, benefit cuts need to be
carefully considered and targeted. This proposal only cuts benefits for future retirees, at
least some of whom have the option of offsetting the benefit cuts by working longer or
saving more. The longevity insurance benefits also improve the targeting of benefits and
reduce the impact of benefit cuts by not making benefit cuts for people at advanced
ages, when people are most vulnerable.
While a full evaluation of possible reform options is beyond the scope of this
section, a possible option to offset the benefit cuts for some people would be to permit
voluntary additional contributions for people earning below the taxable maximum. These
contributions would be made when filling the personal income tax. They would raise the
credited earnings in the year for which they were made by exactly the amount of
earnings that would have resulted in the additional payments.While this option would
not be helpful for people who could not afford the additional payments, it would provide
an option for some people as a way of offsetting the benefit cuts.
Another option that could be considered is to have some of the burden borne by
the current generation of high-income beneficiaries. This could be done, for example, bu
raising the tax on Social Security benefits for higher-income recipients.
The default proposal discussed here does not raise the early entitlement age of
62. Workers would be able to continue claiming benefits at that age. While life
expectancy has increased considerably since 1940 when benefits were first received at
age 65, a discussion of this contentious topic is beyond the scope of this paper.
With the exception of the introduction of longevity insurance benefits and the
possibility of allowing voluntary payments to purchase earnings credits, these changes
are qualitatively similarly to the changes made in 1983 during the last major Social
Security reform. At that time, the cost-of-living adjustment was delayed six months, the
Normal Retirement Age was raised, and payroll taxes supporting Social Security were
increased more rapidly than had been previously legislated. In addition, taxation of
Social Security benefits for higher-income retirees was introduced (Light 2005), which
had the effect of increasing the progressivity of benefits. Also, federal government
workers were covered by Social Security.
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While the changes involved in this proposal require compromise by all major
groups, and have historical precedent as an approach, we do not argue for their
optimality. Instead they are intended to provide Congress an opportunity to make
changes that it views are superior.Under this proposal, Social Security solvency would
be maintained through a series of small changes, unless Congress decided instead to
make major changes.
This proposal would prevent Social Security reforms from being made at the last
moment, as was the situation with the legislation in 2015 to deal with the impending
insufficiency of funding for the DI program in 2016, and as occurred with the last major
changes in the OASI program in 1983.To prevent the problem of Congress enacting
legislation to override the automatic changes what would occur if it fails to act, the
proposal should also include a provision making it difficult to override, such as requiring
a 60-vote majority in the Senate. Without such a provision, it is possible that the default
would be overridden because the required changes to maintain Social Security’s
solvency would be unpopular.
A reform at the last moment would probably have different intergenerational
effects than the reform of this proposal. The last birth cohort of the Baby Boom
generation was born in 1964, and thus turns age 62 in 2026. If a reform occurred at the
last moment, and if it did not affect the benefits of those already age 62, the entire Baby
Boom generation would be spared from bearing the burden of the reform, but with the
costs of the reform shifted to their children. By contrast, if the reform were done in 2017,
tax hikes and benefit cuts would be borne by roughly half of the Baby Boom generation.
Thus, this proposal would result in an arguably better intergenerational distribution of
reform costs than a long-term reform done at the last moment.
By assuring that solvency would be guaranteed for roughly 20 years, the
proposal presumably minimizes the possible distortions that uncertainty as to future
benefit cuts can cause concerning the decisions of workers as to what age they should
claim Social Security benefits. By restoring solvency for 20 years, the reform would
restore solvency over a period with a smaller range of uncertainty as to the level of the
reform needed, compared to a reform that restores solvency for 75 years.
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A reform done at the last moment would raise the payroll tax rate from 12.4
percent to 16.8 percent (Committee for a Responsible Federal Budget 2013).
Calculations provided to us by the Office of Actuaries indicate that if instead, the payroll
tax rate was raised to 13.3 percent in 2017 through 2040, solvency could be maintained
over the entire 75-year projection period by raising the payroll tax rate to 16.01 percent
from 2041 to 2090. In our proposal, the payroll tax rate would be increased a smaller
amount initially, with the same effect because other changes would also be made to
restore solvency. Thus, our proposal for immediate small changes to fix the problem for
20 years would result in a smaller increase in the payroll tax rate in the future than if no
changes were made until the last minute.
An Alternative Default Proposal. Within the basic approach of a default, different
defaults can be used. This section presents an example of an alternative default. The
default would be that every time the date of insolvency is 15 years or less, if Congress
fails to act within the year, the payroll tax rate would be raised by 0.1 percent for both
the employer and the employee. In addition, the taxable maximum would be raised by
$1,000 above what it would be otherwise. With this approach, the default would involve
a series of small changes over time. These changes would be permanent, unless
overridden by Congress, which would occur only if it passed an alternative proposal that
restored solvency for 20 years. Again, it should be noted that the intent of this default is
not to claim that it is an optimal approach, but rather to provide an incentive to Congress
to craft a reform that it viewed to be superior. While the first default proposal involves
both benefit cuts and payroll tax rate increases, this default only involves payroll tax rate
increases. Thus, as Steuerle (2014) notes concerning the automatic benefit increases in
Social Security due to the structure of the benefit formula, a possible effect of this
default is that because it would involve automatic increases in Social Security financing
that might crowd out spending on other government programs.
Enacting the Proposal. The “save more tomorrow” concept is that people commit
today to do in the future something they know they should do, but are not eager to do
(Benartzi and Thaler 2004). It is psychologically easier for people to commit to doing
something in the future that they are not eager to do than actually taking that action in
the present. By enacting this proposal in 2017, Congress would be committing,
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according to the current Social Security Trustees report, to take action in 2019. Thus,
this approach would deal with present bias, which leads to putting off desirable but
difficult decisions to the future.
This proposal has one additional aspect that would further increase the saliency
of the problem to American workers. The Social Security Administration provides
projected benefit statements to people online and for some people by regular mail.
However, these statements provide misleading information. They provide projected
benefits based on the benefit formula in the current law. That information is misleading
because Social Security is inadequately funded, and unless there is a reform, by law it
will only provide benefits at the level that can be paid for—roughly a quarter less. Social
Security would be required to amend its benefit statement, providing the current
information, but also providing the lower benefits that will be paid in the absence of
reform.
Providing this information about future benefits may have two positive effects
relating to enacting Social Security reform. First, people will see that there is a chance
they will receive a lower level of benefits and take that into account when engaging in
retirement planning. Second, understanding that, it is likely that people will place
pressure on Congress to act.

Conclusions
With rational public policy making done in the best interest of the American
people, the Social Security program would be reformed as quickly as possible because
needed reforms are less drastic the sooner they are done. Realistically, however, under
the current system of policymaking, that is not likely to happen. Social Security policy in
the United States is characterized by a high degree of inertia. Inertia has been
addressed in other aspects of pension policy through defaults. We propose extending
the insight of choice architecture to behavioral public finance and Social Security policy
making by Congress.
With our proposal, every time the Social Security actuaries project that the
program will have insufficient funding within 15 years, a package of small changes
would restore solvency for the following 20 years. The package would involve several
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changes, thus minimizing the effect of any single change. Because the changes are
made in advance, rather than at the last moment, and because they restore solvency for
20 years rather than 75 years, they would be smaller than would otherwise be
necessary. Congress would have the option to override the default by producing its own
package that restored solvency for at least the following 20 years, but if it did not act,
the default package would automatically take effect.
The proposal draws on several insights from behavioral economics. First, it
raises the saliency of the problem to members of Congress and the public. Second, it
uses a default to address the problem. Third, it reduces the saliency of the solutions by
using incremental changes rather than larger changes. Fourth, it makes use of aspects
of the “save more tomorrow” program in its initial enactment in that it does not require
immediate action.
Thinking of Social Security reform as involving a problem space and a solution
space, the proposal takes the strategy of raising the salience of the need for reform in
the problem space and lowering the salience of the reform in the solution space. This
strategy thus raises the pressure on politicians for reform, while lowering the resistance
of the electorate to reform. Notwithstanding these aspects that arguably make this
approach to Social Security policy reform superior to the current approach with its focus
on the 75-year projection period, Social Security reform using this approach would still
be a major achievement for Congress.
Even so, this proposal is a second-best solution. It is superior to the current
reform process of waiting until a crisis. However, a better solution would be for
Congress to enact a well-reasoned reform many years in advance of a crisis. One of the
possible benefits of this proposal is that it might inspire Congress to take that route.
This proposal for a default if Congress fails to act would help restore confidence
in Social Security by assuring that the solvency of the system would be dealt with in a
timely manner. It would reduce the amount of uncertainty that American workers face
concerning their future Social Security benefits. lt would provide for reforms on a more
timely basis than would otherwise occur. For that reason, the required changes would
be less dramatic than would occur if the reforms were put off to the last moment. The
reforms would be predictable, unless Congress over-rode them, which would lead
24

presumably to more politically appealing reforms. While the proposals reflect
compromises between differing viewpoints, they succeed in restoring solvency and
could improve the targeting of benefits by providing longevity insurance benefits for
people at advanced older ages.
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